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RP FINANCIAL, LC.

Financial Services Industry Consultants

June 13, 2003

Board of Directors

Flatbush Federal Saving and Loan Association
of Brooklyn

2146 Nostrand Avenue

Brooklyn, New York 11210

Members of the Board 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 which is to be
offered in connection with the mutual-to-stock conversion transaction 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 Reorganization

The Board of Directors of Flatbush Federal Savings & Loan Association of Brooklyn
(“Flatbush Federal” or the “Association”) has adopted a plan of reorganization pursuant to which
Flatbush Federal will reorganize into a mutual holding company structure. As part of the
reorganization, Flatbush Federal will become a wholly-owned subsidiary of Flatbush Federal
Bancorp, Inc. ("Flatbush Bancorp" or the "Company"), a federal corporation, and Flatbush
Bancorp will issue a majority of its common stock to Flatbush Federal Bancorp, MHC (the
"MHC") a federally-chartered mutual hoiding company, and 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 Association’s Eligible Account Holders, Tax-Qualified Employee Plans including the
employee stock ownership plan (the "ESOP"), Supplemental Eligible Account Holders and Other
Members. 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 total shares offered for sale to the public will constitute a minority
interest of the Company’s stock (49% or less).

The aggregate amount of stock sold by the Company cannot exceed the appraised value
of the Association. Immediately following the offering, the primary assets of the Company will
be the capital stock of the Association and the net offering proceeds remaining after contributing
proceeds to the Association in exchange for 100% of the capital stock of the Association. The
Company will contribute at least 50% of the net offering proceeds in exchange for the
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Association's capital stock. The remaining net offering proceeds, retained at the Company, will
be used to fund a loan to the ESOP and as general working capital.

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 and assisting in the preparation of the post-conversion business plan, we are
independent of the Association and the other parties engaged by Flatbush Federal to assist in the
corporate reorganization and stock issuance process.

Valuation Methodology

In preparing our appraisal, we have reviewed the Association'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 Association
that has included a review of its audited financial information for years ended December 31,
1998 through December 31, 2002, various unaudited information and internal financial reports
through March 31, 2003 and due diligence related discussions with the Association's
management; Radics & Co., LLC, the Association's independent auditor; Luse Gorman
Pomerenk & Schick, P.C., the Association’s counsel in connection with the reorganization and
stock offering; and Sandler O’Neill & Partners, L.P., the Association’s 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 Association operates
and have assessed the Association's relative strengths and weaknesses. We have kept abreast of
the changing regulatory and legislative environment for financial institutions and analyzed the
potential impact on the Association and the industry as a whole. We have analyzed the potential
effects of the minority stock offering on the Association's operating characteristics and financial
performance as they relate to the pro forma market value. We have reviewed the economy in the
Association's primary market area and have compared the Association’s financial performance
and condition with publicly-traded thrifts in mutual holding company form, as well as all
publicly-traded thrifts. We have reviewed market conditions for stocks in general and market
conditions for thrift stocks in particular, including the market for existing thrift issues and the
market for initial public offerings by thrifts. We have considered the market for the stocks of all
publicly-traded mutual holding companies. We have also considered the expected market for the
Association's public shares. We have excluded from such analyses thrifts subject to announced
or rumored acquisition, mutual holding company institutions that have announced their intent to
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pursue second step conversions, and/or those institutions that exhibit other unusual
characteristics.

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

Our appraised value is predicated on a continuation of the current operating environment
for the Association, the MHC and the Company and for all thrifts and their holding companies.
Changes in the local, state and national economy, the legislative and regulatory environment for
financial institutions and mutual holding companies, the stock market, interest rates, and other
external forces (such as natural disasters or significant world 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 Association’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 Association
following the offering. To the extent that such factors can be foreseen, they have been factored
into our analysis. B : - : . '

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 June 13, 2003, 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 $14,000,000 at the midpoint, equal to 1,750,000 shares issued at a
per share value of $8.00. Pursuant to conversion guidelines, the 15% offering range indicates a
minimum value of $11.9 million and a maximum value of $16.1 million. Based on the $8.00 per
share offering price determined by the Board, this valuation range equates to total shares
outstanding of 1,487,500 shares at the minimum of the valuation range and 2,012,500 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
supermaximum value of $18.515 million without a resolicitation. Based on the $8.00 per share
offering price, the supermaximum value would result in total shares outstanding of 2,314,375.
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 $5.593 million at the minimum, $6.580
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million at the midpoint, $7.567 million at the maximum and $8.702 million at the top of the
super range.

Limiting Factors and Considerations

Our 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 necessarily based upon estimates and projections of a number of matters, all of
which are subject to change from time to time, no assurance can be given that persons who
purchase shares of common stock in the conversion will thereafter be able to buy or sell such
shares at prices related to the foregoing valuation of the pro forma market value thereof.

RP Financial's valuation was determined based on the financial condition and operations
of Flatbush Federal as of March 31, 2003, the date of the financial data included in the regulatory
applications and prospectus.

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

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

Respectfully submitted,
RP FINANCIAL, LC.

Wi

William E. Pommereni
Chief Executive Officer

Senior Vice President
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I. OVERVIEW AND FINANCIAL ANALYSIS

Introduction

Flatbush Federal Savings & Loén Association of Brooklyn ("Flatbush Federal" or the
"Association"), organized in 1873, is a federally-chartered savings and loan association
headquartered in Brooklyn, New York. In addition to the main office, the Association maintains
two branch offices in Brooklyn. A map of the Association’s office locations is provided in
Exhibit I-1. Flatbush Federal is a member of the Federal Home Loan Bank ("FHLB") system,
and its deposits are insured up to the regulatory maximums by the Savings Association Insurance
Fund ("SAIF") of the Federal Deposit Insurance Corporation ("FDIC"). At March 31, 2003,
Flatbush Federal had $140.1 million in assets, $129.6 million in deposits and total equity of $8.4

million or 6.0% of total assets.

Plan of Reorganization
Oﬁ May 28, 200'3, the Board of Directors of the AsSociation adopted a plan to reorgaﬂize |

from the mutual form of organization to the mutual holding company form of organization. As
part of the reorganization, Flatbush Federal will become a wholly-owned subsidiary of Flatbush
Federal Bancorp, Inc. (“Flatbush Bancorp” or the “Company”), a to be formed federal
corporation. Flatbush Bancorp will issue a majority of its common stock to Flatbush Federal
Bancorp, MHC (the “MHC”) and sell a minority of its common stock to the public. Concurrent
with the_reorganization, the Company will retain approximately $1.5 million 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

respective subsidiaries and investment of stock proceeds that are retained by the Company.

The MHC will own a controlling interest in the Company of at least 51%, and the
Company will be the sole subsidiary of the MHC. The Company will own 100% of the
Association’s outstanding stock, which will continue to operate as a federally-chartered savings
and loan association. At the completion of the reorganization, the Association will change its

name to Flatbush Federal Savings & Loan Association. The Company’s initial activities will be
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ownership of its subsidiary, Flatbush Federal, investmeﬁt of the net cash proceeds retained at the
holding company level (initially in short-term investment securities) and extending a loan to the
. Association’s newly-formed employee stock ownership plan (“ESOP”). Subsequent activities of
the Company may include payment of regular or special dividends, acquisitions of other -

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

Strategic Overview

Flatbush Federal is a community-oriented savings association, which has emphasized
providing financial services that meet the borrowing and savings needs of its local customer
base. Flatbush Federal maintains an operating strategy that is consistent with a traditional thrift
operating strategy, in which 1-4 family residential mortgage loans and retail deposits constitute
the principal components of the Association’s assets and liabilities, respectively. Beyond 1-4
family permanent mortgage loans, the Association’s lending diversification has been fairly
limited consisting primarily of construction and commercial real estate loans. Pursuant to the
Association’s current strategic plan, Flatbush Federal plans to continue to emphasize ovrigination
of 1-4 family loans that will be supplemented with limited diversification into other types of

mortgage and non-mortgage loans.

Investments serve as a supplement to the Association’s lending activities and the
investment portfolio is considered to be indicative of a low risk investment philosophy. The
investment portfolio is comprised primarily of U.S. Government and agency securities, with the
balance of the portfolio consisting of mortgage-backed securities and FHLB stock. Flatbush
Federal also currently maintains a relatively high balance of cash and cash equivalents, as funds
realized from pay down of the loan portfolio have been primarily redeployed into short-term

liquid instruments.

Retail deposits have consistently served as the primary interest-bearing funding source
for the Association. Deposit growth has generally been adequate enough to fund most of the
Association’s asset growth, with such growth consisting of a mixture of CDs and transaction and
savings accounts. CDs account for the largest portion of the Association’s deposit composition

and growth of CDs has accounted for most of the Association’s deposit growth in recent years. -
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The Association did not maintain any borrowings at March 31, 2003 and, in general, borrowings

have not been utilized by the Association.

Flatbush Federal’s earnings base is largely dependent upon net interest income and
operating expense levels, reflecting the Association’s implementation of a traditional thrift
operating strategy. The Association has maintained a relatively healthy and stable net interest
margin, which has been supported by maintenance of a relatively low cost of funds. However,
since 2000, the Association has experienced some compression in the net interest margin as the
decline in yield income has been more significant relative to funding costs. The more significant
decline in yield income reflects the impact of a prolonged and significant decline in market
interest rates and a decline in the concentration of loans comprising the Association’s total
assets. Operating expenses represent the other major component of the Association’s earnings
and generally have been maintained at a relatively high level for an institution with a traditional
thrift operation. The Association’s relatively high operating expense can be in part attributed to
its New York City location, where that cost of conducting business is relatively high in
, compariébn to more suburban and rural markets. Flatbush Federal’s high level of operating
expenses relative to asset size also reflects a limited capacity to leverage operating expenses
through asset growth, due to its relatively low capital position. The increase capital that will
result from the infusion of stock proceeds is expected to facilitate some leveraging of the
operating expense ratio, as the Association’s stronger pro forma capital position will support

more aggressive growth of the asset base.

The post-conversion business plan of the Association is expected to continue to focus on
the prod&:ts and services that have been traditionally offered by the Association, as well as
“introduction of new products and services that will serve to enhance Flatbush Federal’s
competitive position as a full service bank. Such products and services include debit and credit

cards and offering electronic banking through the Internet.

The Association’s Board of Directors has elected to convert to the stock form of
ownership to improve the competitive position of Flatbush Federal. The capital realized from
the minority stock offering will increase the operating flexibility and overall financial strength of
Flatbush Federal, as well as support expansion of the Association’s strategic focus of providing

competitive community banking services in its local market area. The additional capital realized
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from stock proceeds will serve to strengthen the Association’s capital position, which will
facilitate leveraging of operating expenses through balance sheet growth. Flatbush Federal’s
higher capital position will also reduce interest rate risk through enhancing the Association’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 in meeting
the Association’s future funding needs, which may facilitate a reduction in Flatbush Federal’s
funding costs. Additionally, Flatbush Federal’s higher equity-to-assets ratio will also better
position the Association to take advantage of expansion opportunities as they arise. Such
expansion would most likely occur through establishing or acquiring a branch that complements
the Association’s existing branch network. At this time, the Association has no specific plans for
expansion other than internal growth. The projected use of proceeds are highlighted below.

e MHC. The Association intends to capitalize the MHC with $100,000 of cash. The

primary activity of the MHC will be ownership of the majority interest in the
Association. The MHC funds will be held in low risk liquid instruments.

¢ Flatbush Bancorp. The Company is expected to retain $1.5 million of the net offering
proceeds. At present, funds retained by the Company are expected to be primarily
invested initially into short-term investment grade securities. Over time, the funds may
be utilized for various corporate purposes, possibly including acquisitions, infusing
additional equity into the Association, repurchases of common stock, and the payment of
regular and/or special cash dividends.

e Flatbush Federal. Net proceeds, less the $1.5 million of proceeds retained by the
Company, will be infused into the Association in exchange for all of the Association's
newly issued stock. Cash proceeds (i.e., net proceeds less deposits withdrawn to fund
stock purchases) infused into the Association are anticipated to become part of general
operating funds, pending deployment into loans and investment securities.

Overall, it is the Association's objective to pursue growth that will serve to increase
returns, while, at the same time, growth will not be pursued that could potentially compromise

the overall risk associated with Flatbush Federal’s operations.

Balance Sheet Trends

Table 1.1 shows the Association’s historical balance sheet data for the past five years and
at March 31, 2003. From December 31, 1998 through March 31, 2003, Flatbush Federal

exhibited average annual asset growth of 2.7%, with the strongest growth occurring in 2002.
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General trends in the Association’s interest-earning asset composition reflect that the loans
receivable balance peaked at year end 2000 as loans receivable equaled 88.2% of total assets,
with the subsequent decline in loans being offset by growth of cash and investments. The
decline in the loans receivable balance has been the result of the pay down of the 1-4 family
portfolio, reflecting the impact of accelerated repayments of 1-4 family loans caused by
borrowers refinancing into lower rate loans. Overall, loans receivable declined from 76.7% of
assets at year end 1998 to 61.9% of assets at March 31, 2003, while cash and investments,
including mortgage-backed securities, increased from 20.2% of assets at year end 1998 to 35.7%
of assets at March 31, 2003. Asset growth has been largely funded through growth of retail
deposits. A summary of Flatbush Federal’s key operating ratios for the past two and one-quarter

years are presented in Exhibit I-3.

As the result of loan portfolio shrinkage recorded since 2000, Flatbush Federal’s loans
receivable balance reflected an annualized rate of decline of 2.3% from year end of 1998 through
March 31, 2003. Flatbush Federal’s historical emphasis on 1-4 family lending is reflected in its
loan‘po'rtfolio composition, as 85.8% of total loans receivable consisted of 1-4 family mortgage
loans at March 31, 2003, a slight decline from the 88.0% ratio maintained at December 31, 2001.
The decline in the 1-4 family ratio has been largely due to a decline in the balance of 1-4 family
loans outstanding, as opposed to growth of other types of loans. Commercial real estate/multi-
family loans represent the most significant area of lending diversification for the Association,
with such loans equaling 7.9% and 7.7% of total loans outstanding at December 31, 2001 and
March 31, 2003, respectively. Construction lending has been the most significant of loan growth
for the Association in recent years, which has served to increase the percent of construction loans
comprising total loans receivable from 2.9% at December 31, 2001 to 5.1% at March 31, 2003.
The Association’s diversification into non-mortgage types of lending has been limited and there

has been little change in the outstanding balance of those loans since year end 2001.

The intent of the Association’s investment policy is to provide adequate liquidity and to
generate a favorable return within the context of supporting Flatbush Federal’s overall credit and
interest rate risk objectives. It is anticipated that proceeds retained at the holding company level
will be primarily invested into investments with short-term maturities. Over the past five and

one-quarter years, the Association’s level of cash and investment securities (inclusive of
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mortgage-backed securities and FHLB stock) ranged from a low of 9.6% of assets at year end
2000 to a high of 36.4% of assets at March 31, 2003. The $25.8 million balance of investment
securities shown in Table 1.1 at March 31, 2003 consisted entirely of U.S. Government and
agency securities, of which apprdximately 70% had maturities of less than one year. The
remaining 30% of the portfolio had indicated maturities of five-to-ten years at March 31, 2003.
Mortgage-backed securities have been a declining area of investment for the Association, with
the portfolio totaling $1.9 million or 1.3% of assets at March 31, 2003. The mortgage-backed
securities portfolio consists of a fairly even mix of fixed rate and adjustable rate mortgage-pass-
through certificates that are guaranteed or insured by a federal agency. Other investments held
by the Association at March 31, 2003 were limited to FHLB stock ($975,000) and cash
equivalents in the form of interest-eamning deposits ($4.1 million), federal funds sold ($6.3
million) and a FHLB term deposit ($10.0 million). The entire investment portfolio is maintained
as held to maturity and at March 31, 2003 the carrying value of the Association’s investments
was $151,000 below market value. Exhibit I-4 provides historical detail of the Bank's

investment portfolio.

Over the past five and one-quarter years, Flatbush Federal’s funding needs have been
substantially met through retail deposits, internal cash flows and retained earnings. From year
end 1998 through March 31, 2003, the Association’s deposits increased at an annualized rate of
2.6%. Deposit growth in 2001 and 2002 accounted for all of the Association’s deposit growth
during the past five and one-quarter years, as deposits declined in 1999, 2000 and in the first
quarter of 2003. The level of deposits funding assets has been maintained at slightly above 90%
throughout the past five and one-quarter years and at March 31, 2003 deposits equaled 92.5% of
assets. CDs comprise the largest portion of the Association’s deposits, equaling 57.6% of total
deposits at March 31, 2003. Transaction and savings accounts equaled 42.4% of depbsits at

March 31, 2003, of which 90% consisted of savings and money market accounts.

From year end 1998 through March 31, 2003, the Association’s capital increased at an
annualized rate of 2.0% as retained eamings during the period were somewhat offset by a
reduction in capital attributable to a minimum pension liability adjustment to reflect the under
funded status of the Association’s pension plan. At March 31, 2003, the minimum pension

liability adjustment reduced capital by $401,000 compared to no adjustment at year end 1998.
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Asset growth slightly outpaced the Association’s capital growth rate, as Flatbush Federal’s
equity-to-assets ratio declined from 6.2% at year end 1998 to 6.0% at March 31, 2003. All of the
Association’s capital is tangible capital and the Association was considered to be “well
capitaliicd” at March 31, 2003 under the regulatdry capital adequady guidelines. The addition of
stock proceeds will serve to strengthen Flatbush Federal’s capital position, which will increase
the Association’s operating flexibility with respect to implementing a more aggressive growth
strategy that will facilitate higher returns through growth of net interest income and leveraging of

operating expenses.

Income and Expense Trends

Table 1.2 shows the Association’s historical income statements for the past five years and
for the twelve months ended March 31, 2003. The Association reported positive earnings over
the past five and one-quarter years, ranging from a low of 0.10% of average assets during 2001
to a high of 0.26% of average assets during 1998. For the twelve months ended March 31, 2003,
the Association reported net income of $243,000 that provided a return on average assets of
0.18%. Consistent with the Association’s traditional thrift operating strategy, net interest income
and operating expenses have been the dominant components of Flatbush Federal’s earnings.
Non-interest operating income derived from Flatbush Federal’s retail banking activities has been
a limited contributor to the Association’s earnings. Loan loss provisions, as well as non-
operating income items, have had only a modest impact on the Association’s earnings over the

past five and one-quarter years.

Flatbush Federal maintainéd a healthy net interest margin throughout the period shown in
Table 1.2, which has been supported by a favorable yield-cost spread. Over the past five and
one-quarter years, the Association’s net interest income to average assets ratio has ranged from a
low of 3.48% during 1999 and for the twelve months ended March 31, 2003 to a high of 3.82%
during 2000. The peak net interest income ratio posted in 2000 was facilitated by growth of the
loan portfolio and resulting increase in the concentration of loans that comprised interest-earning
assets. Loans receivable comprised 90.1% of the Association’s interest-earning assets at year
end 2000. Comparatively, the lower net interest income ratio maintained during the most recent

twelve month period reflects the decline in the concentration of loans receivable that comprised
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interest-earning assets, as loans receivable comprised 63.0% of the Association interest-earning

assets at March 31, 2003.

In addition to net interest margin compression that has resulted from the shift in interest-
earning asset composition towards a higher concentration of lower yielding cash and
investments, the Association has also experienced narrowing of the yield-cost spread that has
resulted from accelerated repayments of 1-4 family loans, as well as downward rate
modifications that have been applied to some of the Association’s existing portfolio of 1-4
family loans. The decline in yield income is no longer being offset by a comparable reduction in
funding costs. Accordingly, the Association’s yield-cost spread has narrowed from 3.61% in
2002 to 3.42% for the twelve months ended March 31, 2003. Furthermore, the Association’s net
interest rate spread declined to 3.03% for the quarter ended March 31, 2003, versus a net interest
rate spread of 3.79% for the comparable year ago period. The Association’s yields and costs and

resulting net interest rate spreads for the past two and one-quarter years are forth in Exhibit I-5.

Consistent with the Association’s adherence to a traditional thrift operating philosophy
and resultant limited diversification, sources of non-interest ’operating income have been a
somewhat modest contributor to the Association’s eamings. Throughout the period shown in
Table 1.2, sources of non-interest operating income have ranged from a low of 0.12% of average
assets in 1998 to a high of 0.22% of average assets in 2002 and for the twelve months ended
March 31, 2003. Sources of non-interest operating income consist substantially of fees and
service charges generated from the Association’s retail customer base, with the general upward
trend in the non-interest operating income ratio supported by growth of checking accounts.
Overall, geyond Flétbush Federal’s limited diversification in general, the Association flistorically
has not sold loans to the secondary that would provide additional sources of non-interest income
derived thrbugh loan servicing income and loan sale gains. Within the past year, the Association
initiated a secondary market program in which some fixed rate loan originations have been sold
with servicing of the portfolio retained by the Association. Notwithstanding, the potential
increase in non-interest operating income that may be realized through further growth of
checking accounts and an increase in secondary market activities, Flatbush Federal’s earnings

can be expected to remain highly dependent upon the net interest margin.
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Operating expenses represent the other major component of the Association’s earnings
and have been maintained at a relatively high level over the past five and one-quarter years.
Operating expenses as percent of average assets ranged from a low of 3.31% in 1999 to a high of
3.59% in 2001. For the twelve months ended March 31, 2003, the Association’s operating
expense ratio equaled 3.40%. The Association’s relatively higher operating expense ratio can in
part be explained by the comparatively higher number of employees maintained relative to its
asset size. As of March 31, 2003, the Association maintained assets per full time equivalent
employee of $2.9 million, versus a comparable measure of $4.6 million for all publicly-traded
thrift institutions. Additionally, the Association’s high operating expense ratio reflects its limited
capacity to leverage operating expenses through asset growth, due to capital constraints.
Accordingly, the increase in capital to be realized from the net stock proceeds will enhance the
Association’s capacity to leverage operating expenses through implementation of a stronger asset

growth strategy.

Overall, the general trends in the Association’s net interest margin and operating expense
- ratio Since 1998 reflect a decline in the Assoéiation’s core earnings, as indicated by a comparison
of the Association’s expense coverage ratios (net interest income divided by operating expenses).
Flatbush Federal’s expense coverage ratio equaled 1.10 times in 1998, versus a comparable ratio
of 1.02 times for the twelve months ended March 31, 2003. The decline in the expense coverage
ratio was the result of a lower net interest income ratio, as there was only a nominal change in
the operating expense ratio for the two periods compared. Similarly, Flatbush Federal’s
efficiency ratio (operating expenses, net of amortization of intangibles, as a percent of the sum of
net interést income and other operating income) of 91.9% for the twelve months ended March
31, 2003 was slightly less favorable than the 88.3% efficiency ratio maintained in 1998. The less
favorable efficiency ratio indicated for the most recent twelve month period was also attributable
to the reduction in the net interest income ratio, which was only partially negated by an increase

recorded in the non-interest operating income ratio.

Over the past five and one-quarter years, credit quality related losses generally have not
been a material factor in the Association's earnings, which has been supported by maintenance of
generally favorable credit quality measures, a loan portfolio composition that consists of a high

concentration of relatively low risk 1-4 family permanent mortgage loans, and a decline in the
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balance of loans receivable. The highest amount of loan loss provisions established by the
Association over the past five and one-quarter years was in 2000, in which loan loss provisions
established equaled 0.03% of average assets. Loan loss provisions established by the
Association over the past two and one-quarter years have been nominal. As of March 31, 2003,
the Association maintained valuation allowances of $175,000, which equaled 0.20% of total
loans outstanding and 33.8% of non-performing assets and accruing loans 90 days or more past
due. Exhibit I-6 sets forth the Association’s loan loss allowance activity during the past two and

one-quarter years.

Non-operating income, consisting of loan sale gains and income from real estate owned,
has not been a significant factor in the Association’s earnings over the past five and one-quarter
years. Loan sale gains had a slightly larger eamings impact in 2002 and for the most recent
twelve months, reflecting the implementation of a secondary market program in which selected

fixed rate loan originations were sold on a servicing retained basis.

- Flatbush Federal’s effective tax rate equaled 44.5% for the twelve months ended March
31, 2003, which was comparable to the Association’s effective tax rate for 2002. As set forth in

the prospectus, the Association’s marginal effective tax rate approximates 45.0%.

Interest Rate Risk Management

The Association’s balance sheet is liability-sensitive in the short-term (less than one year)
and, thus, the net interest margin will typically be adversely affected during periods of rising and
higher interest rates. As of March 31, 2003, the Net Portfolio Value (“NPV”) analysis provided
by the OTS indicated that a 2.0% instantaneous and sustained increase in interest rates would

result in an 8% decline in the Association’s NPV (see Exhibit I-7). -

The Association manages interest rate risk from the asset side of the balance sheet,
through such strategies as maintaining a high level of liquidity, emphasizing investment in short-
term securities and underwriting 1-4 family fixed rate loan originations to allow for their sale'in
the secondary market. As of March 31, 2003, of the total loans due after March 31, 2004, fixed
rate loans comprised 87.6% of those loans. On the liability and equity side of the balance sheet,

management of interest rate risk has been pursued through emphasizing the build-up of less
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interest rate sensitive and lower costing transaction and savings accounts and extending CD
maturities in low interest rate environments through offering attractive rates on certain longer

term CDs.

The infusion of stock proceeds will serve to further limit the Association’s 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 proportion of interest rate sensitive liabilities funding assets.

Lending Activities and Strategy

Flatbush Federal’s lending activities have traditionally emphasized 1-4 family permanent
mortgage loans and 1-4 family permanent mortgage loans continue to comprise the largest
concentration of the loan portfolio. Beyond 1-4 family loans, lending diversification by the
Association includes loans securéd by commercial real estate and multi-family loans,
construction loans, consumer loans and commercial business loans. Exhibit I-8 provides
~historical detail of Flatbush Federal’s loan portfolio composition over the past two and one-
qﬁarter years and Exhibit I-9 provides the contractual maturity of the Association’s loan portfolid

by loan type as of March 31, 2003.

Flatbush Federal’s 1-4 family lending activities include both fixed rate and adjustable rate
loan products, although in the prevailing low interest rate environment there has been very
limited demand for ARM loans. Flatbush Federal offers ARM loans that have repricing periods
of one, three or five years and are indexed to the comparable term U.S. Treasury note. In the
current interest rate environment, the Association’s offerings of 1-4 family mortgage loans have
consisted substantially of fixed rate loans with terms ranging from 15 to 30 years. Historically,
the Association has retained all loan originations for investment, although within the past year
Flatbush Federal implemented a secondary market program in which a minor amount of fixed
rate loan originations have been sold to the FHLB of New York under the Mortgage Partnership
Finance program. The Association retains the servicing on the loans that are sold. As of March
31, 2003, the Bank’s 1-4 family permanent mortgage loan portfolio equaled $76.0 million or

85.8% of total loans outstanding.

Construction loans originated by the Association consist of loans to finance the
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construction of pre-sold 1-4 family residences. Construction loans are offered as floating rate
loans tied to the prime rate plus a margin and require the payment of interest only during the
construction period, which is typically nine-to-twelve months. Construction lending has been a
an area of loan growth for the Association, which has been supported by the origination of
construction loans in Suffolk County where the Association has experienced strong demand for
construction loans for purposes of building primary residences as well as vacation homes. As of
March 31, 2003, Flatbush Federal’s outstanding balance of construction loans equaled $4.5

million or 5.1% of total loans outstanding.

The balance of the mortgage loan portfolio consists of commercial real estate and multi-
family loans, which are collateralized by properties in the Association’s normal lending territory.
Commercial real estate and multi-family loans are originated up to a maximum LTV ratio of
70.0% and are generally required to have minimum debt service coverage ratios of 1.25x. The
Association generally originates commercial real estate and multi-family loans as ARM loans
that have repricing periods of one or three years and are indexed to the prime rate plus a margin.
- Commercial real estate and multi-family loan teﬁhs typically prbvide for amortization periods of
up to 15 years. Properties securing the commercial real estate and multi-family loan portfolio
consist primarily of mix use properties comprised of residences and businesses. The
Association’s largest commercial real estate loan had an outstanding balance of $650,000 at
March 31, 2003, which represented the Association’s 50% participation interest in a loan secured
by a mix use property. As of March 31, 2003, Flatbush Federal’s outstanding balance of
commercial rea] estate and multi-family loans equaled $6.8 million or 7.7% of total loans

outstanding.

Flatbush Federal’s diversification into non-mortgage types of lending has been fairly
limited, with such loans consisting primarily of SBA loans. SBA loans originated by the
Association consist substantially of secured loans that are extended to local businesses for
purposes of working capital or financing inventory. SBA loans are generally originated as
floating rate loans that are tied to the prime rate plus a margin and are amortized for terms of up
to five years. The Association maintains an internal lending limit of $100,000 for SBA loan
originations and all SBA loans are 85% guaranteed by the SBA. As of March 31, 2003, Flatbush
Federal’s outstanding balance of SBA loans equaled $893,000 or 1.0% of total loans outstanding.
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The balance of the loan portfolio consists of consumer loans, which totaled $336,000 or
0.4% of total loans outstanding at March 31, 2003. Included the consumer loan portfolio are
modest balances of loans secured by deposits, home equity loans, student loans and secured
credit card loans. Cbnsumer lending is expected to remain as a limited area of lending
diversification for the Association, although plans to introduce an unsecured credit card product,
and a debit card product should facilitate some growth of the consumer loan portfolio above

recent historical levels.

Exhibit I-10 provides a summary of the Association’s lending activities over the past two
and one-quarter years. During the past two and one-quarter years, originations of 1-4 family
permanent mortgage loans accounted for $23.4 million or 72.2% of the Association’s total
lending volume. Originations of 1-4 family loans were notably higher during 2002 compared to
2001 ($13.9 million versus $6.4 million), which was supported by declining mortgage rates that
triggered an increase in demand for loans to be refinanced as well as for loans to fund purchases
of new and existing homes. Originations of construction loans and non-mortgage loans were
alsb'slightly higher in 2002 compared to 2001, although the Association’s total originations for -
the first quarter of 2003 was slightly less than the year ago period. Most of the decline in first
quarter originations was attributable to a reduction in commercial real estate loan originations,
with such originations declining from $452,000 in the first quarter of 2002 to no originations in
the first quarter of 2003. However, the decline in commercial real estate ‘originations was offset
by the Association’s purchase of a $650,000 commercial real estate loan participation, which
represented a 50% interest in the outstanding loan balance. Notwithstanding the increase
experienced in the Association’s loan volume during 2002, the balance of loans receivable has
steadily declined since year end 2000. The decline experienced in the loans receivable balance
has bee mostly attributable to accelerated repayments of 1-4 family loans as the result of
borrowers refinancing into lower rate loans. Flatbush Federal’s loan growth was also negatively
impacted by the sale of a limited amount of fixed rate loan originations in 2002 and the first
quarter 2003. With the exception of the loan participation purchased in the first quarter of 2003,

the Association did not purchase any other loans during the past two and one-quarter years.
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Asset Quality

The Association’s 1-4 family lending emphasis has supported maintenance of favorable

~credit quality measures during the past two and one-quarter years. Over the past two and one-
quarter yeafs, Flatbush Federal’s balance of non-performing assets and accruing-loans that are 90
days or more past due ranged from a low of 0.24% of assets at year end 2002 to a high of 0.51%
of assets at year end 2001. As of March 31, 2003, the Association’s non-performing assets-to-
assets ratio equaled 0.37%. As shown in Exhibit I-11, the Association’s balance of non-
performing assets at March 31, 2003 consisted of $505,000 of non-accruing loans and $13,000 of
accruing loans more than 90 days past due. Loans secured by 1-4 family permanent mortgage

loans accounted for all but $3,000 of the non-performing loan balance at March 31, 2003.

The Association’s management reviews and classifies loans on a monthly basis and
establishes loan loss provisions based on the overall quality, size and composition of the loan
portfolio, as well other factors such as historical loss experience, industry trends and local real
estate market and economic conditions. The Association maintained valuation allowances of
$175,000 at March 31, 2003, equal to 0.20% of total loans receivable ‘and 33.8% of non-accruing

loans and accruing loans more than 90 days past due.

Funding Composition and Strategy

Deposits have generally been the only interest-bearing funding source utilized by the
Association and at March 31, 2003 deposits accounted for 100% of the Association’s interest-
bearing funding base. Exhibit I-12 sets forth the Association’s deposit composition for the past
two and one-quarter years and Exhibit I-13 provides the interest rate and maturity composition of
the CD portfolio at March 31, 2003. CDs represent the largest component of the Association’s
deposit composition, with Flatbush Federal’s current CD composition reflecting a higher
concentration of short-term CDs (maturities of one year or less). As of March 31, 2003, the CD
portfolio totaled $74.6 million or 57.6% of total deposits and 64.5% of the CDs were scheduled
to mature in one year or less. As of March 31, 2003, jumbo CDs (CD accounts with balances of

$100,000 or more) amounted to $12.6 million or 16.9% of total CDs. Flatbush Federal does not
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maintain any brokered CDs. Deposit rates offered by the Association are generally in the

middle-to-upper end of the range of rates offered by local competitors.

Lower cost savings and transaction accounts comprise the balance of the Association’s
deposit co}nposition, with such deposits amounting to $55.0 million or 42.4% of total deposits at
March 31, 2003. Savings accounts comprised slightly more than 90% of the Association’s core
deposits at March 31, 2003. In general, the Association’s overall deposit composition has
exhibited little change during the past two and one-quarter years. As of December 31, 2001,
CDs and core deposits equaled 57.4% and 42.6% of the Association’s total deposits,

respectively.

Subsidiary

Flatbush Federal maintains one active subsidiary, Flatbush REIT, Inc. Flatbush REIT,
Inc. was incorporated in 2001 as a special purpose real estate investment trust under New York
law. Flatbush REIT, Inc. holds a portion of the Association’s mortgage loan portfolio. -

Legal Proceedings

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

financial condition of the Association.
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II. MARKET AREA

Introduction

Flatbush Federal conducts operations out of its headquarters office in the Flatbush section
of central Brooklyn, Kings County, New York. The Association also maintains two branches,
one is located in the Bensonhurst section of Brooklyn and oné is located in the Brighton Beach
section of southern Brooklyn. Most of the Association’s loans and deposits are generated from
Kings County residences and businesses, with the Borough of Brooklyn serving as the largest
source of loans and deposits for the Association. The Association’s lending activities extend into
nearby surrounding markets in the New York metropolitan area, particularly in Queens County

and Suffolk County. Exhibit II-1 provides information on the Association’s office facilities.

The New York MSA is the largest money center in the nation. Accordingly, the
Association’s competitive environment includes a significant number of thrifts, commercial
banks and other financial services companies, some of which have a regional or national
' pr’esen‘cer and most of which ére larger than the Association in terms. of deposits, loans, scope of
operations, and number of branches. These institutions also have greater resources at their
disposal than the Association. Magnifying the already highly competitive market environment
has been the overall decline in New York City's economic activity, which commenced during the
decline in the national stock markets in 2000. The downturn in the New York City economy was
exacerbated by the September 2001 terrorists acts, which significantly slowed tourism and

business travel to the metropolitan area.

Future business and growth opportunities will be partially influenced by economic and
demographic characteristics of the markets served by the Association, 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 Association and the relative

economic health of the Association’s market area.
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Market Area Demographics

Key demographic and economic indicators in the Association's market include
“population, number of households and household/per capita income levels. Trends in these key
measures are summarized by the data presented in Table 2.1 from 1990 to 2002 and projected
through 2007. Data for the nation and the State of New York is included for comparative
purposes. Flatbush Federal operates in a densely populated metropolitan area, as Kings County’s
population is approaching 2.5 million. Population and household growth rates for Kings County
have been and are projected to remain will below the comparable U.S. measures, while slightly

exceeding the comparable historical and projected growth rates for the State of New York.

Median household and per capita income levels in Brooklyn are lower than the
comparable measures recorded for the State of New York and the nation. Brooklyn is home to a
broad socioeconomic spectrum of citizens with a wide range of income levels, and a significant
portion of the Kings County population is employed in relatively low wage blue collar jobs.
Brooklyn is also home to a significant immigrant population, many of whom are at the lower end
of the income scale. These demographic characteristics are also true in the areas surrounding the

branches in Brooklyn.

National Economic Factors

The future success of the Association’s operations is partially dependent upon various
national and local economic trends. In assessing economic trends over the past year, economic
data at the beginning of the second quarter of 2002 provided indications that the economic
recovery was tapering off, based on a slower rate of expansion in the manufacturing sector and a
decline in construction activity. However, consumer spending remained strong in the seéond "
quarter as evidenced by a surge in retail sales. Likewise, supported by the lower interest rate

environment demand for housing remained strong in the second quarter as well.

Indications that the economy’s recovery was tapering off became more pronounced at the
beginning of the third quarter. Manufacturing activity declined and a decline in consumer
confidence translated into soft retail sales. Notwithstanding the decline in consumer confidence

and weak labor market, consumer spending remained strong in third quarter particularly for
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Population (000}

United States
New York
Kings County

Households (000)

United States
New York
Kings County

Median Household Income ($}

United States
New York
Kings County

Per Capita Income - ($)

United States
New York—
KingsC

2002 Age Distribution(%)

United States
New York
Kings County

2002 HH Income Dist.(%)
United States
New York

Kings County

Source: SNL Financial.

Table 2.1

Flatbush Federal Savings and Loan Association

Summary Demographic Data

Year Growth Rate
1990 2002 2007 1990-2002 2002-2007
248,710 286,815 '300,539 1.2% 0.9% .
17,980 19,021 19,209 0.5% 0.2%
2,301 2,479 2,522 0.6% 0.3%
91,947 107,754 113,568 1.3% 1.1%
6,639 7,081 7,172 0.5% 0.3%
828 885 898 0.6% 0.3%
$30,055 $47,065 $54,739 3.8% 3.1%
32,965 51,427 59,086 3.8% 2.8%
25,684 39,400 43,917 3.6% 2.2%
$14,386 $24,636 $29,968 4.6% 4.0%
16,425 27,414 32,892 4.4% 3.7%
12,267‘ 19,170 22,300 - 3.8% 3.1%
0-14 Years 15-34 Years 35-54 Years 55+ Years
21.0 28.0 30.0 21.0
20.0 28.0 30.0 22.0
22.0 31.0 27.0 20.0
Less Than $25,000 to
$24.000 50,000 $50,000+
25.0 28.0 47.0
240 24.0 52.0
34.0 27.0 39.0 .



RP Financial, LC.
Page 2.4

purchases of homes and cars. Consumer confidence fell to a nine-year low at the beginning of
the fourth quarter, reflecting the impact of stock market losses, war fears and a sagging economic
recovery. The economy generally grew slowly through the end of 2002, while business spending
in all sectors continued to be limited. Job growth was also negatively impacted by the
curtailment in business spending, as the national unemployment rate reached an eight-year high
of 6.0% in November 2002. Despite the slumping economy, historically low mortgage rates

supported a strong housing market for the final three months of 2002.

Economic data for January 2003 suggested that the economy was starting to improve, as
the U.S. unemployment rate fell to a three-month low of 5.7%. Also, retail sales and
manufacturing activity for January showed unexpected strength, although prospects for future
growth remained uncertain as the February consumer sentiment index dropped to a nine-and-a-
half year low. War fears and higher energy prices cast a pall over the economy in February, as
jobless claims rose to a two-month high and retail sales declined. Housing starts dropped sharply
in February, because of bad weather and war worries. Employment data further signaled that the
econbmic recovery was faltering, és the U.S. economy suffered a worse-than-expected decline in )
payrolls in March. Notwithstanding the loss of jobs in March, the U.S. unemployment rate for
March remained steady at 5.8%. Overall, the national economy grew at a 1.6% annual rate in the
first quarter, as growth in consumer spending slowed and companies cut both capital spending

and inventory restocking.

The beginning of the second quarter of 2003 provided mixed economic signals.
Initial _]ObleSS claims hit a one-year high in late-April, but consumer sentiment also edged higher
in April. Despite the improvement in consumer sentiment, which was expected to support an
increase in spending, the outlook for job growth remained dim. Job losses continued in April for
the third month in a row and the national unemployment rate rose to 6.0% in April. The
manufacturing sector also continued to struggle in April, as industrial production declined for the
second straight month and factories were operating at their lowest rate in 20 years.
Comparatively, economic data for May exhibited some positive signs, as a regional
manufacturing report showed factory expansion and May consumer sentiment improved from

April. Retail sales also increased in May, but the labor market remained weak.
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In terms of general interest rate trends over the past year, interest rates eased lower at the
beginning of the second quarter of 2002 as the economic recovery showed signs of faltering and
the Federal Reserve indicated that a near term rate increase was becoming increasingly unlikely.
In fact, at ité early-May meeting; the Federal Reserve left rates at a 40-year low, stating that the
risks of economic weakness and inflation were equally balanced. The mild downward trend in
interest rates continued through the end of the second quarter, as selling pressure in stocks and
political turmoil abroad further added to the attractiveness of U.S. Treasuries as a safe
investment alternative. The extended sell-off in the stock market and indications of a weakening
economic recovery provided for further easing of interest rates during much of the third quarter,
with the yield on the U.S. Treasury note falling below 4.0% for the first time in 40 years in early-
September 2002.

Interest rates settled below 4.0% through the balance of the third quarter and into the
beginning of the fourth quarter, as the Federal Reserve elected to hold interest rates steady at its
late-September meeting but hinted at the possibility of lowering rates in the fourth quarter. A
recovery in the stock market pushed U.S. Treasury prices lower, as the yield on the 10-year bond
moved back above 4.0% in mid-October. However, bond prices strengthened in late-October,
primarily on the basis of more weak economic data and growing expectations of an interest rate
cut by the Federal Reserve. An unexpectedly large half a percentage point rate cut by the
Federal Reserve and a sell-off in the stock market served to extend the bond market rally into
early-November. Interest rates edged higher in late-November and early-December, as investors
shifted more money to stocks from bonds. Bond prices strengthened at the close of 2002, with
the yield on the U.S. Treasury note falling back below 4.0%. The struggling economy and

growing geopolitical concerns were noted factors that contributed to the rebound in bond prices.

A rally in the stock market pushed interest rates higher at the beginning of 2003, although
bond prices recovered in late-January on more soft economic data and a decline in stocks. The
Federal Reserve left rates unchanged at its late-January meeting, indicating that the risks between
weakness and inflation were balanced. Despite signs of a strengthening economy, Treasury
prices moved higher in mid-February on the growing threat of war with Iraq and a downward
trend in stocks. Signs of a stalling economic recovery and a sell-off in equities extended the

downward trend in interest rates through early-March, sending U.S. Treasury yields to their
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lowest level since 1958. Comparatively, interest rates moved higher in mid-March, as stocks
rallied sharply higher on expectations of a quick and decisive U.S. led strike on Iraq. The
Federal Reserve left rates unchanged at its mid-March meeting, signaling uncertainty of the
current strength of the economy due to the Iraq conflict. Bond prices strengthened in late-March,
as weak economic data and fears that the war in Iraq could be longer and more difficult than

initially anticipated served to push the yield on the 10-year Treasury note back below 4.0%.

Treasury prices moved lower at the beginning of the second quarter of 2003, as the bond
market ignored weak economic data and focused mainly on news of U.S. war successes in Iraq
that sparked a rally in stocks. Weak economic data provided support for Treasury prices in mid-
April, as the yield on the 10-year U.S. Treasury note stabilized at slightly below 4.0% through
the end of April. The Federal Reserve concluded to leave short-term interest rates unchanged at
its meeting in early-May. However, in a major shift, the central bank signaled that it may cut
rates later to ward off the possibility of deflation, which served to boost Treasury prices
following the Federal Reserve meeting. Amid more signs of economic sluggishness and growing

-concerns of déﬂa‘tidn, Treasury yields plunged to their lowest levels in 45 years through the end
of May and into early-June. Treasury yields declined further in mid-June on news of a shake-up
among Freddie Mac’s top executives due to accounting concerns and increasing expectations that
the Federal Reserve would cut rates again. As of June 13, 2003, one- and ten-year U.S. Treasury
bonds were yielding 0.91% and 3.10%, respectively, versus comparable year ago rates of 2.09%
and 4.91%. Exhibit II-2 provides historical interest rate trends from 1995 through June 13, 2003.

Local Economy

The greater New York metropolitan area has a significant economic base, which is
diversified among a broad base of industry sectors. New York City is home to a significant
number of national and international corporations, Fortune 500 companies, along with many
mid-sized and smaller companies with no specific concentration in one industry. As is typical of
large urban centers, the services industry is the fastest growing and largest employment sector in
Kings County. As shown in Table 2.2, the State of New York and Kings County reported the

largest proportion of employment in services followed by wholesale/retail trade, and finance,
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insurance and real estate. Kings County maintained a notably higher level of employment in
services compared to New York, while employment in government was notably higher in New
York. Finance, insurance and real estate employment was higher in New York than Kings
County, due in part of the large number of financial service providers that are based in’
Manhattan. Jobs in manufacturing has been a declining source of employment in Kings County

as well as New York, which is consistent with employment trends throughout the Northeast

corridor.
Table 2.2
Pri=ary Market Area Employment Sectors
(Percent of Labor Force)

Employment Sectors New York Kings
Services ' 37.2% 47.2%
Wholesale/Ret. Trade 18.6 18.3
Finance, Ins., Real Estate - 108 7.9
Manufacturing o 8.6 72
Transportation/Public Util. 4.9 6.8
Government 14.1 6.4
Construction 4.4 5.8
Other 0.8 0.4
Agriculture 0.6 0.0

100.0% 100.0%

Source: REIS DataSource.

Comparative unemployment rates for Kings County, as well as for the U.S. and New
York, are shown in Table 2.3. Kings County’s unemployment rate was notably higher than the
comparable U.S. and New York measures as of April 2003, which tends to be a characteristic of
the inner city markets of most major metropolitan areas. The current unemployment rate in
Kings County also reflected a more significant increase from a year ago, in comparison to the
U.S. unemployment rate which increased slightly and the New York unemployment rate which
did not change.
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Table 2.3
Flatbush Federal Savings and Loan Association
Market Area Unemployment Trends

_ April 2002 April 2003
Region Unemployment Unemployment
United States 5.7% 5.8%

New York 5.9 59
Kings County 83 8.9

Source: U.S. Bureau of Labor Statistics.

Market Area Deposit Characteristics and Competition

Competition among financial institutions in the Association’s market area is significant,
and, as larger institutions compete for market share to achieve economies of scale, the market
environment for the Association’s products and services is expected to remain highly
competitive in the future. Among the Association’s competitors are much larger and more
diversified in'étitutions, which have greater resources than maintained by Flatbush Federal.
Financial institution competitors in the Association’s primary market area include other locally
based thrifts and banks, as well as regional, super regional and money center banks. From a
competitive standpoint, Flatbush Federal has sought to emphasize its community orientation in

the markets served by its branches.

Table 2.4 displays deposit trends for thrift and commercial bank branches maintained in
Kings County from 1998 to 2002. Additional data is also presented for the State of New York.
The data indicates that total commercial bank and thrift deposits have increased in Kings County
during the four year period, although at a slower rate compared to deposit growth posted by all
New York commercial banks and thrifts. Commercial banks exhibited stronger deposit growth
than savings institution in both the State of New York and Kings County, which was supported
by their larger market share of deposits and larger number of branches. Savings institutions
maintained a 47.9% market share of deposits in Kings County at June 30, 2002, which was

notable higher than the comparable 16.0% ratio indicated for the State of New York.

Flatbush Federal recorded only a slight increase in deposits during the four-year year
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State of New York
Commercial Banks
Savings Institutions

Kings County
Commercial Banks
Savings Institutions

Flatbush FS&LA

Source: FDIC.

Table 2.4
Flatbush Federal Savings and Loan Association
Deposit Summary

As of June 30,
1998 2002 Deposit
~ Market  Number of - Market No. of Growth Rate
Deposits Share Branches Deposits Share Branches 1998-2002
(Dollars In Thousands) (%)

$420,818,000 100.0% 4,545 $510,843,000 100.0% 4,511 5.0%
338,155,000 80.4% 3,516 428,870,000 84.0% 3,570 6.1%
82,663,000 19.6% 1,029 81,973,000 16.0% 941 -0.2%
$25,055,000 100.0% 244 $27,233,000 100.0% 247 2.1%
12,808,000 51.1% 139 14,188,000 52.1% 136 2.6%
12,247,000 48.9% 105 13,045,000 47.9% 111 1.6%
116,923 0.5%. ~ . 3 118,463 0.4% 3 0.3%



RP Financial, LC.
Page 2.10

period, which resulted in a slight decline in the Association’s market share of deposits in Kings
County. As of June 30, 2002, the Association maintained a 0.4% market share of deposits in
Kings County, which represented the 23rd largest market share of deposits in Kings County out
l of 39 total thrift and bank competitors. - The largest competitors in the Association’s market area

are listed in Table 2.5.

Table 2.5
Flatbush Federal Savings and Loan Association
Market Area County Deposit Competitors

Location Name

Kings County, NY JP Morgan Chase
HSBC Bank USA
Washington Mutual Bank, FA
Citibank, National Association
GreenPoint Bank
Independence Community Bank
Astoria FS&LA
Apple Bank for Savings
Banco Popular North America
Dime Savings Bank of Williamsburg

Source:; FDIC.

The Association’s future deposit growth may be potentially enhanced by the infusion of
stock proceeds, as the additional capital will improve Flatbush Federal’s competitive position
and leverage capacity. The Association should also continue to benefit from its long history of
operating as a community-oriented financial institution. However, given the sigm'ﬁcant
competitive forces that maintain a presence in Kings County in conjunction with the limited
demographic growth that is projected for the market area, it is unlikely that the Association will
be able to achieve notable deposit growth without paying above market rates for deposits or

further expanding its branch network.
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III. PEER GROUP ANALYSIS

This chapter presents an analysis of Flatbush Federal’s 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 Flatbush Federal is
provided by these public companies. Factors affecting the Association’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 Flatbush Federal and the Peer
Group, will then be used as a basis for the valuation of Flatbush Federal’s to-be-issued common

stock.

Peer Group Selection

The mutual holding company form of ownership has been in existence in its prés_ent form
since 1991. As of the date of this appraisal, there were approkimately 20 publicly—tréded |
institutions operating as subsidiaries of MHCs. We believe there are a number of characteristics
of MHC shares that make them different from the shares of fully-converted companies. These
factors include: (1) lower aftermarket liquidity in the MHC shares since less than 50% of the
shares are available for trading; (2) 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 Flatbush Federal’s valuation should be comprised of
subsidiary institutions of mutual holding companies. The selection of publicly-traded mutual

holding companies for the Association’s Peer Group is consistent with the regulatory guidelines
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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 are inappropriate for the Peer Group, since the ﬁading '
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 inéludes' two sets of ﬁnanciél data and ratios for the Peer Grbup
institutions. The first set of financial data reflects the actual book value, eamnings, 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 ang standard 'assumptions for a thrift conversion offerings. Throughout the apf)raisal, 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 III to make financial comparisons between the Peer

Group and the Association. The differences between the Peer Group's reported financial data
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and the financial data of Flatbush Federal as a mutual institution 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. 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 actual pricing ratios (fully-converted basis) being placed on the Peer Group
institutions in the market today to reflect the unique trading characteristics of publicly-traded

MHC institutions.

Flatbush Federal’s Peer Group

Under ideal circumstances, the Peer Group would be comprised of ten publicly-traded
New Ybrk-baSed MHC institutions with capital, earnings, credit’ QUality and interest rate risk
comparable to Flatbush Federal. However, given the limited number of publicly-traded
institutions in the MHC form of ownership, the selection criteria was necessarily broad-based
and not confined to a particular geographic market area. In light of the relatively small asset size
of the Association, the selection criteria for the Peer Group was to select the ten smallest
publicly-traded MHCs in terms of asset size. The asset sizes of the Peer Group companies
ranged from $87 million to $628 million. The universe of all publicly-traded MHC institutions,
exclusive-of institutions that have announced second-step conversions, is included as F;xhibit -
2 and Exhibit III-3 provides summary demographic and deposit market share data for‘ the

primary market areas served by each of the Peer Group companies.

Unlike the universe of publicly-traded thrifts, which includes approximately 230
companies, the universe of public MHC institutions is small, thereby reducing the prospects of a
highly comparable Peer Group. Nonetheless, because the trading characteristics of public MHC
institution shares are significantly different from those of fully-converted companies, public

MHC institutions were the most appropriate group to consider as Peer Group candidates for this
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valuation. Relying solely on full stock public companies for the Peer Group would not capture
the difference in current market pricing for public MHC institutions and thus could lead to
distorted valuation conclusions. The federal regulatory agencies have previously concurred with
this selection procedure of the Peer Group for MHC valuations. To account for differences
between Flatbush Federal and the MHC Peer Group in reaching a valuation conclusion, it will be
necessary to make certain valuation adjustments. The following discussion addresses financial

similarities and differences between Flatbush Federal and the Peer Group.

Table 3.1 on the following page lists key general characteristics of the Peer Group
companies. Although there are differences among several of the Peer Group members, by and
large they are well-capitalized and profitable institutions and their decision to reorganize in
MHC form suggests a commonality of operating philosophy. Importantly, the trading prices of
the Peer Group companies reflect the unique operating and other characteristics of public MHC
institutions. While the Peer Group is not exactly comparable to Flatbush Federal, we believe
such companies form a good basis for the valuation of Flatbush Federal, 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 (12.55% of assets versus 10.44% for the all public average),
generate lower earnings on a return on average assets basis (0.68% ROAA versus 0.88% for the
all public average), and generate a lower return on equity (5.46% ROE versus 9.24% 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) 2,282 281 315
Equity/Assets (%) 10.44% 12.55% 22.47%
Return on Assets (%) 0.88 0.68 0.73

Return on Equity (%) 9.24 5.46 3.25
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Fully
Peer Group Converted
All Reported Basis
Publicly-Traded Basis (Pro Forma)
Pricing Ratios (Averages)(1)
Price/Earnings (x) 15.604x 24.48x% 23.36x
Price/Book (%) 144.62% 197.35% 95.10%
Price/Assets (%) 14.93 24.37 21.43

(1 Based on market prices as of June 13, 2003.

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

factored into the valuation analysis discussed in the final chapter.

Financial Condition

Table 3.2 shows comparative balance sheet measures for Flatbush.Federal and the P.e.ef_ )
Group. Flatbush Federal’s and the Peer Group's ratios reflect balances as of March 31, 2003,
unless otherwise indicated for the Peer Group companies. Flatbush Federal’s net worth base of
6.0% was well below the Peer Group's average net worth ratio of 12.6%. Net proceeds realized
from the Association’s minority stock offering will serve to narrow the 'difference between the
capital levels maintained by Flatbush Federal and the Peer Group, although the Peer Group’s
capital position will continue to exceed the Association’s pro forma capital position. All of the
Association’s capital consisted of tangible capital, while the Peer Group’s capital included
intangibles equal to 0.6% of assets. The Peer Group’s higher level of capital is considered to be
more favorable from a risk perspective and in terms of future earnings potential that may
potentially be realized through leverage and lower funding costs. The Peer Group’s capital ratios

also reflected greater capital surpluses with respect to the regulatory capital requirements.

The interest-earning asset compositions for the Association and the Peer Group were
somewhat similar, with loans constituting the bulk of interest-earning assets for both Flatbush
Federal and the Peer Group. The Association’s loans-to-assets ratio of 61.9% exceeded the

comparable Peer Group ratio of 56.3%. Comparatively, the Peer Group’s cash and investments-
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to-assets ratio of 39.2% exceeded the comparable ratio for the Association of 36.4%, as the Peer
Group’s higher ratio of investment securities more than offset the Association’s higher ratio of
cash and cash equivalents. Overall, Flatbush Federal’s interest-earning assets amounted to

98.3% of assets, which exceeded the comparable Peer Group ratio of 95.5%.

Flatbush Federal’s funding liabilities reflected a funding strategy that was somewhat
similar to that of the Peer Group's funding composition. The Association’s deposits equaled
92.5% of assets, which was above the Peer Group average of 74.1%. Deposits constituted the
only interest-bearing source of funds utilized by the Association, while the Peer Group
supplemented deposits with borrowings equal to 11.6% of assets. Total interest-bearing
liabilities maintained by the Association and the Peer Group, as a percent of assets, equaled
92.5% and 85.7%, respectively, with the Peer Group’s lower ratio supported by its maintenance

of a higher capital position.

A key measure of balance sheet strength for a thrift institution is its interest-earning
‘assets to interest-bearing liabilities ("IEA/IBL") ratio. Presently, the Association’s IEA/IBL
ratio is less favorable than the Pe;'er:Group's ratio, based on respective ratios of 106.3% and |
111.4%. The additional capital realized from stock proceeds should serve to strengthen the
Association’s IEA/IBL ratio, as the interest free capital realized from Flatbush Federal’s stock

offering is expected to be mostly deployed into interest-earning assets.

The growth rate section of Table 3.2 shows annual growth rates for key balance sheet
items. Flatbush Federal’s growth rates are based on annualized growth for the fifteen month
period ended March 31, 2003, while the Peer Group's growth rates are based on annual growth
for the twelve months ended March 31, 2003 or the most recent period available. Flatbush
Federal’s assets increased at a 5.8% annualizedv rate, versus an 11.2% asset growth rate posted by
the Peer Group. The Peer Group’s stronger growth measures were in part supported by
acquisition related growth, as BCSB Bankcorp, Oneida Financial and Pathfinder Bancorp
completed acquisitions during the twelve month period. Flatbush Federal’s asset growth was
realized through growth of cash and investments, which included funds redeployed from the pay
down of the loan portfolio. Comparatively, asset growth for the Peer Group consisted of cash

and investments, as well as loans, with a higher growth rate indicated for cash and investments.



RP Financial, LC.
Page 3.9

Overall, the Peer Group’s asset growth measures would tend to indicate greater earnings growth
potential relative to the Association’s asset growth measures, given the generally higher yields
earned on loans relative to cash and investments and the Peer Group’s overall stronger growth of

interest-earning assets.

A 5.8% increase in deposits adequately funded Flatbush Federal’s asset growth.
Acquisition related growth also contributed to the higher deposit and borrowing growth rates
indicated for the Peer Group, as the Peer Group posted deposit and borrowing growth rates of
14.4% and 7.8%, respectively. Capital growth rates posted by the Association and the Peer
Group equaled 1.1% and 2.8%, respectively. Ordinarily, the Association’s lower capital
position, as well as the absence of dividend payments and stock repurchases, would support a
stronger capital growth rate for the Association. However, those factors were more than offset
by the Association’s lower return on assets ratio. The Peer Group’s slightly negative tangible net
worth growth rate reflects the impact of goodwill and intangibles added during the period in

connection with the acquisitions that were completed by three of the Peer Group companies.

Income and Expense Components-

Table 3.3 displays comparable statements of operations for the Association and the Peer
Group, based on earnings for the twelve months ended March 31, 2003, unless otherwise
indicated for the Peer Group companies. Flatbush Federal and the Peer Group reported net
income to average assets ratios of 0.18% and 0.66%, respectively. A higher level of non-interest
operating income, a lower level of operating expenses, a higher level of net gains and a lower
effective-tax rate accounted for the Peer Group’s higher return. The Associations earnings
reflected comparative earnings advantages with respect to net interest income and loan loss

provisions.

The Association’s stronger net interest margin was realized through maintenance of a-
lower interest expense ratio, which was partially offset by the Peer Group’s higher interest
income ratio. The Peer Group’s higher interest income ratio was realized through eaming a
higher yield on interest-earning assets (6.20% versus 5.64% for the Association), as the
Association maintained a relatively high percentage of its interest-earning assets in very low

yielding cash and cash equivalents (16.0% of assets versus 7.6% for the Peer Group). Similarly,
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the Association’s lower interest expense ratio was supported by maintaining a lower cost of
funds (2.22% versus 3.02% for the Peer Group), which was partially offset by the Peer Group’s
maintenance of a lower ratio of interest-bearing liabilities as a percent of assets (85.7% versus
92.5% for the Peer Group). Overall, Flatbush Federal and the Peer Group reported net interest

income to average assets ratios of 3.48% and 3.33 %, respectively.

In another key area of core earnings strength, the Association maintained a higher level
of operating expenses than the Peer Group. For the period covered in Table 3.3, the Association
and the Peer Group reported operating expense to average assets ratios of 3.40% and 2.81%,
respectively. Consistent with the Association’s higher operating expense ratio, Flatbush Federal
maintained a comparatively higher number of employees relative to its asset size. Assets per full
time equivalent employee equaled $2.9 million for the Association, versus a comparable measure
of $3.3 million for the Peer Group. On a post-offering basis, the Association’s operating
expenses can be expected to increase with the addition of stock benefit plans, with such expenses
already impacting the Peer Group's operating expenses. At the same time, the Association’s

- capacity to leverage operating expenses through asé_et growth has béen substantially limited by
its relatively low capital ratio. Accordingly, following the increase in capital realized from the |
infusion of net stock proceeds, the Association will be bettered position to offset increases in

operating expenses with asset growth.

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 earmings 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 Peer Group’s earnings strength was greater than the Association’s. Expense coverage ratios
posted by Flatbush Federal and the Peer Group equaled 1.02x and 1.19x, 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.

Sources of non-interest operating income provided a larger contribution to the Peer

Group’s earnings, with such income amounting to 0.57% and 0.22% of the Peer Group’s and
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Flatbush Federal’s average assets, respectively. The Association’s relatively low eamings
contribution realized from non-interest operating income is indicative of its traditional thrift
operating strategy, in which diversification into areas that generate revenues from non-interest
sources has been fairly limited. Taking non-interest operating income into account in comparing
the Association’s and the Peer Group's earnings, Flatbush Federal’s 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 91.9% was less favorable than the Peer Group's efficiency
ratio of 71.8%. The Peer Group’s more favorable efficiency ratio was realized through earning a
higher level of non-interest operating income and maintaining a lower operating expense ratio,

which more than Association’s higher ratio of net interest income.

Loan loss provisions had a larger impact on the Peer Group’s earnings, as only a nominal
amount of loss provisions were established by the Association during the twelve month period.
Comparatively, loss provisions established by the Peer Group equaled 0.26% of average assets.
The higher level of loss provisions established by the Peer Group was con51stent with its greater

degree of diversification mto higher risk types of lendlng (see Table 3.4).

Net gains realized from the sale of assets were a slightly larger contributor to the Peer
Group's earnings, with such gains amounting to 0.10% and 0.02% of average assets for the Peer
Group and Flatbush Federal, respectively. Given the generally non-recurring nature of gains and
losses resulting from the sale of loans, investments and other assets, the net gains reflected in the
Association’s and the Peer Group's earnings will be discounted in evaluating the relative
strengths and weaknesses of their respective earnings. Extraordinary items were not a factor in

either the Association’s or the Peer Group's earnings.

Taxes were a larger factor in the Association’s earnings, reflecting the relatively high

effective tax rate that is applicable to a New York City based institution.

Loan Composition

Table 3.4 presents data related to the Association’s and the Peer Group’s loan portfolio
compositions and investment in mortgage-backed securities. The Association’s loan portfolio

composition reflected a higher concentration of 1-4 family permanent mortgage loans and



(329
S¥T’9
095°S

[
(0003%)

w3068y
bSutoyAzes

o

9
I00°€
orL’oy
8¥9°69
6E¥°EST
0

0
€z9’01
o

SPL LT
00%°¥¥6
6Ly TEY

800°%
(000$)

939730 304
peDjAIes

ez ay
TI°9Z
§0°L9
1128 %:]
96°29
T6°6S
15°6Y
16°0S
9E°SS
€r-8s

TZ°¥S
€vLs
TE"6S
06°6¢

)

00°0
9s°€
S5°9
Ly
»SoET
ty's
06°Y
sT°T
T6°0
Lo°1

oty
00°¢
6L°€
Yz 0

)

98°T
6T°0
SO°ET
I8°T
TL 6
oe-s
sT°t
ST T
LO°Y¥1T
£0°T

LE®Y
€T €
€Ty
¥9°0

[£))

sjesSyY JISuNEUo) SSIUTENg

/ema

*+ DIOUBOD

ST°E
<86
¥6°0T
Z6°01
$T°T
L9°L
85"y
LSy
31°¢
€6°LT

0T 0T
TE€ 6T
L vT

98"y
%)

o wmo)
yun+s

65°T
000
65°0
§S°T
00°0
38°0
S0°1
€L°0
09°T
8e°¢

vZ°T
ST°T
1 4 28 4

[3444
(%)

puR] %
- X3000)

oT°19
8T TI
§S°0¢
6¥°9%
TE €T
e TE
[:1: 24 4
ST°9Y
0¥ LE
T6°01

#T°SE
ST ¥E
0z 8¢
ST'¥S

%)

Xtyurea

-1

¥s°L
T1°6S
99T
06°8
0076
60°T
TO LT
89°11
(18841
§9°9

T6°T1
T¥'ST
86°L1

TeE'T

5
sad

93IPESY JUWDIVd © §V ﬂo.wu.wnoau OF103320d

€00T ‘TE YOI®W 3O 6V
SYSATRUY BOTINITISUI sTqeIvduo)
uotITmIojuUl peIwIsy puv uUoTIrsoduo) OFTOFIIOJ TROT
¥ C o{qeL

"1 ‘TerouwRnTs 4 AQ z00Z (2) 3Iubrridop

‘UOTITWIOITT YONS JO s5oudleTdmod 10 Adwinode vyj eejueaend
oUURD BA ING ‘OTQUTTSI BIV BASTTEQ OM SBDINOS WOIJ POUTRIGO USB] Sy BIQeI STYI UT POPTAOId UOTIPWIOIUF OYL -SUOTIRTNOTRD
DT ‘TeIDURUTd 4Y PUR ‘eaeTnoaid Surxejjo pue s3xcdex 93viodiod ‘syuswelwlys Teloueuty POJFpURION puUR pPalypay :32INoS

"ZO0Z ‘1e Isquwadeq Suypue xojxend oYl 103 ST UOTITWMIOUT TeTOUeBTd (T}

(S°8€) ¥YI 30 DHR Ped £3D a3sqm
(1) (B°6€)N¥d JO OHW d10D UFA oqTNS
(9°1%) AN 30 DHW dul doug owoy
(T°6€) AN 3O DHK D€ I®pUTFUIRd
(L°S¥) AN JO DOHW TDPUIZ =pFeuQ
(9°S¥)11T 3O DHW dod eyTAuUSOP
(0°€¥) AN 30 OHW dadg o) ueean

(¥ ZF)XN 3O DHW dP@ INBUILANCD
(0°9€) an 3o DOHR dIodoyued 4s5DE
(0°0Z) ¥4 3O DHM Mueg OOUPYLIV

adomM
ofAs

dndip e1qesedwoy

afexsay dnoap spqexedmo)d

AR 30

83e3s

safuedmo) 2FTARd [TV

Y1 3 § Texspsd Usnqleld

TOTINIFIASUL

00LYI-8ZS (f0L)
60ZLZ eTUTBITA ‘umolbuyrav

OTZT 93TNS “I98IAF BIO0OW HIION 0OLT
PIUVITNOUOD AIIGNPUI SODTAISS TFOURUTL

T "INIONVWNIA 4¥



RP Financial, LC.
Page 3.14

mortgage-backed securities than maintained by the Peer Group (55.6% versus 48.1% for the Peer
Group). The Association’s higher ratio was attributable to maintaining a higher concentration of
1-4 family loans, as the Peer Group maintained a higher ratio of mortgage-backed securities.
compared to the Association. Given the Association’s general philosophy of retaining all loan
originations for investment, loans serviced for others necessarily represented a more significant
off-balance sheet item for the Peer Group. However, the Peer Group’s relatively low average
balance of loans serviced for others of $27.7 million implies that the Peer Group companies have
also emphasized originating loans for investment. The Peer Group’s balance of loans serviced
for others translated into a modest balance of servicing intangibles, as servicing assets equaled

0.05% of the Peer Group’s assets.

Diversification into higher risk types of lending was more significant for the Peer Group
companies on average. Commercial real estate/multi-family loans represented the most
significant area of diversification for the Peer Group (10.1% of assets), followed by commercial
business loans (6.4% of assets). The Association’s lending diversification consisted primarily of
'cbmmercial real estate/multi-family loans and construction/land loans, ‘With those portfolios -
equaling 4.9% and 3.2% of assets, respectively. Construction/land loans accounted for the only
lending area where the Association maintained a greater degree of lending diversification than
the Peer Group. The Peer Group’s more significant diversification into higher risk types of
lending translated into a higher risk-weighted assets-to-assets ratio than maintained by the

Association (54.21% versus 39.90% for the Association).

Interest Rate Risk

Table 3.5 reflects various key ratios highlighting the relative interest rate risk exposure of
the Association versus the Peer Group companies. In terms of balance sheet composition,
Flatbush Federal’s interest rate risk characteristics were considered to be less favorable than the
Peer Group’s, as implied by the Association’s lower equity-to-assets and IEA/IBL ratios. A
lower level of non-interest earning assets represented an advantage for the Association with
respect to limiting interest rate risk associated with the balance sheet. On a pro forma basis, the

infusion of stock proceeds should serve to provide the Association Company with balance sheet
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measures for interest rate risk that are more comparable to the Peer Group’s ratios, although the
Association’s pro forma capital position will remain lower than the Peer Group’s equity-to-assets

ratio.

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 Flatbush Federal and
the Peer Group. In general, the more significant volatility reflected in the quarterly changes in
the Association’s net interest income ratios implies that a greater degree of interest rate risk was
associated with Flatbush Federal’s net interest margin, based on the interest rate environment
that prevailed during the period covered in Table 3.5. The stability of the Association’s net
interest margin should be enhanced by the infusion of stock proceeds, since interest rate sensitive

liabilities will be funding a lower portion of the Association’s assets.

Credit Risk

Overall, the credit risk associated with the Association’s loan portfolio was considered to
be less than the Peer Group’s, as imp'liedvby the Association’s ‘moré favorable credit quality
measures for non-performing loans and less significant diversification into higher risk types of
lending. As shown in Table 3.6, Flatbush Federal’s ratio of non-performing assets and accruing
loans that are more than 90 days past due as a percent of assets was less than the comparable
Peer Group ratio (0.37% versus 0.85% for the Peer Group). Likewise, Flatbush Federal’s non-
performing loans-to;loans ratio, which does not include accruing loans that are more than 90
days past due, was lower than the Peer Group's ratio (0.58% versus 1.35% for the Peer Group).
The Association’s credit risk exposure was also considered to be more favorable with respect to
the less significant impact of net charge-offs recorded for the twelve month period, as net loan
charge-offs equaled 0.02% and 0.26% of net loans receivable for the Association and the Peer
Group, respectively. However, the greater credit risk exposure implied by the Peer Group’s less
favorable credit quality measures was somewhat offset by the Peer Group’s maintenance of
stronger reserve ratios, as the Peer Group maintained a significantly higher level of loss reserves

as a percent of non-performing assets and accruing loans that are more than 90 days past due
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(161.4% versus 33.8% for the Association) and a significantly higher level of reserves as a

percent of loans (1.06% versus 0.20% for the Association).

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 Flatbush Federal. 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 F latbush
Federal’s 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 Association
and the Peer Group, and determination of the Association’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 yalue 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 is 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 compaf‘ison 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 ahalysis" 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 either the Peer Group or the recent
conversions and MHC transactions, cannot possibly fully account for all the market forces which

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

The pro forma market value determined herein is a preliminary value for the Company’s
to-be-issued stock. Throughout the MHC process, RP Financial will: (1) review changes in the
Association’s operations and financial condition; (2) monitor the Association’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, in‘cluding' 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 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 Association 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 Flatbush Federal’s value, the market value of the stocks of public MHC

institutions, or Flatbush Federal’s value alone. To the extent a change in factors impacting the
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Association’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
Association and the Peer Group and how those differences affect the pro forma valuation.
Emphasis is placed on the specific strengths and weaknesses of the Association relative to the
Peer Group in such key areas as financial condition, profitability, growth and viability of
eamnings, 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 Flatbush Federal 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 Association’s and the Peer Group's financial strength are noted as follows:

e Overall A/L Composition. Loans funded by retail deposits were the primary components
of both Flatbush Federal’s and the Peer Group's balance sheets. Flatbush Federal’s
interest-earning asset composition exhibited a higher concentration of loans, while the
Peer Group’s loan portfolio composition reflected a greater degree of diversification into
higher risk and higher yielding types of loans. The Peer Group’s more notable -
diversification into higher risk types of loans translated into a higher risk weighted assets-
to-assets ratio than maintained by the Association. Flatbush Federal’s funding
composition reflected a higher concentration of deposits and a lower concentration of
borrowings than the comparable Peer Group ratios. Overall, as a percent of assets, the
Association maintained a higher level of interest-earning assets and a higher level of
interest-bearing liabilities than indicated for the Peer Group, which resulted in a lower
IEA/IBL ratio for the Association. The infusion of stock proceeds should serve to
increase the Association’s IEA/IBL ratio and, thus, narrow the comparative advantage
currently indicated in the Peer Group’s IEA/IBL ratio. For valuation purposes, RP
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Financial concluded no adjustment was warranted for the Association's overall
asset/liability composition.

Credit Quality. The Association maintained lower ratios of non-performing assets-to-
assets and non-performing loans-to-loans. Reserve coverage ratios were significantly
stronger for the Peer Group, both as a percent of loans and as a percent of non-
performing loans. Net loan charge-offs were more significant for the Peer Group and the
Peer Group maintained a higher risk weighted assets-to-assets ratio. Overall, in
comparison to the Peer Group, the Association’s measures imply a lower degree of credit
exposure and, thus, RP Financial concluded that a slight upward adjustment was
warranted for the Association’s credit quality.

Balance Sheet Liquidity. The Association operated with a slightly lower balance of cash
and investment securities relative to the Peer Group (36.4% of assets versus 39.2% for
the Peer Group). However, the Association was considered to have ample liquidity,
given its relatively high balance of cash and cash equivalents and its ratio of cash and
investments ratio will increase with the deployment of proceeds into investments.
Flatbush Federal’s future borrowing capacity was considered to be slightly greater than
the Peer Group's, in light of the higher level of borrowings maintained by the Peer Group;
however, both the Association and the Peer Group were considered to have ample
borrowing capacities. Overall, balance sheet liquidity for the Association and the Peer
Group were not viewed as being materially different and, thus, RP Financial concluded
that no adjustment was warranted for the Association's balance sheet liquidity. '

Funding Liabilities. Retail deposits served as the only interest-bearing source of funds
for the Association, while the Peer Group supplemented deposits with a limited amount
of borrowings. The Association’s funding composition provided for a lower cost of
funds, which was somewhat offset by the Peer Group’s lower level of interest-bearing
liabilities maintained as a percent of assets. Following the stock offering, the increase in
Flatbush Federal’s capital position should serve to lower the Association’s level of
interest-bearing liabilities to a ratio that is more comparable to the Peer Group's ratio.
For purposes of this valuation, RP Financial concluded that a slight upward adjustment
was warranted for Flatbush Federal’s funding composition.

Capital. The Association’s equity-to-assets ratio of 6.0% is currently well below the
comparable Peer Group ratio of 12.6%. While the Association’s capital position will be
strengthened by the infusion of net proceeds realized from the minority stock offering,
the Peer Group’s current equity-to-ratio will continue to exceed Flatbush Federal’s pro
forma equity-to-assets ratio. The Peer Group’s higher pro forma capital position implies
greater leverage capacity, lower dependence on interest-bearing liabilities to fund assets
and a greater capacity to absorb unanticipated losses. Overall, RP Financial concluded
that a moderate downward adjustment was warranted for the Association’s pro forma
capital position.
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On balance, Flatbush Federal’s pro forma balance sheet strength was considered to be

comparable to the Peer Group’s, as the Association’s slightly more favorable credit quality and

funding composition measures were considered to be substantially negated by the Peer Group’s

stronger capital position.

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.

Reported Famings. The Association recorded notably lower earnings on a ROAA
basis (0.18% of average assets versus 0.66% for the Peer Group). A higher level of
non-interest operating income, a lower level of operating expenses and a lower
effective tax rate supported the higher return posted by the Peer Group. A stronger
net interest margin and a lower level of loss provisions represented earnings -
advantages for the Association. The Association’s pro forma return on average assets
should improve through the reinvestment of stock proceeds into interest-eaming
assets. Following the infusion of stock proceeds, the Association will also be in a
better position to increase earnings through balance sheet growth, which would also
serve to somewhat offset the increase in operating expenses that will result from the
implementation of the stock benefit plans. Overall, the differences between the
Association’s and the Peer Group's reported earnings were considered to be
representative of the Peer Group’s stronger earnings. Accordingly, RP Financial
concluded that the Association’s less favorable reported earnings warranted a
significant downward adjustment for valuation purposes.

Core Earnings. The Association’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 Association operated with a higher
net interest margin, a higher operating expense ratio and a lower level of non-interest
operating income. The Association’s higher net interest margin and higher level of
operating expenses translated into a lower expense coverage ratio (1.02x versus 1.19x
for the Peer Group). The Peer Group’s lower level of operating expenses and higher
level of non-interest operating income also provided for a more favorable efficiency
ratio (71.8% versus 91.9% for the Association). Loss provisions had a larger impact
on the Peer Group’s earnings, which was consistent with the Peer Group’s slightly
less favorable credit quality measures and greater diversification into higher risk
types of lending. Overall, these measures, as well as the expected eamings benefits
the Association should realize from the redeployment of stock proceeds into interest-
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earning assets, which will somewhat be negated by expenses associated with the
stock benefit plans, indicated that the Peer Group’s core earnings were more
favorable than the Association’s and a moderate downward adjustment was warranted
for the Association’s core eamings.

Interest Rate Risk. Quarterly changes in the Association’s and the Peer Group's net
interest income to average assets ratios indicated that a higher degree of volatility was
associated with the Association’s net interest margin. The Peer Group’s stronger
capital and IEA/IBL ratios, which was partially offset by the Association’s lower
level of non-interest earning assets, implied a lower dependence on the yield-cost
spread to sustain net interest income. On a pro forma basis, the Association’s capital
position and IEA/IBL ratio will be enhanced by the infusion of stock proceeds and
should reduce the current advantages indicated for the Peer Group’s ratios. Overall,
RP Financial concluded that the interest rate risk associated with the Association’s
earnings was greater than the Peer Group’s earnings interest rate risk exposure and a
slight downward valuation adjustment was necessary for this factor.

Credit Risk. Loan loss provisions were a larger factor in the Peer Group’s earnings,
as only a nominal amount of loss provisions were established by the Association for
the twelve months ended March 31, 2003. In terms of future exposure to credit
quality related losses, the Association’s and the Peer Group’s credit quality measures

‘generally implied a comparable degree of earnings credit risk exposure. In

particular, the lower earnings credit risk associated with the Association’s lower
ratios of non-performing assets and non-performing loans was considered to be offset
by the lower earnings credit risk associated with the Peer Group’s significantly
stronger reserve coverage ratios as a percent of loans and non-performing loans.
Overall, RP Financial concluded that no adjustment was warranted for this factor.

Earnings Growth Potential. Several factors were considered in assessing earmnings
growth potential. First, the Peer Group’s recent historical balance sheet growth has
been stronger than the Association’s. Second, trends in interest-earning asset
composition suggest stronger earnings growth potential for the Peer Group, as the
Association’s growth has consisted of lower yielding cash and investments partially
offset by shrinkage of the loan portfolio. Comparatively, asset growth for the Peer
Group has been realized in cash and investment as well as higher yielding loans.
Lastly, the infusion of stock proceeds will increase the Association’s earnings growth
potential with respect to leverage capacity. Overall, the Association’s earnings
growth potential appears to be less favorable than that of the Peer Group's, and, thus,
we concluded that a slight downward adjustment was warranted for this factor.

Return on Equity. The Association’s significantly lower return on assets ratio will
also result in a return on equity ratio that is below the Peer Group average. In view
of the lower capital growth rate that will be imposed by Flatbush Federal’s lower
return on equity, we concluded that a moderate downward adjustment was warranted
for the Association’s ROE.
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Overall, the Association’s less favorable reported and core earnings, higher interest rate
risk exposure, less favorable earnings growth potential and expected lower return on equity

warranted a moderate downward adjustment for profitability, growth and viability of earnings.

3. Asset Growth

Flatbush Federal’s asset growth was less than the Peer Group’s during the period covered
in our comparative analysis (5.8% versus 11.2% for the Peer Group). Additionally, the Peer
Group’s recent interest-earning asset growth has included higher yielding loan growth, while the
Association’s interest-earning asset growth has consisted solely of lower yielding cash and
investments with such growth in part attributable to funds redeployed from the pay down of the
loan portfolio. On a pro forma basis, the Association’s tangible equity-to-assets ratio will remain
below the Peer Group's ratio, indicating a continuance of greater leverage capacity for the Peer

Group. On balance, we believe a moderate downward 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. Operating in New York City, the Association serves a highly urbanized market area.
The dense population of the market area served by the Association is viewed as conducive for
supporting loan and deposit growth opportunities, but at the same time the Association’s New
York City location equates to significant competition for loans and deposits from larger financial
institutions who provide a broader array of services and have significantly larger branch
networks than maintained by the Flatbush Federal. The Association’s market area includes a
high perceﬁtage of low-to-moderate income households, as indicated by Kings County’s

relatively low per capita income measure.

Overall, the markets served by the Peer Group companies were viewed as less favorable
with respect to supporting growth opportunities, based on the population growth rates and
population densities of the markets served by the Peer Group companies (see Exhibit III-3).

However, the Peer Group companies also faced considerably less competition than the
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Association, as indicated by the significantly higher deposit market share that was maintained by
the Peer Group companies on average (15.9% versus 0.4% for the Association). As shown in
Table 4.1, April 2003 unemployment rates for the markets served by the Peer Group companies
were all lower than the unemployment rate indicated for Kings County. On balance, we

concluded that a slight downward adjustment was appropriate for the Association’s market area.

Table 4.1
Market Area Unemployment Rates
Flatbush Federal and the Peer Group Companies(1)

April 2003
County Unemployment

Flatbush Federal - NY Kings 8.9%
The Peer Group

Alliance Bank MHC — PA Delaware 4.9%
BCSB Bankcorp MHC — MD Baltimore 7.5
Gouverneur Bancorp MHC - NY St. Lawrence 7.8
Greene Co. Bancorp MHC - NY ~ Greene 46
Jacksonville SBMHC - IL - Morgan ' 4.7
Oneida Financial MHC - NY Madison 5.8
Pathfinder Bancorp MHC - NY Oswego 7.5
Rome Bancorp MHC - NY Oneida 4.7
Skibo Financial Corp. MHC - PA Allegheny 4.8
Webster City Fed Bancorp MHC — IA Hamilton 3.7

(1) Unemployment rates are not seasonally adjusted.

Source: U.S. Bureau of Labor Statistics.

5. Dividends

The Association has indicated- that it will not initially pay dividends on the shares of
common stock. Any 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.

All ten of the Peer Group companies pay regular cash dividends, with implied dividend
yields ranging from 1.36% to 4.55%. The average dividend yield on the stocks of the Peer
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Group institutions equaled 2.61% as of June 13, 2003. As of June 13, 2003, approximately 91%
of all publicly-traded thrifts had adopted cash dividend policies (see Exhibit IV-1), exhibiting an
average yield of 2.23%. The dividend paying thrifts generally maintain higher than average
proﬁtability ratios, facilitating their ability to pay cash dividends. | |

Our valuation adjustment for dividends for Flatbush Federal as an MHC 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 Association will be subject to the same regulatory dividend policy as a large majority of the
Peer Group companies (eight of the Peer Group companies operate under OTS regulation).
Accordingly, we believe that to the extent Flatbush Federal’s pro forma market value would be
influenced by the OTS’ dividend policy regarding MHC institutions, it has been sufficiently
céptured in the pricing of the Peer Group companies. ' L '

The Association’s stated intention to initially forego payment of a dividend combined
with a dividend paying capacity that is less than the Peer Group’s, based on pro forma

capitalization and profitability, warranted a slight downward adjustment for purposes of this

valuation.

6. Iiiquiditv 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
company 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 $9.9 million to $59.4 million as of June 13, 2003, with average

and median market values of $23.9 million and $16.8 million, respectively. The shares issued
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and outstanding to the public shareholders of the Peer Group members ranged from 688,000 to
2.2 million, with average and median shares outstanding of 1.2 million and 993,000,
respectively. The Association’s minority stock offering is expected to result in shares
outstanding fhat will be comparable to or slightly less than Peer Group’s median and average,
while the Association’s market capitalization will be below the range of market capitalizations
indicated for the Peer Group. Accordingly, we anticipate that the liquidity in the Association’s
stock will be less compared to most of the Peer Group companies' stocks. Additionally, it is
anticipated that the Association’s stock will not be listed on NASDAQ or an Exchange, which
would further reduce the liquidity in the Association’s stock. Overall, we concluded a slight

downward adjustment was warranted 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 updh ﬁnéncial 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 Association’s to-be-issued stock.

A. The Public Market

The value of publicly-traded thrift stocks is easily measurable, and ié 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.
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In terms of assessing general stock market conditions, the performance of the
overall stock market has been mixed over the past year. Investor pessimism provided for a sell-
off in stocks in early-June 2002, reflecting political turmoil abroad, concerns over corporate
scandals and more disappointing earnings news from market leaders. Stocks jumped higher on
oversold conditions in mid-June, but the rally was brief. Both the Dow Jones Industrial Average
(“DJIA”) and NASDAQ Composite Index (“NASDAQ”) established new lows for 2002 during
the week ended June 21, 2002, as a fresh batch of corporate earning warnings and the ongoing
conflict in the Middle East further eroded investor confidence. Discovery of a $3.8 billion
accounting error by WorldCom and nervousness about second quarter earmnings heightened the

sell-off at the close of the second quarter.

In early-July 2002, bargain hunters provided a boost to stocks following the
prolonged sell-off, despite news that the nation’s unemployment rate edged up to 5.9% in June.
The rally was not sustained, as worries about second quarter earnings and corporate accounting
practices pushed market indices to new lows for the year in mid-July. A lack of investor
confidence and indications that the nation’s economic recovery was weaker than previously
believed extended the general downward trend through the balance of July, with .July marking
the fourth consecutive down month for the DJIA. Weak economic data provided for further
declines in stocks in early-August, but the downward trend was reversed on growing speculation
of a rate cut by the Federal Reserve and news of a proposed $30 billion bailout for Brazil’s
financial crisis. In mid-August, the Federal Reserve’s decision to leave interest rates unchanged
prompted a sharp one-day sell-off in the broader market, which was followed by a sharp one-day
increasein the major indexes on technical factors as investors took profits in bonds and shifted
some money into stocks. The DJIA closed above 9000 in late-August, as stocks continued to
rebound from oversold conditions in July. However, after five consecutive weekly gains in the
DJIA, blue chip stocks declined in the last week of August on profit taking and cautious

comments from bellwether technology stocks.

The broader stock market experienced heavy selling pressure in September 2002,
which was attributable to third quarter earning warnings from a broad spectrum of companies,
economic data signaling a slowing economic recovery and the growing threat of a war in Iraq.

The sell-off in the broader stock market continued into the fourth quarter, with looming fears of a
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war with Iraq and worsening corporate profits pushing the DJIA to its lowest close in five years
in early-October 2002. Stocks rebounded on technical factors in mid-October, as the DJIA
posted a weekly gain after six consecutive weeks of decline. The rally in the broader stock
market continued through the balance of October, reflecting fnore attractive valuations following
the third quarter sell-off and some upbeat third quarter earnings news by some blue chip stocks.

After six consecutive months of decline, the DJIA was up 10.6% for the month of October.

The rebound in the broader stock market that began in October 2002 continued
into early-November, as the Federal Reserve cut short-term interest rates by a larger-than-
expected half a percentage point. Following eight consecutive weeks of gains, the DJIA declined
during the first two weeks of December, as mounting concems over geopolitical tensions
overshadowed better-than-expected economic data. The broader market recovered slightly in
mid-December, despite growing concerns of how strongly business would rebound in 2003 and
escalating war talk with Iraq. Downbeat economic data and war concerns pulled stocks lower at
the close of 2002, with the DJIA positing its worst year since 1977 closing down 16.8% for the

year.

Stocks surged higher at the start of the new year, with data showing December
manufacturing activity stronger than expected. Favorable expectations for the government’s
economic stimulus package supported further gains in the market, although early indications of
mixed earnings for the fourth quarter and ongoing geopolitical concerns served to temper the
rally in mid-January. The strong gains posted at the beginning of 2003 were wiped out in late-
January, as disappointing fourth quarter eamnings and the looming war with Iraq pulled the
broader market lower. War fears and the uncertain outlook for the economy continued to weigh
- down stocks through most of February and into early-March, as blue chip stocks dropped to a
five month low during the first week of March. Comparatively, the commencement of war with
Iraq produced a rally in the stock market, amid initial expectations that a conflict in Iraq would
end quickly. However, the rally was not sustained, as stocks declined at the close of the first
quarter on renewed worries about the economy and fears that the war in Iraq could be longer and

more difficult than investors had anticipated.
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Stocks rebounded at the start of the second quarter on news of U.S. war successes
in Iraq. As investors shifted their focus from the war to first quarter earnings, the broader stock
r'narket settled into a narrow trading in mid-April 2003 and then rallied higher through the end of
April and into early-May. Generally better than expected first quarter.earnings and increasing
investor optimism that the end of the war with Iraq would lead to a recovery in the economy and
corporate profits supported the rally. Technology stocks posted the strongest gains during the
rally, as the NASDAQ moved to five month high in early-May. The positive trend in stocks
continued through most of May and into early-June, as the DJIA moved above 9000 on investor
optimism that low interest rates, the tax-cut plan and} improving consumer confidence would
boost the economy. The broader stock market experienced a mild set back followings an
earnings warning from Motorola and news of a shake-up in Freddie Mac’s s top management
due to accounting concerns, but then recovered on growing expectations that the Federal Reserve
would cut rates further to stimulate the economy. As an indication of the general trends in the
nation's stock markets over the past year, as of June 13, 2003, the DJIA closed at 9117.12, a
decline of 3.8% from one year earlier, while the NASDAQ Composite Index stpod at 1626.49,
an increase of 8.1% over the same time period. The Standard & Poors 500 Index closed at

988.61 on June 13, 2003, a decline of 1.9% from a year ago.

The market for thrift stocks has been mixed during the past twelve months, but, in
general, thrift stocks have outperformed the broader market. While the broader market
experienced extensive selling pressure in early-June 2002, the decline in thrift issues was
relatively mild as investors continued to be attracted to the generally more stable performance
characteristics of thrift stocks. However, thrifts experienced more extensive selling pressure at
the beginning of the third quarter of 2002, as the downturn in broader market weighed on thrift
issues as well. Lower interest rates, second quarter earnings that generally met expectations and
acquisition speculation in certain regional markets supported a recovery in thrift prices in late-
July. After stabilizing during early-August, thrift issues eased higher in conjunction with the
broader indexes in mid-August. Thrift issues traded in a narrower range during the balance of
August and into early-September, thereby sustaining solid gains for 2002 and significantly
outperforming the broader market indexes. A third quarter earnings warning by Astoria Financial

Corp. had a negative ripple effect throughout the thrift sector in mid-September 2002,



RP Financial LC.
Page 4.14

particularly the large-cap issues. Astoria Financial Corp. warned that third quarter earnings
would come in below expectations, which was attributable to the sustained low interest rate
environment that resulted in higher than expected prepayments in both its mortgage lending and
‘MBS portfolios. Thrift issues settled into a narrow trading range at the end of third quarter, asa
number of the larger publicly-traded thrifts reaffirmed third quarter earnings targets.

Third quarter earnings warnings by some of the large banks contributed to a
decline in thrift stocks at the beginning of the fourth quarter 2002. However, thrift stocks
bounced back in mid-October, reflecting generally favorable third quarter earnings reports from
the thrift sector. The gains recorded in thrift issues in October were sustained into-early
November, which was supported by the rally in the broader stock market and growing
speculation that the Federal Reserve would cut rates in November. Despite the larger than
expected rate cut by the Federal Reserve, thrift stocks eased lower in mid-November. The
downward pressure in thrift issues was attributable to concems about potential margin
compression and mortgage servicing rights impairment resulting from the decline in market
interest rates. _Thi_ift issues recovered in late-November, as financial stocks participated in the
broader market rally and then settled into a narrow trading range in December reflecting the lack

of meaningful news in the financial sector and an uncertain outlook for 2003.

Financial stocks participated in the broader market rally at the beginning of the
new year, particularly those with relatively high dividend yields in light of the elimination of
dividend taxation set forth in the government’s economic stimulus package. Despite generally
favorable fourth quarter earnings, thrift issues eased lower in late-January 2003. Thrift issues
traded in a narrow >range throughout February and into mid-March, thereby outperforming the
broader market. The stronger performance exhibited by thrift stocks continued to supported by
the relatively low risk characteristics associated with residential lenders, as well as the general
earnings benefit realized by the thrift sector from operating in a low interest rate environment
with a relatively steep yield curve. Thrift stocks remained fairly stable at close of the first
quarter, exhibiting far less volatility compared to the boarder stock market that produced

dramatic day-to-day swings as investors reacted to the most recent news on the war’s direction.
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Thrift stocks eased higher at the beginning of the second quarter of 2003, as
positive news on the war with Iraq lifted stocks in general. First quarter earnings that were
generally in-line with expectations sustained the positive trend in thrift issues through early-May,
as thrift stocks participated in the broader stock market rally. With the exbeption of acquisition-
related price movements, thrift stocks settled into a na.rrow trading range in mid-May. Thrift
stocks participated in the broader market rally in late-May and early-June, largely on the basis of
recent deal activity in the thrift sector and some favorable economic data. Freddie Mac’s
management shake-up had a negative ripple effect throughout the thrift sector, but the pullback
was only temporary as thrift issues recovered in conjunction with the broader market. On June
13, 2003, the SNL Index for all publicly-traded thrifts closed at 1,288.0, an increase of 16.5%
from one year ago. The SNL MHC Index closed at 1,975.1 on June 13, 2003, an increase of

25.1% from one year ago.

B. The New Issue Market

In addition to thrift stock market conditions in general, the new issue market for
convéfting thﬁﬁs is also an impdi’tant consideration in determining thé Associatioh’s bpro forma |
market value. The new issue market is separate and distinct from the market for seasoned thrift
stocks in that the pricing ratios for converting issues are computed on a pro forma basis,
specifically: (1) the numerator and denominator are both impacted by the conversion offering
amount, unlike existing stock issues in which price change affects only the numerator; and (2)
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
converting and existing issues is perhaps no clearer than in the case of the price/tangible book
("P/TB") ratio in that the P/TB ratio of a converting thrift will typically result in a discount to
tangible book value whereas in the current market for existing thrifts the P/TB ratio often reflects
a premium to tangible book value. Therefore, it is appropriate to also consider the market for

new issues, both at the time of the conversion and in the aftermarket.

Thrift offerings completed in 2003 have generally been well received, although investors

have taken a more cautious approach to converting thrift issues as most of the recent offerings
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have not been oversubscribed. As shown in Table 4.2, Rantoul Savings Bank of Illinois
(“Rantoul”) was the only standard conversion offering that has been completed during the past
three months. Rantoul ’s offering closed slightly below the midpoint of the valuation range, with
a closing pro forma price/tangible book ratio of 61.9%. Given the small size of the offering
($1.9 million of gross proceeds) and the absence of an active trading market for Rantoul’s stock,
the technical analysis regarding recent conversions was discounted somewhat for purposes of the

Association’s valuation analysis.

C. The Acquisition Market

Also considered in the valuation was the potential impact on Flatbush Federal’s
stock price of recently completed and pending acquisitions of other savings institutions operating
in New York. As shown in Exhibit IV-4, there were 12 New York thrift acquisitions completed
from 2000 through year-to-date 2003, and there is currently one acquisition pending of a New
York savings institution. To the extent that acquisition speculation may impact the Association’s
valuation, we have largely taken this into account in selecting companies which operate m the
MHC form of ownership, five of which are based in New York. Accordingly, the Peer Group
companies are considered to be subject to the same type of acquisition speculation that may

influence Flatbush Federal’s trading price.

k ok ok ok ok ok ok ok Kk Kk X

In determining our valuation adjustment for marketing of the issue, we considered
trends inboth 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 aécount, RP Financial concluded that no adjustment was appropriate in the valuation

analysis for purposes of marketing of the issue.

8. Management

Flatbush Federal’s management team appears to have experience and expertise in all of
the key areas of the Association’s operations. Exhibit IV-5 provides summary resumes of

Flatbush Federal’s Board of Directors and senior management. While the Association does not
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have the resources to develop a great deal of management depth, given its asset size and the
impact it would have on operating expenses, management and the Board have been effective in
implementing an operating strategy that can be well managed by the Association’s present
organizational structure. Flatbush Federal currently does not have any executive 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.

9. Effect of Government Regulation and Regulatory Reform

In summary, as a federally-insured savings and loan association operating in the MHC
form of ownership, Flatbush Federal will operate in substantially the same regulatory
‘e.m‘/iron'ment as the Peer Group members -- all of whom are adequatély capitalized institutions -
and are operating with no apparent restrictions. Exhibit IV-6 reflects the Association's pro forma
regulatory capital ratios. The one difference noted between Flatbush Federal and the small
minority of Peer Group companies that operate as FDIC regulated institutions was in the area of
regulatory policy regarding dividend waivers (see the discussion above for "Dividends"). Since
this factor was already accounted for in the "Dividends" section of this appraisal, no further

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 Association’s pro

forma market value should reflect the following valuation adjustments relative to the Peer

Group:
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Key Valuation Parameters: Valuation Adjustment
Financial Condition No Adjustment
Profitability, Growth and Viability of Earnings Moderate Downward
Asset Growth Moderate Downward
Primary Market Area - Slight Downward
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
trading; (2) no opportuni.ty for public sharéholdérs 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 Flatbush Federal as an

MHC. Lastly, such an analysis allows for consideration of the potential dilutive impact of
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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 fﬁlly-convérted 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 were 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 eamnings 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.
Table 4.3 on the following page shows the calculatioh of per share financial daté (fully-

converted basis) for each of the ten public MHC institutions that form the Peer Group.

Valuation Approaches: Fully-Converted Basis

In applying the accepted valuation methodology promulgated by the OTS and adopted by
the FDIC, i.e., the pro forma market value approach, including the fully-converted analysis
described above, we considered the three key pricing ratios in valuing Flatbush Federal’s 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 Flatbush Federal’s 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
Flatbush Federal’s prospectus for offering expenses. The assumptions utilized in the pro forma

analysis in calculating the Association’s full conversion value are described more fully below.
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Conversion Expenses. Offering expenses have been assumed to equal 4.5% of the
gross proceeds, which is typical of the level of offering expenses recorded in
offerings that were comparable to the Association's full conversion value.

Effective Tax Rate. The Association has determined the marginal effective tax
rate on the net reinvestment benefit of the conversion proceeds to be 45.0%.

Reinvestment Rate. The pro forma section in the prospectus incorporates a 3.57%
reinvestment rate, which is equal to the arithmetic average of the Association’s
average yield on interest-earning assets and cost of deposits for the quarter ended
March 31, 2003. This assumed reinvestment rate is reasonably similar to the
blended reinvestment rate in the first 12 months of the business plan post-
conversion.

Stock Benefit Plans. The assumptions for the stock benefit plans, i.e., the ESOP
and Recognition Plan, are consistent with the structure as approved by the
Association’s Board and the disclosure in the pro forma section of the prospectus.
Specifically, the ESOP is assumed to purchase 8.0% of the stock in conversion at
the initial public offering price, with the Company funded ESOP loan amortized
on a straight-line basis over 10 years. The Recognition Plan is assumed to
purchase 4.0% of the stock in the aftermarket at a price equivalent to the initial
public offering price and will be amortized on a straight-line basis over five years.

Capitalization of MHC,. Pursuant to the proposed transaction structure, the MHC
will be capitalized with $100,000 of cash.

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:

P/E Approach. The P/E approach is generally the best indicator of long-term value

- for a stock. Given the similarities between the Association's and the Peer Group's

earnings composition and overall financial condition, 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 Association
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.

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
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the P/B approach to exclude the impact of intangible assets (i.e., price/tangible book
value or “P/TB”), in that the investment community frequently makes this adjustment
in its evaluation of this pricing approach.

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 Association 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 applicaﬁon of the three valuation approaches, taking into consideration the
valuation adjustments discussed above, RP Financial concluded that as of June 13, 2003 the pro

forma market value of Flatbush Federal’s full conversion offering equaled $14,000,000 at the
midpoint, equal to 1,750,000 shares at $8.00 per share.

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

requires calculating the Association'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 Association’s reported
earnings equaled $243,000 for the twelve months ended March 31, 2003. In deriving
Flatbush Federal’s core earnings, the only adjustment made to reported earnings was to
eliminate gains on the sale of loans, which totaled $28,000 for the twelve months ended
March 31, 2003. As shown below, on a tax effected basis, assuming an effective

marginal tax rate of 45.0% for the gains eliminated, the Association’s core earnings were
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determined to equal $228,000 for the twelve months ended March 31, 2003. (Note: see
Exhibit IV-9 for the adjustments applied to the Peer Group's earnings in the calculation of

core earnings).

Amount
(8000)

Net income $243
Gain on sale of loans(1) (15)
Core earnings estimate $228

(1) Tax effected at 45.0%.

Based on Flatbush Federal’s reported and estimated core earnings, and incorporating the
impact of the pro forma assumptions discussed previously, the Association’s pro forma reported
and core P/E multiples (fully-converted basis) at the $14.0 million midpoint value equaled 40.08

times and 41.87 times, respectively, which provided for premiums of 71.6% and 75.0% relative

" to thé Peer Group's average reported and core P/E multiples (fully-convérted basis) of 23.36

times and 23.93 times, respectively (see Table 4.4). The implied premiums reflected in the
Association’s pro forma P/E multiples take into consideration the Association’s pro forma P/B
and P/A ratios. It also should be noted that in assessing the relative premiums indicated for the
Association’s P/E multiples, the P/E multiples for the Peer Group excluded multiples above 30
times which accounted for the majority of the Peer Group companies and are shown as “NM” in

Table 4.4.

2. Price-to-Book ("P/B"). The application of the P/B valuation method requires
calculating the Association’s pro forma market value by applying a valuation P/B ratio, as
derived from the Peer Group’s P/B ratio (fully-converted basis), to Flatbush Federal’s pro forma
book value (fully-converted basis). Based on the $14.0 million midpoint valuation, Flatbush
Federal’s pro forma P/B and P/TB ratios both equaled 69.72%. In comparison to the average
P/B and P/TB ratios for the Peer Group of 95.10% and 99.03%, the Association’s ratios reflected
a discount of 26.7% on a P/B basis and a discount of 29.6% on a P/TB basis. RP Financial
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considered the discounts under the P/B approach to be reasonable, in light of the previously
referenced valuation adjustments, the nature of the calculation of the P/B ratio which
mathematically results in a ratio discounted to book value and the resulting premium pricing

ratios indicated under the earnings approach.

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 Association’s pro forma
asset base, conservatively assuming no deposit withdrawals are made to fund stock purchases. In
all 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, Flatbush Federal’s full
conversion value equaled 9.22% of pro forma assets. Comparatively, the Peer Group companies
exhibited an average P/A ratio (fully-converted basis) of 21.43%, which implies a discount of
57.0% to the Association’s pro forma P/A ratio (fully-converted basis).

~ Comparison to Recent Conversions

VAs indicated at the beginniﬁg of this chapter, RP Financial’s analysis of recent conversion
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 only recent standard conversion
completed within the past three months closed at a price/tangible book ratio of 61.9% (see Table
4.2). The price of the recent standard conversion appreciated by 20.0% during the first week of
trading. In comparison, the Association’s P/TB ratio (fully-converted basis) at the appraised
midpoint value reflects a premium of 12.6% relative to the closing P/TB ratio of the recent
conversion. The meaningfulness of this comparative technical analysis is considered to be
somewhat diminished by the absence of a larger pool of recent conversion offerings, including
MHC offerings, and the small size of Rantoul’s offering such that it is not quoted on a public

exchange.
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Valuation Conclusion

Based on the foregoing, it is our opinion that, as of June 13, 2003, the estimated
aggregate pro forma market value of the shares to be issued immediately following the
converéion, both shares issued publiclyvas well as to the MHC, equaled $l4,000,000 at the
midpoint, equal to 1,750,000 shares offered at a per share value of $8.00. Pursuant to conversion
guidelihes, the 15% offering range indicates a minimum value of $11.9 million and a maximum
value of $16.1 million. Based on the $8.00 per share offering price determined by the Board,
this valuation range equates to total shares outstanding of 1,487,500 at the minimum and
2,012,500 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 $18.515
million without a resolicitation. Based on the $8.00 per share offering price, the supermaximum
value would result in total shares outstanding of 2,314,375. 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. Accordingly, the offering to the public of the minority stock will
equal $5.593 million at the minimum, $6.580 million at the midpoint, $7.567 million at the
maximum and $8.702 million at the supermaximum of the valuation range. The pro forma
valuation calculations relative to the Peer Group (fully-converted basis) are shown in Table 4.4
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 4.5 and are detailed in Exhibits

IV-10 and IV-11.
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EXHIBIT I-1
Flatbush Federal Savings & Loan Association
Map of Office Location
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EXHIBIT I-2
Flatbush Federal Savings & Loan Association
Audited Financial Statements

[Incorporated by Reference]



EXHIBIT I-3
Flatbush Federal Savings & Loan Association

Key Operating Ratios
At or for the Three Months At or for the Years
Ended March 31, Ended December 31,
. : 20031 20020 - 2002 2001
Selected Financial Ratios and Other Data:
Performance Ratios:
Return on average assets @, - 0.05% 0.32% 0.25% 0.10%
Net yield on average mtemst—earnmg ASSeLS...vrncasenen 5.08 6.43 598 7.11
Net interest rate spread @ 3.03 3.79 3.61 350
Net interest margin® 3.19 3.96 3.79 3.74
Average interest-earning assets to average interest- i
bearing liabilities 108.30 106.97 107.98 107.48
Non-interest expense t0 average assetS....vumeerrrerssesces 343 341 3.21 3.55
Efficiency ratio 96.95 85.43 88.50 95.81
Retained Earnings Ratios:
Retum on average retained €amings .....occveeervecreceseenae 0.84% 5.02% 3.89% 1.55%
Average retained eamings t0 average assets....o..ouveene. 598 6.43 6.39 6.60
Tangible ratio . 599 6.46 5.92 6.33
Tier 1 core ratio 599 6.46 5.92 6.33
Total risk-based capital ratio 1517 . 14.46 15.53 14.30
Asset Quality Ratios:
Net charge-offs (recoveries) to average non- ) . o L
performing assets —% 0.02% T 11.99% S 0.14%
Net charge-offs (recoveries) to average loans
outstanding — 0.02 0.04 0.01
Allowance for loan losses to gross loans outstandmg 0.20 0.22 0.19 0.21
Non-performing 10ans t0 total aSsets ...oouierereivererasaens 058 . 0.37 o .024, 0.51.
Non-performing assets to total assets ......cvevisneerriene . . 0.58 037 . - 0.24 0.51
Other Data:
Number of full-service offices 3 3 3 3

(1) Ratios for the three-month periods have been annualized where appropriate.

(2) Ratio of net income to average total assets.

(3) The difference between the yield on average interest-earning assets and the cost of average interest-bearing liabilities.

(4) Net interest income divided by average interest-eamning assets.

(5) The efficiency ratio represents the ratio of operating expenses divided by the sum of net interest income and non-interest income.

Source: Flatbush Federal’s prospectus.



- : EXHIBIT 1-4
Flatbush Federal Savings & Loan Association

Investment Portfolio Composition

At March 31, At December 31,
2003 2002 2001
Carrying Carrying Carrying
Value % of Total Value % of Total Value % of Total
{Dollars in Thousands)
Investment securities held to maturity:
United States government securities $ 17,982 3809% $ 29,911 69.30% § — —%
Federal agency obligations .............. 7.821 16.57 3.944 9.14 5,434 25.97
_ Total investment securities........... 25,803 54.66 33,855 78.44 _5.434 2597
FHLB stock : g 975° 2,07 975 226 1,060 5.07
" Total investment securities and
FHLB stock s 26,778 56.73% 348 80.70% § 6,494 31.04%
Other interest-eamning assets:
Interest-camning deposits.....cvrevnnna $ 4,131 8.75 $ 2,134 494 $ 9,629 46.02
Federal funds sold............. .- 6,300 13.34 6,200 14.36 4,800 22.94
FHLB term deposit voeerrrrecen.. 10,000 21.18 — — — _
Total interest-eaming assets ........ $ 20,431 4327% § 8334 19.30% .$ 14,429 68.96%
Total $ 47200 __10000% §_ 43164 _ 10000% § 20923 __ 100.00%

Source: Flatbush Federal’s prospectus.
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Balance at beginning of period

EXHIBIT I-6
Flatbush Federal Savings & Loan Association
Loan Loss Allowance Activity

Charge-offs:

Small Business Administration

Student education

Secured credit cards

Total charge-offs

Recoveries:
Small Business Administration
Total recoveries

Net charge-offs
Additions charged to operations..

Ending balance

Ratio of non-performing assets to total assets at the end of

. period

Ratio of net charge-offs during the period to loans outstanding

during the period........

Ratio of allowance of loan losses to loans outstanding............

Source: Flatbush Federal’s prospectus.

Three Months
Ended March 31, Years Ended December 31,
2003 2002 2002 2001
(Dolars In Thousands)

174 s 212 $ 212 s 219
—_ 20 39 9
—_ — — 4
— 1 2 _
— 21 41 13
— — — 5
— — — 5
—_ 21 41 8

1 i 3 1

175 h 192 s 174 by 212

_0.58% : ‘0 37% 0.24% _ 0.51%
—% 0.02% 0.04% __001%
0.20% 0.22% 0.19% 021%



. ' EXHIBIT 1-7
Flatbush Federal Savings & Loan Association
Interest Rate Risk Analysis

Net Portfolio Value as a percentage

Change in Net Portfolio Value of Present Value of Assets
Interest Rates Estimated Amount of Percent of Change in Basis
(basis points) NPY Change Change NPV Ratio Points
(Dollars in Thousands)
+300 $ 12,885 S (2,666) (17)% 9.02% (144) basis points
+200 14,288 (1,263) (8) 9.84 (63) basis points
+100 15,409 (142) ) 10.45 (1) basis points
0 15,551 — — 10.46 — basis points
-100 14,548 (1,002) ©) 9.77 (69) basis points
. Source: Flatbush Federal’s prospectus.



EXHIBIT I-8
Flatbush Federal Savings & Loan Association
Loan Portfolio Composition

At December 31,

At March 31,
2003 2002 2001
Amount Percent Amount - Percent - Amount Percent
(Dollars in Thousands)
Real Estate Loans:
One- to four-family.......oeceireens $ 75983 8581% § 79,169 85.78% § 89,084 88.02%
Multi-family ..ccovvmirenieenecirnnnns 984 L1t 1,539 1.67 2,230 220
Commercial ....coeioreriensereerorsensees 5,828 6.58 5,613 6.08 5,783 571
CONSIUCHON ..vvevenemrremeracorssesssssens : 4,523 5.11 4.858 526 2,898 2.86
Total real estate loans............. 87,318 98.61 91,179 98.79 99,995 98.79
h ns:
Small Business
ASministration........coveverereanen 893 1.02 785 0.84 903 0.90
Consumer loans:
Passbook or certificate .......cunune 137 0.15 159 0.17 130 0.13
Home equity.....ccovminvcriisencnnne 146 0.16 116 0.13 111 0.11
Student education 5 0.01 6 0.01 15 0.01
Secured credit cands........ouvveenee 43 0.05 51 0.06 65 0.06
Total other loans......ccccovceraneees 1.229 1.39 1,117 1.21 1,224 121
Total loans 88,547 100.00% 92,296 100.00% 101,219 - 100.00%
Less:
Loans in Process .......cceacsieceerene 1,504 1,774 . 934
Allowance for loan losses ....ccoeeeee 174 ‘ 212
Deferred loan fees (costs) : 72 (100)
. 1,782 2,020 1,046
Total loans receivable, net ........... $__ B6765 $ 90276 . $.100,173

Source: Flatbush Federal’s prospectus.
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EXHIBIT I-10

Loan Originations, Purchases and Sales

Flatbush Federal Savings & Loan Association

Three Months
Ended March 31, Years Ended December 31,
2003 2002 2002 2001
(In Thousands)
Beginning of period ......cccovinnieininnninines $_ 90276 S 100,173 $ 100173 $ 106987
Qriginations by Type:
Real estate:
One- to four-family 3,036 2,843 13,939 6,413
Multi-family .....ccooecvenreecniicseniscnnisenns — — — —
Commercial. rvessenesabesestreeren — 452 1,014 1,159
Construction... - 435 654 2,962 1,900
Other loans: . ‘ o o :
" Small Business-Administration ................ 160 190 450 —_
Passbook or certificate.. . 9 45 98 72
Home equity............. 35 53 78 115
Student education..... — — — —
Secured credit cards ..... 38 63 235 241
Total originations..........c.ceeerreeerrencevenes 3713 4,300 18,776 9.900
Real estate:
Commercial.........cceveirmrererrnennriensenieaens 650 — — —
. Total purchases .........ovvereemnrirvercciann. 650 — — —
Real estate:
One- to four-family ......ccceevieereiceeernnnens 300 — 117 —
Total sales 300 — 717 —
Principal repayments.... 7.606 8429 27,821 16754
Total reductions ........cccoeeneccrencrninnnne 1,906 8429 28,538 16,754
Increase (decrease) in other items, net...... (32) (1) 135 (40)
Net increase (decrease).........oucerurereererenns (3511 _ {4,128) (9.897) . (6814)

Ending balance...............

Source: Flatbush Federal’s prospectus.



EXHIBIT I-11
Flatbush Federal Savings & Loan Association
Non-Performing Assets

At March 31, ‘ At December 31,

2003 - 2002 - - 2001

(Dollars in Thousands)
Non-accruing loans:

One- to four-family ....coceceirriercensrecsnesnessersnensirssesie $ 502 $ 328 $ 330
Small Business Administration ............eeressesessveres — — 189
Student education ...... I | 2 —
Total 505 330 519
Accruing loans delinquent more than 90 days:
One- to four-family 13 8 153
Multi-family — — —
Secured credit cards — 4 —
Total 13 12 153
Total non-performing loans by 518 ‘8342 s 672
Total as a percentage of total assets 0.37% = 024% 0.51%
Total as a percent of total loans...........cvcemenncrvirnnnns 0.58% 0.37% 0.66%

(1) Consists of loans guaranteed or insured by the Federal Housing Authority.

Source: Flatbush Federal’s prospectus.



Demand deposits:

Non-interest-bearing ............. '

Passbook and club accounts.......

Certificates of deposit ..........cu... _

Total.....cocenrvne

EXHIBIT I-12

Flatbush Federal Savings & Loan Association

Deposit Composition

| Séurce: Flatbush Federal’s prospectus.

At March 31, December 31,
2003 ~ 2002 2001
Weighted - Weighted - Weighted
Average  Average _ Average .
Rate Amount Rate Amount Rate Amount
(Dollars in Thousands)
—% $ 4,756 —% $ 6,196 —% $ 4,899
0.99 472 0.99 444 1.09 304
$ 5229 $ 6640 $ 5202
0.50 49,775 0.89 50,153 1.09 46,273
2.80 74,623 3.14 74,545 4.06 69.364
1.81% $.129,627 2.13% $£131338 2.75% $120,839
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EXHIBIT II-1
Description of Office Facilities

Leased Year Acquired

Location or Owned or Leased
Main Office Owned 1963
2146 Nostrand Avenue
Brooklyn, NY 11201
Branch Office : Leased 1974
6410-18™ Avenue
Brooklyn, NY 11204 .
Branch Office ' ! e
518 Brighton Beach Avenue Leased 1976
Brooklyn, NY 11235

" gource: Flatbush Federal’s prospectus.

Net Book Value of
Real Property

(In thousands)
817

30

134




EXHIBIT I1-2
Historical Interest Rates




Exhibit 11-2
Historical Interest Rates(1)

Prime 90 Day One Year 10 Year
Year/Qtr. Ended Rate T-Bilt T-Bill T-Bond
1995: Quarter 1 9.00% = 588%. 6.49% 7.20%
Quarter 2 9.00% 5.60% 5.65% 6.21%
Quarter 3 8.75% 5.40% 5.65% 6.17%
Quarter 4 8.50% 5.10% 5.18% 5.58%
1996: Quarter 1 8.25% 5.13% 5.41% 6.34%
Quarter 2 8.25% 5.18% 5.70% 6.73%
Quarter 3 8.25% 5.14% 5.71% 6.72%
Quarter 4 | 8.25% 5.21% 5.51% 6.43%
1997: Quarter 1 8.50% 5.35% 6.02% 6.92%
Quarter 2 8.50% 5.25% 5.67% 6.51%
Quarter 3 8.50% 5.06% 5.47% 6.12%
Quarter 4 8.50% 5.36% 5.51% 5.75%
1998: Quarter 1 8.50% . 5.16% 5.41% 5.67%
Quarter 2 8.50% T 5.10% 5.38% 5.44%
Quarter 3 8.25% 4.37% 4.41% 4.44%
Quarter 4 7.75% 4.48% 4.53% 4.65%
1999: Quarter1 7.75%  449% 472% 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%
Quarter 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: Quarter 1 8.00% 4.30% 4.09% 4.93%
Quarter 2 6.75% 3.65% 3.72% 5.42%
Quarter3 - 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%
Quarter 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% 1.10% 1.16% 3.87%
June 13, 2003 4.25% 0.85% 0.91% 3.10%

(1) End of period data.

Sources: Federal Reserve and SNL Financial



EXHIBIT I1I-1
General Characteristics of Publicly-Traded Institutions
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EXHIBIT III-2
Public Market Pricing of All MHC Institutions
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EXHIBIT HII-3
Peer Group Market Area Comparative Analysis
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EXHIBIT IV-1
Stock Prices:
As of June 13, 2003
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EXHIBIT IV-2
Historical Stock Price Indices



. Year/Qtr. Ended

1995:

1996:

1997:

1998:

1999:

2000: -

2001:

2002:

2003:

(1) End of period data.

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3

~ Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
June 13, 2003

DJ!
4157.7
4556.1
4789.1
5117.1

5587.1
5654.6
15882.2
6442.5

6583.5
7672.8
7945.3
7908.3

8799.8
8952.0
7842.6
9181.4

9786.2
10970.8
10337.0
11497.1

10921.9
10447.9
10650.9
10786.9

0878.8
10502.4
8847.6

10021.5 -

10403.9
9243.3
7591.9
8341.6

7992.1
91171

Exhibit V-2

S&P 500

- 500.7

544.8
584.4
615.9

645.5
670.6
687.3
737.0

757.1
885.1
947.3
970.4

1101.8
1133.8
1017.0

12292

1286.4

1372.7
1282.7
1469.3

1498.6
1454.6
1436.5
1320.3

1160.3
12244
1040.9
1148.1

1147 .4
980.8
815.3
879.8

848.2
988.6

Sources: SNL Financial and The Wall Street Journal.

Historical Stock Price Indices(1)

NASDAQ
Composite

817.2°

933.5
1,043.5
1,062.1

1,101.4
1,185.0
1,226.9
1,280.7

1,221.7
1,442
1,685.7
1,570.4

1,835.7
1,884.7
1,693.8
2,192.7

24614

2,686.1
2,748.2
4,069.3

4,672.8
3,966.1
3,672.8
2,470.5

1,840.3
2,160.5
1.498.8
1,950.4

1,845.4
1,463.2
1,1721
1,335.5

1,341.2
1,626.5

SNL
Thrift
Index

2784

313.5
362.3
376.5

382.1
387.2
429.3
483.6

527.7
624.5
737.5
814.1

869.3
833.5
651.3

705.9

707.6
695.6
609.1
562.4

545.6
567.8
718.3
874.3

885.2
964.5
953.9
918.2

1006.7

11214
984.3
1073.2

1096.2
1288.0

SNL
Bank
Index

152.1
171.7
185.3
207.6

2251
224.7
249.2
280.1

2925
333.3
381.7
414.9

456.1
457.7
363.5
439.6

448.4
479.3
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
485.7



EXHIBIT IV-3
Historical Thrift Stock Indices



THRIFTINVESTOR

@<index Values>

Index Values ' Price Appreciation (%)

05/30/03  04/30/03  12/31/02  05/31/02 1 Month YTD LM
All Pub, Traded Thrifts - o 1,2496 11,1936 1,073.2 1,150.1 - , 4.69 16.44 - 8.65
MHCIndex - - - 1,973.9 1,891.0 1,625.2 1,600.7 438. 2145 2331
Insurance Indexes
SAIF Thrifts 1,216.5 1,151.9 1,053.9 1,1214 5.61 1543 848
BIF Thrifts 1,479.4 1,419.7 1,264.5 1,360.0 4.20 17.00 8.78
Stock Exchange Indexes
AMEX Thrifts _ 391.3. 386.2 350.1 3316 1.32 11.76 18.01
NYSE Thrifts 815.2 779.2 698.1 772.0 462 16.78 5.59
OTC Thrifts 1,439.3 1,371.3 1,240.5 1,267.3 4.96 16.02 13.57
Geographic Indexes
Mid-Atlantic Thrifts 2,864.5 2,703.3 2,438.7 2,619.0 5.96 17.46 9.37
Midwestern Thrifts 2,792.0 2,661.0 2,421.5 24337 4.92 15.30 14.72
New England Thrifts 1,038.4 1,006.9 935.2 950.1 3.13 11.04 9.30
Southeastern Thrifts 1,159.4 1,102.9 983.7 1,046.9 5.12 17.86 10.74
Southwestern Thrifts N 938.3 921.0 922.8 8989 o 1.88 ~ 1.68 438

‘esternThrifts S ~ - 1,196.4 1,149.4» ‘1,(.)24.0'_'. '1,120.0 - - 408 1684 6.82

Asset Size Indexes
Less than $250M 1,146.3 1,090.2 1,012.4 951.3 5.15 13.23 20.50
$250M to $500M 2,786.2 2,729.4 2,405.9 2,226.9 2.08 15.81 25.11
$500M to $1B 1,458.5 1,418.0 1,264.6 1,167.7 2.86 15.33 24.91
$1B10 $58 1,777.5 1,679.5 1,521.8 1,514.3 5.84 16.80 17.38
Over $58 751.5 718.2 645.1 710.7 464 16.49 5.75
Pink Indexes
Pink Thrifts 316.9 302.3 268.4 258.6 4.86 18.08 22.57
Less than $75M 3435 343.1 319.6 280.5 0.12 7.51 22.48
Over $75M 324.6 308.6 272.8 267.0 5.19 18.99 21.59
Comparative Indexes
Dow Jones Industrials 8,850.3 8,480.1 83,3416 9,925.3 4.37 6.10 -10.83
S&P 500 963.6 916.9 879.8 1,067.1 5.09 9.52 -9.70

All SNL indexes are market-value weighted; i.e., an institution’s effect on an index is proportionate to that institution's market capitalization. All 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 Thrift Index on that date. On March 30, 1984, the S&P 500 closed at 159.2 and the Dow Jones Industrials stood at
1,164.9. it

Mid-Atlantic: DE, DC, MD, NJ, NY, PA, PR; Midwest: 1A, IL, IN, S, KY, MI, MN, MO, ND, NE, OH, SD, wi;
New England: CT, MA, ME, NH, R, VT; Southeast: AL, AR, FL, GA, MS, NC, SC, TN, VA, WV;
Southwest: CO, LA, NM, OK, TX, UT; West: AZ, AK, CA, HI, ID, MT, NV, OR, WA, WY

Source: SNL Financial JUNE 2003



EXHIBIT IV-4
Market Area Acquisition Activity
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EXHIBIT IV-5
Flatbush Federal Savings & Loan Association
Director and Senior Management Summary Resumes



Flatbush Federal Savings & Loan Association
Director and Senior Management Summary Resumes

Anthony J. Monteverdi has been the President and Chief Executive Officer of Flatbush
Federal since 1987 and the Chairman of the Board since 1993.

Jesus R. Adia is the Executive Vice President of Flatbush Federal, a position he has held
since 1996.

D. John Antoniello is the President of Anbro Supply Co., an industrial supply company.
Mr. Antoniello is the son of John F. Antoniello. .

John F. Antoniello is retired. Prior to his retirement in 1988, Mr. Antoniello was
President of Anbro Supply Co. Mr. Antoniello is the father of D. John Antoniello.

Patricia Ann McKinley has been the Vice President of TNS Intersearch, a market
research company since January 2002. From January 2000 until September 2001, Ms. McKinley
was the managing director of Digital Idea, a market research company. Prior to that, Ms.
McKinley was a vice president with Grey Advertising.

Alfred S. Pantaleone is retired. Prior to his retirement in 1995, Mr. Pantaleone was the
Deputy Executive Director of the New York City Board of Elections.

Anthony V. Rumolo has been self employed for the past 32 years as a pension and
business consultant.

Charles J. Vorbach is the President of John L. Vorbach Co., Inc. an insurance brokerage
and consulting business.

John S. Lotarde is the Chief Financial Officer and Controller of Flatbush Federal. Mr.
Lotardo has been the principal accounting and financial officer of Flatbush Federal since 1996.

Source: Flatbush Federal’s prospectus.
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EXHIBIT IV-6
Flatbush Federal Savings & Loan Association
Pro Forma Regulatory Capital Ratios

Pro Formas at March 31, 2003, Based Upon the Sale of

1,087,756 Shares

699,125 Shares 822,500 Shares at 945,875 Shares at at Adjusted
Historical at at Minimum of Midpoint of Maximum of Maximum of
March 31, 2003 Offering Range Offering Range Offering Range 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 Assets(2)
(Dollars in Thousands)
GAAP capital...eecrcenenens $ 8389 —59%%6 311000 171% $11.868 __827% $12737 % $13736 __945%
Tangible capital:
Tangible capital .......o.u.... $ 8,389 599% $11,000 771%  $11,868 827% $12,737 882% $13,736 9.45%
Requirement 2,101 1.50 2,140 1.50 2,153 1.50 2,166 1.50 2,181 1.50
EXCESS courenenreerraverenarinins 3 6288 449% 5 _8.860 621% § 9715 677% $10571 _732% $11.555 _1.95%
Core capilal: : _ ‘ _
Core capital (3) ..cecovermrvnnne . $ 8389 599%  $11,000  7.71% $11,868 8.27%  $12,737 882% $13,736 9.45%
Requirement (4). 5,603 4.00 5,707 4.00 5742 __ 400 57717 400 - 5817 _400
EXCESS.inrinmnrcrsnenininanns $_2,786 % § 5293 371% $. 6126 _ 427% $ 6960 _482% § 7919 _545%
Risk-based capital:
Risk-based capital (3)5)... $ 8478 15.17% $11,089 19.66% §11,957 21.13% $12,826 22.60% $13,825 24.27%
Requirement ....oencccannnass 4471 8.00 4,513 8.00 43527 800 4,541 8.00 4,557 8.00
EXCESS . cuvrirrorpromesssasasnsane -S_A.MZ 7.17% $ 6,576 11.66% $ 7430 13.13% § 8285 _14.60% $§ 9268 _1627%
‘ (1) As adjusted to give effect to a 15% increase in the number of shares of common stock outstand'i‘ng after the offering which could occur due

@
&)

“

%)

to an increase in the maximum of the independent valuation as a result of regulatory considerations, demand for the shares, or changes in
market conditions or general economic conditions following the commencement of the offering.

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

Pro forma capital levels assume that Flatbush Federal Bancorp, Inc. funds the recognition and retention plan with purchases in the open
market of 4% of the shares of common stock sold in the offering at a price equal to the price for which the shares of common stock are sold
in the offering, and that the employee stock ownership plan purchases 8% of the shares of common stock sold in the offering. See
“Management” for a discussion of the recognition and retention plan and employee stock ownership plan.

The current core capital requirement for savings associations 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 all other savings associations. See “Supervision and Regulatlon—Federal
Banking Regulation — Standards of Safety and Soundness”—Capital Requirements.”

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

Source: Flatbush Federal’s prospectus.



EXHIBIT IV-7
Flatbush Federal Savings & Loan Association
Pro Forma Analysis Sheet — Fully-Converted Basis



EXHIBIT V-7
PRO FORMA ANALYSIS SHEET
Flatbush Federal Savings & Loan Association

. Prices as of June 13, 2003

Peer Group New York Companies All Publicly-Traded
Price Multiple Symbol Subject (1) Mean Median Mean Median Mean Median
Price-earnings ratio P/E 40.08 x . 23.36x 22.73x 16.52x 14.97x - 15.60x 14.46x
Price-book ratio = pP/8 - 69.72%  95.10% 92.87% 183.529, 170.86% 144 .62% 132.39%
Price-assets ratio = P/A 9.229, 21.439% 22.32% 19.49% 20.40%, 14.93% 13.67%
Valuation Parameters
Pre-Conversion Earnings (Y) $243,000 ESOP Stock Purchases (E) 8.00% (5)
Pre-Conversion Book Value (B) $8,389,000 Cost of ESOP Borrowings (¢ 0.00% (4)
Pre-Conv. Tang. Book Value (B) $8,389,000 ESOP Amortization (T) 10.00 years
Pre-Conversion Assets (A) $140,073,000 RRP Amount (M) 4.00%
Reinvestment Rate (2)(R) 1.96% RRP Vesting (N) 5.00 years (5)
Est. Conversion Expenses (3}X) 4.50% Percentage Sold (PCT) 100.00%
Tax rate (TAX) 45.00% Share Tax (L) $0
Calculation of Pro Forma Value After Conversion
1. V= P/E * (Y-L) V= $14,000,000
. 1 -vP/E *PCT * ((1-X-E-M-F*R - (1L-TAX)*E/T - (1-TAX)*M/N)
2. V= P/B * (B+ ' : V=" $14,000,000
1-P/B*PCT * (1-X-E-M-F)
3. V= P/A * (A+2) V= $14,000,000
1.P/A*PCT * (1-X-E-M-F)
Aggregate

Shares Sold to Price Per Gross Offering Total Shares Market Value
Conclusion Public Share Proceeds Issued  of Stock lssued
Minimum 1,487,500 8.00 $11,900,000 1,487,500 $11,900,000
Midpoint 1,750,000 8.00 14,000,000 1,750,000 14,000,000
Maximum 2,012,500 8.00 16,100,000 2,012,500 16,100,000
Supermaximum 2,314,375 8.00 18,515,000 2,314,375 18,515,000

(1) Pricing ratios shown reflect the midpoint value.

(2) Net return reflects a reinvestment rate of 3.57% and a tax rate of 45.0%,.

(3) Offering expenses shown at estimated midpoint value.

(4) No cost is applicable since holding company will fund the ESQOP loan.

(5) ESOP and MRP amortize over 10 years and 5 years, respectively; amortizationexpenses tax effected at 45.0%.



EXHIBIT IV-8
Flatbush Federal Savings & Loan Association
Pro Forma Effect of Conversion Proceeds — Fully-Converted Basis



Exhibit IV-8
PRO FORMA EFFECT OF CONVERSION PROCEEDS

Flatbush Federal Savings & Loan Association

At the Minimum

1. Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

2. Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds
Less: Investment in Fixed Assets
Less: Non-Cash Stock Purchases (1)
Net Proceeds Reinvested
Estimated net incremental rate of return
Earnings Increase
Less: State share tax
Less: Estimated cost of ESOP borrowings (2)
Less: Amortization of ESOP borrowings (3)
, Less: Recognition Plan Vesting (4)
Net Earnings Increase

Before
3. Pro Forma Earnings Conversion
12 Months ended March 31, 2003 (reported) $243,000
12 Months ended March 31, 2003 (core) $228,000
_ Before Net Cash
4. Pro Forma Net Worth Conversion Proceeds
March 31, 2003 $8,389,000 $9,936,500
$8,389,000 $9,936,500
| Before Net Cash
5. Pro Forma Assets Conversion Proceeds
March 31, 2003 $140,073,000 $9,936,500

(1) Includes ESOP and MRP stock purchases equal to 8.0% and 4.0% of the offering, respectively.

Net
Earnings
Increase

$90,383
$90,383

Tax Benefit
Of Contribution

$11,900,000
535,500
$11,364,500

$11,364,500
0
1,428,000
$9,936,500
1.96%
$195,103

0

0

52,360
52,360

. $90,383

After
Conversion

$333,383
$318,383

After
Conversion

$0
$0

Tax Benefit
Of Contribution

$18,325,500
$18,325,500

After
Conversion

$0

(2) ESOP stock purchases are internally financed by a loan from the holding company.
(3) ESOP borrowings are amortized over 10 years, amortization expense is tax-effected at a 45.0%, rate.
(4) MRP is amortized over 5 years, and amortization expense is tax effected at 45.09%,.

$150,009,500



Exhibit 1V-8
PRO FORMA EFFECT OF CONVERSION PROCEEDS
Flatbush Federal Savings & L.oan Association
At the Midpoint

1.

(1) Includes ESOP and MRP stock purchases equal to 8.0% and 4.0% of the offering, respectively.

(2) ESOP stock purchases are internally financed by a loan from the holding company.
(3) ESOP borrowings are amortized over 10 years, amortization expense is tax-effected at a 45.0% rate.
(4) MRP is amortized over 5 years, and amortization expense is tax effected at 45.0%.

Offering Proceeds $14,000,000
Less: Estimated Offering Expenses 630,000
Net Conversion Proceeds $13,370,000
Estimated Additional Income from Conversion Proceeds
Net Conversion Proceeds $13,370,000
Less: Investment in Fixed Assets 0
Less: Non-Cash Stock Purchases (1) 1,680,000
Net Proceeds Reinvested $11,690,000
Estimated net incremental rate of return 1.96%
Earnings Increase $229,533
Less: State share tax 0
Less: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 61,600
Less: Recognition Plan Vesting (4) 61,600
Net Earnings Increase $106,333
Net
Before Earnings After
Pro Forma Earnings Conversion Increase Conversion
12 Months ended March 31, 2003 (reported) $243,000 $106,333 $349,333
12 Months ended March 31, 2003 (core) $228,000 $106,333 $334,333
Before Net Cash Tax Benefit After
Pro Forma Net Worth Conversion Proceeds Of Contribution Conversion
March 31, 2003 $8,389,000 $11,690,000 $0 $20,079,000
March 31, 2003 $8,389,000 $11,690,000 $0 $20,079,000
Before Net Cash Tax Benefit After
Pro Forma Assets Conversion Proceeds Of Contribution Conversion
March 31, 2003 $140,073,000 $11,690,000 $0 $151,763,000



Exhibit V-8
PRO FORMA EFFECT OF CONVERSION PROCEEDS
Flatbush Federal Savings & Loan Association
At the Maximum

March 31, 2003

(1) Includes ESOP and MRP stock purchases equal to 8.09% and 4.0%, of the offering, respectively.

(2) ESOP stock purchases are internally financed by a loan from the holding company.
(3) ESOP borrowings are amortized over 10 years, amortization expense is tax-effected at a 45.09, rate.
(4) MRP is amortized over 5 years, and amortization expense is tax effected at 45.0%. '

1.  Offering Proceeds $16,100,000
Less: Estimated Offering Expenses 724 500
Net Conversion Proceeds $15,375,500
2. Estimated Additional Income from Conversion Proceeds
Net Conversion Proceeds $15,375,500
Less: Investment in Fixed Assets 0
Less: Non-Cash Stock Purchases (1) 1,932,000
Net Proceeds Reinvested _ $13,443,500
Estimated net incremental rate of return 1.96%
Earnings Increase $263,963
Less: State share tax 0
Less: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 70,840
Less: Recognition Plan Vesting (4) 70,840
Net Earnings Increase $122,283
Net
S Before Earnings After
3. ProForma Earnings ~ Conversion Increase - Conversion
12 Months ended March 31, 2003 (reported) $243,000 $122,283 $365,283
12 Months ended March 31, 2003 (core) $228,000 $122,283 $350,283
Before Net Cash Tax Benefit After
4. Pro Forma Net Worth Conversion Proceeds Of Contribution Conversion
March 31, 2003 $8,389,000 $13,443,500 $0 $21,832,500
March 31, 2003 $8,389,000 $13,443,500 $0 $21,832,500
Before Net Cash Tax Benefit After
5. Pro Forma Assets Conversion Proceeds Of Contribution Conversion
$140,073,000 $13,443,500 $0 $153,516,500



Exhibit IV-8
PRO FORMA EFFECT OF CONVERSION PROCEEDS
Flatbush Federal Savings & Loan Association
At the Supermaximum Value

1.  Offering Proceeds $18,515,000
Less: Estimated Offering Expenses 833,175
Net Conversion Proceeds $17,681,825
2. Estimated Additional Income from Conversion Proceeds
Net Conversion Proceeds $17,681,825
Less: Cash Contribution to Foundation 0
Less: Non-Cash Stock Purchases (1) 2,221,800
Net Proceeds Reinvested $15,460,025
Estimated net incremental rate of return 1.96%
Earnings Increase $303,558
Less: State share tax 0
Less: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 81,466
_ Less: Recognition Plan Vesting (4) 81,466
-Net Earnings I‘ncrease $140,626
Net
Before Earnings After
3. ProForma Earnings Conversion Increase Conversion
12 Months ended March 31, 2003 (reported) $243,000 $140,626 $383,626
12 Months ended March 31, 2003 (core) $228,000 $140,626 $368,626
Before Net Cash Tax Benefit After
4. Pro Forma Net Worth Conversion Proceeds Of Contribution Conversion
March 31, 2003 $8,389,000 $15,460,025 $0 $23,849,025
0 $8,389,000  $15,460,025 $0 $23,849,025
Before Net Cash Tax Benefit After
5. Pro Forma Assets Conversion Proceeds Of Contribution Conversion
March 31, 2003 $140,073,000 $15,460,025 $0  $155,533,025

(1) Includes ESOP and MRP stock purchases equal to 8.0% and 4.0% of the offering, respectively.

(2) ESOP stock purchases are internally financed by a loan from the holding company.

(3) ESOP borrowings are amortized over 10 years, amortization expense is tax-effected at a 45.0% rate.
(4) MRP is amortized over 5 years, and amortization expense is tax effected at 45.0%.



EXHIBIT IV-9
Peer Group Core Earnings Analysis
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EXHIBIT IV-10
Flatbush Federal Savings & Loan Association
Pro Forma Analysis Sheet — Minority Stock Offering



EXHIBIT IV-10

PRO FORMA ANALYSIS SHEET
Flatbush Federa! Savings & Loan Association
Prices as of June 13, 2003 2002

(1) Pricing ratios shown reflect the midpoint value.

Peer Group New York Companies
Price Multiple Symbol Subject (1) Mean Median Mean Median
Price-earnings ratio . P/E 4950 x 24.48x 22.64x 16.52x 14.97x
Price-book ratio = pP/B 104.72% 197.35% 181.96% 183.52% 170.86%,
Price-assets ratio = P/A 9.65%  24.37% 25.10%, 19.49%, 20.40%
Valuation Parameters
Pre-Conversion Earnings (YX2) $241,000 ESOP Stock Purchases (E) 8.00% (©)
Pre-Conversion Book Value (BX3) $8,289,000 Cost of ESOP Borrowings (S) 0.00% (7)
Pre-Conv. Tang. Book Value (BX3) $8,289,000 ESOP Amortization (T) 10.00 years
Pre-Conversion Assets (A)(3) $139,973,000 RRP Amount (M) 4.00%
Reinvestment Rate (4)(R) 1.96% RRP Vesting (N) 5.00 years (6)
Est. Conversion Expenses (5)(X) 10.81% Percentage Sold (PCT) 47.00%
Tax rate (TAX) 45.00% Shares Tax (L) $0
Calculation of Pro Forma Value After Conversion
1. v= P/E*(Y-L) V= $14,000,000
1- P/E * PCT * ((1-X-E-M-F)*R - (1-TAX)*E/T - (1-TAX)*M/N)
2. V= P/B * (B+Z) V= $14,000,000
: 1-P/B*PCT *(1-X-E-M-F)
3. V= P/A* (A+Z) V= $14,000,000
1-P/A*PCT*(1-X-E-M-F)
Shares Issued tShares Sold to Price Per Gross Offering
Conclusion MHC Public Share Proceeds
Minimum 788,375 699,125 8.00 $5,593,000
Midpoint 927,500 822,500 8.00 6,580,000
Maximum 1,066,625 945,875 8.00 7,567,000
Supermaximum 1,226,618 | 1,087,757 8.00 8,702,055

(2) Adjusted for loss of income earned on $100,000 used for capitalization of the MHC.

(3) Excludes $1000,000 of funds used for capitalizing the MHC.

(4) Net return reflects a reinvestment rate of 3.57% and a tax rate of 45.09%,.

(5) Offering expenses shown at estimated midpoint value.

(6) ESOP and MRP amortize over 10 years and 5 years, respectively; amortizationexpenses tax effected at 45.0%.
(7) No cost is applicable since holding company will fund the ESOP joan.

All Publicly-Traded

Mean Median
15.60x 14.46x
144.629% 132.33%,
1493% 13.67%
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Flatbush Federal Savings & Loan Association
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Exhibit IV-11
PRO FORMA EFFECT OF CONVERSION PROCEEDS
Flatbush Federal Savings & Loan Association

At the Minimum

Offering Proceeds

1. $5,593,000
Less: Estimated Offering Expenses 711,000
Net Conversion Proceeds $4,882,000
2. Estimated Additional Income from Conversion Proceeds
Net Conversion Proceeds . $4,882,000
Less: Investment in Fixed Assets 0
Less: Non-Cash Stock Purchases (1) 671,160
Net Proceeds Reinvested $4,210,840
Estimated net incremental rate of return 1.96%
Earnings Increase $82,680
Less: State Share Tax 0
Less: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 24,609
Less: Recognition Plan Vesting (4) 24,609
Net Earnings Increase $33,461
Net
Before Earnings After
3. Pro Forma Earnings Conversion Increase Conversion
12 Months ended March 31, 2003 (reported) $241,000 $33,461 $274,461
12 Months ended March 31, 2003 (core) $226,000 $33,461 $259,461
Before Net Cash Tax Benefit After
4. Pro Forma Net Worth Conversion Proceeds Of Contribution  Conversion
March 31, 2003 $8,289,000 $4,210,840 $0 $12,499,840
March 31, 2003 (Tangible) $8,289,000 $4,210,840 $0 $12,499,840
Before Net Cash Tax Benefit After
5. Pro Forma Assets Conversion Proceeds Of Contribution  Conversion
March 31, 2003 $139,973,000 $4,210,840 $0 $144,183,840

(1) Includes ESOP and MRP stock purchases equal to 8.0% and 4.0% of the offering, respectively.

(2) ESOP stock purchases are internally financed by a loan from the holding company.

(3) ESOP borrowings are amortized over 10 years, amortization expense is tax-effected at a 45.0% rate.
(4) MRP is amortized over 5 years and amortization expense is tax effected at a 45.0% rate.




Exhibit [V-11
PRO FORMA EFFECT OF CONVERSION PROCEEDS

Flatbush Federal Savings & Loan Association

At the Midpoint

1. Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

2. Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds .

Less: Investment in Fixed Assets

Less: Non-Cash Stock Purchases (1)

Net Proceeds Reinvested

Estimated net incremental rate of return

Earnings [ncrease
Less: State Share Tax
Less: Estimated cost of ESOP borrowings (2)
Less: Amortization of ESOP borrowings (3)
Less: Recognition Plan Vesting (4)

Net Earnings Increase

3. ProForma Earnings

12 Months ended March 31, 2003 (reported)
12 Months ended March 31, 2003 (core)

Before
4. Pro Forma Net Worth Conversion
March 31, 2003 $8,289,000
March 31, 2003 (Tangible) $8,289,000
Before
5. Pro Forma Assets Conversion
March 31, 2003 $139,973,000

(1) Includes ESOP and MRP stock purchases equal to 8.0% and 4.0% of the offering, respectively.

Before
Conversion

$241,000
$226,000

Net Cash
Proceeds

$5,079,400
$5,079,400

Net Cash
Proceeds

$5,079,400

Net
Earnings
Increase

$41,830
$41,830

Tax Benefit
Of Contribution

$6,580,000
711,000
$5,869,000

$5,869,000

0

789,600

$5,079,400
1.96%

$99,734

0

0

28,952

28,952

$41,830

After
Conversion

$282,830
$267,830

After
Conversion

$0
$0

Tax Benefit
Of Contribution

$13,368,400
$13,368,400

After
Conversion

$0

(2) ESOP stock purchases are internally financed by a loan from the holding company.
(3) ESOP borrowings are amortized over 10 years, amortization expense is tax-effected at a 45.0% rate.
(4) MRP is amortized over 5 years and amortization expense is tax effected at a 45.0% rate.

$145,052,400



Exhibit IV-11
PRO FORMA EFFECT OF CONVERSION PROCEEDS
Flatbush Federal Savings & Loan Association

At the Maximum

1. Offering Proceeds $7,567,000
Less: Estimated Offering Expenses 711,000
Net Conversion Proceeds $6,856,000
2. Estimated Additional Income from Conversion Proceeds
Net Conversion Proceeds $6,856,000
Less: Investment in Fixed Assets 0
Less: Non-Cash Stock Purchases (1) 908,040
Net Proceeds Reinvested $5,947,960
Estimated net incremental rate of return 1.96%
Earnings Increase $116,788
Less: State Share Tax 0
Less: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 33,295
Less: Recognition Plan Vesting (4) 33.295
Net Earnings Increase $50,199
Net
Before Earnings After
3. ProForma Earnings Conversion Increase Conversion
12 Months ended March 31,2003 (reported) '$241.,OOO $50,199 $291,199
12 Months ended March 31, 2003 (core) $226,000 $50,199 $276,199
Before Net Cash Tax Benefit After
4. Pro Forma Net Worth Conversion Proceeds Of Contribution  Conversion
March 31, 2003 $8,289,000 $5,947,960 $0 $14,236,960
March 31, 2003 (Tangible) $8,289,000 $5,947,960 $0 $14,236,960
Before Net Cash Tax Benefit After
5. Pro Forma Assets Conversion Proceeds Of Contribution  Conversion
March 31, 2003 $139,973,000 $5,947,960 $0 $145,920,960

(1) Includes ESOP and MRP stock purchases equal to 8.0% and 4.0% of the offering, respectively.

(2) ESOP stock purchases are internally financed by a loan from the holding company.

(3) ESOP borrowings are amortized over 10 years, amortization expense is tax-effected at a 45.0% rate.
(4) MRP is amortized over 5 years and amortization expense is tax effected at a 45.0%, rate.



Exhibit 1v-11
PRO FORMA EFFECT OF CONVERSION PROCEEDS
Flatbush Federal Savings & Loan Association

1.

At the Supermaximum Value

Offering Proceeds

$8,702,055
Less: Estimated Offering Expenses 711,000
Net Conversion Proceeds $7,991,055
2. Estimated Additional Income from Conversion Proceeds
Net Conversion Proceeds . $7,991,055
Less: Investment in Fixed Assets 0
Less: Non-Cash Stock Purchases (1) 1,044 247
Net Proceeds Reinvested $6,946,808
Estimated net incremental rate of return 1.96%
Earnings Increase $136,401
Less: State Share Tax 0
Less: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 38,289
Less: Recognition Plan Vesting (4) 38,289
Net Earnings Increase $59,822
Net
Before Earnings After
3. Pro Forma Earnings Conversion Increase Conversion
12 Months ended March 31, 2003 (reported) $241,000 $59,822 $300,822
12 Months ended March 31, 2003 (core) $226,000 $59,822 $285,822
Before Net Cash Tax Benefit After
4, Pro Forma Net Worth Conversion Proceeds Of Contribution  Conversion
March 31, 2003 $8,289,000 $6,946,808 $0 $15,235,808
March 31, 2003 (Tangibﬁle) $8,289,000 $6,946,808 $0 $15,235,808
Before Net Cash Tax Benefit After
5. Pro Forma Assets Conversion Proceeds Of Contribution  Conversion
March 31, 2003 $139,973,000 $6,946,808 $0 $146,919,808

(1) Includes ESOP and MRP stock purchases equal to 8.0% and 4.0% of the offering, respectively.

(2) ESOP stock purchases are internally financed by a loan from the holding company.

(3) ESOP borrowings are amortized over 10 years, amortization expense is tax-effected at a 45.0% rate.
(4) MRP is amortized over 5 years and amortization expense is tax effected at a 45.0% rate.
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RP FINANCIAL, LC.
Financial Services Industry Consultants FIRM QUALIFICATION STATEMENT

RP Financial provides financial and management consulting and valuation services to the financial services industry
nationwide. RP Financial establishes long-term client relationships through its wide array of services, emphasis on
quality and timeliness, hands-on involvement by our principals and senior consulting 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, regulatory agencies and investment banking.

STRATEGIC AND CAPITAL PLANNING

RP Financial’s strategic and capital planning services are designed to provide effective workable plans with quantifiable
results. In this regard, RP Financial analyzes strategic options to enhance shareholder value or other established
objectives. Our planning services involve conducting situation analyses; establishing mission statements, strategic
goals and objectives; and identifying strategies for enhancement of franchise value, capital management and planning,
earnings improvement and operational issues. Strategy development typically includes the following areas: capital
formation and management, asset/liability targets, profitability, return on equity and market value of stock. Our
proprietary financial simulation model provides the basis for evaluating the financial impact of alternative strategies and
assessing the feasibility/compatibility of such strategies with regulations and/or other guidelines.

MERGER AND ACQUISITION SERVICES

RP Financial’s merger and acquisition (M&A) services include targeting candidates and potential acquirors, assessing
acquisition merit, conducting detailed due diligence, negotiating and structuring transactions, preparing merger business
plans and financial simulations, rendering fairness opinions 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 structuring transactions to enhance shareholder 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
experienced 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 AND 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 applications for Community
Development Entity (“CDE”) certification and New Markets Tax Credit (“NMTC”) allocation. RP Financial’s
consulting services are aided by its in-house data bases resources and proprietary valuation and financial simulation
models.

RP Financial’s Key Personnel (Years of Relevant Experience)

Ronald S. Riggins, Managing Director (22)

William E. Pommerening, Managing Director (18)

Gregory E. Dunn, Senior Vice President (20)

James P. Hennessey, Senior Vice President (17)
‘ James J. Oren, Senior Vice President (15)

Washington Headquarters

Rosslyn Center Telephone: (703) 528-1700
1700 North Moore Street, Suite 2210 Fax No.: (703) 528-1788
Arlington, VA 22209 Website: www.rpfinancial.com



