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Board of Directors

BFS Bancorp, MHC

Brooklyn Federal Bancorp, Inc.
Brooklyn Federal Savings Bank
81 Court Street

Brooklyn, New York 11201-5003

Members of the Boards of Directors:

At your request, we have completed and hereby provide an independent appraisal
(“Appraisal”) of the estimated pro forma market value of the common stock which is to be
offered in connection with the plan of stock issuance 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 and Plan of Stock Issuance

The Board of Directors of Brooklyn Federal Savings Bank (“Brooklyn Federal” or the
“Bank”) has adopted a plan of reorganization pursuant to which Brooklyn Federal will convert
and reorganize into a mutual holding company structure. As part of the reorganization, Brooklyn
Federal will become a wholly-owned subsidiary of Brooklyn Federal Bancorp, Inc. (the
“Company”), a federal corporation, and the Company will issue a majority of its common stock
to BFS Bancorp, MHC (the “MHC”) a federally-chartered mutual holding 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 Bank’s Eligible Account Holders, Tax-Qualified Employee
Plans, including the employee stock ownership plan (the “ESOP”), Supplemental Eligible
Account Holders, Other Depositors and Directors, Officers and Employees. 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 of the Company’s stock (49.9% or
less).

Washington Headquarters

Rosslyn Center Telephone: (703) 528-1700
1700 North Moore Street, Suite 2210 Fax No.: (703) 528-1788
Arlington, VA 22209 Toll-Free No.: (866) 723-0594
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Immediately following the Minority Stock Issuance, the primary assets of the Company
will be the capital stock of the Bank and the net offering proceeds remaining after contributing
proceeds to the Bank. The Company will retain up to 50% of the net offering proceeds. The
Company intends to use a portion of the proceeds to make a loan directly to the ESOP to enable
the ESOP to purchase up to 8.0% of the shares of common stock sold to the public in the offering.

RP® Financial, L.C.

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

Valuation Methodology

In preparing our appraisal, we have reviewed the Bank’s, the Company’s and MHC’s
regulatory applications, including the prospectus as filed with the OTS and the Securities and
Exchange Commission (“SEC”). We have conducted a financial analysis of the Bank that has
included a review of its audited financial information for the fiscal years ended September 30,
2000 through September 30, 2004, various unaudited information and internal financial reports
through September 30, 2004 and due diligence related discussions with the Bank’s management;
KPMG LLP, New York, New York, the Bank’s independent auditor; Luse Gorman Pomerenk &
Schick, the Bank’s counsel in connection with the plan of stock issuance; and Sandler O’Neill &
Partners, L.P., the Bank’s financial and marketing advisor in connection with the 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 Bank operates and
have assessed the Bank’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 Bank and the industry as a whole. We have analyzed the potential effects
of the minority stock offering on the Bank’s operating characteristics and financial performance
as they relate to the pro forma market value. We have reviewed the economy in the Bank’s
primary market area and have compared the Bank’s financial performance and condition with
publicly-traded thrifts in mutual holding Bank 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
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companies. We have also considered the expected market for the Bank’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 pursue second step conversions, and/or
those institutions that exhibit other unusual characteristics.

Our Appraisal is based on the Bank’s representation that the information contained in the
regulatory applications and additional information furnished to us by the Bank, 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 Bank, its
independent auditors, legal counsel and other authorized agents nor did we independently value
the assets or liabilities of the Bank. The valuation considers the Bank only as a going concern
and should not be considered as an indication of the Bank’s liquidation value,

Our appraised value is predicated on a continuation of the current operating environment
for the Bank, the MHC and the Bank 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
Bank’s value alone. It is our understanding that there are no current plans for pursuing a second
step conversion or for selling control of the Company or the Bank following the offering. To the
extent that such factors can be foreseen, they have been factored into our analysis.

Pro forma market value is defined as the price at which the Bank’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 December 3, 2004, the estimated aggregate pro forma market
value of the shares to be issued immediately following the conversion, both shares issued publicly
as well as to the MHC, equaled $100,000,000 at the midpoint, equal to 10,000,000 shares at a per
share value of $10.00. Pursuant to conversion guidelines, the 15% valuation range indicates a
minimum value of $85,000,000 and a maximum value of $115,000,000. Based on the $10.00 per
share offering price determined by the Board, this valuation range equates to total shares
outstanding of 8,500,000 at the minimum and 11,500,000 at the maximum. In the event the
appraised value is subject to an increase, the aggregate pro forma market value may be increased
up to a supermaximum value of $132,250,000 without a resolicitation. Based on the $10.00 per
share offering price, the supermaximum value would result in total shares outstanding of
13,225,000. The Board of Directors has established a public offering range such that the public
ownership of the Company will constitute a 30% ownership interest. Accordingly, the offering to
the public of the minority stock will equal $25,500,000 at the minimum, $30,000,000 at the
midpoint, $34,500,000 at the maximum and $39,675,000 at the supermaximum of the valuation
range.
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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 Brooklyn Federal as of September 30, 2004, 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
Bank’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.

William E. Pommerening
Chief Executive Officer

James P. Hennessey
Senior Vice President
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1. OVERVIEW AND FINANCIAL ANALYSIS

Introduction

Brooklyn Federal Savings Bank (“Brooklyn Federal” or the “Bank’), organized in 1887,
is a federally-chartered mutual savings association headquartered in downtown Brooklyn, New
York. The Bank serves its Brooklyn markets through two retail offices and also services
suburban areas of nearby Long Island through two offices, including one office in Wantagh
(Nassau County) and one office in Islandia (Suffolk County). A map showing the locations of
the Bank’s branch offices has been provided in Table 2.1 in the following section. The Bank 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 September 30, 2004, Brooklyn Federal had $308.8
million in assets, $256.6 million in deposits and consolidated equity of $36.6 million, equal to
11.9% of total assets. Brooklyn Federal’s audited financial statements are included by reference
as Exhibit I-1.

Plan of Stock Issuance

On November 9, 2004, the Board of Directors of Brooklyn Federal adopted a plan of
reorganization pursuant to which Brooklyn Federal will convert and reorganize into a mutual
holding company structure. As part of the reorganization, Brooklyn Federal will become a
wholly-owned subsidiary of Brooklyn Federal Bancorp, Inc. (the “Company”), a federal
corporation, and the Company will issue a majority of its common stock to BFS Bancorp, MHC
(the “MHC") a federally-chartered mutual holding company, and sell a minority of its common
stock to the public. Concurrent with the completion of the public stock offering, the Company

will retain up to 50% of the net stock proceeds.

The MHC will own a controlling interest in the Company of at least 50.1%, and the
Company will be the sole subsidiary of the MHC. The Company will own 100% of the Bank’s
outstanding stock. The Company’s initial activity will be ownership of its subsidiary, Brooklyn

Federal, investment of the net cash proceeds retained at the holding company level (initially in
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short-term investment securities) and extending a loan to the 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

Throughout much of its corporate history, the Bank’s strategic focus has been that of a
community oriented financial institution with a primary focus on meeting the borrowing, savings
and other financial needs of its local customers in Brooklyn, Nassau and Suffolk Counties and, to
a lesser extent, other nearby areas within the New York metropolitan area. In this regard, the
Bank has historically pursued a portfolio residential lending strategy typical of a thrift institution,
with a moderate level of diversification into construction lending and commercial real estate
lending. Commencing in the late-1990s, the Bank sought to restructure the loan portfolio to
include a greater proportion of multi-family and commercial mortgages as well as construction
loans. In this regard, the Bank has emphasized high quality and flexible service, capitalizing on
its local orientation and expanded array of products and services. Accordingly, the Bank’s
lending operations consists of two principal segments as follows: (1) commercial and
construction in conjunction with the intensified efforts to become a full-service community bank;

and (2) residential mortgage lending.

With this transition in recent years, the Bank has been required to develop the
infrastructure required to undertake more diversified lending. In this regard, management has
developed extensive policies and procedures pertaining to credit standards and the administration
of commercial accounts. Additionally, the Bank has employed a total of two loan officers who
have local experience, to conduct the commercial and construction lending operations The
Bank’s increased community bank focus has led to an expansion that is evidenced by the growth
of commercial real estate/multi-family mortgage loans as well as construction loans -
specifically, these loans have increased from $24.2 million, or 19.3% of total loans as of
September 30, 2000, to $106.8 million, or 65.0% of total loans as of September 30, 2004,
Growth in multi-family, commercial mortgage and construction lending is expected to continue

as such loans will continue to be emphasized by the Bank.
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Despite the multi-family/commercial mortgage lending emphasis, residential mortgage
loans continue to comprise a significant element of the loan portfolio, at $57.1 million, or 34.8%
of total loans as of September 30, 2004. Substantially all of the Bank’s residential mortgage
loans are originated internally by the Bank loan officers. The majority of the Bank’s permanent
residential mortgage volume has been in 15 and 30 year mortgage loans. For interest rate risk
purposes, the Bank has elected to sell loans with maturities in excess of 15 years and, more
recently, all loans with coupons below a certain threshold established by the Board. As
refinancing activity intensified over the last several years, the Bank experienced rapid
prepayments and the number of qualified residential loans meeting its standards for portfolio did
not keep up. As a result, the size of the residential portfolio has decreased over the last several
years. The Bank continues to view residential lending as a primary business line, and residential
originations continue to be emphasized. For credit and interest rate risk purposes, however, the
Bank will continue to sell loans on either a servicing retained or servicing released basis that do

not meet its standards for portfolio lending.

The Bank’s interest-earning assets (“IEA”) also consist of interest-earning deposits and
short- to intermediate-term investment securities and mortgage-backed securities (“MBS”), the
majority of which are currently classified as held-to-maturity (“HTM”). The Bank’s general
balance sheet objective is to deploy funds primarily into loans and maintain moderate balances of
cash and investments, given the higher yields on loans. At the same time, the Bank has scught to
leverage capital through deploying funds into securities in the absence of significant loan growth

to enhance earnings and return on equity.

Retail deposits have consistently served as the primary interest-beaning funding source
for the Bank. Brooklyn Federal has traditionally maintained a strong base of transaction and CD
accounts and the foregoing deposit mixture has been facilitated by the Bank’s increased
emphasis on marketing to commercial accounts while also providing a high level of service.
Accordingly, savings and transaction accounts currently comprise the majority of deposits while
certificates of deposits (“CDs”) comprise approximately 44% of total deposits. The Bank
utilizes borrowings as a supplemental funding source, primarily to facilitate liquidity
management. FHLB advances constitute the Bank’s principal source of borrowings; the majority

of the Bank’s borrowed funds have short-to-intermediate maturities. Following the minority
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stock offering, the Bank may use additional borrowings to facilitate leveraging of its higher
capital position that will result from the stock offering, in which borrowings would be utilized to
fund purchases of investment securities and MBS at a positive spread to improve eamings and
return on equity. To the extent additional borrowings are utilized by the Bank, FHLB advances

would likely continue to be the principal source of such borrowings.

The Bank’s earnings base is largely dependent upon net interest income and operating
expense levels. Sources of non-interest operating income, while increasing in conjunction with
the commercial lending emphasis, remain at relatively moderate levels. Restructuring of the
portfolio to include higher yielding loans, coupled with increases in non-interest income and

moderate growth, have provided for earnings growth over the last several years.

The post-offering business plan of the Bank is expected to continue to focus on products
and services which have been the Bank’s traditional emphasis. Specifically, the Bank will
continue to be an independent community-oriented financial institution with a commitment to
local real estate financing with operations funded by retail deposits, borrowings, equity capital
and internal cash flows. In addition, the Bank will emphasize pursuing further diversification
into multi-family and commercial real estate mortgage loans, as well as construction loans.
Furthermore, the Bank may continue to expand and diversify other products and services,
including non-traditional products while also pursuing de novo branching to broaden its retail

footprint.

The Bank’s Board of Directors has elected to convert to the stock form of ownership to
improve the competitive position of the Bank. The capital realized from the minority stock
offering will increase the operating flexibility and overall financial strength of the Bank, as well
as support the expansion of the Bank’s strategic focus of providing competitive community
banking services in its local market area. The additional capital realized from stock proceeds
will increase liquidity to support funding of future loan growth and other interest-earning assets.
The Bank’s higher capital position resulting from the infusion of stock proceeds will also serve
to reduce interest rate risk, through enhancing the Bank’s interest-earning-assets-to-interest-
bearing-liabilities (“IEA/IBL”) ratio. Additionally, the Bank’s higher equity-to-assets ratio will
also better position the Bank to take advantage of expansion opportunities as they arise. Such

expansion would most likely occur through the establishment or acquisition of additional
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banking offices or customer facilities that would provide for further penetration in the markets
currently served by the Bank or nearby surrounding markets. The Bank will also be better
positioned to pursue growth through acquisition of other financial service providers following
the conversion, given its strengthened capital position and status as a stock company. At this
time, the Bank has no specific plans for expansion other than through establishing additional
branches. The projected use of proceeds is highlighted below.

e Company. The Company is expected to retain up to 50% of the net offering
proceeds. At present, Company funds, net of the loan to the ESOP, are
expected to be placed into an overnight deposit account in the Bank. Over
time, Company funds are anticipated to be utilized for various corporate
purposes, possibly including acquisitions, infusing additional equity into the
Bank, repurchases of common stock, and the payment of regular and/or
special cash dividends.

e Bank. The majority of the net offering proceeds will be infused into the Bank
in exchange for all of the Bank’s newly-issued stock. The increase in the
Bank’s capital will be less, as the amount to be borrowed by the ESOP to fund
an 8% stock purchase will be accounted for as a contra-equity. Cash proceeds
(i.e., net proceeds less deposits withdrawn to fund stock purchases) infused
into the Bank are anticipated to become part of general operating funds, and
are expected to initially be invested in short-term investments pending longer
term deployment, i.e., funding lending activities and for general corporate
purposes.

Balance Sheet Trends

Growth Trends. Over the last five years, the Bank has implemented a strategy of

moderate to strong balance sheet expansion and has achieved its targeted growth objectives
through internal growth at existing branches and through wholesale means, primarily through the
deployment of investable funds into investment securities, primarily including mortgage-backed
securities (“MBS”) and collateralized mortgage obligations (“CMOs”). This strategy is
evidenced in the summary balance sheet (Table 1.1), which shows that total assets have
increased 9.9% annually from $211.4 million at the end of fiscal 2000 to $308.8 million as of
September 30, 2004. Over this time period, investment securities increased by $60 million while
loans increased by $39 million. The growth disparity is more clearly evidenced when the annual

growth rates are examined, as HTM investments increased by 17.6% annually since the end of
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fiscal 2000, while loans receivable increased at a 7.0% annual pace over the corresponding time
frame. This is in part due to the significant reduction in the Bank’s residential portfolio due to
prepayments and the Bank’s decision to sell newly originated residential loans that did not meet

its specifications for adding to portfolio.

The Bank’s assets are funded through a combination of deposits, borrowings and retained
earnings. Deposits have always comprised the majority of funding liabilities, increasing at an
annual rate of 8.5% since 2000. Borrowings have increased more rapidly, but continue to

represent a minor source of funds for Brooklyn Federal.

Annual equity growth equaled 11.9% since the end of fiscal 2000, reflects the benefit of
balance sheet restructuring which resulted in growth of higher yielding income producing
property loans and balance sheet expansion including growth achieved through a moderate
leveraging program. The post-offering equity growth rate is expected to initially fall below
historical levels given the increased equity, the initial anticipated low return on the net offering
proceeds in the current interest rate environment and the cost of the stock benefit plans and
public company reporting. Over the longer term, as the new equity is leveraged through growth,

the return on equity is expected to improve.

Loans Receivable. Loans receivable totaled $163.0 million, or 52.8% of total assets, as
of September 30, 2004, which reflects moderate growth overall as referenced above.
Importantly, growth in the portfolio has been achieved notwithstanding a significant decline in
the 1-4 family mortgage loan portfolio, where very high prepayment rates were experienced in
the low interest rate environment prevailing since fiscal 2001. In this regard, the proportion of
loans to total assets has declined from 58.8% to 52.8% since the end of fiscal 2000, as
investment securities (primarily MBS and CMOs) largely made up the difference. Currently,
permanent 1-4 family mortgage loans comprise the largest single element of the loan portfolio,
equal to 34.8% of total loans. The residential mortgage loan portfolio consists primarily of fixed
rate mortgage loans which comprise the substantial majority of residential mortgage loans
originated in the Bank’s market. The majority of the Bank’s 1-4 family residential mortgage
loans conform to standards set by either Freddie Mac or Fannie Mae. Most non-conforming

residential loans are non-conforming as to the loan amount (i.e., jumbo loans), while otherwise
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meeting the agency credit criteria. Offsetting shrinkage in the 1-4 family mortgage loan
portfolio, commercial and multi-family mortgage loans have increased in recent years to equal
33.3% and 21.7% of total loans, respectively. Such loans are generally secured by apartment
buildings, office buildings and other commercial structures and mixed-use buildings.
Construction loans represent an additional 10.0% of the loan portfolio. Brooklyn Federal’s
mortgage lending emphasis is evident when it is considered that more than 99% of the Bank’s
loan portfolio is secured by mortgage loans while consumer and other non-mortgage loans

comprise less than 1% of the loan portfolio.

Cash, Investments and Mortgage-Backed Securities. The intent of the Bank’s investment
policy is to provide adequate liquidity, to generate a favorable return on excess investable funds
and to support the established credit and interest rate risk objectives. The ratio of cash and
investments to assets has increased since fiscal 2000 as deposit growth outstripped the rate of
loan growth and excess funds deployed into investment securities. Investment securities,
including MBS and CMOs, equaled $121.2 million, or 39.2% of total assets, as of September 30,
2004, while cash and equivalents totaled $7.9 million, or 2.6% of assets. As of September 30,
2004, the cash and investments portfolio consisted of cash, interest-earning deposits in other
financial institutions, securities issued by Fannie Mae or Freddie Mac, and U.S. government
agency obligations (see Exhibit I-3 for the investment portfolio composition). Additionally, the
Bank maintains permissible equity investments such as FHLB stock. The majority of the Bank’s
investment securities are classified as held-to-maturity (“HTM”). As of September 30, 2004, the
net after-tax unrealized loss in the HTM portfolio was $2.4 million, equal to 0.8% of assets. No
major changes to- the“ composition and practices with respect to the management of the
investment portfolio are anticipated over the near term. The level of cash and investments is
anticipated to increase initially following conversion, pending gradual redeployment into higher

yielding loans.

Funding Structure. Retail deposits have consistently been the substantial portion of

balance sheet funding. Since fiscal year-end 1999, deposits have grown at an 8.5% compounded
annual rate. Over this time frame, the composition of deposits has remained relatively stable

with the largest portion in savings and transaction accounts, which were in a range of 53% to




RP Financial, LC.
Page 1.9

56%. As of September 30, 2004, certificates of deposit totaled $113.1 million, equal to 44.1% of
total deposits while savings and transaction accounts totaled $143.4 million, equal to 55.9% of
total deposits. As noted earlier, the Bank has used borrowings to a limited extent, and current

borrowings primarily consist of FHLB advances.

Capital. Annual capital growth for the Bank has been moderate to strong since the end of
2000, equal to an annualized rate of 11.9%, in part reflecting the Bank’s relatively strong
earnings (as evidenced by the Bank’s return on assets (“ROA’’) measures). As of September 30,
2004, the Bank’s equity totaled $36.6 million, or 11.8% of total assets. The net unrealized loss
on HTM investments, equal to $2.4 million on an after tax basis, was not reflected in the Bank’s
equity capital was equal to approximately 6.5% of total equity. The Bank maintained capital
surpluses relative to its regulatory capital requirements at September 30, 2004, and thus qualified
as a “well capitalized” institution. The offering proceeds will serve to further strengthen the
Bank’s regulatory capital position and support further growth. The equity growth rate is
expected to slow for the Bank on a post-offering basis given the pro forma increase in equity,

low reinvestment yields currently available and the potential dividend policy.

Income and Expense Trends

Table 1.2 shows the Bank’s historical income statements for the past five fiscal years
ended September 30, 2000 to September 30, 2004. The Bank reported a favorable earnings trend
over the period shown, as net income has increased from $2.0 million, equal to 0.98% of average
assets for the fiscal year ended September 30, 2000, to $4.1 million, equal to 1.35% of average
assets for the fiscal year ended September 30, 2004. The factors leading to Brooklyn Federal’s
recent earnings growth primarily include three factors: (1) ongoing loan portfolio restructuring
to include higher yielding loans; (2) balance sheet growth to leverage the existing infrastructure;
and (3) growth of non-interest fee income in connection with growth of commercial account
relationships and the sale of commercial and construction loan participations. Additionally,
strong asset quality has also been a factor as loan loss provisions have been limited for Brooklyn
Federal.




2%SELE %E6PE %99°LE %ISLE %80'8¢

2%9T 1§ %98'¢S %8TYS %ERGS %L1E9

%b 191 %I1951 %S$$°SST %7051 %TS v
%L1 10§ %ST1 0Ls'e § %Il LL8T § %801 IS¥'T § %860 920°C
%100 Jx3 %P00 901 %%00 (7 %0070 - 25000 e
%£0 0 (96) %010 (#22) %80°0- (T61) %00°0 - %00'0 -
%S¢ 060 $§ %I REL'E 8 %Ll 66T S %801 ISP %8670 9z0'T
%SE| 060 §  %IgT REL'C  § %LIT $66C S %301 ISY'T  $ %R6°0 970
%08 0 ®ev D) %0L O Z062) AR (G DAY v 1) %0970 (CTZ4k0)
%%S$1°T 8259 §  %I0T SPL'S  § %881 PO’y S %ELT 726'c § %8Sl rdxA3
%E0°0 96 $§ %0L0 vLT $ %800 w61 $ %000 - $ %000 -
2%C1T TEFO S %6l (s § %081 TI9F  § %Ll 6 S %8sl TLT'E
Y%9T T {0¥89) %GC ¢ (VAT9)] PA S (0£19) WIS T (EZ59] YlL T T197%)
%LL 0 TTET 2%89°0 1£6°1 %ES0 LSEL %0 686 %Ce 0 799
%19°¢ 0S6°01§ 2%€5°¢ LLOOLS %LY¢ SREGS %L8'E SLL'RS %86'€ 12T°8%
%00 (23] %P0 0 Q7D %9070" (9] %000 0 %0070 0
%b9'¢ 0118 %8S '€ $0T'01$ %EL'E $€6'6% %L8'E SLL'RS %86°¢ 177°8%
Yobe 1 (Csov) %8S I~ GOST) bl c OIFS) %e0t- (2889 %68 ¢ (T8675)
%86 ¥ PLO'SIS 201§ vILYIS YoL8'S 110°18 %06'9 LSY'ST  § %LRO [T Aty

C73) (000$) (%) (000%) (%) (0008) (%) (0009) (%) (0008)
(1)wd Junowyy g junowmy (1)1g nnoury [§DIEE] junoury {1)ind jmoury
$00C £00T 00T 1002 0007

‘0¢ Joquiaydag popud ma ) [eds1] aLp Jo S

SIUATIIE)S SWOdU] [ROLIOISIH
yueg SSUIARG [RIapa.] ukpyoo1g
T'13IqeL

‘SJUAtAYE)S [eloUel) pojipne pure snyoadsold s,|riapay udyoolg wanog

(ates uo sued Jmpn[oxa) swoom Funpesado JSYI0 PUR SULGAUT JSOISW J3U Jo WInS ay jo waazad e se sasuadxs Junesad) (€)
‘sasuadxa Junriado £q paplalp swoow jsa1a11 JON  (T)

aiel 949°ge B e pajoajle xel (1)

apy XeJ AAn0ayd

(1) oney Asuatoryg

(7) ouwy] a3eaoao) asuadxy
‘ouIap]

AOSUT 19N 9100) PAJFRUNST]

(1) wopg xey

dxzjy(out) Surunoay-uop ((Inpa)YoLqpPpV
0] Jap]

SMI0OU] JON AI07) PAJRLISY

Swe)] “ploenxd 21qfog (SSO) SWI0oU] JaN]
saye] awoou]
Xe] alojag oLIoau] JaN

$HE07] JO O[US UO (sSoTHUIRD) 10N
alwoot] Aunerad-uon

atwoou] JunessdQ 1PN
astuadxq unersdp
swoan] 3unelad) PO

SUOISIAVLH JOj ' 2WOdU] JSaddjU] JaN]
§88507] Ueo I0] UOISIAOI]

aUIoOU] ISaIau] 9N
asuadx{] jsalauy
UI0OU] 521 Y]

011 23D
)T pupulg




RP Financial, LC.
Page 1.11

Net Interest Income. The Bank maintained a healthy net interest margin throughout the

period shown in Table 1.2, which has been supported by a favorable yield-cost spread. Net
interest income reflects a growth trend over the past five years, primarily as a result of
restructuring of the loan portfolio to include higher yielding loans as well as to growth in the
balance of interest-eaning assets, with the most significant portion of the growth realized in the
investment portfolio. However, the ratio of net interest income reflects a downward trend as
lower yielding investments have increased in proportion to total assets and as a result of
refinancing of higher yielding loans in response to the low interest rate environment.
Specifically, net interest income increased from $8.2 million in fiscal 2000 to $11.0 million for
the fiscal year ended September 30, 2004. However, the ratio of net interest income diminished
over the corresponding time frame, from 3.98% of average assets in fiscal 2000, to equal 3.64%
in fiscal 2004.

The foregoing trends with regard to the reduction in the ratio of net interest income to
average assets are the result of declining interest rate spreads; the dollar amount of net interest
income has increased, notwithstanding the declining spreads, as it was more than offset by
growth in interest-earning assets. Modest spread compression has been experienced by the Bank
as a result of payoffs among the Bank’s higher rate loans and the limited ability to reduce deposit
costs which are near zero in the current interest rate environment. Specifically, the Bank’s
interest rate spread decreased from 3.82% in fiscal 2000, to 3.55% in fiscal 2003, before
rebounding modestly to 3.67% for fiscal 2004 (see Exhibit I-4). The initial reinvestment of the
offering proceeds should increase net interest income; however, the initial reinvestment yields

are expected to depress overall asset yields, interest spreads and the interest income ratio.

Loan Loss Provisions. Provisions for loan losses have typically been limited reflecting
the Bank’s relatively strong asset quality historically and the secured nature of the loan portfolio.
The majority of the loan portfolio is secured by real estate collateral in the Bank’s local market
area, which represents a relatively strong real estate market. Going forward, the Bank will
continue to evaluate the adequacy of the level of general valuation allowances (“GVAs”) on a
regular basis, and establish additional loan loss provisions in accordance with the Bank’s asset
classification and loss reserve policies. For fiscal 2004, loan loss provisions totaled $72,000, or

0.02% of average assets, which is below the level for the prior three fiscal years. The level of
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loan loss provisions reflects relatively strong asset quality and an absence of material chargeoffs
for the last five fiscal years. Additionally, while allowances for loan and lease losses as a
percentage of loans has increased over the last five fiscal years, the growth has been
comparatively modest after considering the increasing proportion of high risk-weight loans in the

portfolio.

Non-Interest Income. Non-interest income (i.c., other operating income) has shown an
upward trend since fiscal 2000, from $662,000 (0.32% of average assets) to $2.3 million (0.77%
of average assets) for the twelve months ended September 30, 2004. The Bank generates non

interest income from several sources including deposit fees, normal service fees for banking
services, rental income, loan fees from residential lending and loan fees from commercial, multi-
family and construction lending. The increase achieved since the end of fiscal 2000 is primarily
due to increases in commercial lending and related loan fee income. In this regard, Brooklyn
Federal has been very successful at originating commercial real estate and construction loans in
selected markets. To maintain its high level of lending, the Bank has been putting together
“syndicates” to purchase participation interests in the larger multi-family and commercial
mortgage loans as well as construction loans. The participation interests are usually sold
immediately upon making to the loan. The effect of this activity is to minimize the Bank’s credit
exposure to certain borrowers, which has enabled it realize loan fee income immediately upon
sale (typically in the range of 1% of the principal balance sold). This revenue source is
somewhat volatile compared to deposit or servicing fee income as it is dependent upon future
origination volumes and loan sales which can vary considerably with changing interest rate and
economic conditions. Additionally, a portion of the increased in non-interest income generated
by the Bank over the last several fiscal years has consisted of prepayment penalties charged on

commercial mortgage loans which may likely diminish in a rising interest rate environment.

Operating Expenses. The Bank’s operating expenses have increased in recent years due

to asset growth and increasing emphasis on multi-family and commercial mortgage lending.
Specifically, cost increases reflect increased business volumes facilitated by the employment of
seasoned commercial mortgage and construction lenders and support staff since the end of fiscal

2000. As a result, since fiscal 2000, operating expenses have increased from $5.6 million, or
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2.71% of average assets, to $6.8 million, or 2.26% of average assets, for the most recent twelve
months. The operating expense ratio has diminished over this time frame primarily reflecting the
impact of wholesale leveraging through the purchase of investments, which increases total assets
with minimal impact on operating costs. Operating expenses are expected to increase on a post-
offering basis as a result of the expense of the stock-related benefit plans and the costs related to
operating as a public company. Additionally, Brooklyn Federal is targeting to open two
additional branches over the next three to five years at as yet, unidentified locations, which will
also serve to increase the Bank’s operating expenses. At the same time, continued balance sheet
growth and reinvestment of the offering proceeds should largely offset the anticipated expense

increase.

Non-Operating Income/Expense. Non-operating income and expenses have had a limited
impact on earnings over the last five fiscal years, and have primarily consisted of gains on the
sale of fixed rate residential mortgage loans. For the twelve months ended September 30, 2004,

non-operating income totaled $96,000.

Taxes. The Bank’s average tax rate has fluctuated in a narrow range since fiscal 2000,
from 34.93% to 38.08%, and equaled 37.35% for the twelve months ended September 30, 2004.
The Bank has established a real estate investment trust (“REIT”) subsidiary, which holds real

estate secured loans and provides some limited benefits for state income tax purposes.

Efficiency Ratio. The Bank’s efficiency ratio has been improving over the last five fiscal

years due to improving trends in all key areas of core operations (i.e., net interest income, non-
interest income and operating expense). Specifically, the efficiency ratio decreased from 63.2%
in fiscal 2000 to 51.3% for fiscal 2004. Importantly, a portion of the improvement is related to
growing non-interest fee income generated through commercial mortgage loan participation
activity which is dependent upon the Bank’s ability to maintain current loan origination and
participation volumes. On a post-offering basis, the efficiency ratio may show some slight

improvement, although low reinvestment yields may limit the benefit.
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Interest Rate Risk Management

The primary aspects of the Bank’s interest rate risk management include:
» Diversifying portfolio loans into other types of shorter-term or adjustable
rate lending, including commercial and construction lending;

> Investing a significant portion of interest-earning assets in short-to-
intermediate term MBS and CMOs;

Promoting transaction accounts and, when appropriate, longer term CDs;
Maintaining a strong capital level;
Increasing non-interest income;

Limiting investment in fixed assets and other non-earnings assets; and

vV V ¥V V VY

Potentially selling a portion of the fixed rate residential mortgage loans
originated based on risk and profitability considerations; and

The rate shock analysis as of September 30, 2004 (see Exhibit I-5) reflects a modest
liability sensitive position with the net portfolio value (“NPV”) declining by a 233 basis points
pursuant to a positive 200 basis point instantaneous and permanent rate shock, resulting in a
posi-shock NPV ratio equal to 12.42%. Based on OTS estimates incorporating June 30, 2004
financial data and market rate information, assuming a positive 200 basis point instantaneous and
permanent rate shock, the post-shock NPV ratio for all thrifts operating in the OTS Northeast
Region equaled 9.41%, which reflects a 251 basis point decline relative to the base scenario.

Thus, the volatility of the Bank’s NPV ratio is similar, but the post-shock NPV ratio is higher.

The NPV analysis is an indicator of the risk to earnings in a volatile interest rate
environment as it incorporates changing assumptions with respect to maturity and repricing of
assets and liabilities. The OTS NPV analysis indicates that Brooklyn Federal has a higher NPV
ratio and similar interest sensitivity measure (i.e., the change in the post-shock NPV ratio is more
comparable) pursuant to a rising interest rate scenario, which is typically the more adverse
scenario for a thrift institution. Moreover, the Bank’s interest rate risk exposure is projected to
be further reduced following the completion of the conversion and reinvestment of the net

conversion proceeds into interest-earning assets.
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Lending Activities and Strategy

Historically, the Bank’s primary emphasis was the origination of 1-4 family residential
mortgages. More recently, the Bank shifted its focus to higher yielding lending, including
conimercial real estate loans, multi-family real estate loans, home equity loans, and construction
loans. The Bank’s current lending strategy has been developed to take advantage of the Bank’s
historical strengths in the areas of permanent residential mortgage lending and the relatively
favorable long-term business and economic environments prevailing in the Bank’s markets for

multi-family and commercial mortgage lending as well as construction lending.

The Bank’s lending operations consists of two principal segments: (1) residential
mortgage lending; and (2) multi-family, commercial and construction in conjunction with the
intensified efforts to become a full-service community bank.‘ Details regarding the Bank’s loan
porifolio composition and characteristics are included in Exhibits I-6, I-7 and I-8.  As of
September 30, 2004, permanent first mortgage loans secured by residential properties totaled
$57.1 million, equal to 34.8% of total loans. Commercial real estate and multi-family together
approximated 55.0% of total loans, while construction loans equaled 10.0% of loans. Non-

mortgage lending remains modest overall and equals 0.2% of total loans.

Residential Lending. As of September 30, 2004, residential mortgage loans equaled
$57.1 million, or 34.8% of total loans. Of this total, fixed rate loans total $51.0 million and
adjustable rate residential mortgage loans approximated $6.1 million. The Bank originates both
fixed rate and adjustable rate 1-4 family loans. However, owing to market demand, fixed rate
loans comprise the bulk of the Bank’s residential loan originations. The Bank originates 1-4
family loans up to a loan-to-value (“LTV”) ratio of 95%, with private mortgage insurance
(“PMTI”) being required for loans in excess of a 80% LTV ratio. The substantial portion of 1-4
family mortgage loans have been originated by the Bank and are secured by residences in the
local market. For interest rate and credit risk purposes, the Bank is selective about which
residential loans will be held as portfolio loans, choosing to sell loans with terms that exceed 15
years or with coupons below a certain threshold (currently 5.0%). Loans that do not meet its
portfolio standards are sold into the secondary market. The Bank will also originate a wide

variety of loan for secondary market buyers that are non-conforming in nature. These loans are
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not retained by the Bank but are originated to the permanent investors standards and then sold
immediately to the investor. The Bank earns fees on this activity, but generates no portfolio

loans.

Multi-Family and Commercial Mortgage Lending. Multi-family and commercial

mortgage lending has been an area of portfolio diversification for the Bank. The increase in such
lending for the Bank has coincided with the hiring of a successful commercial lender in 2001.
Such loans are typically secured by properties in New York City and on Long Island and are
generally originated by the Bank. As of September 30, 2004, multi-family and commercial
mortgage loans equaled $35.7 million (21.7% of loans) and $54.7 million (33.3% of loans). All
such loans originated by the Bank are secured by properties in New York, with the majority
located in southeastern New York. Multi-family and commercial mortgage loans are typically
offered with fixed rates of interest for the first five years of the loan, which are then subject to
call provision or rate adjustment. Such loans typically possess terms ranging from 5 to 10 years,
with amortization periods up to 30 years, and loan-to-value ratios of up to 75%, and target a
debt-coverage ratio of at least 1.2 times. The majority of Brooklyn Federal’s multi-family and
commercial mortgage loans have prepayment penalties, which are in place over the first several
years of the loan. The typical commercial or multi-family loans that the Bank will be seeking to
make will have a principal balance in the range of $1 million to $3 million, but may be larger,
particularly if the loan is well-collateralized or extended to a very credit-worthy borrower.
Multi-family and commercial real estate loans are secured by office buildings, retail and
industrial use buildings, apartments and other structures such as strip shopping centers, retail
shops and various other properties. Such loans will be typically be collateralized by local
properties. The Bank has developed a niche in commercial real estate and multi-family lending,
typically generating a greater number and larger balance such loans than can reasonably be held
in portfolio. In addition, the Board has established balance sheet limits for the total amount of
commercial real estate, multi-family, and construction loans that can be held in portfolio. As a
result, the Bank has developed a program of selling participation interests of up to 90% in the
originated loans. The “syndicate” of participating lenders is usually identified before the loan
closes, then at closing the Bank will immediately participate out the loans, retaining (and

recognizing as income) all or a part of the loans fees attributable to the participated interest.
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Construction Loans. Like the commercial real estate and multi-family lending program,
the Bank has developed a niche in construction lending as well, and construction lending has
expanded over the last several years. The Bank has developed an expertise in originating and
servicing construction loans involving development of residential properties in selected areas of
Brooklyn and surrounding markets. These loans are typically in-market residential and
commercial construction loans, with short terms to maturity and with rapid sales upon
completion. These loans shorter the average duration of the loan portfolio and increase asset
yields. The Bank generally limits such loans to known builders and developers with established
relationships with the Bank. The majority of the Bank’s construction lending is in New York
City and on Long Island. The Board has limited the total balance of funded construction loans to
approximately $25 million. Construction loans generally have variable rates of interest and
terms of 2 years and LTV ratios up to 75% of the appraised value of the property. The Bank also
syndicates its larger construction loans, with many larger institutions serving as the participating
banks. Brooklyn Federal recognizes fee income upon the sale of the participating interest in

these construction loans.

Non-Mortgage Lending. The Bank’s efforts to increase commercial lending have
primarily centered around the development of real estate secured relationships, as non-mortgage
consumer lending remains limited. As of September 30, 2004, consumer loans totaled only

$294,000, equal to 0.2% of total loans.

Loan Originations, Purchases and Sales. Exhibit I-9, which shows the Bank’s loan

originations/purchases, repayments and sales over the past three fiscal years, highlights the
Bank’s recent emphasis on multi-family, commercial mortgage and construction lending. In this
regard, total loan originations mortgage loans have increased from $62.9 million in fiscal 2002,
to $102.5 million in fiscal 2004. The substantial majority of the Bank’s recent loan volume has
consisted of multi-family, commercial mortgage and construction loans (more than 90% in fiscal
2004). Construction loans have typically been originated through broker relationships while the
substantial majority of other mortgage loans originated by the Bank have been originated by the
Bank’s loan officers. Loan purchases have been relatively limited over the last three fiscal years

but loan sales have become more significant, totaling $34.3 million, $61.2 million and $43.1
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million in fiscal 2002, 2003, and 2004, respectively. Loan sales have primarily generated
through the sale of participation interests in multi-family, commercial and construction loans,
reflecting the Bank’s syndication program. Such sales have been the principal component of

growth in fee income since the end of fiscal 2000.

Asset Quality

The Bank’s asset quality has historically been strong and the level of non-performing
assets (“NPAs”) is low currently. As reflected in Exhibit I-10, the NPA balance was $13,000,
which was less than 0.01% of average assets. The ratio of allowances to total loans equaled
0.56% while reserve coverage in relation to NPAs was not meaningful given the low level of
NPAs overall (see Exhibit I-11). Importantly, while Brooklyn Federal’s asset quality has been
strong, high risk-weight loans have increased significantly since fiscal 2000 and thus, have
limited seasoning. To track the Bank’s asset quality and the adequacy of valuation allowances,
the Bank has established detailed asset classification policies and procedures which are
consistent with regulatory guidelines. Detailed asset classifications are reviewed monthly by
senior management and the Board. Pursuant to these procedures, when needed, the Bank
establishes additional valuation allowances to cover anticipated losses in classified or non-
classified assets. Such reviews are conducted by management on at least a quarterly basis.
Additionally, the Bank periodically reviews all major loans and selectively reviews the credit

files of newly-originated loans to ensure that its credit standards are being maintained.

Funding Composition and Strategy

Deposits have consistently been the Bank’s primary source of funds. As of September
30, 2004, deposits totaled $256.6 million, which reflects 8.5% compounded annual growth since
the end of fiscal 2000. Management believes that the Bank’s deposit pricing places the Bank
within the range of the local competition which it believes necessary to meet current and future
growth objectives. Lower costing savings and transaction accounts totaling $143.4 million
comprised approximately 56% of the Bank’s deposits at September 30, 2004 (see Exhibit 1-12).
The proportion of savings and transaction accounts reflects a modest increase since fiscal 2002,

largely as a result of the low interest rate environment which has led customers to “park” funds
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in overnight accounts partially as a result of implementation of the community bank strategy.
The balance of the deposit base is comprised of CDs, the majority of which have remaining
maturities of one year or less. As of September 30, 2004, CDs with balances equal to or in
excess of $100,000 equaled $17.2 million.

As of September 30, 2004, borrowed funds totaled $10.2 million, consisting of FHLB
advances. Prior to 2004, the Bank had utilized a limited amount of borrowings in conjunction
with a structured leverage program overseen with the advice of a third party financial advisor.
The increase in borrowings in 2004 to the current level reflects the need for additional liquidity
to fund operating and lending needs. In the future, the Bank may utilize FHLB advances more
heavily, primarily in connection with potential leveraging and/or interest rate risk management
strategies, particularly if interest rates begin to increase. On a preliminary basis, the Bank has
indicated its intention to increase the structured leverage program moderately to a level of

approximately $20 million.

Subsidiaries

The Bank has three subsidiaries including 3D Holding Company, BFS REIT, Inc., and
TISCO. |

3D Holding Company was incorporated in New York on December 7, 1993, for the
purpose of acquiring, managing, and disposing of real estate owned from Brooklyn
Federal Savings Bank. As of September 30, 2004, the subsidiary did not hold any real
estate owned. Total assets aggregate $158,000 and consist solely of cash.

BFS REIT, Inc. was incorporated in New York on April 20, 1999. The corporation is a
wholly-owned subsidiary created for the purpose of acquiring, holding, and investing in
certain real estate-related loans and other assets that constitute permissible investments
by Brooklyn Federal Savings Bank. Additionally, BFS REIT helps to reduce the New
York income tax associated with these assets. As of September 30, 2004, BFS REIT held
433 loans with an outstanding principal balance of $82.4 million. All loans are
performing satisfactorily.

TISCO was incorporated in New York on July 21, 1982, for the purpose of holding BFS
Agency, Inc., a company that sells insurance and fixed annuity products from licensed
employees in Brooklyn Federal Savings Bank’s branches. As of September 30, 2004,
total assets aggregated $228,000, of which $225,000 represented the investment in BFS
Agency, Inc.
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Legal Proceedings

Brooklyn 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 Bank.
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II. MARKET AREA

Introduction

Brooklyn Federal conducts operations out of its headquarters office in downtown
Brooklyn, Kings County, New York. The Bank also maintains three branches. One branch is
located in the Kings Bay section of Brooklyn, while the remaining two are located in suburban
Long Island, including one office in Wantagh (Nassau County) and one office in Islandia
(Suffolk County). Brooklyn is part of the New York metropolitan Statistical Area (“MSA”), and
Nassau County comprises the western half of the Nassauw/Suffolk MSA (Long Island). A
community-oriented thrift, the Bank’s primary lending and deposit market consists of the five
boroughs of New York City and Nassau and Suffolk Counties on Long Island in areas relatively
proximate to the branch offices. The Bank does not limit its business solely within this area as
business activities (primarily lending) are conducted throughout the New York metropolitan
area. A map showing the location of the Bank’s offices in the Brooklyn (Kings County),
Wantagh (Nassau County), and Islandia (Suffolk County) has been set forth below and details
regarding the Bank’s office and recent trends with respect to market interest rate levels are set

forth in Exhibit II-1 and II-2, respectively.

Table 2.1
Brooklyn Federal Savings Bank
Map of Branch Locations
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The New York MSA is the largest money center in the nation. Accordingly, the Bank’s
competitive environment includes a significant number of thrifts, commercial banks and other
financial services companies, some of which have a regional or national presence and most of
which are larger than the Bank in terms of deposits, loans, scope of operations, and number of
branches. These institutions also have greater resources at their disposal than the Bank. At the
same time, the economy of the Bank’s markets has recovered from the recessionary environment
exacerbated by the September 2001 terrorist acts, with the real estate market showing particular
strength. Future business and growth opportunities will be partially influenced by economic and
demographic characteristics of the markets served by the Bank, particularly the future growth
and stability of the regional economy, demographic growth trends, and the nature and intensity
of the competitive environment for financial institutions. These factors have been examined to
help determine the growth potential that exists for the Bank and the relative economic health of
the Bank’s market area.

Market Area Demographics

Demographic trends in the Bank’s market are an important indicator of future growth
potential. The following sections evaluate several key demographic factors impacting Brooklyn
Federal, including trends in population, number of households and income and household
income distribution for the primary market areas (see Table 2.2). Examined are figures for the
U.S. overall, the State of New York, and the Bank’s primary markets: Kings, Nassau and
Suffolk Counties. Similar to demographic trends experienced in many of the large urban areas in
the Northeast, growth of total population and households in the Bank’s more urban markets
including Brooklyn and Nassau County have been relatively sluggish over the last decade.
Specifically, the data shows that between 2000 and 2004, the population of Kings and Nassau
Counties increased at a 0.3% annual pace, with sluggish growth is projected to continue in these
markets through 2009. At the same time, growth trends for Suffolk County are comparatively
favorable, reflecting the comparatively affordable housing and availability of land for
development. In this regard, Suffolk County’s population increased at a 1.1% annual pace

between 2000 and 2004, which is equivalent to the national average.
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Population (000)
United States
New York

Kings County
Nassau County
Suffolk County

Households (000)
United Sitates
New York

Kings County
Nassau County
Suffolk County

Median Household Income (8)

United States
New York
Kings County
Nassau County
Suffolk County

Per Capita Income ($)
United States

New York

Kings County

Nassau County

Suffolk County

2004 HH Income Dist. (%)
United States

New York

Kings County

Nassau County

Suffolk <ounty

Source: Claritas.

Table 2.2
Brooklyn Federal Savings Bank
Summary Demographic Data

Year Growth Rate
2000 2004 2009 2000-2004 2004-2009
281,422 292,937 307,116 1.0% 0.9%
18,976 19,234 19,530 0.3% 0.3%
2,465 2,497 2,533 0.3% 0.3%
1,335 1,350 1,367 0.3% 0.3%
1,419 1,481 1,555 1.1% 1.0%
105,480 109,949 = 115,474 1.0% 1.0%
7,057 7,160 7,280 0.4% 0.3%
881 890 901 0.3% 0.2%
447 453 458 0.3% 0.3%
469 493 522 1.2% 1.1%
$42,729 $46,475 $51,597 2.1% 2.1%
$44,138 $47,686 $52,974 2.0% 2.1%
$32,638  $34,330  $38,254 1.3% 2.2%
$72,414 $79,831 $89,464 2.5% 2.3%
$65,827  $71,855  $80,406 2.2% 2.3%
$21,587  $24,092  $27,309 2.8% 2.5%
$23,389  $25,833  $29,092 2.5% 2.4%
$16,775 $18,150 $20,063 2.0% 2.0%
$32,151 $35,776  $40,264 2.7% 2.4%
$26,577 $30,007 $34,164 3.1% 2.6%
Less Than $25,000 to
$25,000 50,000  $50,000 +
26.0% 28.0% 46.0%
27.0% 25.0% 48.0%
39.0% 26.0% 36.0%
13.0% 17.0% 70.0%
14.0% 19.0% 67.0%
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The moderate population and household growth in Brooklyn and Nassau County
represents a continuation of long term trends prompted by many forces, including the already
dense population and high cost of living in the New York metropolitan area. Household growth
trends closely paralleled population growth trends in the markets served by Brooklyn Federal
and 2000 and 2004. Although the population and number of households experienced relatively
little growth between 2000 and 2004 and are forecasted to continue to record limited growth
through 2000, it is believed such factors are mitigated in part by the huge overall size of the
market (Brooklyn as well as Nassau and Suffolk Counties have in excess of 5.3 million
residents) which provides ample lending opportunities and a huge pool of available deposit
funds. Additionally, income levels and the purchasing power of individuals within the Nassau

and Suffolk County markets ranks among the highest in the country.

Median household and per capita income levels in the primary market area reflect the
distinct socioeconomic markets served by the Bank. Brooklyn Federal serves a broad market
spectrum of the population ranging from relatively affluent white collar professionals in
suburban Nassau and Suffolk County to a generally more blue collar customer base in more
urban and more densely populated markets in New York City. For example, in 2004 Nassau and
Suffolk Counties recorded median household income of $79,831 and $71,855, respectively,
which rank among the highest in the U.S.

At the same time, approximately 60% of the Bank’s deposits are in the Brooklyn
branches where income levels are much lower (i.e., below both the state and national averages).
In this regard, 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 branch in Brooklyn.

Local Economic Trends

Based on reports prepared by the Federal Reserve Bank of New York, the New York

economy has recently reflected a firmer tone in recent months, though a few areas remain
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sluggish. In this regard, cost pressures persist, but prices of final goods and services, aside from
energy, remain stable. Labor markets have continued to improve, on balance. Manufacturers
indicate that activity remains on a moderate upward trajectory, and most contacts remain
optimistic about the outlook for early 2005. In contrast, retailers report that sales were below

plan in October, though a few note signs of a pickup in early November.

Commercial real estate markets reflect a softening trend, but housing markets remain
robust. In New York City, tourism has shown signs of strengthening in recent weeks, reportedly
buoyed by a pickup in both international and business travelers. Securities industry activity has
picked up noticeably while banks report a slight slowing in loan demand, unchanged credit

standards and little change in delinquency rates.

Consumer Spending. Retail sales remained sluggish in October, with contacts reporting

that same-store sales were little changed from a year earlier--changes ranged from a 4 percent
drop to a 3 percent gain. While most retailers report continued soft demand in early November,
a few note that sales have picked up. In general, retailers indicate that sales of premium
merchandise have been noticeably stronger than sales of lower priced lines; a number of retailers
attribute this to lower-income households being disproportionately constrained by high energy
prices. Also, unseasonably mild weather in recent weeks has held down sales of cold-weather
merchandise. Despite the sluggish sales, most retailers report that inventories are generally in
good shape. Retailers note that both prices and merchandise costs remain steady; looking ahead
to 2005, apparel costs are expected to decline, as a result of the lifting of trade quotas on January
1, but prices of major appliances are expected to rise, reflecting the steep rise in the cost of steel.
Most retailers are hiring about the same number of holiday season workers as last year, though

two major chains plan to increase staffing from 2003 levels.

Construction and Real Estate. Housing sector strength continues to persist as evidenced

by strong demand and appreciating prices. Office markets have slackened somewhat since the
last report. Manhattan’s office market was steady to slightly softer in October, as brisk leasing

activity was more than offset by an increased flow of available space onto the market.
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Other Business Activity, Many employers are reporting increased difficulty in finding

qualified workers, along with continued moderate improvement in hiring activity, again led by
the financial and legal industries, where current staffing levels are described as lean. The
securities industry has seen a pickup in business in the fourth quarter: increased flows into equity
funds, as well as a pickup in new stock issuance and especially mergers and acquisitions; this has
more than offset weakness in bond issuance. Wall Street firms are reported to be increasing
staff, but little year-over-year increase is expected in bonuses, which are typically paid in

January.

Manufacturers indicate steady, moderate growth in business activity, and continue to
express optimism about the outlook for the first half of 2005. The greatest concern expressed by
manufacturers is increased competition from overseas; a few manufacturers also indicate that
customers have recently been taking longer to pay their accounts. Among businesses more
generally, rising energy prices appear to be the top concern. Purchasing managers in the New
York and Long Island areas similarly report moderate improvement in activity, and fairly

widespread increases in commodity prices.

Financial Developments. Small to medium-sized banks in the New York Federal
Reserve District report somewhat reduced demand for loans. Declines in residential mortgages
and consumer loans were more pronounced than is typical at this time of year. Demand for
commercial credit was relatively stable, across both the commercial real estate and commercial
and industrial categories. Decreased refinancing activity was reported by two-thirds of bankers,
with fewer than 10 percent of respondents reporting increases. Bankers report no change in
credit standards. Both lending and deposit rates rose across the board. Finally, bankers indicate

virtually no change in delinquency rates across all loan categories.

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
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large urban centers, the services industry is the fastest growing and largest employment sector in
Kings County. As shown in Table 2.3, the State of New York and the Bank’s markets (Kings,
Nassau and Suffolk Counties) reported the largest proportion of employment in services.
However, the Bank’s market in Brooklyn shows some significant differences thereafter as the
financial sector plays a more important role in New York City as compared to the nearby
suburban areas including Nassau and Suffolk Counties. Moreover, the wholesale and retail
trade sectors provide a far greater level of employment in Nassau and Suffolk County as

compared to heavily urbanized New York City.

Table 2.3
Brooklyn Federal Savings Bank
Primary Market Area Employment Sectors
(Percent of Labor Force)

Employment Sectors New York Kings Nassau Suffolk
Agriculture 0.7% 0.0% 0.8% 1.5%
Mining 0.1 0.0 0.1 0.0
Construction 4.3 5.8 4.5 6.6
Manufacturing 8.7 7.2 5.4 10.1
Transportation/Public Util. 5.0 6.9 4.5 44
Wholesale/Ret. Trade 18.8 54 23.2 21.8
Finance, Ins., Real Estate 10.4 20.6 12.5 8.2
Services 37.7 477 38.0 33.2
Government 14.3 6.4 11.0 141
100.0% 100.0% 100.0% 100.0%

Source: REIS DataSource.

Comparative unemployment rates for Kings, Nassau and Suffolk Counties, as well as for
the U.S. and New York, are shown in Table 2.4. Kings County’s unemployment rate was
notably higher than the comparable U.S. and New York measures as of October 2004, which
tends to be a characteristic of the inner city markets of most major metropolitan areas. At the
same time, the Kings County unemployment rate reflects improvement from one year ago. The
unemployment rate in Nassau and Suffolk Counties is comparativelyv favorable, and is below
both the state and national averages. Moreover, unemployment levels in these jurisdictions

reflect an improving trend over the last 12 months.
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Table 2.4
Brooklyn Federal Savings Bank
Market Area Unemployment Trends

October 2003 October 2004
Region Unemployment Unemployment
United States 6.0% 5.5%
New York 6.2 5.0
Kings County 9.3 6.8
Nassau 3.9 35
Suffolk 42 3.9

Source: U.S. Bureau of Labor Statistics.

Market Area Deposit Characteristics and Competition

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

sought to emphasize its community orientation in the markets served by its branches.

Table 2.5 displays deposit trends for thrift and commercial bank branches maintained in
the Kings, Nassau and Suffolk County markets served by Brooklyn Federal from 2002 to 2004.
The data indicates that deposit growth in the suburban areas is comparatively favorable relative
to Brooklyn, as reflected in compounded annual growth rates in excess of 9% as compared to the
5% growth rate recorded for the Brooklyn market. Savings institutions hold a comparatively
greater share of the deposit market in Brooklyn with 38% of deposits versus slightly more than
30% in Nassau County and less than 25% in Suffolk County.

The Bank maintains a relatively small market share (i.e., less than 1%) in each of the
markets where it operates. Moreover, the deposit detail reflects that the Bank’s largest

competitors include some of the largest regional and superregional competitors.
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Deposit growth trends for Brooklyn Federal paralleled growth trends for the broader
market as the strongest growth rates were achieved in the Bank’s suburban markets where as
deposit growth in Brooklyn is nominal. In this regard, the Bank’s growth in the Brooklyn market
was slightly less than 3% whereas annualized deposit growth in Nassau and Suffolk Counties

equaled 14.6% and 10.3%, respectively.

The offering proceeds will enhance the Bank’s competitiveness by providing increased
operating flexibility and ability to grow and leverage. Given the limited growth the Bank has
achieved in Brooklyn in recent years, the Bank expects the majority of its future growth to be

realized in Nassau and Suffolk Counties.
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III. PEER GROUP ANALYSIS

This chapter presents an analysis of Brooklyn 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 Brooklyn Federal is
provided by these public companies. Factors affecting the Bank’s pro forma market value such
as financial condition, credit risk, interest rate risk, and recent operating results can be readily
assessed in relation to the Peer Group. Current market pricing of the Peer Group, subject to
appropriate adjustments to account for differences between Brooklyn Federal and the Peer
Group, will then be used as a basis for the valuation of Brooklyn Federal’s to-be-issued common

stock.

Peer Group Selection

The mutual holding company form of ownership has been in existence in its present form
since 1991. As of the date of this appraisal, there were approximately 22 publicly-traded
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 Brooklyn Federal’s valuation should be comprised of

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

Basis of Comparison

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

Group institutions.

Both sets of financial data have their specific use and applicability to the appraisal. The
actual financial data, as reported by the Peer Group companies and reflective of the minority
interest outstanding, will be used in Chapter III to make financial comparisons between the Peer

Group and the Bank. The differences between the Peer Group’s reported financial data and the
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financial data of Brooklyn Federal 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 implied
pricing ratios being placed on the Peer Group institutions in the market today to reflect the

unique trading characteristics of publicly-traded MHC institutions.

Brooklyn Federal’s Peer Group

Under ideal circumstances, the Peer Group would be comprised of ten publicly-traded
New York-based MHC institutions with capital, earnings, credit quality and interest rate risk
comparable to Brooklyn 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 Bank, the selection criteria used for the Peer Group was the ten smallest publicly-traded
MHCs in terms of asset size and have been in publicly traded form for at least a year. The asset
sizes of the Peer Group companies ranged from $98 million to $6.2 billion. The universe of all
publicly-traded MHC institutions, exclusive of institutions that have announced second-step

conversions, is included as Exhibit ITI-2.

Unlike the universe of fully-converted publicly-traded thrifts, which includes
approximately 203 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 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
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agencies have previously concurred with this selection procedure of the Peer Group for MHC
valuations. To account for differences between Brooklyn 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 Brooklyn Federal

and the Peer Group.

Table 3.1 on the following page lists key general characteristics of the Peer Group
conipanies. 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 Brooklyn Federal, we believe
such companies form a good basis for the valuation of Brooklyn 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 (11.91% of assets versus 10.77% for the all public average),
generate lower earnings on a return on average assets basis (0.67% ROAA versus 0.78% for the
all public average), and generate a lower return on equity (5.92% ROE versus 8.26% 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) $2,537 $1,059 $1,220
Equity/Assets (%) 10.77% 11.91% 23.00%
Return on Assets (%) 0.78 0.67 0.72
Return on Equity (%) 8.26 5.92 3.29
Pricing Ratios (Averages)(1)
Price/Earnings (x) 18.48x 34.62x 28.66x
Price/Book (%) 165.13% 227.23% 100.56%
Price/Assets (%) 17.72 27.97 23.08

(1) Based on market prices as of December 3, 2004.
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The following sections present a comparison of Brooklyn 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 Brooklyn Federal and the Peer
Group. Brooklyn Federal’s and the Peer Group’s ratios reflect balances as of September 30,
2004, unless otherwise indicated for the Peer Group companies. Brooklyn Federal’s net worth
base of 11.9% approximated the Peer Group’s average net worth ratio. Moreover, the Bank’s
pro forma capital position will increase with the addition of stock proceeds and will be
comparable to the Peer Group’s ratio following the stock offering. Tangible equity-to-assets
ratios for the Bank and the Peer Group equaled 11.9% and 11.0%, respectively, as all of the
Bank’s equity consisted of tangible equity while goodwill and intangibles maintained by the Peer
Group equaled 0.9% of assets. The increase in Brooklyn Federal’s pro forma capital position
will be favorable from a risk perspective and in terms of future earnings potential that could be
realized through leverage and lower funding costs. At the same time, the Bank’s higher pro
forma capitalization will also moderate its return on equity, given the low reinvestment yields
currently available. Both the Bank’s and the Peer Group’s capital ratios reflected capital
surpluses with respect to the regulatory capital requirements, with the Peer Group’s ratios
approximating the Bank’s ratios. On a pro forma basis, the Bank’s regulatory capital ratios will

exceed the Peer Group average.

The interest-earning asset compositions for the Bank and the Peer Group were similar,
with loans constituting the bulk of interest-carning assets for both Brooklyn Federal and the Peer
Group. The Bank’s loans-to-assets ratio of 52.8% was less than the comparable Peer Group ratio
of 53.5%. Comparatively, the Bank’s cash and investments-to-assets ratio of 44.1% slightly
exceeded the comparable ratio for the Peer Group of 41.0%, as the Bank’s higher ratio of
mortgage-backed and other investment securities more than offset the Peer Group’s higher ratio
of cash and cash equivalents. Brooklyn Federal holds the substantial majority of investment

securities classified as HTM, whereas the Peer Group companies hold a greater proportion of




S8°LT

LLTET

LL-Tt
9Z° %1
1v°st
€6°6T
z0°zZg
¥Z ST
86791

L8 €1
6081
69781
€0°LT
99°91

Loz

ECERET

0£°0tT
LE°0T
YE'OT
5076
T%°6

9E° 1T

2163

9’6

L9 vl

RN
Te°8

¥Z'6
oL- LY
1z
HWN

v0-8
90T
0T 1T
0L°6
8% "6

8L TT

a1qybuer

-7 ‘Teyouwents d4d AQ p00Z (3) 3IYBTaidoy

‘UOTITWACITT WONS Fo sssuejzerdmod Jo Loeandde oyl vHITRIRnS
20uwED 34 Ing ‘BIYRTIAI BIE BABTIEQ O S8OIN0S WOl PAUTERIqO UAAQ 6Py OTqE] 8TYI HT DOPTA0xd UOTIPWIOUT Yy ~SUOTICInITeD

“OT ‘terowenTs 44 pue “a3eyrOaTO Butiayjyo puwm sixodex ejerodrod

‘53UPWOIEI§ [PTIURUT} POITPNEUN DUR PAITPNV :BIINOS

‘pp0z ‘0f aunp Buypu? zejzend eyl 103 BT WOTIPWIOIUT ferdueurd (1)

TIs°ST B6° VT LEO £6°6 85°0T f0°¥ SE°S 0°o § €L 9°0 | A £4 [ ] 8°9¢ YLz €6
0T"9- 01°9- t0°08 16°9- Z1°8 IS TT- 69°Z- 0'0 L'yl 0°0 Lert 00 L §°9L Tt
9s°s 6Z° % S0°6- S0°€- BZ 9~ T6°T T9°Z- o0 8'9 [ ¢ 0°8 00 e 0° L8 T8V
E4: I T T LO6T- Z9°1T L8 %~ sL ot ™°'e 0°0 8°s ST oL L1 LIT 1°8¢L 8 19
0C's 10°9 L3 4 $6°0- oLy PSP~ 95°0 oo 0°6 Tt T°TT 0 0 €°ST LT 6°6%
Tr°0C TS 9T 0T ST~ p5°¥ (18 24 09°91- T € 0°0 t°9 ¥z 8’8 9°T £ 8°Te 6°G9
TT ¢ T ST 9- L 0T SV ¥l 88°¢ £€L°6 o'0 6°0T 0o°0 6°0T 00 L 4 0°3%8 6°E5
99°T 99°1 LA ara ] T 9 b6 ¥Z £5° %€~ €701 00 T°81 00 81 L] ¥ 8T Lts 6°5¢L
LOET- ZTH TT- WN €9 96 1~ 9t oy £ Lt 00 0°s %0 v'a Tt €T gLt 6° 8y
58°¢ 68°C 978~ or°t €872 ¥8°0- 9e°1T -0 ¥'6 0°0 ¥v'6 00 891 T°S¢L T'¥S
66° ¥ (38 4 1T 8T TZ°T- PT-® e8°1- T0°0 o0 T°8T 50 L'ST o°g 091 8°€9 ST
LA S £T°€ zz'o 66°S vLL ¥9°z Te°9 oo T°6 T1 tot 6°0 6°11 0-9¢L 9°85
6E° ¥ 8s°¢ s 8 t8°¢ 99°9 621 aLy 6o 0Tt 8°0 61T 9°0 T €1 €t zL 8 €%
£9°¥ LTz zZT°01 »5°97 8T ET £5°¢€1 |3 N 44 00 16 'z £ 11 670 9°81 §°LY 876§
fe°€ 12 2 6¥ LT £6°8 SI°ST 90 ¢ 6% €T 00 L6 6°0 S0t Lo 0°1T z°99 9749
[A-24¢ [A9E419 65775 9L-T 98" T £€°01 9%°S 00 [ 344 0°0 6° 1t 0°o €€ T°€8 4]
FEECT YIXOM  IQepqnsy 63180JeC SUPO] BIUBWIGOAU] BI9BBY Y5015 Foaid N3IIOM Buelur ¥ | QIiom 3qeq ~spunj ~ pitsodsg suvon

38N Buy 9N - gmOI208

2 4Ee ‘saW

SOWEH 39N Buy TTImpoon 8N ‘pqns  pamoxiog

0°T8
8°0¢€
8°9¢
862
S €T

5" 1%

0z (T) (P 81) WO 3O DM _(DPUTJ 2832eU) NIHD
satoedo] jeed-y3nos

18 {5'9%)YN 3O DHW_ITT4 PI3TzisaM adm

82

¥'S (€°SE€) AN 30 DOHW DA I9PULyylIed OHEL
0" € [P°Z¥) XK 30 DHR 12UFd €pFOmO DINO
1's ($°T¥)Vd 30 DHR dI0d ISGAYIION ESMN
v'g (6°£¥) AN 30 DHM dI0E OD uWe23D  DHID
6°z (1) (S°ZP)AN 3O OHM dDE INBUABANOD  AGD
(A4 (T (v°9¢) aw jo DKW drodxueq @sod 4S04
(3] (0°0Z) ¥d 30 DHW Xteq adWeYTIV  gTIY

Jno1n stqeivdmod

£ € gaTavdmo) wayieIedmo) 12010
9% BaFwedmo) DTITRTIV-PTIW

'y pbexoay dnoin eyqexedmod
v AN 3O @3®lS
had satuedno) STIqnd TTY

T ¥00Z ‘0f Iaqueides
Yoed sbutAvs [exdpad uwAryooig

3IBPAUL BluB[eATODY

N SEM

g ysed

1¢31d85 Xio3jeinBox

69790 qIA0IH Tenuuy 19945 souereq

81988V JO JjuUeoied v 8¢ jaays eoueled

»00Z ‘Ot 12qWBIASS 3O BY
BT8ATRUY UOTINITIRUL I[qearduo)

go03eW YImoxn pue uofiteodmwo) jeons soaewted

Z ¢ erqer

00LT-8Z5 (£0L)

602TZ eTuTBITA ‘UOIBTITAV

01ZZ ®1INS 193X DIOOK YIION O0LT
8que3TNEROD AIJENPUI SHITAIBS TRTIURUTS
. "7 “IVIDRVNIA d¥




RP Financial LC.
Page 3.8

their investments in available for sale (“AFS”) status. Thus, whereas the Peer Group companies
have reflected any market value losses in their equity pursuant to SFAS No. 115, Brooklyn
Federal’s market value losses ($2.4 million at September 30, 2004) are not reflected in equity,
tending to overstate equity relative to the Peer Group. Overall, Brooklyn Federal’s interest-
eaming assets amounted to 96.9% of assets, which exceeded the comparable Peer Group ratio of

94.5%.

The Bank’s deposits equaled 83.1% of assets, which was above the Peer Group average
of 72.3%, reflecting the Bank’s preference for funding through deposits. Borrowings were
utilized to a greater degree by the Peer Group, at 13.1% versus Brooklyn Federal’s ratio of 3.3%.
Total interest-bearing liabilities (“IBL”) maintained by Brooklyn Federal and the Peer Group,
equaled 86.4% and 85.4% of assets, respectively. The ratio of IBL will be reduced on a post-

offering basis as the Bank funds a greater portion of its operations out of capital.

A key measure of balance sheet strength and earnings power is the IEA/IBL ratio.
Presently, the Bank’s IEA/IBL ratio is above the Peer Group’s ratio, based on respective ratios of
1122% and 110.7%. The additional capital realized from stock proceeds should improve

Brooklyn Federal’s advantage in this regard.

Table 3.2 shows growth rates for key balance sheet items for the most recent 12 months
for Brooklyn Federal and the Peer Group. Brooklyn Federal realized slightly faster asset growth
than the Peer Group, at 5.46% and 4.78%, respectively. The Bank’s comparatively faster growth
is attributable to growth in wholesale elements of the balance sheet, as the expanding cash and
investments portfolio was funded primanly by borrowings, while the loan portfolio increased by
slightly more than 1%. Specifically, the Bank’s loan portfolio increased by 1.36% over the most
recent 12 month period as compared to 6.66% average growth for the Peer Group, primarily
reflecting loan sales by the Bank. Comparatively, Brooklyn Federal’s portfolio of cash and
investments increased by 10.33%, as compared to modest growth of only 1.29% turned in by the
Peer Group. Deposit growth for the Bank equaled 2.76% which compared closely to the Peer
Group average of 3.83% and while borrowings increased by over 50% for the Bank (as
compared to 8.52% for the Peer Group), such growth was from a comparatively modest base as

borrowings only comprise approximately 3% of assets for Brooklyn Federal.
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The Bank’s equity increased 12.57%, versus 3.58% for the Peer Group. The Bank’s
comparatively strong rate of capital growth is reflective of its higher profitability as well as the
adoption of dividend and capital management strategies by the majority of the Peer Group
companies. On a post-offering basis, the Bank’s capital growth rate is expected to decline due to
the increased equity level and the modest anticipated return on the offering proceeds over the

intermediate term.

Income and Expense Components

Table 3.3 displays comparative statements of operations for the Bank and the Peer Group.
Brooklyn Federal and the Peer Group reported net income to average assets ratios of 1.35% and
0.67%, respectively. The Bank’s profitability exceeded the Peer Group average in every key
area of core operation, as its ratio of net interest income, non-interest operating income, and

operating expense all were favorable in comparison to the Peer Group average.

The Bank reported both a higher ratio of interest income to average assets and a lower
ratio of interest expense. The Bank’s higher interest income ratio was realized through its loan
composition, including a loan portfolio diversified to include higher balances of higher yielding
commercial and multi-family mortgage loans, which supported its higher yield on interest-
earning assets (5.21% for the Bank versus 5.01% for the Peer Group). The Bank’s modestly
lower interest expense ratio, 1.34% versus 1.78% of average assets for the Peer Group, reflects
the Bank’s greater reliance on retail deposits as well as its deposit composition, which is heavily

weighted towards lower costing savings and transaction accounts.

Non-interest income equaled 0.77% of average assets for Brooklyn Federal versus an
average of 0.71% for the Peer Group. The Bank’s non-interest income ratio represents a slight
advantage versus the Peer Group, reflecting primarily its loan sales and syndication of the
commercial real estate, muiti-family and construction loans and the related fees recognized upon

the sale of the participation interests.

Brooklyn Federal operates with a lower operating expense ratio than the Peer Group,
reflecting its emphasis on mortgage lending (which typically entails a lower cost structure than

non-mortgage lending) and efficient branch structure (i.e., four branches and total assets of $309
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million). The low cost structure of the Bank’s operations is further evidenced by data showing
the number of employees maintained relative to asset size. Assets per full time equivalent
employee equaled $4.4 million for the Bank, versus a comparable measure of $3.6 million for the
Peer Group. Overall, the operating expense ratios for Brooklyn Federal and the Peer Group were
2.26% and 2.72%, respectively. On a post-offering basis, the Bank’s operating expenses can be
expected to increase with the addition of stock benefit plans and public company expenses.
Additionally, the Bank’s cost structure will likely increase as the Bank seeks to establish new
branches in current and adjacent markets. Intangible assets amortization was nominal for the

Peer Group, and the Bank had no amortizing intangible assets.

Brooklyn Federal’s efficiency ratio (operating expenses as a percent of the sum of non-
interest operating income and net interest income) of 51.3% is more favorable than the Peer '
Group’s ratio of 74.7%. On a post-offering basis, the Bank’s efficiency ratio may improve

marginally. Thus, the Bank’s efficiency ratio is expected to remain at an advantage.

Loan loss provisions for the Bank and the Peer Group were relatively modest, amounting
to 0.02% and 0.11% of average assets for Brooklyn Federal and the Peer Group, respectively,
reflecting relatively strong asset quality and limited loan chargeoffs for both. However, the
modestly higher level of loss provisions established by the Peer Group is consistent with its

higher level of NPAs in comparison to the Bank very low ratio.

Non-operating expense of 0.03% of average assets for Brooklyn Federal consisted
primarily of gains on the sale of property and investments. The Peer Group reported net non-
operating income equal to 0.11% of average assets, which was largely comprised of gains on the
sale of loans and investments. Such gains are subject to volatility due to fluctuations in market
and interest rate conditions, and, thus are not viewed as being a recurring source of income, and

thus will be excluded from the calculation of the valuation earnings base.

The Bank’s effective tax rate for the last 12 months of 37.4% is modestly above the Peer
Group average of 24.8%. The Bank expects that its effective tax rate will continue to
approximate the recent historical level in fiscal 2005, and thus remain at a comparative

disadvantage relative to the Peer Group.
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Loan Composition

Brooklyn Federal’s loan portfolio reflects a comparatively greater concentration of 1-4
family residential mortgage loans and MBS, which aggregated to 55.1% of assets and 47.3% of
asscts for the Bank and the Peer Group, respectively (see Table 3.4). However, the Bank’s
higher level of residential assets was attributable to its greater investment in MBS and CMOs
(36.62% for the Bank versus 16.87% for the Peer Group) as 1-4 family whole mortgage loans
were at comparatively modest levels for Brooklyn Federal (18.50% of assets versus 30.38% for
the Peer Group). Brooklyn Federal’s lending activities show greater diversification in the areas
of multi-family, commercial mortgage and construction lending. Specifically, multi-family and
commercial mortgage loans represented 29.3% of assets as compared to only 10.8% for the Peer
Group, while construction loans equaled 5.3% of assets for the Bank as compared to 1.4% for the
Peer Group on average. Conversely, the Peer Group maintained consumer loans (5.0% of assets)
and business loans (4.2% of assets) portfolios, while the Bank was not materially engaged in
these lending areas. Overall, the Bank’s risk-weighted asset ratio compared closely to the Peer
Group (55.16% versus 54.02% for the Peer Group) as the proportion of loans-to-assets for
Brooklyn Federal and the Peer Group was similar, and the respective loan portfolios had similar

diversification in high risk-weight loans (albeit among different loan types).

Credit Risk

Overall, the Bank reported more favorable credit quality measures for non-performing
loans while the average risk-weighting was similar for Brooklyn Federal and the Peer Group. As
shown in Table 3.5, Brooklyn 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 (less than 1 basis point versus 0.70% for the Peer Group). At the same time, the Peer Group
maintained a higher level of reserves as a percent of loans (1.15% versus 0.56% for the Bank).
Strong growth in income producing property loans in the last couple years poses a higher credit
risk factor relative to the Peer Group in that the Bank’s portfolio has limited seasoning. At the
same time, it is difficult to quantify such risk and asset quality has been strong historically and

real estate markets locally have performed well.
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Interest Rate Risk

Table 3.6 reflects various key ratios highlighting the relative interest rate risk exposure of
the Bank versus the Peer Group companies. In terms of balance sheet composition, Brooklyn
Federal’s interest rate risk characteristics were considered to be more favorable than the Peer
Group’s. Most notably, Brooklyn Federal’s higher tangible capital position and stronger
IEA/IBL ratio indicate a lesser dependence on the yield-cost spread to sustain the net interest
margin. Moreover, a lower level of non-interest earning assets represented an advantage for the
Bank with respect to capacity to generate net interest income and, in turn, limit the interest rate
risk associated with the balance sheet. On a pro forma basis, the infusion of stock proceeds
should provide the Bank balance sheet interest rate risk characteristics that are more comparable
to the Peer Group’s measures. 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
Brooklyn Federal and the Peer Group. In general, the relative fluctuations in the Bank’s and the
Peer Group’s net interest income to average assets ratios were considered to be fairly comparable
excluding an aberration reflecting an accounting issuing for the Bank in the transition quarters
between 2003 and 2004. Thus, based on the interest rate environment that prevailed during the
period analyzed in Table 3.6, Brooklyn Federal and the Peer Group were viewed as maintaining
a similar degree of interest rate risk exposure in their respective net interest margins. The
stability of the Bank’s net interest margin should be enhanced by the infusion of stock proceeds,
as the increase in capital will reduce the level of interest rate sensitive liabilities funding

Brouoklyn Federal’s assets.

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 Brooklyn 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
Brooklyn 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 Bank and
the Peer Group, and determination of the Bank’s pro forma market value utilizing the market

value approach.

Appraisal Guidelines

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

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

The valuation analysis herein complies with such regulatory approval guidelines.
Accordingly, the valuation incorporates a detailed analysis based on the Peer Group, discussed in
Chapter III, which constitutes “fundamental analysis” techniques. Additionally, the valuation
incorporates a “technical analysis” of recently completed conversions and stock offerings of
comparable MHCs, including closing pricing and aftermarket trading of such offerings. It
should be noted that these valuation analyses, based on 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 Bank’s to-
be-issued stock. Throughout the MHC process, RP Financial will: (1) review changes in the
Bank’s operations and financial condition; (2) monitor the Bank’s operations and financial
condition relative to the Peer Group to identify any fundamental changes; (3) monitor the
external factors affecting value including, but not limited to, local and national economic
conditions, interest rates, and the stock market environment, including the market for thrift
stocks; and (4) monitor pending MHC offerings, and to a lesser extent, standard conversion
offerings, both regionally and nationally. If material changes should occur prior to close of the
offering, RP Financial will evaluate if updated valuation reports should be prepared reflecting
such changes and their related impact on value, if any. RP Financial will also prepare a final
valuation update at the closing of the offering to determine if the prepared valuation analysis and

resulting range of value continues to be appropriate.

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

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

estimated impact into its analysis.

Valuation Analysis

A fundamental analysis discussing similarities and differences relative to the Peer Group
was presented in Chapter III. The following sections summarize the key differences between the
Bank and the Peer Group and how those differences affect the pro forma valuation. Emphasis is
placed on the specific strengths and weaknesses of the Bank relative to the Peer Group in such
key areas as financial condition, profitability, growth and viability of eamings, 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 Brooklyn

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 Bank’s and the Peer Group’s financial strength are noted as follows:

o Overall A/L Composition. While both the Bank and the Peer Group are oriented towards
mortgage lending funded primarily by retail deposits, the Bank’s asset composition
includes a higher proportion of multi-family and commercial mortgage loans as well as
construction loan while the Peer Group is more actively involved in non-mortgage
lending. Overall, the loans-to-assets ratios and risk-weighted assets/assets ratios for the
Bank and the Peer Group were relatively similar. The Bank is currently utilizing
borrowed funds to a lesser degree than the Peer Group, providing it with greater future
funding flexibility and borrowing potential. The Bank’s ratio of IEA/IBL is currently
above the Peer Group average and will improve on a post-offering basis.

e Credit Quality. The Bank maintained lower ratios of non-performing assets-to-assets and
non-performing loans-to-loans. At the same time, these performance measures are
mitigated to an extent by the Peer Group’s lower ratio of reserves to total loans and the
recent growth in the multi-family and commercial loan portfolios which has provided for
limited seasoning.
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Balance Sheet Liquidity. The Bank operated with a slightly higher level of cash and
investment securities relative to the Peer Group (44.1% of assets versus 41.0% for the
Peer Group) which is mitigated from a liquidity perspective by the Bank’s strategy of
holding the majority of its investment in an HTM account, where Brooklyn Federal has a
relatively significant unrealized loss. Following the infusion of the stock proceeds, the
Bank’s cash and investments ratio is expected to increase as the proceeds will initially be
deployed into investments. Brooklyn Federal’s future borrowing capacity was
considered to be greater than the Peer Group’s, in light of the lower level of borrowings
maintained by the Bank in comparison to the Peer Group.

Capital. The Peer Group operates with a similar equity-to-assets ratio in comparison to
the Bank on a pre-offering basis. However, following the stock offering, Brooklyn
Federal’s pro forma capital position will be above the Peer Group’s equity-to-assets ratio.
The Bank’s higher pro forma capital position will result in greater leverage potential and
reduce the level of interest-bearing liabilities utilized to fund assets.

On balance, Brooklyn Federal’s balance sheet strength was considered to be more

favorable than Peer Group’s, taking into account the Bank’s current and pro forma balance sheet

composition, liquidity characteristics and credit risk exposure. Accordingly, we concluded that a

slight upward valuation adjustment was warranted for the Bank’s financial condition.

2.

Profitability, Growth and Viability of Eamings

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 eamings.

The major factors considered in the valuation are described below.

o Reported Famnings. The Bank reported higher profitability in comparison to the Peer
Group for the most recent 12 months, as it compared favorably to the Peer Group in
each key area of core operation. Reinvestment and leveraging of the net stock
proceeds should enhance returns for the Bank, but the pick-up in earnings will be
somewhat offset by the increase in operating expenses that will result from the
implementation of the stock benefit plans, expenses related to operating as a publicly-
traded company, and anticipated expenses from establishment of new branches.

e Core Earnings. On a pro forma core basis, adjusting for non-operating items for both
(primarily gains on sale) which are limited for both, the Bank’s profitability remains
above the Peer Group average. However, fee income generated through the sale of
participation interests in commercial real estate, multi-family and construction loans
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may be subject to greater volatility than more stable income sources such as deposit
and loan servicing fees.

Interest Rate Risk. The Bank’s stronger capital, IEA/IBL ratios and lower level of
non-interest earning assets, are all favorable from an interest rate risk management
perspective. Quarterly changes in the Bank’s and the Peer Group’s net interest
income to average assets ratios were considered to be fairly comparable On a pro
forma basis, the Bank’s capital position and IEA/IBL ratio will be enhanced by the
infusion of stock proceeds and its interest rate risk exposure will diminish as a result.

Credit Risk. Loan loss provisions were a greater factor in the Peer Group’s earnings
(0.11% of average assets versus 0.02% of average assets for the Bank). Other credit
risk measures such as the level of NPAs generally implied the Bank’s credit risk
exposure was less than the Peer Group’s, in terms of future exposure to credit quality
related losses. At the same time, the limited seasoning of the Bank’s growing income
producing property loan portfolio may pose a higher risk profile than suggested by
the current non-performing data. Moreover, reserve coverage in relation to total loans
was below the Peer Group average.

Earnings Growth Potential. The Bank’s balance sheet growth for the last 12 months
was comparable to the Peer Group. While the Bank operates in a large dynamic
market, with growth particularly strong on Long Island, the level of competition is
formidable. The Bank will continue to seek to expand on a retail basis following the
offering and the strengthened pro forma capital position will support such efforts.

Return on Equity. The Bank’s pro forma ROA will continue to exceed the Peer
Group average. At the same time, Brooklyn Federal’s capital position on a fully
converted basis will also exceed the Peer Group average. Taken together, the Bank’s
pro forma ROE will approximate to modestly exceed the Peer Group average over the
intermediate term.

Overall, we concluded with a slight upward adjustment for profitability, growth and

viability of earnings.

3, Asset Growth

The Bank’s recent asset growth approximated the Peer Group average, reflecting the

Bank’s efforts to support earnings through wholesale leveraging in the absence of the ability to

achieve growth in the loan portfolio in the low interest rate environment. The Bank’s higher pro

forma tangible equity-to-assets ratio suggests greater leverage capacity for the Bank. However,

recent loan and deposit growth suggest the Bank’s ability to pursue growth comparable to the
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Peer Group faces challenges. On balance, we believe no adjustment was warranted for this

factor.

4, Primary Market Arca

The general condition of a financial institution’s market area has impact on market value,
as profitable growth is in part dependent upon opportunities for profitable activities in the local
market area. Operating in New York City and on Long Island, the Bank faces significant
competition for loans and deposits from a large number of financial institutions, which provide a
broader array of services and have significantly larger branch networks and greater resources.
The depth and breadth of the Bank’s competition is increased by the proximity of the Bank’s
market to Manhattan where many superregional and money center banks are headquartered.
Demographic and economic trends and characteristics in the Bank’s primary market area are
compared to the primary market areas served by the Peer Group companies in Table 4.1. The
Bank’s market is larger than the markets served by the Peer Group, but growth rates are
comparatively modest in Kings and Nassau Counties where Brooklyn Federal’s operations are
concentrated. Similarly, income levels in Kings County fall below the Peer Group average and
median while income levels in Nassau and Suffolk Counties exceed the Peer Group averages and
medians. The Bank’s share of the deposit market falls below the range exhibited by the Peer
Group median and average. The unemployment rate prevailing in the Bank’s largest market
(Kings County) is above the Peer Group’s average and median while unemployment rates in
suburban Nassau and Suffolk Counties are favorable in comparison to the Peer Group average
and median. On balance, we concluded that no adjustment was warranted for the Bank’s

primary market area.

5. Dividends

At this time the Bank has not established a dividend policy. 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 1.18% to 3.08%. The average dividend yield on the stocks of the
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Peer Group institutions equaled 2.12% as of December 3, 2004. As of December 3, 2004,
approximately 90% of all publicly-traded thrifts had adopted cash dividend policies (see Exhibit
IV-1), exhibiting an average yield of 2.05%. The dividend paying thrifts generally maintain
higher than average profitability ratios, facilitating their ability to pay cash dividends. Our
valuation adjustment for dividends for Brooklyn Federal also considered the regulatory policy
with regard to waiver of dividends by the MHC. Under current policy, any waiver of dividends
by an FDIC regulated MHC requires that the minority stockholders’ ownership interest be
reduced in a second-step conversion to reflect the cumulative waived dividend account.
Comparatively, no adjustment for waived dividends is required for OTS regulated companies in
a second-step conversion. As an MHC operating under OTS regulation, the Bank will be subject
to the same regulatory dividend policy as a large majority of the Peer Group companies (nine of
the Peer Group companies operate under OTS regulation for purposes of the dividend waiver).
Accordingly, we believe that to the extent Brooklyn Federal’s pro forma market value would be
influenced by the OTS’ dividend policy regarding MHC institutions, it has been sufficiently
captured in the pricing of the Peer Group companies. The Bank’s capacity to pay dividends will
be somewhat greater than Peer Group’s, as the result of its higher pro forma earnings and capital.
On balance, we concluded that a slight upward adjustment was warranted for purposes of the

Bank’s dividend policy.

6. Liquidity of the Shares

The Peer Group is by definition composed of companies that are traded in the public
markets. Eight of the Peer Group members trade on the NASDAQ system and two of the Peer
Group members trade 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 $15.6 million to $514.5 million as of December 3, 2004, with
average and median market values of $95.9 million and $32.6 million, respectively. The shares
issued and outstanding to the public shareholders of the Peer Group members ranged from

688,000 to 19.9 million, with average and median shares outstanding of 3.8 million and 1.6
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million, respectively. The Bank’s minority stock offering is expected to have a pro forma market
value that approximates the Peer Group median, while public shares outstanding for the Bank is
expected to be in the upper end of the range of shares outstanding maintained by the individual
Peer Group companies. Like the majority of the Peer Group companies, the Bank’s stock will be
quoted on the NASDAQ National Market System following the stock offering. Overall, we
anticipate that the Bank’s public stock will have a modestly more active trading market relative
to the Peer Group companies, particularly immediately following the completion of the offering

and therefore, concluded that a slight upward 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 upon financial condition, earnings, capital, ROE, dividends
and future prospects; (2) the new issue market in which converting thrifts are evaluated on the
basis of the same factors but on a pro forma basis without the benefit of prior operations as a
publicly-held company and stock trading history; and (3) the thrift acquisition market. All three

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

A. The Public Market

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

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

In terms of assessing general stock market conditions, the performance of the
overall stock market has been mixed over the past year. In late-November and early-December

2003, positive economic news such as improved third quarter corporate profits and a strong start
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to the Christmas shopping season provided a boost to stocks. Stocks continued to move higher at

the close of 2003, as key sectors of the economy continued to show signs of strengthening,.

Year end momentum in the stock market was sustained at the beginning of 2004,
reflecting generally favorable fourth quarter eamings and an increase in consumer confidence.
Profit taking and slower than expected GDP growth in the fourth quarter of 2003 caused stocks
to falter in late-January. However, aided by January employment data that showed jobs were
added and a decline in the national unemployment rate to 5.6%, the broader stock market moved
higher during the first half of February. Stocks generally declined during the balance of
February and during the first half of March, reflecting valuation concerns following a year‘of
strong gains and weaker than expected job growth during February. Concerns about terrorism
and higher oil prices caused stocks to tumble in late-March, before rebounding at the close of the

first quarter on more attractive fundamentals and optimism about first quarter earnings.

Stocks moved higher in early April 2004, as investors reacted favorably to a
strong employment report for March. For the balance of April trading in the broader market
produced uneven results, as generally favorable first quarter earnings and strong economic data
weighed against the growing threat of inflation and higher interest rates. The Dow Jones
Industrial Average (“DJIA”) closed below 10000 for the first time in 2004 in the second week of
May, as strong job growth during April raised expectations of a rate increase by the Federal
Reserve. The downward trend in stocks prevailed through most of May, on concerns about
higher oil prices, violence in the Middle East and higher interest rates. Stocks rebounded in late-
May, primarily on the basis of higher corporate earmings and lower oil prices. Strong
employment data for May combined with lower oil prices and favorable inflation data provided
for a positive trend in the broader market through mid-June. Stocks traded in a narrow range
through the end of the second quarter, as investors awaited the outcome of the Federal Reserve

meeting at the end of June.

Rising oil prices and profit warnings from some technology companies caused
major stock indices to fall at the start of the third quarter of 2004. Stocks continued to trend
lower through most of July, as a slow down in the economic expansion raised concerns about

future earnings growth. Strong consumer confidence numbers for July reversed the downward in
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stocks during the last week of July, with the DJIA closing up for the week for the first time since
mid-June. The recovery in the stock market was short-lived, as record high oil prices, weak
retail sales for July and weaker than expected job growth for July pulled stocks lower in early-
August. A positive economic outlook by the Federal Reserve and bargain hunting supported
gains in the stock market during mid-August, as the DJIA moved back above the 10000 barrier.
The DJIA hit a six week high in late-August, which was supported by a drop in oil prices. After
the DJIA closed at a two month high in early-September, based on hopes for favorable
employment numbers for August, the broader stock market traded in a narrow range through
mid-September. Concerns that rising oil prices would hurt the economy and reduce corporate

eanings pressured stocks lower in late-September.

Stocks rallied at the start of the fourth quarter, largely on the basis of a rebound in
technology stocks due to an upbeat outlook for third quarter earnings. Higher oil prices and
allegations of improprieties in the insurance industry pressured the DJIA to its lowest level of the
year in late-October. Lower oil prices reversed the downward trend in stock at the close of
October. The election outcome, a rise in consumer confidence and a strong jobs report for
October extended the stock market rally into mid-November, as the DJIA hit a seven month
high. Concerns about the falling dollar and a sharp rise in October producer prices temporarily
dampened the stock market rally in late-November, but then stocks recovered in early-December
on a sharp decline on oil prices. As an indication of the general trends in the nation’s stock
markets over the past year, as of December 3, 2004 the DJIA closed at 10592.21, an increase of
7.4% from one year ago and an increase of 1.3% year-to-date. As of December 3, 2004 the
NASDAQ closed at 2147.96, an increase of 10.8% from one year ago and an increase of 7.2%
year-to-date. The Standard & Poors 500 Index closed at 1191.17 on December 3, 2004, an

increase of 12.2% from a year ago and an increase of 7.1% year-to-date.

The market for thrift stocks has been mixed as well during the past 12 months,
but, in general, thrift issues have paralleled trends in the broader market. In late-November and
early-December 2003, thrift stocks followed the broader market higher and then stabilized at the
close of the fourth quarter. Afier trading in a narrow range at the beginning of 2004, thrift issues
trended higher in late-January and the first half of February. The positive trend was supported

by further consolidation in the thrift sector, including GreenPoint Financial’s agreement to sell to
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North Fork Bancorp, as well as generally favorable fourth quarter earnings. Indications that
interest rates would continue to remain low provided further support to thrift prices. Thrift
stocks followed the broader market lower in mid-February, before recovering in late-February
following a dip in long term Treasury yields. Thrift issues generally experienced some selling
pressure during the first half of March, reflecting profit taking and weakness in the broader stock
market. Higher interest rates and weakness in the broader market pressured thrift issues lower in
late-March, which was followed by an upward move in thrift prices at the close of the first

quarter.

Thrifts stocks generally traded lower at the start of the second quarter of 2004, as
a strong employment report for March pushed interest rates higher. Higher interest rates and
inflation worries pressured interest rate sensitive issues lower through most of April, with the
sell-off sharpening in early-May following another strong employment report for April. Thrift
stocks recovered modestly in mid-May as the yield on 10-year Treasury note declined slightly.
Acquisition speculation involving the sale of Washington Mutual lifted the thrift sector in late-
May. Thrift stocks generally retreated during the first half of June, as the yield on the 10-year
Treasury note moved to a two-year high on inflation concerns. Following the sharp sell-off,
thrift stocks rebounded as a moderate increase in core consumer prices during may and
comments by the Federal Reserve Chairman that inflation does not seem likely to be a serious
problem eased fears of a sharp rise in inflation. Acquisition activity helped to boost thrift stocks
in late-June, but the upward trend was abruptly reversed at the end of June as a significant

decline in Washington Mutual’s 2004 earnings guidance pulled the broader thrift sector lower.

Thrift stocks responded favorably to the 25 basis point rate increase implemented
by the Federal Reserve at the close of the 2004 second quarter, as the Federal Reserve indicated
that it would continue to raise the federal funds rate 25 basis points at a time. June employment
data which showed weaker than expected job growth also provided support to thrift stocks in
early-July. For most of July there was little movement in thrift stocks, as second quarter
earnings were generally in line with expectations. A rally in the broader market in late-July
provided a boost to thrift stocks as well. Thrift issues traded down with the rest of the market in
early-August, although losses in the thrift sector were mild compared to the sell-off experienced

in the boarder market as weaker than expected job growth for July pushed interest rates lower.
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Improved inflation data, lower interest rates and a rally in the broader stock market combined to
push the thrift sector higher in mid-August. Thrift stocks sustained a positive trend in late-
August, which was fueled by lower interest rates and strength in the broader stock market. The
upward trend in thrift prices continued through mid-September, as September employment data
matched expectations and inflation remained low. Thrift stocks edged lower at the close of the

third quarter, which was largely attributable to weakness in the broader stock market.

Thrift issues also rebounded in conjunction with the broader stock market rally at
the start of the fourth quarter. After trading in a narrow range into mid-October, thrift stocks
moved lower on some disappointing third quarter earnings and lower guidance on future
eaniings due to margin compression resulting from a flatter yield curve. The rally in the boarder
stock market and the Federal Reserve’s indication that inflation risks were well contained fueled
gains in the thrift sector during the first haif of November. Trading activity in thrift stocks was
mixed during late-November, as the rally lost steam on some profit taking and higher than
expected inflation data for October. Thrift issues edged high in early-December supported by
strength in the broader market. On December 3, 2004, the SNL Index for all publicly-traded
thrifts closed at 1,586.4, an increase of 6.5% from one year ago and an increase of 7.0% year-to-
date. The SNL MHC Index closed at 3,010.0 on December 3, 2004, an increase of 17.7% from

one year ago and an increase of 13.0% year-to-date.

B. The New Issue Market

In addition to thrift stock market conditions in general, the new issue market for
converting thrifts is also an important consideration in determining the Bank’s pro 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/book (‘“P/B”) ratio in that the P/B ratio of
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a converting thrift will typically result in a discount to book value whereas in the current market
for existing thrifts the P/B ratio often reflects a premium to book value. Therefore, 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 2004 have generally been well received, with most
offerings being oversubscribed and trading higher in initial trading activity. As shown in Table
4.2, one second-step conversion and four mutual holding company offerings were completed
during the past three months. The mutual holding company offerings are considered to be more
relevant for purposes of our analysis. On a fully-converted basis, the average closing pro forma
price/tangible book ratio of the recent MHC offerings equaled 87.7%. On average, the four
recent MHC offerings reflected price appreciation of 12.0% after the first week of trading.

There are no current pricing multiples of recent fully-converted companies that
trade on NASDAQ or an Exchange, as Roebling Financial’s stock is traded on the OTC Bulletin
Board.

C. The Acquisition Market

Also considered in the valuation was the potential impact on Brooklyn Federal’s
stock price of recently completed and pending acquisitions of other savings institutions operating
in New York. As shown in Exhibit V-4, there were nine New York thrift acquisitions
completed from 2002 through year-to-date 2004, and there is one currently pending acquisition
of a New York savings institution. To the extent that acquisition speculation may impact the
Bank’s valuation;.we have largely taken this into account in selecting companies which operate
in the MHC form of ownership. Accordingly, the Peer Group companies are considered to be
subject to the same type of acquisition speculation that may influence Brooklyn Federal’s trading

price.

% ok %k ok Kk ok Kk ok ok Xk ok

In determining our valuation adjustment for marketing of the issue, we considered trends

in both the overall thrift market, the new issue market including the new issue market for MHC
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shares and the local acquisition market for thrifi stocks. Taking these factors and trends into
account, RP Financial concluded that a slight upward adjustment was appropriate in the

valuation analysis for purposes of marketing of the issue.

8. Management

The Bank’'s management team appears to have experience and expertise in all of the key
areas of operations. Exhibit IV-5 provides summary resumes of the Bank’s Board of Directors
and senior management. The financial characteristics of the Bank suggest that it is effectively
managed and there appears to be a well-defined organizational structure. 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 bank operating in the MHC form of
ownership, the Bank will operate in substantially the same regulatory environment as the Peer
Group members -- all of whom are adequately capitalized institutions and are operating with no
apparent restrictions. Exhibit IV-6 reflects the Bank’s pro forma regulatory capital ratios. There
was one difference noted between Brooklyn Federal and the one Peer Group company that
operates under the FDIC 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 Bank’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 Slight Upward
Profitability, Growth and Viability of Earnings Slight Upward
Asset Growth No Adjustment
Primary Market Area No Adjustment
Dividends Slight Upward
Liquidity of the Shares Slight Upward
Marketing of the Issue Slight Upward
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
themn 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 opportunity for public shareholders to exercise voting control; (3) the potential
pro forma impact of second-step conversions on the pricing of MHC institutions; (4) the
regulatory policies regarding the dividend waiver policy by MHC institutions; and (5) the
middle-tier structure maintained by most MHCs facilitates the ability for stock repurchases. The
above characteristics of MHC shares have provided MHC shares with different trading
characteristics versus fully-converted companies. To account for the unique trading
characteristics of MHC shares, RP Financial has placed the financial data and pricing ratios of
the Peer Group on a fully-converted basis to make them comparable for valuation purposes.
Using the per share and pricing information of the Peer Group on a fully-converted basis
accomplishes a number of objectives. First, such figures eliminate distortions that result when
trying to compare institutions that have different public ownership interests outstanding.
Secondly, such an analysis provides ratios that are comparable to the pricing information of
fully-converted public companies, and more importantly, are directly applicable to determining
the pro forma market value range of the 100% ownership interest in Brooklyn 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 fully-converted pricing information for MHCs, the reported financial
information for the public MHCs must incorporate the following assumptions, based on
conipleted 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 earnings per share figures for the public
MHCs were adjusted by the impact of the assumed second step-conversion, resulting in an
estimation of book value per share and earnings per share figures on a fully-converted basis.
Table 4.3 on the following page shows the calculation of per share financial data (fully-

converted basis) for each of the ten public MHC institutions that form the 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 Brooklyn 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 Brooklyn 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
Brooklyn Federal’s prospectus for offering expenses. The assumptions utilized in the pro forma

analysis in calculating the Bank’s full conversion value were consistent with the assumptions
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utilized for the minority stock offering, except expenses were assumed to equal 3.0% of gross

proceeds.

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 Bank’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 eamings
multiples will be evaluated on a pro forma fully-converted basis for the Bank as well
as for the Peer Group; and (2) the Peer Group on average has had the opportunity to
realize the benefit of reinvesting the minority offering proceeds, we also gave weight
to the other valuation approaches.

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

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 eamings. 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 Company 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. The Company will also
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adopt SFAS No. 123 as amended which will require that the cost related to stock options be
reflected as an expense in the financial statements. These costs have been included in our
valuation even though the Peer Group financial figures do not currently reflect such an

adjustment.

Based on the application of the three valuation approaches, taking into consideration the
valuation adjustments discussed above, RP Financial concluded that as of December 3, 2004, the
pro forma market value of Brooklyn Federal’s full conversion offering equaled $100,000,000 at
the midpoint, equal to 10,000,000 shares at $10.00 per share.

1. Price-to-Earnings (“P/E”). The application of the P/E valuation method requires
calculating the Bank’s pro forma market value by applying a valuation P/E multiple (fully-
converted basis) to the pro forma earnings base. In applying this technique, we considered both
reported earnings and a recurring earnings base, that is, earnings adjusted to exclude any one-
time non-operating items, plus the estimated after-tax eamings benefit of the reinvestment of the
net proceeds. The Bank’s reported earnings equaled $4,090,000 for the twelve months ended
September 30, 2004. In deriving Brooklyn Federal’s core earnings, the only adjustment made to
reported earnings was to eliminate net gains on the sale of loans, which equaled $96,000 for the
12 months ended September 30, 2004. As shown below, on a tax-effected basis, assuming an
effective marginal tax rate of 38.6% for the gains eliminated, the Bank’s core earnings were
determined to equal $4,031,000 for the twelve months ended September 30, 2004. (Note: see

Exhibit IV-9 for the adjustments applied to the Peer Group’s earnings in the calculation of core

eamnings).
Amount
($000)
Net income $4,090
Deduct: gain on sale of investments(1) (59)
Estimated core earnings $4,031

(1) Tax effected at 38.6%.




RP Financial, LC.
Page 4.22

Based on Brooklyn Federal’s reported and estimated core earnings, and incorporating the
impact of the pro forma assumptions discussed previously, the Bank’s pro forma reported and
core P/E multiples (fully-converted basis) at the $100,000,000 midpoint value equaled 26.38
times and 26.80 times, respectively, which provided for discounts of 8.0% and 15.5% relative to
the Peer Group’s average reported and core P/E multiples (fully-converted basis) of 28.66 times
and 31.70 times, respectively (see Table 4.4). At the supermaximum of the valuation range, the
Bank’s pro forma reported and core P/E multiples (fully-converted basis) equaled 35.80 times

and 36.38 times, respectively, which more closely approximated the Peer Group averages.

On an MHC reported basis, the Bank’s reported and core P/E multiples at the midpoint
value of $100,000,000 equaled 26.60 times and 27.02 times, respectively. The Bank’s reported
and core P/E multiples provided for discounts of 23.2% and 29.6%, respectively. The Bank’s
implied MHC pricing ratios relative to the MHC pricing ratios for the Peer Group are shown in
Table 4.5, and the pro forma calculations are detailed in Exhibits IV-10 and Exhibit IV-11.

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

calculating the Bank’s pro forma market value by applying a valuation P/B ratio, as derived from
the Peer Group’s P/B ratio (fully-converted basis), to Brooklyn Federal’s pro forma book value
(fully-converted basis). Based on the VTSIOO,OOO,OOO midpoint valuation, Brooklyn Federal’s pro
forma P/B and P/TB ratios both equaled 82.31%. In comparison to the average P/B and P/TB
ratios for the Peer Group of 100.56% and 105.86%, the Bank’s ratios reflected a discount of
18.2% on a P/B basis and a discount of 22.3% on a P/TB basis. RP Financial considered the
discounts under the P/B approach to be reasonable, in light of the previously referenced
valuation adjustments and the nature of the calculation of the P/B ratioc which mathematically
results in a ratio discounted to book value. Although not currently reflected in the Bank’s
capital, RP Financial also considered the effect of the $2.4 million unrealized after-tax losses in
the HTM portfolio. If these losses were reflect in the Bank’s capital (like they would be under
the AFS accounting standards applied by most of the Peer Group companies), the Bank’s
adjusted P/TB ratios would be 83.95% at the midpoint and 90.25% at the supermaximum of the
offering range, reflecting discounts of 20.7% and 14.7% respectively relative to the Peer Group’s

average P/TB.




RP Financial LC.
Page 4.23

On an MHC reported basis, the Bank’s P/B and P/TB ratios at the $100,000,000 midpoint
value both equaled 163.59%. In comparison to the average P/B and P/TB ratios indicated for the
Peer Group of 227.23% and 253.12%, respectively, Brooklyn Federal’s P/B and P/TB ratios
were discounted by 28.0% on a P/B basis and 35.4% on a P/TB basis. At the superrange fully
converted value of $132.3 million, the Bank’s P/B and P/TB ratios on an MHC reported basis
both equaled 190.87%. In comparison to the Peer Group’s average P/B and P/TB ratios, the
Bank’s P/B and P/TB ratios at the top of the superrange reflected discounts of 16.0% and 24.6%,

respectively.

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

value by applying a valuation P/A ratio (fully-converted basis) to the Bank’s pro forma asset
base, conservatively assuming no deposit withdrawals are made to fund stock purchases. In all
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, Brooklyn Federal’s full
conversion value equaled 25.40% of pro forma assets. Comparatively, the Peer Group
companies exhibited an average P/A ratio (fully-converted basis) of 23.08%, which implies a

premium of 10.1% has been applied to the Bank’s pro forma P/A ratio (fully-converted basis).

On an MHC reported basis, Brooklyn Federal’s pro forma P/A ratio at the $100,000,000
midpoint value equaled 30.00%. In comparison to the Peer Group’s average P/A ratio of

27.97%, Brooklyn Federal’s P/A ratio indicated a premium of 7.3%.

Comparison to Recent Offerings

As indicated at the beginning of this chapter, RP Financial’s analysis of recent conversion
and MHC offering pricing characteristics at closing and in the aftermarket has been limited to a
“technical” analysis and, thus, the pricing characteristics of recent conversion offerings can not
be a primary determinate of value. Particular focus was placed on the P/TB approach in this
analysis, since the P/E multiples do not reflect the actual impact of reinvestment and the source
of the stock proceeds (i.e., external funds vs. deposit withdrawals). The four recently completed
MHC offerings closed at a price/tangible book ratio of 87.7% (fully-converted basis) and, on
average, appreciated 12.0% during the first week of trading. In comparison, the Bank’s P/TB
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ratio of 82.3% at the midpoint value reflects an implied discount of 6.4% relative to the average
closing P/TB ratio of the recent MHC offerings. At the top of the super range, the Bank’s P/TB
ratio of 88.8% reflected an implied a premium of 1.3% relative to the average closing P/TB ratio
of the recent MHC offerings. The current average fully-converted P/TB ratio of the four recent
MHC offerings, which are all quoted on NASDAQ, equaled 98.1%, based on closing market
prices as of December 3, 2004. In comparison to the current P/TB ratio of the publicly-traded
MHC offerings, the Bank’s P/TB ratio at the midpoint value reflects an implied discount of

61.1% and at the top of the new superrange the discount narrows to 9.5%.

Valuation Conclusion

Based on the foregoing, it is our opinion that, as of December 3, 2004, the estimated
aggregate pro forma market value of the shares to be issued immediately following the
conversion, both shares issued publicly as well as to the MHC, equaled $100,000,000 at the
midpoint, equal to 10,000,000 shares at a per share value of $10.00. Pursuant to conversion
guidelines, the 15% valuation range indicates a minimum value of $85,000,000 and a maximum
value of $115,000,000. Based on the $10.00 per share offering price determined by the Board,
this valuation range equates to total shares outstanding of 8,500,000 at the minimum and
11,500,000 at the maximum. In the event the appraised value is subject to an increase, the
aggregate pro forma market value may be increased up to a supermaximum value of
approximately $132,250,000 without a resolicitation. Based on the $10.00 per share offering
price, the supermaximum value would result in total shares outstanding of 13,225,000. The
Board of Directors has established a public offering range such that the public ownership of the
Conmpany will constitute a 30% ownership interest. Accordingly, the offering to the public of the
minority stock will equal $25,500,000 at the minimum, $30,000,000 at the midpoint,
$34.500,000 at the maximum and $39,675,000 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 [-2
Brooklyn Federal Savings Bank
Key Operating Ratios

At or For the Years Ended September 30,

2004 2003 2002 2001 2000

Selected Financial Ratios and Other Data:
Performance Ratios:
RELUM ON BVETABE ASSELS o.vovovvisiiemmimesisetcneissinereees s 1.35% 1.31% 1.17% 1.08% 0.98%
Retum on average equity. 11.85% 12.27% 11.01% 10.00% 9.08%
Interest rate spread ... 3.67% 3.55% 3.67% 3.65% 3.82%
Net interest margin .. 381% 3.71% 3.87% 4.01% 4.12%
Efficiency ratio ..o, 50.89% 52.68% 5531% 59.83% 63.16%
Noninterest expense to average total assets. 2.26% 2.29% 2.40% 2.58% 2.72%
Average interest-earning assets to average interest-bearing

THADIHEES 1ovcveiecerrivienseniesesnisesceneereeersranensensseesensessenseren 109.85% 109.97% 109.48% 111.33% 110.10%
Asset Quality Ratios:
Non-performing assets as a percent of total assets....c.....eern.e — % — %" 0.02% 0.01% 0.11%
Non-performing loans as a percent of total loans — %Y 0.01% 0.03% 0.01% 0.06%
Allowance for loan losses as a percent of total loans.... 0.56% 0.53% 0.45% 0.39% 0.46%
Capital Ratios:
Total risk-based capital (to risk weighted assets) ......ovvveveeenn 22.1% 21.6% 21.3% 22.1% 24.5%
Tier 1 risk-based capital (to risk weighted assets). 21.5% 211% 20.8% 21.7% 24.0%
Tangible capital {to tangible assets).............ovvviirinee 11.4% 10.8% 9.9% 10.4% 10.7%
Tier | leverage (core) capital (to adjusted tangible assets) ...... 11.4% 10.8% 9.6% 10.4% 10.7%
Other Data:
Number of full service Offices ......coveurviriciivncniiniinenne 4 4 4 4 4

(1) Represents the difference between the weighted-average yi¢ld on interest-earning assets and the weighted-average cost of interest-bearing
liabilities for the period.

(2) 'The net interest margin represents net interest income as a percent of average interest-earning assets for the period.

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

(4) Ratio percentage is less than 0.01%.
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Exhibit I-3
Brooklyn Federal Savings Bank
Investment Portfolio Composition

At or For the Years Ended September 30,

2004 2003 2002 2001 2000

(Dollars in thousands)
Balance at beginning of year................. $ 848 $ 120 § 57 $ 57 $ sn
Charge-offs:

Consumer and other
Total charge-offs

RECOVETIES c.vvetiriieririeese et rereneens — — — _— _
Net charge-offs. — _
Provision for loan 10sses.........cocververenrene 72 128 150 — —_

Balance at end of year ........cccoocvvreriinae s 920 $ 348 $ 720 $ 570 3 570
Ratios:
Net charge-offs to average loans

OULStANING. ...overeeercreerrerercrecnis s 0.00% 0.00% 0.00% 0.00% 0.00%
Allowance for loan losses to

total loans at end of period................ 0.56% 0.53% 0.51% 0.39% 0.46%
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Exhibit I-4

Brooklyn Federal Savings Bank

Yields and Costs

Years Ended September 30,

2004 2003 2002
Average Yield/ Average Yield/ Average Yield/
Balance Interest Cost Balance Interest Balance Interest Cost
(Dollars in thousands)
Interest-earning assets:
Loans ... $159,106 § 11,277 7.09% $156447 & 11,391 7.28% $154,018 § 11,405 7.40%
Investment securities and
other interest-camning
F:RT S 130,294 3796 291 118,637 3.323 2.80 92,255 3,606 391
Total interest-earning
ASSELS.oe.ssecrivnreniniisirsasnsnrcnne 289,400 15,073 s 275,084 14,714 5.35 246,273 15,011 6.10
Noninterest-earning assets.......... 12,782 10,653 9,461
Total assets.......oovririaninns $ 302,182 $ 285737 $ 255,734
Interest-bearing liabilities:
Savings accounts ............coeeeuneee $ 93,986 624 0.66 $ 89,397 783 0.88 $ 80,844 1,205 1.49
Money market/NOW
ACCOUNLS .. cvrerrecncerereercerereeene 47,586 204 043 42,691 246 0.58 39,010 307 0.79
Certificates of deposit..........o... 113,349 3,039 2.68 112,080 3335 2.98 102,195 3,880 3.80
Total intercst-bearing
dePOSits...ovvvvenmcrcriririines 254,921 3,867 1.52 244,168 4,364 222,049 5,392 243
FHLB advances 8,526 185 2,17 5.969 145 2.43 2,900 84 2.90
Total interest-bearing
liabilities ..cococoeernnrinicrrenee 263,447 4,052 1.54 250,137 4,509 224,949 5476 243
Noninterest-bearing
liabilities ....cccveerrrrrirrininne 4,206 5,144 3,597
Total liabilities .. . 267,653 255,281 228,546
Retained earnings ..............ovveee 34,529 30,456 27,188
Total liabilities and
retained eamings............... § 302,182 $ 285,237 $.255,134
Net interest income.......oo.coovenen. $ 11021 $ 10205 § 9535
Interest rate spread........ . 3.67% 3.55% 3.67%
Net interest-carning assets......... $ 25,953 $ 24,947 $ 21324
Net interest margin.............c..... 3.81% 3.71% 387%
Average interest-eaming
assets to average interest-
bearing liabilities.................. 109.85% 109.97% 109.48%
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Interest Rate Risk Analysis

Estimated Increase (Decrease) in

Exhibit I-5
Brooklyn Federal Savings Bank

NPY as a Percentage of Present
Yalue of Assets (3)

Change in Interest NPV Increase
Rates (basis Estimated (Decrease)
points) (1) NPY (2) Amount Percent NPV Ratio (4) (basis points)
{Dollars In thousands)
+300 35,502 5 (13,292) 27)% 11.35% (340)
+200 39,540 (9,254) (19% 12.42% (233)
+100 44,053 (4,741) (10)% 13.58% (17
0 48,794 14.75%
(100) 50,471 1,676 3% 15.10% +35

(1) Assumes an instantaneous uniform change in interest rates at all maturities.

(2) NPV is the discounted present value of expected cash flows from assets, liabilities and off-balance sheet contracts.
(3) Present value of assets represents the discounted present value of incoming cash flows on interest-caming assets.
(4) NPV Ratio represents NPV divided by the present value of assets.
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Fixed Rate and Adjustable Rate Loans



Exhibit I-6
Brooklyn Federal Savings Bank
Fixed Rate and Adjustable Rate Loans

Due After September 30, 2005

Fixed Adjustable Total

(In thousands)

One-to four-fAmilY ..o $ 47,897 § 6,133 § 54,030
Multi-family............... 23,905 11,087 34,992
Commercial real estate ...... 47,917 5,550 53,467
Construction .......oeveiens — — —
Consumer and Other ..........ccovernneeeeninirie e 6l — 61

Total JOANS c.vvveiirerreree e $ 119780 & 22770 § 142,550



EXHIBIT I-7

Brooklyn Federal Savings Bank
Loan Portfolio Compaosition
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EXHIBIT I-8

Brooklyn Federal Savings Bank
Contractual Maturity By Loan Type




Exhibit I-8

Brooklyn Federal Savings Bank

Contractual Maturity By Loan Type

One-to Four- Commerciatl Consumer
Family Multi-Family Real Estate Construction and Other Total
(In thousands)

Due During the Years
Ending September 30,

3 208 698 § 1,202 § 16,425 § 233 % 21,670

3,302 11,697 6,756 — 61 21,816

3,505 654 1,292 — — 5,451

7,669 21,446 44,683 — — 73,797

22,130 1,196 736 — — 24,062

15,144 — — — — 15,144

2,280 = —= — = 2.280

Y1 17) 3 Sni42 ¢ 35690 % 54,609 % 16,425 g 294 §_ 164220




EXHIBIT I-9

Brooklyn Federal Savings Bank
Loan Originations, Purchases and Sales




Total loans at beginning of
Loans originated:

period............

One-to four-family.......ccoeereerecvennnn
Multi-family ...c.cooovcviniiie.

Commercial real estate...

Construction .............
Consumer and other.......
Total loans originated
Loans purchased.......c.ocunn.
Deduct:
Principal repayments .....
Loan sales
Net loan activity ......
Total loans at end of period

Exhibit I-9

Brooklyn Federal Savings Bank
Loan Originations, Purchases and Sales

Years Ended September 30,

2004 2003 2002
(In thousands)

$ 162,195 $ 158,207 $ 148,480
3,048 19,922 12,627

30,364 34,895 18,546

33,524 32,585 26,143

30,391 13,544 5,158

162 210 420

102,489 101,156 62,894

1,559 — —
(43,068) (61,237) (34,314)
(58.955) (35931) (18.853)

2,025 3,988 9,727

) 164,220 3 162,195 $ 158,207




EXHIBIT I-10

Brooklyn Federal Savings Bank
Non-Performing Assets




Exhibit [-10
Brooklyn Federal Savings Bank
Non-Performing Assets

At September 30,
2004 2003 2002 2001 2000
(Dollars in thousands)
Non-accrual loans:
One-10 four-family ....ocovverievirccrinrieniineninns $ 13 $ 13 3 53 3 15 68
Total non-performing loans .......c..cc.ooeens 13 43 33 15 68
Real estate OWNEd ......ccooorvrerrrrrieeis — = — — 173
Total non-performing assets..........eveeene. $ 13 $ 13 $ 53 3 15 8 4]
Ratios:
Total non-performing loans 1o total Yoans....... —% 0.01% 0.03% 0.01% 0.06%
Total non-performing loans to total assets...... —% —% 0.02% 0.01% 0.03%
Total non-performing assets to total assets..... —% —% 0.02% 0.01% 0.11%




EXHIBIT I-11

Brooklyn Federal Savings Bank
Loan Loss Allowance Activity




Exhibit I-11
Brooklyn Federal Savings Bank
Loan Loss Allowance Activity

At or For the Years Ended September 30,

2004 2003 2002 2001 2000

(Dollars in thousands)

Balance at beginning of year ................. $ 848 $§ 720 $ 3570 $ 570 $ s
Charge-offs:
Consumer and other........c.cccoevivrnes — — — — 1

Total charge-offs ......ocoomireicncnne — — — — 1

RECOVETIES ..cerecrrerremrerecnraresriereninisnnnens — — — —
Net charge-offs........... —
Provision for loan losses......co.coevivcuennne 72 128 150 —

Balance at end of year .........c..coorvennne. $ 920 § 848 g 7120 3 570 § 570

Ratios:
Net charge-offs to average loans

[oITRETF:1Ta 1 - SOOI 0.00% 0.00% 0.00% 0.00% 0.00%
Allowance for loan losses to

total loans at end of period................ 0.56% 0.53% 0.51% 0.39% 0.46%




EXHIBIT I-12

Brooklyn Federal Savings Bank
Deposit Composition




Exhibit [-12
Brooklyn Federal Savings Bank
Deposit Composition

At September 30,
2004 2003 2002
Weighted Weighted Weighted
Average Average Average
Balance Percent Rate Balance Percent Rate Balance Percent Rate
(Dollars in thousands)
Deposit type:
NOW accounts ................. $ 26,280 10.24% 021% $ 29,287 11.73% 0.22% 3 21,129 8.82% 0.45%
Money market accounts.... 22,996 8.96 0.81 14,965 6.00 0.80 19,211 8.03 1.29
Passbook savings
ACCOUNLS +.evrecreierrcceeee 94,151 36.70 0.77 92,258 36.95 0.67 86,815 36.25 1.26
Total transaction
BCCOUNLS +.vvererrenerae 143,427 55.90 0.64 136,510 54.68 0.59 127,155 53.10 113
Certificates of deposit....... 113,12 44.10 2.75 113,157 45.32 2.76 112,305 46.90 3.31

Total deposits............. § 256550  _100.00% 1.60% §__ 249667 _100.00% 157% §__ 239460 _100.00% 2.08%




EXHIBIT 1-13

Brooklyn Federal Savings Bank
Time Deposit Rate/Maturity




Exhibit I-13
Brooklyn Federal Savings Bank
Time Deposit Rate/Maturity

Percentage
Over one Over two Over three Over four of total
Less than year to two years to years to four  yearsto five certificate
one year years three years years years Total accounts
(Dollars in thousands)
Interest Rate
Less than 2%.......... 3 45393 % 3954 % — 8 — 3 3 8 49,350 43.63%
2.00% -2.99% ........ 13,913 7379 805 — — 22,097 19.53
3.00% -3.9%%........ 1,841 — 355 7,326 6,093 15,615 13.80
4.00% -4.99% ........ — 1,716 12,898 625 2,671 17,910 15.83
5.00% -5.99%........ 980 1,861 1,932 — — 4,773 4.22
6.00% 6.99%........ 2,764 614 — — — 33718 __ 299

Totaloceorerrrrrenn $ 64891 § 5524 $_ 15990 § 7,951 § 8767 § 113123 __10000%




EXHIBIT I-14

Brooklyn Federal Savings Bank
Borrowings Activity




Exhibit I-14
Brooklyn Federal Savings Bank
Borrowings Activity

At or For the Years Ended September 30,
2004 2003 2002
(Dollars in thousands)

Balance at end of period.........ooeevveereevreriniserenenes $ 10,231 $ 6,705 $ 6,452
Average balance during period......... . 8,526 5,969 2,900
Maximum outstanding at any month end............. 10,260 6,705 6,452
Weighted average interest rate at end of period... 249% 2.48% 2.71%

Average inlerest rate during period ... 217% 243% 2.90%




EXHIBIT II-1

Description of Office Facilities




Exhibit II-1
Brooklyn Federal Savings Bank
Description of Office Facilities

Leased Year Acquired  Net Book Value of

Location or Owned or Leased Real PI‘OECI'E!
(In thousands)
Main Office Owned 1965 $ 841

81 Court Street
Brooklyn, NY 11201

Branch Office Leased 1960 114
3780 Nostrand Avenue
Brooklyn, NY 11235

Branch Office Leased 1973 128
1164 Wantagh Avenue
Wantagh, NY 11793

Branch Office Leased 1999 417
1752 Veterans Memorial Highway
Islandia, NY 11749




EXHIBIT 1I-2

Historical Interest Rates




Exhibit 11-2
Historical Interest Rates(1)

Prime 90 Day One Year 10 Year

Year/Qtr. Ended Rate I-Bil T-Bill T-Bond
1995: Quarter 1 9.00% 5.88% 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% 551% 6.43%

1897: 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% 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: Quarter 1 7.75% 4.49% 4,72% 5.25%
Quarter 2 7.75% 4.78% 5.07% 5.81%
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%
Quarter 3 6.00% 2.40% 2.49% 4.60%
Quarter 4 4.75% 1.74% 217% 5.07%

2002: Quarter 1 4.75% 1.79% 2.70% 5.42%
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% 1.14% 1.19% 3.83%
Quarter 2 4.00% 0.90% 1.09% . 3.54%
Quarter 3 4.00% 0.95% 1.15% 3.96%
Quarter 4 4.00% 0.95% 1.26% 4.27%

2004: Quarter 1 4.00% 0.95% 1.20% 3.86%
Quarter 2 4.00% 1.33% 2.09% 4.62%
Quarter 3 4.75% 1.70% 2.16% 4.12%

As of Dec. 3, 2004 5.00% 2.20% 2.62% 4.27%

(1) End of period data.

Sources: SNL Financial, The Wall Street Journal and the Federal Reserve.



EXHIBIT III-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 1V-2

Historical Stock Price Indices




Exhibit V-2
Historical Stock Price Indices(1)

SNL SNL
NASDAQ Thrift Bank
Year/Qtr. Ended DJIA S&P 500 Composite Index Index
1995: Quarter 1 4157.7 500.7 817.2 278.4 152.1
Quarter 2 4556.1 544.8 933.5 3135 171.7
Quarter 3 4789.1 584.4 1,043.5 362.3 195.3
Quarter 4 51171 615.9 1,052.1 376.5 207.6
1996: Quarter 1 5587.1 645.5 1,101.4 382.1 2251
Quarter 2 5654.6 670.6 1,185.0 387.2 2247
Quarter 3 5882.2 687.3 1,226.9 429.3 249.2
Quarter 4 6442.5 737.0 1,280.7 483.6 280.1
1997: Quarter 1 6583.5 7571 1,221.7 527.7 2925
Quarter 2 7672.8 885.1 1,442.1 624.5 3333
Quarter 3 7945.3 947.3 1,685.7 7375 381.7
Quarter 4 7908.3 9704 1,570.4 814 .1 4149
1998: Quarter 1 8799.8 1101.8 1,835.7 869.3 456.1
Quarter 2 8952.0 1133.8 1,894.7 8335 457.7
Quarter 3 7842.6 1017.0 1,693.8 651.3 363.5
Quarter 4 9181.4 1229.2 2,192.7 705.9 439.6
1999: Quarter 1 9786.2 1286.4 24614 707.6 448.4
Quarter 2 10970.8 1372.7 2,686.1 695.6 479.3
Quarter 3 10337.0 1282.7 2,746.2 608.1 409.9
Quarter 4 11497 1 1469.3 4,069.3 562.4 416.7
2000: Quarter 1 10921.9 1498.6 45728 545.6 421.2
Quarter 2 10447.9 1454.6 3,966.1 567.8 3874
Quarter 3 10650.9 1436.5 36728 718.3 464.6
Quarter 4 10786.9 1320.3 2,470.5 874.3 4794
2001: Quarter 1 9878.8 1160.3 1,840.3 885.2 459.2
Quarter 2 10502.4 1224.4 2,160.5 964.5 493.7
Quarter 3 8847.6 1040.9 1,498.8 953.9 436.6
Quarter 4 10021.5 1148.1 1,950.4 918.2 4737
2002: Quarter 1 10403.9 1147 .4 1,845.4 1006.7 498.3
Quarter 2 92433 989.8 1,463.2 1121.4 468.9
Quarter 3 7591.9 815.3 1,172.1 984.3 396.8
Quarter 4 8341.6 879.8 1,335.5 1073.2 4191
2003: Quarter 1 79921 848.2 1,341.2 1096.2 401.0
Quarter 2 8985 .4 9745 1,622.8 1266.6° 476.1
Quarter 3 9275.1 986.0 1,786.9 1330.9 490.9
Quarter 4 10453.9 1112.0 2,003.4 1482.3 548.6
2004: Quarter 1 10357.7 1126.2 1,994.2 1585.3 562.2
Quarter 2 10435.5 1140.8 2,047.8 1437.8 546.6
Quarter 3 10080.3 1114.6 1,896.8 14951 556.0
As of Dec. 3, 2004 10592.2 1191.2 2,148.0 1586.4 582.7

(1) End of period data.

Sources: SNL Financial and The Wall Street Journal.




EXHIBIT IV-3

Historical Thrift Stock Indices




<I-ndex Values>

THRIFTINVESTOR

Index Values Price Appreciation (%)

10/29/04  D9/30/04  12/31/03  10/31/03 1 Month Y1b LT™
All Pub. Traded Thrifts 15031 1,495.1 1,482.3 1,462.5 053 . 140 2.18
MHC Index - ’ 2,820.9 2,711.8 2,663.5 2,508.9 3.80 5.91 12.39
Stock Exchange Indexes
AMEX Thrifts 616.5 606.6 547.2 523.6 1.64 12.67 17.75
NYSE Thrifts 9245 925.2 9219 933.6 -0.08 03 098
OTC Thrifts 1,909.4 18818 1,832.1 1,7446 146 4.22 9.45
Geographic Indexes
Mid-Atlantic Thrifts 3,581.9 3,581.7 3,767.0 34727 -0.16 -4.91 3.14
Midwestern Thrifts 3325.7 32814 ° 32661 3,267.1 135 1.82 179
New England Thrifts 1,575.9 1,555.2 1,304.3 1,269.4 133 20.83 24.15
Southeastern Thrifts 1,468.6 1,445.5 1,469.6 1,346.8 1.60 -0.07 9.04
Southwestern Thrifts 1,152.5 1,188.2 1,1913 1,052.2 -3.09 -3.25 9.54
Western Thrifts 1,361.6 1,353.6 1,311.9 1,363.4 0.60 3.80 -0.13
Asset Size Indexes
Less than $250M 1,305.7 1,338.0 1,372.1 1,308.3 -241 -4.83 -0.20
$250M to $500M 34374 34218 33317 32145 046 . 317 . 6.93
$500M to $1B 17961 . 1,773.2 1,763.0 1,680.1 129 1.88 6.90
$1B 1o $58 2,324.2 2,281.9 2,239.1 2,136.5 1.59 3.80 8.79
Over $58 887.8 885.0 879.0 875.8 0.33 1.01 1.38
Pink Indexes
Pink Thrifts 397.8 3914 350.2 3726 1.64 1.95 6.76
Less than $75M 4704 467.5 409.0 389.7 0.63 15.01 20.70
Over $75M 4124 405.7 400.5 3824 1.67 2.99 7.84
Comparative Indexes
Dow Jones Industrials 10,0275 10,0803 10,4539 9,801.1 -0.52 -4.08 2.31
S&P 500 1,130.2 1,1146 L1118 1,050.7 1.40 1.64 1.57

All SNL indeses are market-value weighted; i.e., an institution’s effect on an index is proportionate to that jnstitutien’s market capitalization. All SNL thrifl indexes, except for the SNL MHC {ndex, began at {00 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 Janes Industrials stood at 1,164.9.

Mid-Atlantic: DE, DC, MD, WU, NY, PA, PR; Midwest: A, IL, IN, KS, KY, MI, MN, MO, ND, NE, OH, SD, W,
New England: CT, MA ME, NH, Ri, VT; Southeast: AL, AR, FL, GA, MS, NC, SC, TN, VA WY;
Seuthwest: GO, LA, NM, OK, TX, UT; West: AZ, AK, CA, HI, 10, MT, NV, OR, WA, WY

Source: SNL Financial

NOVEMBER 2004
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Market Area Acquisition Activity
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EXHIBIT IV-5

Brooklyn Federal Savings Bank
Director and Senior Management Summary Resumes




Exhibit IV-5
Brooklyn Federal Savings Bank
Director and Senior Management Summary Resumes

John A. Loconsolo. Mr. Loconsolo is President of Locon Corp., a real estate holding
company of New York City properties, President of Loconsolo, Properties, L.L.C., a real estate
holding company of New Jersey properties and President of Jack Loconsolo & Co., a wholesale
and retail paint, wallpaper and sundries distributor.

Vincent E. Caccese. Mr. Caccese is a self employed attorney at law.

Angelo J. Di Lorenzo. Mr. Di Lorenzo has been Chief Executive Officer and President
of Brooklyn Federal Savings Bank since 1972 and a director since 1976.

John C. Gallin. Mr. Gallin is retired. He previously was President the owner of John
Gallin & Son, Inc., a building contractor.

Daniel O. Reich. Mr. Reich is Chief Executive Officer of Reich Paper, Inc., a
manufacturer and importer of paper for graphic arts applications and marketing throughout North
America.

Donald E. Svoboda. Mr. Svoboda is a financial consultant, international real estate
developer, and certified public accountant.

Richard A. Kielty. Mr. Kielty has been employed at Brooklyn Federal Savings Bank
since 1970, most recently as Chief Financial Officer. Prior to that, he was Controller of
Brooklyn Federal Savings Bank.

Marc Leno. Mr. Leno has been Chief Lending Officer at Brooklyn Federal Savings
Bank since 2001. Prior to that he was a commercial mortgage lending officer at various local
financial institutions.




EXHIBIT IV-6

Brooklyn Federal Savings Bank
Pro Forma Regulatory Capital Ratios
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EXHIBIT IV-7

Brooklyn Federal Savings Bank
Pro Forma Analysis Sheet — Fully-Converted Basis
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EXHIBIT IV-8

Brooklyn Federal Savings Bank
Pro Forma Effect of Conversion Proceeds — Fully-Converted Basis




Exhibit V-8

PRO FORMA EFFECT OF CONVERSION PROCEEDS

Brooklyn Federal Savings Bank

At the Minimum

. Pro Forma Market Capitalization
Less: Foundation Shares
Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

. Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Cash Contribution to Foundation

Less: Non-Cash Stock Purchases (1)

Nei Proceeds Reinvested

Estimated net incremental rate of return

Reinvestment Income
Less: Estimated cost of ESOP borrowings (2)
L.ess: Amortization of ESOP borrowings (3)
L.ess: Amortization of Options (4)
L.ess: Recognition Plan Vesting (5)

Nel Earnings Impact

Before

. Pro Forma Earnings Conversion
12 Months ended September 30, 2004 (reported) $4,090,000
12 Months ended September 30, 2004 (core) $4,031,000

Before Net Cash

. Pro Forma Net Worth Conversion Proceeds
September 30, 2004 $36,493,000 $72,250,000
September 30, 2004 (Tangible) $36,493,000 $72,250,000

Before Net Cash

. Pro Forma Assets Conversion Proceeds
September 30, 2004 $308,735,000 $72,250,000

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

Net
Earnings
Increase

($254,127)
($254,127)

Tax Benefit
Of Contribution

$85,000,000

$85,000,000
2,550,000
$82,450,000

$82,450,000
0
10,200,000
$72,250,000
1.36%
$980,389

0

208,760
608,236
417,520
($254,127)

After
Conversion

$3,835,873
$3,776,873

After
Conversion

80
$0

Tax Benefit
Of Contribution

$108,743,000
$108,743,000

After
Conversion

$0

) ESOP stock purchases are internally financed by a loan from the holding company.
) ESOP borrowings are amortized over 20 Years, amortization expense is tax-effected at a 38.60 percent rate.

) Option valuation based on Black-Schaoles model, 10 year vesting, and assuming 25 percent taxable.

) MRP is amortized over 5 years, and amortization expense is tax effected at 38.60 percent.

$380,985,000




Exhibit IV-8
PRO FORMA EFFECT OF CONVERSION PROCEEDS
Brooklyn Federal Savings Bank
At the Midpoint

1. Pro Forma Market Capitalization $100,000,000
Less: Foundation Shares -

2. Offering Proceeds $100,000,000
Less: Estimated Offering Expenses 3,000,000
Net Conversion Proceeds $97,000,000

3. Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds $97.000,000
Less: Cash Contribution to Foundation 0
Less: Non-Cash Stock Purchases (1) 12,000,000
Net Proceeds Reinvested $85,000,000
Estimated net incremental rate of return 1.36%
Reinvestment Income $1,153,399
L.ess: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 245,600
Less: Amortization of Options (4) 715,572
L.ess; Recognition Plan Vesting (5) 491,200
Nei Earnings Impact ($298,973)
Net
Before Earnings After
4. Prc Forma Earnings Conversion Increase Conversion
12 Months ended September 30, 2004 (reported) $4,090,000 ($298,973) $3,791,027
12 Months ended September 30, 2004 (core) $4,031,000 ($298,973) $3,732,027
Before Net Cash Tax Benefit After
5. Pro Forma Net Worth Conversion Proceeds Of Contribution Conversion
September 30, 2004 $36,493,000 $85,000,000 $0 $121,493,000
September 30, 2004 (Tangible) $36,493,000 $85,000,000 $0 $121,493,000
Before Net Cash Tax Benefit After
6. Pro Forma Assets Conversion Proceeds Of Contribution Conversion
September 30, 2004 $308,735,000 $85,000,000 $0 $393,735,000

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

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

(3) ESOP borrowings are amortized over 20 Years, amortization expense is tax-effected at a 38.60 percent rate.
{4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.

(5) MRP is amortized over 5 years, and amortization expense is tax effected at 38.60 percent.




Exhibit IV-8
PRO FORMA EFFECT OF CONVERSION PROCEEDS
Brooklyn Federal Savings Bank
At the Maximum

. Pro Forma Market Capitalization $115,000,000
Less: Foundation Shares -
Offering Proceeds $115,000,000
Less: Estimated Offering Expenses 3,450,000

Net Conversion Proceeds

Net Conversion Proceeds

. Estimated Additional Income from Conversion Proceeds

Includes ESOP and MRP stock purchases equal to 8.0 and 4.0 percent of the offering, respectively.

$111,550,000

$111,550,000

ESOP stock purchases are internally financed by a loan from the holding company.
ESOP borrowings are amortized over 20 Years, amortization expense is tax-effected at a 38.60 percent rate.

Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.

MRP is amortized over 5 years, and amortization expense is tax effected at 38.60 percent.

Less: Cash Contribution to Foundation 0
Less: Non-Cash Stock Purchases (1) 13,800,000
Net Proceeds Reinvested $97,750,000
Estimated net incremental rate of return 1.36%
Reinvestment Income $1,326,409
l_.ess: Estimated cost of ESOP borrowings (2) 0
LLess: Amortization of ESOP borrowings (3) 282,440
Less: Amortization of Options (4) 822,908
L.ess: Recognition Plan Vesting (5) 564,880
Net Earnings Impact ($343,819)
Net
Before Earnings After
. Pro Forma Earnings Conversion Increase Conversion
12 Months ended September 30, 2004 ({reported) $4,090,000 ($343,819) $3,746,181
12 Months ended September 30, 2004 (core) $4,031,000 ($343,819) $3,687,181
Before Net Cash Tax Benefit After
. Pro Forma Net Worth Conversion Proceeds Of Contribution Conversion
September 30, 2004 $36,493,000 $97,750,000 $0 $134,243,000
September 30, 2004 (Tangible) $36,493,000 $97,750,000 $0 $134,243,000
Before Net Cash Tax Benefit After
. Prc Forma Assets Conversion Proceeds Of Contribution Conversion
September 30, 2004 $308,735,000 $97,750,000 $0 $406,485,000




Exhibit V-8
PRO FORMA EFFECT OF CONVERSION PROCEEDS
Brooklyn Federal Savings Bank
At the Supermaximum Value

1. Pro Forma Market Capitalization $132,250,000
Less: Foundation Shares -

2. Offering Proceeds $132,250,000
Less: Estimated Offering Expenses 3,967,500
Net Conversion Proceeds $128,282,500

3. Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds $128,282,500
Less: Cash Contribution to Foundation 0
Less: Non-Cash Stock Purchases (1) 15,870,000
Net Proceeds Reinvested $112,412.500
Estimated net incremental rate of return 1.36%
Reinvestment Income $1,525,370
L.ess: Estimated cost of ESOP borrowings (2) 0
L.ess: Amortization of ESOP borrowings (3) 324,806
Less: Amortization of Options (4) 946,344
L.ess: Recognition Plan Vesting (5) . 649,612
Net Earnings Impact ($395,392)
Net
Before Earnings After
4. Prc Forma Earnings Conversion Increase Conversion
12 Months ended September 30, 2004 (reported) $4,090,000 ($395,392) $3,694,608
12 Months ended September 30, 2004 (core) $4,031,000 ($395,392) $3,635,608
Before Net Cash Tax Benefit After
5. Pro Forma Net Worth Conversion Proceeds Of Coniribution Conversion
September 30, 2004 $36,493,000 $112,412,500 $0 $148,905,500
September 30, 2004 (Tangible) $36,493,000 $112,412,500 $0 $148,905,500
Before Net Cash Tax Benefit After
6. Pro Forma Assets Conversion Proceeds Of Contribution Conversion
September 30, 2004 $308,735,000 $112,412,500 $0 $421,147 500

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

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

(3) ESOP borrowings are amortized over 20 Years, amortization expense is tax-effected at a 38.60 percent rate.
(4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.

(5) MRP is amortized over 5 years, and amortization expense is tax effected at 38.60 percent.




EXHIBIT IV-9

Peer Group Core Earnings Analysis
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EXHIBIT IV-10

Brooklyn Federal Savings Bank
Pro Forma Analysis Sheet — Minority Stock Offering




EXHIBIT IV-11

Brooklyn Federal Savings Bank
Pro Forma Effect of Conversion Proceeds — Minority Stock Offering




PRO FORMA EFFECT OF CONVERSION PROCEEDS
Brooklyn Federal Savings Bank

1. Pro Forma Market Capitalization
Less: Foundation Shares

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

Exhibit IV-11

At the Minimum

3. Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Cash Contribution to Foundation

Less: Non-Cash Stock Purchases (1)
Net Proceeds Reinvested

Estimated net incremental rate of return

Reinvestment Income

Less: Estimated cost of ESOP borrowings (2)
Less: Amortization of ESOP borrowings (3)

Less: Amortization of Options (4)
Less: Recognition Plan Vesting (5)
Net Earnings Impact

4. Pro Forma Earnings

12 Months ended September 30, 2004 (reported)
12 Months ended September 30, 2004 (core)

5. Pro Forma Net Worth
September 30, 2004
September 30, 2004 (Tangible)

6. Pro Forma Assets

September 30, 2004

} Includes ESOP and MRP stock purchases equal to 8.0 and 6.53 percent of the offering, respectively.
) ESOP stock purchases are internally financed by a loan from the holding company.

) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.

Before
Conversion

Before

Conversion

$4,090,000
$4,031,000

Net Cash
Proceeds

$36,493,000 $20,842,000
$36,493,000 $20,842,000

Before
Conversion

Net Cash
Proceeds

$308,735,000 $20,842,000

Net
Earnings
Increase

$25,500,000

$25,500,000

952,000
$24,548,000

$24,548,000
0

3,706,000
$20,842,000
1.36%
$282,813

0

62,628
298,036
204,585
($282,435)

After
Conversion

($282,435)
($282,435)

Tax Benefit

Of Contribution

$3,807,565
$3,748,565

After
Conversion

§0
$0

Tax Benefit

Of Contribution

$57,335,000
$57,335,000

After
Conversion

$0 $329,577,000

(1
(2
(3) ESOP borrowings are amortized over 20 years, amortization expense is tax-effected at a 38.60 percent rate.
(4
(5

) MRP is amortized over 5 years, and amortization expense is tax effected at 38.60 percent.




Exhibit IV-11
PRO FORMA EFFECT OF CONVERSION PROCEEDS

Brooklyn Federal Savings Bank

At the Midpoint

Pro Forma Market Capitalization $30,000,000
Less: Foundation Shares -
Offering Proceeds $30,000,000
Less: Estimated Offering Expenses 1,003,750
Net Conversion Proceeds $28,996,250

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds $28,996,250

Less: Cash Contribution to Foundation 0

Less: Non-Cash Stock Purchases (1) 4,360,000

Net Proceeds Reinvested $24,636,250

Estimated net incremental rate of return 1.36%

Reinvestment Income $334,299

Less: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 73,680
Less: Amortization of Options (4) 350,630
Less: Recognition Plan Vesting (5) 240,688
Net Earnings Impact ($330,699)
Net
Before Earnings After

Proc Forma Earnings Conversion Increase Conversion

12 Months ended September 30, 2004 (reported) $4,090,000 ($330,699)  $3,759,301

12 Months ended September 30, 2004 (core) $4,031,000 ($330,699)  $3,700,301

Before Net Cash Tax Benefit After

Pro Forma Net Worth Conversion Proceeds Of Contribution Conversion

September 30, 2004 $36,493,000 $24,636,250 $0 $61,129,250

September 30, 2004 (Tangible) $36,493,000 $24,636,250 $0 $61,129,250

Before Net Cash Tax Benefit After

Pro Forma Assets Conversion Proceeds Of Contribution Conversion

September 30, 2004 $308,735,000 $24,636,250 $0 $333,371,250

{1} Includes ESOP and MRP stock purchases equal to 8.0 and 6.53 percent of the offering, respectively.

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

(3) ESOP borrowings are amortized over 20 years, amortization expense is tax-effected at a 38.60 percent rate.
{4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.

(5) MRP is amortized over 5 years, and amortization expense is tax effected at 38.60 percent.




Exhibit IV-11
PRO FORMA EFFECT OF CONVERSION PROCEEDS
Brooklyn Federal Savings Bank
At the Maximum

1. Pro Forma Market Capitalization $34,500,000
Less: Foundation Shares -
2. Offering Proceeds $34,500,000
Less: Estimated Offering Expenses 1,055,500
Net Conversion Proceeds $33,444 500
3. Estimated Additional Income from Conversion Proceeds
Net Conversion Proceeds $33,444,5010
Less: Cash Contribution to Foundation 0
Less: Non-Cash Stock Purchases (1) 5,014,000
Net Proceeds Reinvested $28,430,500
Estimated net incremental rate of return 1.36%
Reinvestment Income $385,785
Less: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 84,732
Less: Amortization of Options (4) 403,225
Less: Recognition Plan Vesting (5) 276,791
Net Earnings Impact ($378,963)
Net
Before Earnings After
4. Pro Forma Earnings Conversion Increase Conversion
12 Months ended September 30, 2004 (reported) $4,090,000 ($378,963)  $3,711,037
12 Months ended September 30, 2004 (core) $4,031,000 ($378,963) $3,652,037
Before Net Cash Tax Benefit After
5. Pro Forma Net Worth Conversion Proceeds Of Contribution Conversion
September 30, 2004 $36,493,000 $28,430,500 $0 $64,923,500
September 30, 2004 (Tangible) $36,493,000 $28,430,500 $0  $64,923,500
Before Net Cash Tax Benefit After
6. Pro Forma Assets Conversion Proceeds Of Contribution Conversion

September 30, 2004

$308,735,000 $28,430,500

$0 $337,165,500

(1) Includes ESOP and MRP stock purchases equal to 8.0 and 6.53 percent of the offering, respectively.

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

(3) ESOP borrowings are amortized over 20 years, amortization expense is tax-effected at a 38.60 percent rate.
(4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.

(5) MRP is amortized over 5 years, and amortization expense is tax effected at 38.60 percent.




Exhibit 1IV-11
PRO FORMA EFFECT OF CONVERSION PROCEEDS

Brooklyn Federal Savings Bank
At the Supermaximum Value

1. Pro Forma Market Capitalization
Less: Foundation Shares

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

3. Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Cash Contribution to Foundation

Less: Non-Cash Stock Purchases (1)

Net Proceeds Reinvested

Estimated net incremental rate of return

Reinvestment Income
Less: Estimated cost of ESOP borrowings (2)
Less: Amortization of ESOP borrowings (3)
Less: Amortization of Options (4)
Less: Recognition Plan Vesting (5)

Net Earnings Impact

4. Pro Forma Earnings

12 Months ended September 30, 2004 (reported)

12 Months ended September 30, 2004 (core)

Before
5. Pro Forma Net Worth

Conversion

Before

Conversion

$4,090,000
$4,031,000

Net Cash
Proceeds

September 30, 2004
September 30, 2004 (Tangible)

Before
6. Pro Forma Assets

Conversion

$36,493,000 $32,793,887
$36,493,000 $32,793,887

Net Cash
Proceeds

September 30, 2004

Includes ESOP and MRP stock purchases equal to 8.0 and 6.53 percent of the offering, respectively.

$308,735,000 $32,793,887

Net
Earnings
Increase

$39,675,000

$39,675,000

1,115,013
538,559,987

$38,559,987
0

5,766,100
$32,793,887
1.36%
$444,993

0

97,442
463,709
318,310
(5434,467)

After
Conversion

($434,467)
($434,467)

Tax Benefit
Of Contribution

$3,655,533
$3,596,533

After
Conversion

$0
$0

Tax Benefit
Of Contribution

$69,286,887
$69,286,887

After
Conversion

$0

(1)

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

(3) ESOP borrowings are amortized over 20 years, amortization expense is tax-effected at a 38.60 percent rate.
(4)

(5

Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.

MRP is amortized over 5 years, and amortization expense is tax effected at 38.60 percent.

$341,528,887




EXHIBIT V-1

RP® Financial, LC.
Firm Qualifications Statement




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,
particularly federally-insured financial institutions. 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, and careful
structuring of strategic plans and transactions. RP Financial's staff draws from backgrounds in consulting, regulatory agencies and
investment banking, thereby providing our clients with considerable resources.

STRATEGIC AND CAPITAL PLANNING

RP Financial's strategic and capital planning services are designed to provide effective workable plans with quantifiable results. 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
impzct 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 fairmess 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,
mulual-to-stock conversions, ESOPs, subsidiary companies, mark-to-market transactions, loan and servicing portfolios, non-traded
sccuritics, core deposits, FAS 107 (fair market value disclosure), FAS 122 (loan servicing rights) and FAS 123 (stock options). 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 a variety of other services including branching strategies, feasibility studies and special research studies, which
are complemented by our quantitative and computer skills. RP Financial's consulting services are aided by its in-house data base
resources for commercial banks and savings institutions and proprietary valuation and financial simulation models.

RP Financial's Key Personnel

Gregory E. Dunn, Senior Vice President

James P, Hennessey, Senior Vice President

James J. Oren, Senior Vice President
William E. Pommerening, Managing Director
tonald S. Riggins, Managing Director

Washington Headquarters

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

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




