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December 3, 2004

Board of Directors

Rome, MHC

Rome Bancorp, Inc.

The Rome Savings Bank
100 West Dominick Street
Rome, New York 13440

Member§ of the Boards of Directors:

I At your request, we have completed and hereby provide an independent appraisal
(“Appraisal”) of the estimated pro forma market value of the common stock to be issued by
l - Rome Bancorp, Inc., Rome, New York (“Rome Bancorp” or the “Company”) in connection with
the mutual-to-stock conversion of Rome, MHC (the “MHC”). The MHC currently has a
majority.ownership interest in, and its principal asset consists of, approximately 61.55% of the
l common stock of Rome Bancorp (the “MHC Shares”), the mid-tier holding company for The
Rome Savings Bank, Rome, New York (the “Bank™). The remaining 38.45% of Rome .
: Bancorp’s common stock is owned by public stockholders. Rome Bancorp, which commenced
I ' operations on October 6, 1999, owns 100% of the common stock of the Bank. It is our
understanding that Rome Bancorp will offer its stock, representing the majority ownership.
interest held by the MHC, in a subscription offering to Eligible Account Holders, Supplemental
l Eligible ‘Account Holders and Other Members. To the extent that shares remain available for
purchase after satisfaction of all subscriptions received in the subscription offering, the shares
I may be offered for sale in a community offering to members of the local community and the

public at large.

This Appraisal is furnished pursuant to the requirements of the Code of Federal
Regulations 563b.7 and 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” of the Office of Thrift Supervision (*OTS”), which have been adopted in
practice by the Federal Deposit Insurance Corporation (“FDIC”). -

Plan of Conversion

On November 11, 2004, the respective Boards of Directors of the MHC, Rome Bancorp
and the Bank adopted the plan of conversion, and amended and restated it on December 7, 2004,
pursuant to which the MHC will be merged into the Bank and the MHC will no longer exist.
Pursuant to the plan of conversion, Rome Bancorp, which owns 100% of the Bank, will be
succeeded by a new Delaware corporation named New Rome Bancorp, which will change its
name to Rome Bancorp after the completion of the conversion. As part of the conversion, the
Company will sell shares of common stock in an offering that will represent the ownership

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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interest in Rome Bancorp currently owned by the MHC. As of September 30, 2004, the MHC’s
ownership interest in Rome Bancorp approximated 61.55%. The Company will also issue shares
of its common stock to the public stockholders of Rome Bancorp pursuant to an exchange ratio
that will result in the public shareholders owning the same aggrégate percentage of the newly
issued Rome Bancorp common stock as owned immediately prior to the conversion. As of
September 30, 2004, the public stockholders’ ownership interest in Rome Bancorp approximated
38.45%.

RP Financial, LC.

RP Financial, LC. (“RP Financial) is a financial consulting firm serving the financial
services industry nationwide that, among other things, specializes in financial valuations and
analyses ‘of business enterprises and securities, including the pro forma valuation for savings

“institutions converting from mutual-to-stock form. The background and experience of RP

Financial is detailed in Exhibit V-1. We believe that, except for the fee we will receive for our
appraisal; we are independent of the Company, the Bank, the MHC and the other parties engaged
by the Bank or the Company to assist in the stock conversion process.

-‘Valuation Methodology

In preparing our Appraisal, we have reviewed the regulatory applications of Rome
Bancorp,: the Bank and the MHC, including the prospectus as filed with the OTS and the
Securities and Exchange Commission (“SEC”). We have conducted a financial analysis of
Rome Bancorp, the Bank and the MHC that has included a review of audited financial
information for fiscal years ended December 31, 1999 through 2003 and interim financial results
through September 30, 2004, a review of various unaudited information and internal financial
reports through September 30, 2004, and due diligence related discussions with Rome Bancorp’s
management, Crowe Chizek and Company LLC, Rome Bancorp’s independent auditor; Thacher
Proffitt & Wood LLP, Rome Bancorp’s conversion counsel; and Ryan Beck & Co., Rome
Bancorp’s marketing advisor in connection with the stock offering. All assumptions and
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 Rome Bancorp operates
and have assessed Rome Bancorp’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 Rome Bancorp and the industry as a whole. We have analyzed the potential
effects of the stock conversion on Rome Bancorp’s operating characteristics and financial
performance as they relate to the pro forma market value of Rome Bancorp. We have analyzed
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the assets held by the MHC, which will be consolidated with Rome Bancorp’s assets and equity
pursuant to the completion of conversion. We have reviewed the economic and demographic
characteristics of the Company’s primary market area. We have compared Rome Bancorp’s
financial performance and condition with selected publicly-traded thrifts in accordance with the
Valuation Guidelines, as well as all publicly-traded thrifts and thrift holding companies. We
have reviewed the current conditions in the securities markets in general and the market for thrift
stocks in particular, including the market for existing thrift issues, initial public offerings by
thrifts and thrift holding companies, and second-step conversion offerings. We have excluded
from such analyses thrifts subject to announced or rumored acquisition, and/or institutions that
exhibit other unusual characteristics.

The Appraisal is based on Rome Bancorp’s representation that the information contained
in the regulatory applications and additional information furnished to us by Rome Bancorp and

its independent auditor, legal counsel and other authorized agents are truthful, accurate and

complete.” We did not independently verify the financial statements and other information
provided by Rome Bancorp, or its independent auditor, legal counsel and other authorized agents
nor did we independently value the assets or liabilities of Rome Bancorp. The valuation
considers Rome Bancorp only as a going concern and should not be considered as an indication
of Rome Bancorp’s liquidation value.

Our appraised value is predicated on a continuation of the current operating environment
for Rome Bancorp 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 value of
Rome Bancorp’s stock alone. It is our understanding that there are no current plans for selling
control of Rome Bancorp following completion of the second-step stock offering. To the extent
that such factors can be foreseen, they have been factored into our analysis.

The estimated pro forma market value is defined as the price at which Rome Bancorp’s
common stock, immediately upon completion of the second-step stock 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
valuation of the shares to be issued in the conversion of the MHC, including: (1) newly-issued
shares representing the MHC’s ownership interest in Rome Bancorp, and (2) exchange shares
issued to existing public shareholders of Rome Bancorp, was $90,176,740 at the midpoint, equal
to 9,017,674 shares at a per share value of $10.00. Based on this valuation and taking into
account the ownership interest represented by the shares owned by the MHC, the midpoint of the
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offering range is $55,500,000, equal to 5,550,000 shares at $10.00 per share. The offering range
includes a minimum value of $47,175,000, equal to 4,717,500 shares at $10.00 per share (85.0%
of the midpoint) and a maximum value of $63,825,000, equal to 6,382,500 shares at $10.00 per
share (115.0% of the midpoint). In the event the appraised value is subject to an increase, the
offering range may be increased up to a supermaximum value of $73,398,750, equal to
7,339,875 shares at $10.00 per share, without requiring a resolicitation.

Establishment of the Exchange Ratio

OTS regulations provide that in a conversion of a mutual holding company, the minority
stockholders are entitled to exchange the public shares for newly issued shares of Rome Bancorp
stock as a fully converted company. The Board of Directors of the MHC has independently
determined the exchange ratio. The determined exchange ratio has been designed to preserve the

‘current aggregate percentage ownership in Rome Bancorp equal to 38.45% as of September 30,

2004. The exchange ratio to be received by the existing minority shareholders of Rome Bancorp
will be determined at the end of the offering, based on the total number of shares sold in the
subscription and community offerings. Based upon this calculation, and the valuation conclusion
and offering range concluded above, the exchange ratio would be 1.8133 shares, 2.1333 shares,
2.4533 shares and 2.8213 shares of newly issued shares of Rome Bancorp stock for each share of
stock held by the public shareholders at the minimum, midpoint, maximum and supermaximum
of the offering range, respectively. RP Financial expresses no opinion on the proposed exchange
of newly: issued Company shares for the shares held by the public stockholders or on the
proposed exchange ratio.

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 estimated pro forma market value
thereof. The appraisal reflects only a valuation range as of this date for the pro forma market
value of Rome Bancorp immediately upon issuance of the stock and does not take into account
any trading activity with respect to the purchase and sale of common stock in the secondary
market following the completion of the second-step offering.

RP Financial’s valuation was based on the financial condition, operations and shares
outstanding of Rome Bancorp as of September 30, 2004, the date of the financial data included
in the prospectus. The proposed exchange ratio to be received by the current public stockholders
of Rome Bancorp and the exchange of the public shares for newly issued shares of Rome
Bancorp common stock as a full public company was determined independently by the Boards of
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Directoré of the MHC, Rome Bancorp and the Bank. RP Financial expresses no opinion on the
proposed exchange ratio to public stockholders or the exchange of public shares for newly issued
shares. .

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

This 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 financial performance and condition of Rome Bancorp, management policies, and current
conditions in the equity markets for thrift shares, both existing issues and new issues. These

“updates may also consider changes in other external factors which impact value including, but

not limited to: various changes in the legislative and regulatory environment for financial
institutions, the stock market and the market for thrift stocks, and interest rates. Should any such
new developments or changes be material, in our opinion, to the valuation of the shares,
appropriate adjustments to the estimated pro forma market value will be made. The reasons for
any such adjustments will be explained in the update at the date of the release of the update. The
valuation will also be updated at the completion of Rome Bancorp’s stock offering.

Respectfully submitted,

RP FINANCIAL, LC.

William E. Pommeréning
Chief Executive Officer

Senior Vice President
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I. OVERVIEW AND FINANCIAL ANALYSIS

I_ntroduction

" The Rome Savings (the “Bank™) is a federally-chartered stock savihg bank headquartered
in Rome, New York. Rome is located in central New York and is part of Oneida County. The
Bank conducts operations through the main office in Rome and three branch offices that are also
located m Oneida County. Two of the branch offices are located in Rome and one branch office
is located in New Hartford, New York. A map of the Bank’s office locations is included as
Exhibit I-1. The Bank is a member of the Federal Home Loan Bank (“FHLB”) system and its

deposits are insured up to the maximum allowable amount by the Federal Deposit Insurance

- Corporatfon (“FDIC”).

Rbme Bancorp, Inc. (“Rome Bancorp” or the “Company”) is a Delaware corporation that
commenced operations on October 6, 1999 in connection with the regulatory restructuring of the
Bank inté mutual holding company form of ownership. Pursuant to the restructuring, the Bank
converteci,from ‘a New York mutual savings bénk to a New York mutual holding company
structure: whereby the Bank became a wholly-owned subsidiary of the Company, a majority
owned sﬁbsidiary of Rome, MHC (the “MHC”). As part of the restructuring, the Company sold
2,397,548 shares of common stock to the public and issued 102,023 shares to The Rome Savings
Bank Foundation and 2,601,594 shares to the MHC. The shares were sold and issued at a per
share value of $7.00.

On October 15, 2003, the Board of Directors of the Company and the Bank adopted a
Plan of Charter Conversion. Pursuant to the Plan of Charter Conversion, which was completed
on April 2’7, 2004, the MHC was reorganized into a federal mutual holding company and the
Bank exchanged its New York stock sévings bank charter for a federal stock savings bank
charter. The MHC, the Company and the Bank are all currently regulated by the OTS.

Plan of Conversion

On November 11, 2004, the respective Boards of Directors of the MHC, the Company

and the Bank adopted a plan of conversion, pursuant to which the organization will convert from
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the two-tier mutual holding company structure to the full stock holding company structure and
undertake a second-step conversion. In the second-step conversion, the Company will sell shares
of common stock in an offering that will represent the ownership interest in Rome Bancorp
current'ly'iowned by the MHC. As of September 30, 2004, the MHC’s ownership interest. in
Rome Bancorp approximated 61.55%. The Company will also issue shares of its common stock
to the public stockholders of Rome Bancorp pursuant to an exchange ratio that will result in the
public shareholders owning the same aggregate percentage. of the newly issued Rome Bancorp
common stock as owned immediately prior to the conversion. As of September 30, 2004, the

public stockholders’ ownership interest in Rome Bancorp approximated 38.45%.

-Strategic Overview

Historically, Rome Bancorp’s operating strategy has been fairly reflective of a traditional
thnft opérating strategy in which 1-4 family residential mortgage loans and retail deposits have
constitutéd_ the principal components of the Company’s assets and liabilities, respectively.
Beyond 1-4 family loans, lending diversification by the Cbmpény has emphasized commercial
real estate, commercial business and consumer loans. To a lesser extent, the Company’s lending
activities include construction loans. Pursuant to the Company’s business plan, Rome Bancorp
will continue to emphasize 1-4 family lending, but will also pursue greater diversification into
other types of lending. Types of lending diversification that are being emphasized by the

Company consist of commercial real estate, commercial business and consumer loans.

Investments serve as a supplement to the Company’s lending activities. The intent of the

Companjr’s investment strategy is to provide and maintain liquidity and to generate a favorable

return within the context of supporting interest rate and credit risk objectives. Investments
currently held by the Company are diversified among mortgége-backed securities, U.S.
Governrrient securities, municipal bonds, corporate bonds, equity securities and FHLB stock. To
manage the interest rate risk associated with the investment portfolio, the Company has
emphasized investing in securities that have an average life of or reprice in five years or less and
maintaining most investments as available for sale. In recent years, the Company has sold
investmehts to fund loan growth. The decline in investments also resulted from a $1.0 million

impairmént charge recorded during 2003 against an investment in a mutual fund which
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purchaseé blue chip common stocks. The charge reduced the then current fair market value of
the mutual fund investment to $5.1 million. Pursuant to OTS regulations, the Company has a

two year period from the date of its charter conversion to divest of its mutual fund investment.

Retail deposits have consisténtly served as the primary interest~beéring funding source
for the Company. Transaction and savings accounts constitute the largest portion of the
Company’s deposit composition and have been the only source of deposit growth in recent years.
Factors that have contributed to the Company’s ability to maintain a high concentration of core
deposits include operating in markets with a relatively high concentration of elderly customers
that tend:to show a greater preference for maintaining deposits in regular savings accounts, the

Company’s introduction and marketing of several new demand deposit products and the decline

“in interest rates has increased depositor preference in general to hold funds in more liquid

transaction and savings accounts. Borrowings serve as an alternative funding source for the
Company to support management of funding costs and interest rate risk. The Company’s use of
borrowings has typically been limited to FHLB advances, which have laddered maturities out to

ten years.

Rome Bancorp’s core earnings base is largely dependent upon net interest income and
operating expense levels. Overall, the Company’s operating strategy has provided for a
relatively high and stable net interest margin, which has been supported by increasing the
concentrgtion of interest-earning assets maintained in loans and the high and increasing
concentr?tion of deposits maintained in lower costing transaction and savings accounts. The
Company’s operating expenses are also viewed as being relatively high, which reflects the higher
staffing needs associated with servicing an interest-earning asset composition that is primarily
concentrated in loans, as opposed to investments, and a funding composition that is primarily

concentrated in transaction and savings accounts as opposed to time deposits and borrowings.

The post-conversion business plan of the Company is expected to continue to focus on
products and services which have facilitated Rome Bancorp’s recent growth. Specifically, Rome
Bancorp will continue to be an independent community-oriented financial institution with a
commitlﬁent to local real estate and non-mortgage financing with operations funded by retail

deposits,: borrowings, equity capital and internal cash flows. In addition, the Company will
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emphasize pursuing further diversification into commercial real estate, commercial business and

consumer loans, as well as expansion and diversification of other products and services.

A key component of the Company’s business plan is to complete a second-step
conversion offering. In particular, the additional equity capital raised in the conversion will
provide a larger capital cushion for growth, including possible growth through acquisitions of
local thriﬁs, commercial banks or other financial service providers. As a fully-converted
institution, it is contemplated that the ability to offer Company stock as consideration will
facilitate increased opportunities to grow through acquisition. The capital realized from the
stock offé'ring will increase the Company’s operating flexibility with regard to expanding market
presence through establishing additional branches, increase liquidity to support funding of future
loan growth and other interest-earning assets and reduce interest rate risk as the result of
reducing the level of interest-bearing liabilities funding assets. The projected use of stock

proceeds is highlighted below.

o ‘The Company.. The Company is expected to retain up to 50% of the net

~ conversion proceeds. At present, funds at the holding company level are -

expected to be initially invested primarily into short-term investment grade

securities. Over time, the funds may be utilized for various corporate purposes,

which may include acquisitions, infusing additional equity into the Bank,

repurchases of common stock, and the payment of regular and/or special cash
dividends.

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

Balance éheet Trends

Table 1.1 shows the Company'’s historical balance sheet data from December 31, 1999
through September 30, 2004. From year end 1999 through September 30, 2004, Rome
Bancorp’s assets increased at a 3.1% annual rate, with the strongest growth occurring in 2003 as
the result of growth of the loan portfolio. Over the past five and three-quarter years asset growth
has been sustained by loan growth, which facilitated a shift in the Company’s interest-earning
asset composition towards a higher concentration of loans. Loan growth has been funded with a

combination of deposits, borrowings, liquidity and proceeds realized from the sale of investment
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securities. A summary of Rome Bancorp’s key operating ratios for the past five and three-

quarter years is presented in Exhibit I-3.

Rome Bancorp’s loans receivable portfolio increased at a 10.1% annual rate from year
end 1999 ‘through September 30, 2004, with fhe portfolio exhibiting poéitive growth fhroughout
the period. The Company’s higher loan growth rate compared to its asset growth rate served to
increase the loans-to-assets ratio from 62.4% at year end 1999 to 85.3% at Septembef 30, 2004.
Rome Bancorp’s historical emphasis on 1-4 family lending is reflected in its loan portfolio
composition, as 49.1% of total loans receivable consisted of 1-4 family permanent mortgage
loans at September 30, 2004. Trends in the Company’s loan portfolio composition over the past

five and ‘three-quarter fiscal years show that loan growth has consisted mostly of 1-4 family

“permanent mortgage loans, reflecting a surge in demand for 1-4 family loans as mortgage rates

declined to record lows and a strategic management decision to grow the Company’s 1-4 family
lending presence. Accordingly, the concentration of 1-4 family permanent mortgage loans
comprising total loans increased from a low of 36.7% at year end 2001 to a high of 49.1% at

September 30, 2004,

Over the past five and three-quarter years, commercial real estate loans have constituted
the most significant area of loan portfolio diversification for the Company, with the level of
commercial real estate loans comprising total loans ranging from a low of 22.0% at September
30, 2004:to a high of 29.2% at year end 2002. Consumer loans represent the second largest area
of lendirig diversification for the Company over the past five and three-quarter years, ranging
from a low of 17.1% of total loans at September 30, 2004 to a high of 23.8% of total loans at
year end 2001. The Company maintained a fairly stable balance of commercial business loans
over the past five and three-quarter fiscal years and, therefore, the ratio of commercial business
loans COmprising total loans declined from 14.0% at year end 1999 to 10.4% at'Se.ptember 30,
2004. Even with some recent growth of construction loans, such loans have consistently been a
limited area of lending diversification for the Company. Over the past five and three-quarter

years, the highest ratio of construction loans comprising total loans was 2.0% at year end 2003.

The intent of the Company’s investment policy is to provide adequate liquidity and to
generate 'a favorable return within the context of supporting Rome Bancorp’s overall credit and

interest rate risk objectives. It is anticipated that proceeds retained at the holding company level
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will primarily be invested into investments with short-terms. Over the past five and three-quarter
fiscal years, the Company’s level of cash and investment securities (inclusive of FHLB stock)
has d_ecliﬁed from a high of 33.5% of assets at year end 1999 to a low of 10.7% of assets at
September 30,-2004. ‘The general downward trend in the balance of cash and investments
reflects ﬁhe redeployment of liquidity and proceeds realized from the sale and maturity of
investment securities into loans. At September 30, 2004, the Company’s investment portfolio
was diversified among municipal bonds ($7.7 million), U.S. Government and agency securities
($4.5 million), mortgage-backed securities ($1.2 million), corporate and other bonds ($3.4
million), equity securities ($2.9 million) and FHLB stock ($1.1 million). To facilitate

management of interest rate risk, most of the securities in the investment portfolio had maturities

. or were subject to repricing in less than five years at September 30, 2004 and a large majority of

the investments were maintained as available for sale. As of September 30, 2004, the fair value
of held to maturity investments was $15,000 above the book value of the portfolio equal to $2.1
million. :As of September 30, 2004, the Company maintained a net unrealized gain of $796,000
on available for sale investments totaling $18.8 million. The Company also maintained cash and
cash eqﬁiValents of $7.1‘ million as of September 30, 2004, which equaled 2.7% of assets.

Exhibit I-4 provides historical detail of the Company’s investment portfolio.

Over the past five and three-quarter years, Rome Bancorp’s funding needs have been
substantially met through retail deposits, internal cash flows and borrowings. From year end
1999 through September 30, 2004, the Company’s deposits increased at an annual rate of 2.6%.
After declining slightly in 2000, the Company recorded deposit growth over the remaining three
and threé—quarter years covered in Table 1.1. Deposit growth was only slightly less than the
Company’s asset growth rate, as total deposits equaled 80.9% and 79.2% of assets at year end
1999 and at September 30, 2004, respectively. Deposit growth has been reali.zed through growth
of transabtion and savings accounts, as the balance of time deposits has declined slightly since
year end 1999. Accordingly, transaction and savings accounts increased from 58.0% of total
deposits ét year 1999 to 66.9% of total deposits at September 30, 2004, Savings accounts have
been the largest source of deposit growth for the Company and constitute the largest

concentrétion of the Company’s deposits.
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Borrowings serve as an altemative funding source for the Company to support
management of funding costs and interest rate risk. The Company’s utilization of borrowings
peaked at year end 2000, equaling $19.6 million or 8.0% of assets. Since year end 2000, the
Company’s utilization of borrowing has declined slightly with borrowings totaling $15.1 million
or 5.8% of assets at September 30, 2004. FHLB advances have been the only source of

borrowings utilized by the Company during the past five and three-quarter years.

From year end 1999 through September 30, 2004, the Company’s equity declined at an
annual rate of 1.6%. The slight decline in capital was attributable to dividend payments and
stock repurchases exceeding retained earnings for the period. Accordingly, the Company’s

equity—tOfassets ratio declined from 16.9% at year end 1999 to 13.6% at September 30, 2004.

“The Company’s tangible capital is equal to total capital. The additional capital realized from the

second-stép conversion offering will serve to strengthen capital and support the growth strategies

contemplated in the Company’s business plan.

[

- Income and Expense Trends

Téble 1.2 shows the Company’s historical income statements for the five years ended
December 31, 1999 through December 31, 2003 and for the twelve months ended September 30,
2004. Over the past five and three-quarter years, the Company’s earnings ranged from a low of
0.59% of average assets in 2003 to a high of 1.00% of average assets in 2002. The lower return
recorded .in 2003 was the result of a $693,000 net loss on securities, which included the $1.0
million impairment charge recorded against the Company’s investment in a common stock
mutual fund. For the twelve months ended September 30, 2004, the Company'reported net
income of $2.1 million equal to 0.80% of average assets. Net interest income and operating
expenses represent the primary components of the Company’s earnings. Non-interest operating
income is a less a significant contributor to the Company’s core earnings, but has been a recent
source of earnings growth. Loan loss provisions and gains and losses on investment securities

have had?a varied impact on the Company’s eamnings over the past five and three-quarter years.

Rome Bancorp maintained a healthy net interest margin throughout the period shown in

Table 1.2, which has been supported by factors such as the Company’s maintenance of a
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relatively high concentration of lower cost transaction accounts, an increase in the concentration
of interest-earning assets consisting of loans and maintenance of a high capital position that has
facilitated a strong interest-earning assets to interest-bearing liabilities (“IEA/IBL”) ratio. Over
the past five and three-quarter years, the Company’s net interest income to average assets ratio
has ranged from a low of 3.85% during 1999 to a high of 4.30% during 2003. For the twelve
months ended September 30, 2004, the Company’s net interest income to average assets ratio
equaled 4.22%. The improvement in the Company’s net interest income ratio since 2001 has
been supported by the declining interest rate environment, reflecting the more immediate impact
that changes in interest rates have had on the Company’s interest-bearing liabilities as compared

to its less rate sensitive interest-earning assets. Additionally, as noted above, a shift in the

_Company’s interest-earning asset mix towards a higher concentration of loans has somewhat

negated the impact that declining interest rates have had on the overall yield earned on interest-
earning assets. Rome Bancorp’s yield-cost spread increased from 3.42% during 2001 to 4.27%
during 2003, as a 123 basis point decline in the yield earned on interest-earning assets was more
than offset by a 208 basis decline inl'tvhe cost of interest-bearing liabilities. The Company’s
yield-cost spread increased to 4.34% for the nine months ended September 30, 2004, althoﬁgh
the net iﬁterest income to average assets ratio declined slightly due to a modest decline in the
IEA/IBL ratio. The Company’s historical net interest rate spreads and yields and costs are set

forth in Exhibits I-3 and I-5.

Non-interest operating income has been a fairly stable contributor to the Company’s
earnings over the past five and three-quarter years, ranging from a low of 0.40% of average
assets 'du;r_ing 2000 to a high of 0.57% of average assets during the twelve months ended
Septembér 30,2004. Fees and service charges earned on deposits constitute the largest source of
non-interést operating income for the Company. The recent increase in non-interest operating
income Was most related to an increase in customer fee income generated from a high

performance checking account program initiated in the fourth quarter of 2003.

Oberating expenses represent the other major component of the Company’s earnings,
ranging from a low of 2.93% of average assets during 2001 to a high of 3.47% of average assets
for the twelve months ended September 30, 2004. The upward trend in the Company’s operating

expense ratio since 2001 has been the result of a sharp increase in operating expenses that was
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accompaﬁied by only limited asset growth. Higher operating expenses have primarily been the
result of higher personnel, outside consulting and marketing expenses related to the Company’s
new. product ‘offerings, increased employee benefit costs primarily related to the Company’s
ESOP and retirement benefit plans, as well as higher data processing related expenses as a result
of the up;grade of the Company’s core processing systems during 2003. Overall, the Company
has maintained a relatively high level of operating expenses, which is reflective of the
Company’s relatively high number employees for its assets size. As of September 30, 2004, the
Company’s ratio of assets per full time equivalent employee equaled $2.4 million, versus a
comparabie ratio of $5.2 million for all publicly-traded thrifts. The Company’s lower assets per

employee ratio is indicative of the higher staffing needs associated with servicing an interest-

.earning asset composition that is primarily concentrated in loans, as opposed to investments, and

a funding composition that is primarily concentrated in transaction and savings accounts as

opposed to time deposits and borrowings.

Overall, the general trends in the Company’s net interest margin and operating expense
ratio sinc}e 1999 have resulted in a slight inCrea_se in the expense coverage ratio (net in_ter_esi
income divided by operating expenses). The Company’s expense coverage ratio equaled 1.14
times during 1999, versus a comparable ratio of 1.22 times during the twelve months ended
September 30, 2004. The increase in the expense coverage ratio was realized through a higher
net interest income ratio. Likewise, as the result of increases in the Company’s net interest and
non-intergst operatirig income ratios, Rome Bancorp’s efficiency ratio (defined as operating
expenses; net of amortization of goodwill and intangibles, as a percent of the sum of net interest
income and non-interest operating income) of 72.4% for the twelve months ended September 30,

2004 wasj slightly more favorable than the 78.3% efficiency ratio maintained during 1999.

Loan loss provisions have had a varied impact on the Company’s éarnings over the past
five and three-quarter years, with the amount of loan loss provision established based on such
factors as loan growth, loan portfolio composition, trends in non-performing loans, loan charge-
offs and economic trends in the Company’s lending area. Over the past five and three-quarter
years, loan loss provisions established by the Company ranged from a low of 0.08% of average
assets in° 1999 to a high of 0.28% of average assets in 2000. For the twelve months ended
Septembér 30, 2004, the Company established loan loss provisions of $585,000 equal to 0.22%
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of average assets. In comparison to 2001 and 2002, higher loan provisions were established
during 2003 and for the most recent twelve month period primarily as the result of loan growth.
As of Séptember 30, 2004, the Company maintained allowance for loan losses of $1.9 million,
equal to’217.9% of non-performing loans and 0.85% of net loahs feceivable.' Exhibit 1-6 sets

forth the Company’s allowance for loan loss activity during the past five and three-quarter years.

The Company recorded gains and losses from the sale and or the impairment of
investment securities throughout past five and three-quarter years, reflecting ongoing
management of the investment portfolio for purposes of enhancing returns and managing interest
rate risk. Over the past five and three-quarter years, gains and losses on investment securities

ranged from a loss equal to 0.27% of average assets during 2003 to a gain equal to 0.14% of

“average assets during the twelve months ended September 30, 2004. Gains and losses realized

from the investment portfolio are not considered to be part of the Company’s core earnings,

given the volatile and non-recurring nature of such income.

‘ For the twelve months ended September 30, 2004, the Company’s effective tax rate
equaléd 35.7%, which was slightly higher than -the Company’s effective tax rate for recent priorv
years. The Company maintains a lower effective tax rate than its marginal tax rate of 38.95%,
primarily as the result of tax benefits and tax exempt income earned on some of the Company’s

loans and investments.

Interest Rate Risk Management

The Company implements a number of strategies to manage interest rates risk, pursuant
to which the Company seeks to maintain an acceptable balance between maximizing yield
potential and limiting exposure to ‘changing interest rates. Management of the Comp'any’s‘
interest rate risk is conducted on an ongoing basis and is reviewed formally by the
Asset/Liébility Committee (“ALCO”) at least monthly. Rome Bancorp utilizes monthly interest
rate risk exposure reports prepared internally to monitor and analyze the effects that interest rate
movemehts will have on the balance sheet and on net interest income. Based on balance sheet
data as of September 30, 2004, a 200 basis point instantaneous and sustained rise in interest rates

would result in a 13.1% decline in the market value of portfolio equity (see Exhibit I-7).
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The Company manages interest rate risk from the asset size of the balance sheet through
emphasizing the origination of 1-4 family loans with fixed rate terms of 20 years or less, except

bi-weekly mortgages may have terms of up to 30 years. Management of interest rate risk on the

“asset side of the balance sheet also includes diversification into loans that are primarily offered

as short-term fixed rate loans or adjustable rate loans with short-term repricing periods and
having the flexibility to sell 1-4 family fixed rate loans into the secondary market through
entering into an agreement with the FHLB of New York to sell loans to its Mortgage Partnership
Funding program. The Company is under no obligation to sell any mortgages, but may do so if
such a strategy becomes appropriate. As of September 30, 2004, of the total loans due after
September 30, 2005, adjustable rate loans comprised 21.8% of the Company’s loan portfolio (see

_Exhibit I-8). On the liability side of the balance sheet, management of interest rate risk has been

pursued through strategies such as reducing the interest rate sensitivity of interest-bearing
liabilities through utilizing fixed rate borrowings with laddered maturities out to ten years and
maintaining a deposit composition with a high relatively high concentration of lower costing and
less interest rate sensitive transaction and savings accounts. The infusion of stock proceeds will
serve to further limit the Company’s interest rate risk exposure, as most of the net proceeds will
be redeployed into interest-earning assets and the increase to capital will lessen the proportion of
interest rate sensitive liabilities funding assets, thereby, strengthening the Company’s IEA/IBL

ratio.

Lending Activities and Strategy

The Company’s lending activities have traditionally emphasized 1-4 family permanent
mortgagé loans and 1-4 family permanent mortgage loans continue to comprise the largest
concentrétion of the loan portfolio. Beyond 1-4 family iloans, lending diversification by the
Company includes commercial real estate, commercial business, consumer and construction
loans. Exhibit I-9 provides historical detail of Rome Bancorp’s loan portfolio composition over
the past five and three-quarter years and Exhibit I-10 provides the contractual maturity of the
Company’s loan portfolio by loan type as of September 30, 2004,

Rome Bancorp originates both fixed rate and adjustable rate 1-4 family permanent

mortgage loans, and the Company's general philosophy has been to retain all originations for
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investmeht, although loans are underwritten so that the may be sold to the FHLB of New York’s
Mortgage Partnership Funding program. Fixed rate loans are offered for terms of 10 to 20 years
with moxﬁthly payments or bi-weekly mortgages are offered for up to 30 year terms. As the result
of the significant decline in long term mortgage rates, fixed rate loans have accounted 'fqr
substantial portion of the Company’s 1-4 family lending volume during recent years  To
enhance fhe attractiveness of ARM loans, initial rates are discounted from the fully-indexed rate.
ARM loans are indexed to the comparable term U.S. Treasury note rate plus a margin of up to
2.75%, with the initial rate of interest being dependent upon the length of the repricing term (i.c.,
a higher rate is charged for loans with a longer repricing term). As of September 30, 2004, the
Company’s 1-4 family permanent mortgage loan portfolio totaled $110.6 million, or 49.1% of

-total loans outstanding.

Construction loans extended by the Company consist substantially of loans for the
construction of pre-sold homes. Construction loans require payment of interest only during the

construction period, which is typically up to 12 months. For construction loans, the Company

~ will lend up to a maximum loan-to-value (“LTV?) ratio of 80.0%. As of September 30, 2004,

the Company’s outstanding balance of construction loans totaled $3.2 million or 1.4% of total

loans outstanding.

The balance of the mortgage loan portfolio consists of commercial real estate loans,
which are mostly collateralized by properties in the Company’s normal lending territory. To a
lesser exfent, the commercial real estate loan portfolio includes loans which are secured by out-
of-market properties. Commercial real estate loans are typically extended up to a LTV ratio of
75.0% aﬁd require a minimum debt-coverage ratio of 1.25 times. Loan terms provide for up to
20-year émonizations, which typically have a 5-year demand option at which time the rate on the
loan inay or may not be adjﬁsted and the Company has the option to demand repayment of the
loan. Additionally, commercial real estate loans may also be originated as ARM loans with 1, 3
or 5 year repricing terms or balloon loans with a 5-year balloon provision. In light of the higher
credit risk associated with commercial real estate loans, loan rates offered on those loans are at a
premiumj‘ to the Company’s 1-4 family loan rates. Properties securing the commercial real estate
loan poﬁfolio consist primarily of office buildings, warehouses, retail stores, mixed-use

properties, and apartment buildings. The Company’s largest outstanding commercial real estate
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loan at September 30, 2004 was a $2.0 million participation loan on a golf course located in
Poughkeepsie, New York. As of September 30, 2004, the commercial real estate loan portfolio
totaled $49.5 million or 22.0% of total loans outstanding.

Diversification into non-mortgage leﬂding consists of consumer loans, as well as
commercial business loans. Auto loans comprise the largest portion of the consumer loan
portfolio, which consist primarily of loans for used cars. Auto loans are primarily generated
thiough the Company’s dealer referral program for both new and used autos, in which loans are
originated directly by the Company to the borrower. Auto loans are offered for terms of up to 60
months, with higher rates and shorter terms being required for used cars. Auto loans for both

new and used cars may be extended up to an LTV ratio of 100%. As of September 30, 2004, the

.auto loan:portfolio totaled $14.4 million or 37.2% of the consumer loan portfolio. Other types of

consumef loans offered by the Company consist of property improvement loans, home equity
lines of credit and various other types of installment loans. As of September 30, 2004, the

consumer loan portfolio totaled $38.6 million or 17.1% of total loans outstanding.

| .

The Company offers commercial business loans and lines of credit to small and medium -

sized companies in its market area. Commercial business loans held by the Bank‘ consist
primarily of secured loans and to a lesser degree unsecured loans. Commercial business term
loans geﬁerally have terms of five years or less and are offered as line of credit or with
amortizing terms. Most commercial business loans extended by the Company have floating
interest rates, which are tied to the prime rate as published in The Wall Street Journal. As of
September 30, 2004, Rome Bancorp’s outstanding balance of commercial business loans totaled

$23.5 miilion or 10.4% of total loans outstanding.

Exhibit I-11 provides a summary of the Company’s lending activities over the past three
and three-quarter years. The Company’s lending volume increased significantly from 2001
2003, which was largely the result of increased originations of 1-4 family permanent mortgage
loans. The increase in lending volume was supported by historically low mortgage rates, which
facilitated a surge in demand for residential loans both with respect to financing new home
purchases and refinancing existing mortgages. Additionally, the pick-up in the Company’s 1-4
family lending volume was the result of a strategic management decision to grow the Company’s

1-4 family lending presence. Total loan originations increased from $36.9 million in 2001 to
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§76.6 million in 2003, with most of the increase attributable to increased originations of

mortgage loans. Mortgage loan originations accounted for $54.2 million or 70.7% of the

_Company;s total loan volume in 2003, versus comparable measures of $17.0 million or 46.1% in

2001. The Company experienced a slight decline in lending volume during the nine months.
ended September 30, 2004 ($53.0 million versus originations of $54.8 million for the nine
months ended September 30, 2003), which was attributable to lower mortgage loan originations.
With the exception of student loans, the Company did not sell loans during the past three and
three-quafter years. The increase in loan originations more than offset the increase loan
repayments experienced during the past three and three-quarter years, which provided for steady
growth of total loans outstanding from a balance of $169.2 million at December 31, 2001 to a

-balance of $225.5 million at September 30, 2004.

Asset Quélity

The Company’s historical 1-4 family lending emphasis and credit risk management

s'tratevgies ‘have generalfy supported favorable credit quality measures duﬁng the past five and

three-quarter years. Over the past five and three-quarter years, Rome Bancorp’s balance of non-
performing assets ranged from a low of 0.30% of assets at year end 1999 to a high of 0.63% of
assets at year end 2002. As of September 30, 2004, non-performing assets-to-total assets
equaled 0.33%. The decline in the non-performing assets ratio since 2002 has been mostly
realized through reductions in the balances of non-accruing 1-4 family and commercial real |
estate loans. As shown in Exhibit I-12, the Company’s balance of non-performing assets at
Septembefr‘ 30, 2004 totaled $877,000 and consisted of $845,000 of non-accruing loans and
$32,000 of accruing loans delinquent 90 days or more. Non-accruing commercial business loans
totaling $294,000 accounted for the largest portion of the Comﬁany’s non-performing loan

balance at September 30, 2004.

TQ track the adequacy of valuation allowances, Rome Bancorp has established detailed
asset classification policies and procedures which are consistent with regulatory guidelines. The
Company reviews and classifies assets on a quarterly basis and establishes loan loss provisions
based on the overall quality, size and composition of the loan portfolio, as well other factors such

as historical loss experience, industry trends and local real estate market and economic




RP Finanbial, LC
Page 1.17

conditions. The Company maintained valuation allowances of $1.9 million at September 30,

2004, equal to 0.85% of net loans receivable and 217.9% of non-performing loans.

Funding Composition and Strategy

Deposits have consistently served as the Company’s primary source of funds and at
Septembqr 30, 2004 deposits accounted for 93.2% of Rome Bancorp’s interest-bearing funding
composition. Exhibit I-13 provides historical detail of the Company’s deposit composition for
the past three and three-quarter years. Lower cost savings and transaction accounts comprise the

largest component of the Company’s deposit composition and have been the source of the

Company;’s deposit growth over the past three and three quarter years. Accordingly, transaction

and savings accounts increased from 60.8% of total deposits at year end 2001 to 66.9% of total
deposits at September 30, 2004. Factors that have contributed to the Company’s ability to

maintain a high concentration of core deposits include operating in markets with a relatively high

~ concentration of elderly customers that tend to show a greater preference for maintaining

deposits in regular savings accounts, the Company’s introduction and marketing of several new
demand deposit products and the decline in market interest rates increased depositor preference

in general to hold funds in more liquid transaction and savings accounts.

CDS comprise the balance of the Company’s deposit composition, with the current CD
composition reflecting a slightly higher concentration of short-term CDs (maturities of one year
or less). }As of September 30, 2004, the CD portfolio equaled $68.8 billion or 33.1% of total
deposits. Jumbo CDs (CD accounts with balances of $100,000 or more) equaled $10.5 million
or 15.2% ‘iof total CDs. The Company does not hold any brokered CDs. As of Séptember 30,
2004, 68.0% of the jumbo CDs Weré scheduled to mature in one year or less (see Exhibit I-14).

Borrowings serve as an alternative funding source for the Company to support
management of funding costs and interest rate risk. As of September 30, 2003, the Company
maintained total borrowings of $15.1 million, which consisted entirely of FHLB advances with

laddered maturities out to ten years.
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Subsidiaries of the Bank

The Bank has four subsidiaries, 100 On the Mall Corporation, Clocktower Insurance
Agency Incqrporateﬁ, Clocktower Financial Co_rporation and RSB Capital Inc. 100 on the Mall
acts as a manager and developer of real estate. Its only activity is ownershfp of the Bank’s main
office building and premises. Clocktower Insurance owns real estate for future expansion, which
is currently being leased to a Dunkin Donuts franchise adjacent to one of the Bank’s branches.

Clocktower Financial Corporation and RSB Properties, Inc. are currently inactive.

Legal Proceedings

The Company is periodically involved in routine legal proceedings occurring in the
ordinary course of business which, in the aggregate, involve amounts which are believed by

management to be immaterial to the Company’s financial condition and results of operations.
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II. MARKET AREA

Introduction

Headquartéred in Rome, Néw York, Rome Bancorp serves central New York through the
main ofﬁce in Rome, three branch offices and an operations center that is also located in Rome.
In additién to the main office, the Company maintains two other branches in Rome and the other
branch is located in New Hartford. All of the Company’s offices are located in Oneida County,
which is part of the Mohawk Valley region in central New York. Rome is approximately 50

miles east of Syracuse. Exhibit II-1 provides information for the Company’s office facilities.

The primary market area served by the Company includes a mixture of rural, suburban

‘and urban markets. Economic activity in Oneida County is fairly diversified, with services,

wholesale/retail trade, government and manufacturing constituting the basis of the local
economy. Economic growth in the Mohawk Valley region has been relatively stagnant with

limited prospects for stronger future growth, reflecting the impact of a declining population

‘based caused by job losses in the manufacturing and defense-related industries. The Cbmpany’s

competitive environment includes a large number of thrifts, commercial banks, credit unions and

other financial services companies, some of which have a regional or national presence.

Fixture business and growth opportunities will be partially influenced by economic and
demograinhic characteristics of the markets served by the Company, 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 Company and the relative

economic health of the Company’s market area.

Market Area Demographics

Key demographic and economic indicators in the Company’s market include population,
number of households and household/per capita income levels. Demographic data for Oneida
County, as well as comparative data for New York and the U.S., is provided in Table 2.1. From

2000 through 2004, the Company’s market area exhibited less favorable growth characteristics
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Table 2.1
Rome Bancorp, Inc.
Summary Demographic Information

Growth Growth

Year Rate Rate
2000 2004 2009 2000-2004 2004-20092
1 (%) (%)
Population(000) _ » o ,
United States 281,422 295,628 314,309 1.2% 1.2%
New York 18,976 19,316 19,745 0.4% 0.4%
Oneida County 235 235 234 -0.1% 0.0%
Households(000)
United States - 105,480 111,573 119,335 1.4% 1.4%
New York 7,057 7,199 7,375 0.5% 0.5%
Oneida County 90 91 92 0.2% 0.1%
Median Household Income($)
United States $42,729 $46,475 $51,597 2.1% 2.1%
New York 44,138 47,686 52,974 2.0% 2.1%
Oneida County 36,001 38,964 43,320 1.9% 21%
Per Capita Income($)
United States $21,587 $24,092 27309 2.8% 2.5%
New York 23,389 25,833 29,092 2.5% 2.4%
Oneida County 18,5616 20,279 22,861 2.3% 2.4%
»  LessThan ' '$25,000to - $50,000to  $100,000 to : ‘
2004 HH Income Dist.(%) $25,000 49,999 - $99,999 $149,999 -$150,000+"
United States . 24.7% 271% 30.8% 10.9% 6.5%
New York 26.3% 24.3% 29.3% 11.5% 8.6%
Oneida County 31.2% 29.9% 29.1% 6.7% 3.1%

Sources: Claritas and ESRI Business Information Solutions.
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than the comparable growth rates for New York and the U.S. Oneida County’s population
declined at a 0.1% annual rate during the four-year period, while New York’s population
increased at a 0.4% annual rate over the same time period. Both the county and state population
growth rates lagged the U.S. population growth rate of 1.2%. The decline in Oneida County’s
populatioﬁ reflects the impact of a contracting manufacturing sector and the loss of certain key
employers such as Griffis Air Force Base and Martin Marietta. Accordingly, as the result of the
flight of younger and middle-aged residents to more attractive economic areas, the Company
serves a relatively old population base. Individuals 65 years or older comprised 16.4% of
Oneida County’s 2004 population, versus comparable measures of 12.5% of the nation’s

populatioh and 13.0% of New York’s population.

Grjzowth in households mirrored the population growth rates during the four-year period,
with Oneida County’s annual household growth falling below the household growth rates
recorded for the U.S. and New York. Over the next five years, Oneida County is projected to
expenence no population growth that will be accompamed by very modest growth in households.
Comparatlvely, New York and the U.S. are projected to sustain population and household growth |

over the next five year at the same rates as recorded during the 2000 to 2004 period.

Median household and per capita income were lower in Oneida County compared to the
U.S. and New York. In general, the lower income measures indicated for Oneida County can be
attributed to the more rural nature of that market area, as well as the lack of economic growth
that has contributed to the loss of population in Oneida County. Oneida County’s median
household income is projected to increase at a 2.1% annual rate over the next five years, which
matches the New York and U.S. projected growth rates. The less affluent nature of Oneida
County is further implied by household income distribution measures, which show that, in
comparisgn to the U.S. and New York, Oneida County maintains a higher percentage of
households with incomes of less than $25,000 and a lower percentage of households with

incomes in the upper income brackets.

In summary, the demographic characteristics of Oneida County are not considered to be
highly conducive for loan or deposit growth, and, thus, the Company’s growth will be somewhat

contingent upon gaining market share or through further geographic expansion.
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National Economic Factors

The future success of the Company’s operations is partially dependent upon various

national and local economic trends. In assessing economic trends over the past year, the national

économy showed signs of strengthening in the third quértér of 2003, based on third quarter GDP
growth of 8.2% and data reflecting that the recovery was starting to translate into gains in
employment. Job growth pushed the national unemployment rate down to 6.0% in October 2003
and 5.9% in November 2003. Employment gains were aided by a pick-up in manufacturing
activity, which was attributable to a surge in new orders. Despite the pick-up in economic
activity, inflation remained low as core consumer prices fell in November for the first time since

1982. The December national unemployment rate unexpectedly dropped to a 14-month low of

'5.7%; however, the decline was attributable to workers exiting the labor force rather than new

jobs beings created.

Economic data for January 2004 suggested that the economic recovery was gaining
traction, as evidenced by a strong increase in U.S. industrial production for the month of January.
Factory éctivity continued to rise in 'January'ahd non-ménufacturing activity grew for a tenth
consecutive month in January 2004. The U.S. unemployment rate fell to a two-year low of 5.6%
in Januafy, as the pace of job growth picked-up. However, consumer confidence slipped in
February, as hiring activity continued to lag the pace of the economic expansion. Employment
data for;: February showed that jobs were added but well below expectations and the
unemployment rate was unchanged at 5.6%. A stronger than expected increase in U.S. industrial
production in February and initial jobless claims falling to their lowest level in three years in
mid-Mafbh provided further indications that the U.S. economy was improving. Housing starts

slowed in February for a second straight month, but demand for new homes remained strong.

The March unempioyment rate edged up to 5.7%, although job growth for the month was the

strongest in four years and for the first time in 44 months there was no decline in manufacturing
jobs. March economic data also showed manufacturing activity accelerating, a strong increase in
retail sales, a surge in housing starts and new home sales, and a strong increase in durable-goods

orders.

The economy in general showed signs of accelerating going into the second quarter of
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2004, even though first quarter GDP growth increased at a slower than expected 3.9% annual
rate. Job growth in April exceeded expectations, as the economy created 288,000 new jobs and
the national unemployment rate fell to 5.6% in April. Some other economic data for April was
not as stfong, as higher interest rates slowed new housing starts and sales of new homes. Orders
for durable goods also fell in April, while fears of higher interest rates fueled a strong increase in
home resales during April. Job growth remained strong in May, including in the manufacturing
sector. An additional 248,000 jobs were created in May, bringing the three month total of jobs
added to almost one million —~ the biggest three month increase since 2000. The May
unemployment rate remained at 5.6%, as more people entered the labor market looking for work.

Despite higher mortgage rates, sales of new and existing homes surged to record highs in May.

_ Consumer spending rose 1.0% in May, which was the largest increase since October 2001.

However, orders for durable goods posted an unexpected decline in May, resulting in the first
back-to—back month drops in durable goods orders since the end of 2002. The economy showed
additional signs of slowing at the end of the second quarter of 2004, as higher energy prices
reduced consumer spending. Retail sales, industrial production and housing starts all fell in
June. Job growth was also lessﬁthénvahtic'ipated in June and the unemployment rate remained
unchanged at 5.6% for the third straight month. The index of leading indicators fell in June for

the first time in over a year and second quarter GDP declined to a 3.0% annual growth rate.

Surging oil prices continued to hamper the U.S. economy at the beginning of the third
quarter, as employers added just 32,000 jobs in July. Despite modest job growth, the July
unemployment rate dropped to 5.5%. A decline in July new home sales and only a modest gain
in July idurable goods orders further suggested that the economy had hit a soft patch.
Employnﬁent data showed a strengthening jobs market for August, as the 5.4% unemployment
rate repbrted for August was its lowest lével since October 2001. Comparatively, other
economic data for August generally showed the pace of economic activity continued to
decelerate, which included a decline in retail sales and the third straight monthly drop in the
index of leading indicators. However, new home sales bounced back in August, rising 9.4%
from July. Third quarter GDP rose at a slower than expected 3.7% annual rate, while lower
interest rates supported a 3.5% increase in new home sales for September. Job growth was less

than anticipated in September, although the unemployment rate remained unchanged at 5.4%.
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High oil prices remained as a damper on the economy at the beginning of the fourth
quarter, as U.S. manufacturing activity fell to a thirteen month low in October 2004. Consumer
confidence also fell in October reflecting concerns over sluggish job growth. However, job
growﬁh was strong in October as 337,000 jobs were added, although the national unemployment
rate for October ticked up to 5.5% as more people started to look for jobs. Helped by the strong
job growth and lower oil prices, consumer confidence rose in November. Notwithstanding the
employrrient gains, the leading economic indicators fell for a fifth straight month in October.
Low mortgage rates continued to support strong home sales for October. Retailers reported
mostly disappoint sales for November and U.S. job growth for November slowed sharply,
although :the U.S. unemployment rate for November declined to 5.4%

In terms of interest rate trends over the past year, Treasury yields moved up in early-
December 2003 largely on the basis of economic data that showed an increase in manufacturing
activity and the Federal Reserve’s more upbeat assessment of the economy. The Federal
Reserve concluded its December meeting with no change in the federal funds target rate of 1%
and indié:ated that low interest rate levels 'coul’d_ b.ev_mbaint'ained for a '¢on$idefable peﬁod.
Favorable inflation data supported a relatively stable interest rate environment at the close of

2003.

Tfeasury bonds rallied at the beginning of 2004 on news of a weaker than expected
December employment report, which showed job creation far below forecasted levels. In late-
January, the Federal Reserve concluded to leave short-term interest rates unchanged at a 45-year
low of 1%, but dropped its commitment to keep rates low for a considerable period of time. The
change in the Federal Reserve’s wording pushed Treasury yields higher at the end of January and
into early-February. Following the spike-up in bond yields, interest rates eased lower into mid-
February as January employment data showed that job growth remained less than robust.
Interest fates stabilized during the second half of February, with the yield on the 10-year
Treasury;note edging below 4.0% at the end of the month. A weaker than expected employment
report for February sparked a rally in Treasury bonds in early-March, as the lack of meaningful
job growth raised expectations that the Federal Reserve would not increase rates anytime soon.
The Federal Reserve left rates unchanged at its mid-March meeting, indicating that it could be

patient about increasing rates because of low inflation, unused factory capacity and limited job
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growth. Treasury yields dropped to an eight month low following the Federal Reserve meeting
and then eased higher through the end of March on indications that the economy was getting.

stronger.

’fhe upward trend in interest rates continﬁed into the beginning of the second quarter of
2004, as strong economic data increased expectations that the Federal Reserve would increase
interest rates. Bond yields were also pushed higher by signs of inflation coming back into the
economy, as the consumer price index for March rose 0.5%. March economic data that showed
a strengthening economy pressured bond yields higher through the end of April. Robust job
growth m April, combined with rising oil prices, sharpened the sell-off in long-term Treasurys

during the first half of May, reflecting increased expectations that the Federal Reserve would

“raise interest rates soon. Treasury yields eased lower during mid-May, as investors shifted

money to the relative safety of bonds in reaction to India’s election results and the assassination
of the head of the Iragi Governing Council. Strong job growth reflected in the May employment
data andf growing inﬂation concerns reversed the downward trend in bond yields during the ﬁrst
half of J:une,' with the yield on the 10-year U.S. Treasury note hitting a two year high in mid- |
June. Bond yields stabilized ahead of the Federal Reserve meeting at the end of June, as only a
moderate increase in core consumer prices during May served to subdue concerns of a sharp rise
in inflation. The Federal Reserve’s decision to raise its short-term rate from 1.0% to 1.25%
provided a boost to bond prices at the close of the second quarter, as the Federal Reserve

indicated that it would continue to raise the federal funds rate a quarter-point at a time.

Signs of slower economic growth and a smaller than expected increase in June consumer
prices served to stabilize interest rates through most of July 2004. Bond yields declined during

the first half of August, as higher oil prices slowed the pace of economic expansion. The Federal

Reserve raised short-term rates a Quarter-point to 1.5% in August and signaled that more

increaseé were in store for 2004, based on expectations that the slowdown in the economy would
only be “temporary. Interest rates stabilized during from mid-August through mid-September,
while higher oil prices and only a modest increase in August consumer prices contributed to a
rally in bond prices in mid-September. The bond market reacted favorably to the Federal
Reserve’s decision to raise the target rate to 1.75% at its September meeting, with the yield on

the ten-year U.S. Treasury note edging below 4.0% in late-September. Treasury prices declined
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slightly at the close of the third quarter, which was largely attributed to profit taking and stronger
than expected GDP growth reported for the second quarter.

Weaker than expected employment data for September and higher oil prices pushed bond
yields lower at the start of the fourth quarter, with the yield on the ten-year Treasury note edging
back beléw 4.0% in late-October. Treasury yields increased during early-November, on news of
stronger than expected job growth for October and a decline in oil prices to a three week low.
The Federal Reserve raised the federal funds rate a quarter point to 2.0% as expected at its
November meeting, which combined with mixed economic data served to stabilize long term
bond yields in mid-November. Lower oil prices and concern about the weak dollar pushed

bonds prices lower in late-November. In early-December, bonds rallied on the weaker than

- expected employment data for November. As of December 3, 2004, the yields for one- and ten-

year U.S, Treasury notes equaled 2.68% and 4.27%, respectively, versus comparable year ago

yields of 1.41% and 4.37%. Exhibit II-2 provides historical interest rate trends from 1995

through f)ecember 3, 2004.

Local Economy

Oneida County has a fairly diversified economy, with employment in services
constituting the primary source of employment in the county followed by employment in the
wholesale/retail, government and manufacturing sectors. The Oneida County area is home to
major erﬁployers in the technology sector such as BAE Systems, Fiber Instrument Sales and the
Air Force Research Facility. Total employment in Oneida County approximated 132,500 jobs in
2002, which was only a 2.1% increase since 1998. Notably, total employment declined in
Oneida County during 2001 and 2002. Growth of service employment has been the most
significant source of job growth in Oneida County since. 1998. The largest source of service
related jobs and the largest employer in Oneida County is the Turning Stone Resort & Casino
(“Tuming Stone”). Turning Stone is an enterprise of the Oneida Indian Nation with a workforce
of 3,300. Turning Stone is undergoing a two-year expansion, which will provide an additional

1,000 jobs when the expansion is completed.
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Cdmparative unemployment rates for Oneida County, as well as for the U.S. and New
York, are shown in Table 2.2. The unemployment data for Oneida County implies a stable
economy,: despite the lack of meaningful job growth, as Oneida County’s September 2004
unemploymént rate of 4.1% was lower were lower than the comparable New York and U.S.
unemployment rates which equaled 5.4% and 5.1%, respectively. Similar to the U.S. and New

York, Oneida County’s September 2004 unemployment rate was lower compared to the year ago

rate.
Table 2.2
Unemployment Trends(1)

September 2003 September 2004
Region Unemployment Unemployment
United States v 5.8% 5.1%
New York 6.3 5.4
Oneida County 4.8 4.1

(1) Unemployment rates have not been seasonally adjusted.

Source U.S. Bureau of Labor Statistics.

Market Area Deposit Characteristics

The Company’s retail deposit base is closely tied to the economic fortunes of Oneida
County and, in particular, the areas of the county that are nearby to one of Rome Bancorp’s four
branches. Table 2.3 displays deposit market trends from June 30, 2000 through June 30, 2004

for Rome Bancorp, as well as for all commercial banks and savings institution branches located

| in Oneida County and the state of New York. The data indicates that total bank and thrift

deposits in Oneida County increased at a 4.3% annual rate from June 30, 2000 through June 30,
2004, which was less than the 9.5% annual growth rate posted by all New York banks and thrifts.
Similar to New York, commercial banks maintained a larger market share of deposits than

savings institutions in Oneida County.

The Company’s $213.2 million of deposits at June 30, 2004 represented a 6.6% market
share of Oneida County’s thrift and bank deposits. Rome Bancorp’s deposits increased at a 3.4%
annual rate ‘from June 30, 2000 through June 30, 2004, which did not keep pace with total
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Table 2.3
Rome Bancorp, Inc.
Deposit Summary
As of June 30,
2000 2004 Deposit
Market # of Market # of Growth Rate
Deposits Share Branches Deposits Share Branches 2000-2004
(Dollars in Thousands) (%)
State of New Yori( $ 444,010,000 100.0% 4,558 $ 637,592,000 100.0% 4,837 9.5%
Commercial Banks 360,073,000 81.1% 3,522 541,836,000 85.0% 3,682 10.8%
Savings Institutions 83,937,000 18.9% 1,036 95,656,000 15.0% 1,155 3.3%
" Oneida County $ 2,722,000 100.0% 75 $ 3,221,000 100.0% 68 4.3%
Commercial Banks 1,743,000 64.0% 54 2,220,000 68.9% 50 6.2%
Savings Institutions 979,000 36.0% 21 1,001,000 31.1% 18 0.6%
Rome Bancorp 186,876 6.9% 213,248 6.6% 4 3.4%

Source: FDIC.
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deposit growth in the county. Accordingly, Rome Bancorp’s deposit market share in Oneida
County declined from 6.9% at June 30, 2000 to 6.6% at June 30, 2004. The size of Rome

Bancorp’s branch network did not change during the four year period.

Competition

The Company faces notable competition in both deposit gathering and lending activities,
including direct competition with several financial institutions that primarily have a local or
regional presence. Securities firms, credit unions and mutual funds also represent major sources
of competition in raising deposits. In many cases, these competitors are also seeking to provide

some or all of the community-oriented services as offered by Rome Bancorp. With regard to

~lending competition, the Company encounters the most significant competition from the same

institutions providing deposit services. In addition, the Company competes with mortgage

companies and independent mortgage brokers in originating mortgage loans. Table 2.4 lists the

Company’s largest competitors in Oneida County, based on deposit market share as noted

parenthetically. As of June of June 30, 2004, the Company maintained a 6.6% market share of

deposits in Oneida County, which represented the 5™ largest market share of deposits in the

county.
Table 2.4
Rome Bancorp, Inc.
Market Area Deposit Competitors
Location Name
Oneida County, NY ' Bank of Utica (27.3%)

Partners Trust Financial Group(20.1%)
HSBC Holdings PLC(9.9%)

Source: FDIC
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III. PEER GROUP ANALYSIS

This chapter presents an analysis of Rome Bancorp’s operations versus a group of
cdmparable savinés institutions (thé' "Peer Group'v') selected from the univberse"of all publicly-
traded savings institutions in a manner consistent with the regulatory valuation guidelines. The
basis of the pro forma market valuation of Rome Bancorp is derived from the pricihg ratios of
the Peer Group institutions, incorporating valuation adjustments for key differences in relation to
the Peer Group. Since no Peer Group can be exactly comparable to Rome Bancorp, key areas
examined for differences are: financial condition; profitability, growth and viability of earnings;

asset gréwth; primary market area; dividends; liquidity of the shares; marketing of the issue;

" management; and effect of government regulations and regulatory reform.

Peer Gréup Selection

_ The Peer‘Group selection process is goverrié;d. by the general parameters set forth in the -
regulatory valuation guidelines; Aécordingly, vthe Peer Groﬁp is comprised of only those
publicly-traded savings institutions whose common stock is either listed on a national exchange
(NYSE or AMEX), or is NASDAQ listed, since their stock trading activity is regularly reported
and generally more frequent than non-publicly traded and closely-held institutions. Non-listed
institutiéns are inappropriate since the trading activity for thinly-traded or closely-held stocks is
typically highly irregular in terms of frequency and price and thus may not be a reliable indicator
of market value. We have also excluded from the Peer Group those companies under acquisition
or subject to rumored acquisition, mutual holding companies and recent conversions, since their
pricing ratios are subject to unusual distortion and/or have limited trading history. A recent

listing of the universe of all publicly-traded savings institutions is included as Exhibit ITI-1.

Ideally, the Peer Group, which must have at least 10 members to comply with the
regulatoi'y valuation guidelines, should be comprised of locally or regionally-based institutions
with comparable resources, strategies and financial characteristics. There are approximately 185
publiclyltraded institutions nationally and, thus, it is typically the case that the Peer Group will

be comprised of institutions with relatively comparable characteristics. To the extent that -
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differences exist between the converting institution and the Peer Group, valuation adjustments
will be applied to account for the differences. Since Rome Bancorp will be a full public
company: upon completion of the offering, we considered only full public companies to be viable
candidates for inclusion in the Peer Group. Frdm fhe universe of publicly-traded thrifts, we
selected ten institutions with characteristics similar to those of Rome Bancorp. In the selection
process, \'Tve applied three “screens” to the universe of all public companies:
o Screen #1. New York institutions with assets between $100 million and S1
billion. Four companies met the criteria for Screen #1 and four were included in
the Peer Group: Atlantic Liberty Financial, Carver Bancorp, Elmira Savings

Bank and Sound Federal Bancorp. Exhibit III-2 provides financial and public
market pricing characteristics of all publicly-traded thrifts based in New York.

o Screen #2. Mid-Atlantic institutions with assets between $100 million and $1

‘ billion, tangible equity-to-assets ratios of at least 6.0% and a positive return on

equity ratio of less than 10.0%. Five companies met the criteria for Screen #2 and

three were included in the Peer Group: Laurel Capital Group of Pennsylvania,

WVS Financial Corp. of Pennsylvania and Willow Grove Bancorp of

Pennsylvania. Synergy Financial Group of New Jersey was excluded from the

Peer Group due to the recency of its conversion, which was completed in January

2004. PHSB Financial Corp. of Pennsylvania was excluded as the result of being

the subject of an announced acquisition. Exhibit III-3 provides financial and
public market pricing characteristics of all publicly-traded Mid-Atlantic thrifts.

0 Screen #3. Second-step conversion offerings completed since the beginning of
2002 and prior to 2004 with assets between $100 million and $1 billion. Six
companies met the criteria for Screen #3 and five were included in the Peer
Group. Two of the companies were already included in the Peer Group based on
the selection criteria for Screen #1 and Screen #2: Sound Federal Bancorp of
New York and Willow Grove Bancorp of Pennsylvania. The three second-step
conversions added to the Peer Group were Jefferson Bancorp of Tennessee,
Wayne Savings Bancshares of Ohio and Citizens South Banking Corp. of North
Carolina. The second-step conversion excluded from the Peer Group was Bridge
Street Financial of New York, which was excluded due to its conversion to a
commercial bank charter.

Table 3.1 shows the general characteristics of each of the ten Peer Group companies and
Exhibit IH-4 provides summary demographic and deposit market share data for the primary
market areas served by each of the Peer Group companies. While there are expectedly some
differences between the Peer Group companies and Rome Bancorp, we believe that the Peer
Group companies, on average, provide a good basis for valuation subject to valuation

adjustments. The following sections present a comparison of Rome Bancorp’s financial
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condition, income and expense trends, loan composition, interest rate risk and credit risk versus

the Peer Group as of the most recent publicly available date.

A summary description of the key characteristics of each of the Peer Group companies is

détailed b;low.

0

Atlantic Liberty Financial of New York. Selected due to New York market area,
relatively high equity-to-assets ratio, strong net interest margin, relatively high operating
expenses, lending diversification emphasis on commercial real estate/multi-family loans
and favorable credit quality measures.

Carver Bancorp, Inc. of New York. Selected due to New York market area, relatively
high level of operating expenses, lending diversification emphasis on commercial real
estate/multi-family loans and favorable credit quality measures.

Citizens South Banking of North Carolina. Selected due to completion of second-step
conversion in October 2002, relatively high equity-to-assets ratio, comparable interest-
bearing funding composition, relatively high level of operating expenses, lending
diversification emphasis on commercial real estate/multi-family loans and favorable
credit quality measures.

Elmira Savings Bank of New York. Selected due to New York market area, comparable
asset size, similar interest-bearing funding composition, comparable return on assets,
similar earings contribution from sources of non-interest operating income, relatively
high level of operating expenses, lending diversification emphasis on commercial real
estate/multi-family loans and favorable credit quality measures.

Jefferson Bancshares, Inc. of Tennessee. Selected due to completion of second-step
conversion in July 2003, comparable asset size, relatively high equity-to-assets ratio and
lending diversification emphasis on commercial real estate/multi-family loans.

Laurel Capital Group, Inc. of Pennsylvania. Selected due to comparable asset size,
similar interest-bearing funding composition and similar earmings contribution from
sources of non-interest operating income.

Sound Federal Bancorp, Inc. of New York. Selected due to New York market area,
completion of second-step conversion in January 2003, relatively high equity-to-assets
ratio, similar interest-bearing funding composition and favorable credit quality measures.

WVS Financial Corp. of Pennsylvania. Selected due to favorable credit quality
measures.

Wayne Savings Bancshares of Ohio. Selected due to completion of second-step
conversion in January 2003, similar interest-bearing funding composition and favorable
credit quality measures.

Willow Grove Bancorp, Inc. of Pennsylvania. Selected due to completion of second-step
conversion in April 2002, lending diversification emphasis on commercial real
estate/multi-family loans and favorable credit quality measures.
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In:aggregate, the Peer Group companies maintain a higher level of capital than the
industry average (12.43% of assets versus 10.78% for all public companies), generate
comparable earnings as a percent of average assets (0.79% ROAA versus 0.78% for all public
companieé), and generate a lower ROE (6.75% ROE versus 8.26% for all public .companies).
Overall, the Peer Group's average P/B ratio and average P/E multiple were below and above the

respective averages for all publicly-traded thrifts.

All
Publicly-Traded Peer Group

Financial Characteristics (Averages)

Assets ($Mil) $2,537 $492
Market capitalization ($Mil) $404 $85
Equity/assets (%) 10.77% 12.43%
Return on average assets (%) 0.78 0.79
Return on average equity (%) 8.26 6.75
Pricing Ratios (Averages)(1)
Price/earnings (x) _ 18.48x _ 22.80x

" Price/book (%) 165.13% - 142.79%
Price/assets (%) 17.72 17.28

(lj Based on market prices as of December 3, 2004.

Idéally, the Peer Group companies would be comparable to Rome Bancorp in terms of all
of the selection criteria, but the universe of publicly-traded thrifts does not provide for an
appropriate number of such companies. However, in general, the companies selected for the
Peer Group were fairly comparable to Rome Bancorp, as will be highlighted in the following

comparative analysis.

Financial Condition

Table 3.2 shows comparative balance sheet measures for Rome Bancorp and the Peer
Group, reﬂecting the expected similarities and some differences given the selection procedures
outlined above. The Company’s and the Peer Group's ratios reflect balances as of September 30,
2004, unléss indicated otherwise for the Peer Group companies. Rome Bancorp’s equity-to-

assets ratio of 13.6% was above the Peer Group's average net worth ratio of 12.5%. Tangible
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equity-to-assets ratios for the Company and the Peer Group equaled 13.6% and 12.0%,
respectively, as goodwill and intangibles maintained by the Peer Group equaled 0.5% off assets.
The Corﬁpany’s pro forma tangible capital position will increase with the addition of stock
proceeds! The increase in Rome Bancorp’s pro forma capital vposition will be favorable from a
risk persi:)ective and in terms of future earnings potential that may be realized through leverage
and lower funding costs. At the same time, the Company’s higher pro forma capitalization will
also resuit in a lower return on equity. Both the Company’s and the Peer Group's capital ratios

reflected capital surpluses with respect to the regulatory capital requirements.

The interest-earning asset compositions for the Company and the Peer Group were

somewhat similar, with loans constituting the bulk of interest-earning assets for Rome Bancorp

“and the Peer Group. Rome Bancorp’s loans-to-assets ratio of 85.3% was above the comparable

Peer Grdup ratio of 56.0%. Comparatively, Rome Bancorp’s cash and investments-to-assets
ratio of 10.7% was lower than the comparable Peer Group measure of 39.6%. Overall, Rome

Bancorp’s interest-earning assets amounted to 96.0% of assets, which approximated the Peer

- Group’s ratio of 95.6%.

Rome Bancorp’s funding liabilities reflected a funding strategy that was somewhat
similar té that of the Peer Group’s. The Company’s deposits equaled 79.2% of assets, which was
above th%: Peer Group average of 69.8%. Comparatively, borrowings accounted for a lower
portion of the Company’s interest-bearing funding composition, as reflected by borrowings-to-
assets ratios of 5.8% and 16.7% for Rome Bancorp and the Peer Group, respectively. Total
interest-bearing liabilities maintained as a percent of assets equaled 85.0% and 86.5% for Rome

Bancorp and the Peer Group, respectively.

_ A key measure of balance sheet strength for a thrift institution is its IEA/IBL ratio.
Presently, the Peer Group’s IEA/IBL ratio of 110.5% is slightly lower than the Company’s
IEA/IBL ratio of 112.9%. The additional capital realized from stock proceeds should support an
increase in Rome Bancorp’s IEA/IBL ratio, as the capital realized from Rome Bancorp’s stock

offering will be primarily deployed into interest-earning assets.

The growth rate section of Table 3.2 shows annual growth rates for key balance sheet

items, based on the Company’s and the Peer Group’s annual growth for the twelve months ended
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September 30, 2004, unless indicated otherwise for the Peer Group companies. Rome Bancorp
recorded a 2.1% decline in assets, versus asset growth for the Peer Group of 7.0%. Asset
shrinkage experienced by the Company was the result of a 49.1% decline in cash and
ihvestmehts,' which was partially offset by é 10;9% increase in loans. The Peer Group’s asset
growth féﬂected a lower loan growth rate of 10.1%, which was supplemented with a 0.6%
increase m cash and investments. Following the conversion, Rome Bancorp’s growth capacity
will be greater than the Peer Group’s, as the result of the increase in leverage c‘apacity that will

be provided by the infusion of the net stock proceeds.

Modest deposit growth combined with modest asset shrinkage funded a 29.6% reduction

in the Company’s borrowings. Comparatively, deposit growth of 4.6% and a 10.0% increase in

“borrowings funded the Peer Group’s asset growth. The Company’s and the Peer Group’s capital

declined ‘j‘by 2.3% and 3.3%, respectively, indicating that the Company’s and the Peer Group’s
earnings for the period were more than somewhat offset by dividend payments and stock

repurchases.

Income and Expense Components

Rome Bancorp and the Peer Group reported net income to average assets ratios of 0.80%
and 0.79%, respectively (see Table 3.3), based on earnings for the twelve months ended
September 30, 2004, unless indicated otherwise for the Peer Group companies. The Company
maintained earnings advantages in the areas of net interest income, non-interest operating
income énd net gains. Lower operating expenses and lower loan loss provisions represented

garnings *advantages for the Peer Group.

The Company’s stronger het interest margin resulted from both a higher interest income
ratio and a lower interest expense ratio. The Company’s higher interest income ratio was
realized through maintaining a higher yield on interest-earning assets (5.84% versus 4.91% for
the Peer Group), which was supported by the Company’s interest-earning asset mix that had a
higher concentration of loans in comparison to the Peer Group. Likewise, the Company’s lower

interest expense ratio was realized through maintaining a lower cost of funds than the Peer
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Group (1.62% versus 2.04% for the Peer Group). Overall, Rome Bancorp and the Peer Group

reported net interest income to average assets ratios of 4.22% and 2.95%, respectively.

Iﬁ another key area of core earnings, the Company maintained a higher level of operating

.expensésﬁ than the Peer Group. For the period covered in Table 3.3, the Company and the Peer -

Group recorded operating expense to average assets ratios of 3.47% and 2.27%, respectively.
The Company’s higher level of operating expenses can in part be attributed to the higher
personnel needs that result from maintaining a comparatively higher concentration of interest-
earning éssets in loans and maintenance of a deposit base with a relatively high concentration of
transaction and savings accounts. The higher servicing costs that are associated with the

Company’s asset and liability compositions is further implied by the comparatively higher

“number of employees Rome Bancorp maintained relative to its asset size. Assets per full time

equivalent employee equaled $2.4 million for the Company, versus a comparable measure of

$5.4 million for the Peer Group.

When viewed together, net interest income and operating expenses provide considerable
insight into a thrift's earnings strength, since those sources of income and expenses are typically
the mostj prominent components of earnings and are generally more predictable than losses and
gains realized from the sale of assets or other non-recurring activities. In this regard, as
measured by their expense coverage ratios (net interest income divided by operating expenses),
the Comipany earnings strength was slightly less favorable than the Peer Group's. Expense
coverage ratios posted by Rome Bancorp and the Peer Group equaled 1.22x and 1.30x,
respectiVely. An expense coverage ratio of greater than 1.0x indicates that an institution is able

to sustain pre-tax profitability without having to rely on non-interest sources of income.

Sources of non-interest operating income provided a larger contribution to the
Company’s earnings, with such income amounting to 0.57% and 0.52% of the Company’s and
the Peer Group’s average assets, respectively. Taking non-interest operating income into
account in comparing the Company’s and the Peer Group's earnings, Rome Bancorp’s efficiency

ratio of 72.4% was less favorable than the Peer Group's efficiency ratio of 64.8%.

Loan loss provisions had a larger impact on the Company’s earnings, amounting to

0.22% and 0.02% of the Company’s and the Peer Group’s average assets, respectively. In
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comparison to the Peer Group, the higher loss provisions established by the Company was
consistent. with the Company’s higher ratio of assets maintained in loans as well as the

Company’s more significant diversification into higher risk type of loans.

Gzﬁns and losses from the sale of assets had a more favorable impact on the Company’s
earnings fér the twelve month period shown in Table 3.3, as the Company reported net gains
equal to 0.14% of average assets versus a net loss equal to 0.04% of average assets reported by
the Peer Group. Typically, gains and losses generated from the sale of assets are viewed as
eamnings with a relatively high degree of volatility, particularly to the extent that such gains and
losses result from the sale of investments or other assets that are not considered to be part of an

institution’s core operations. Comparatively, to the extent that gains have been derived through

selling fixed rate loans into the secondary market, which may be considered to be an ongoing

activity for an institution particularly during periods of low interest rates, such gains warrant
some conSideration as a core earnings factor for an institution. However, loan sale gains are still
v1ewed as a more volatile source of income than income generated through the net interest

margin and non-interest operating income.

Taxes were a comparable factor in the Company’s and the Peer Group’s earnings, as

Rome Bancorp and the Peer Group posted effective tax rates of 35.70% and 34.00%,

respectively.

Loan Composition

Téble 3.4 presents data related to the Company’s and the Peer Group’s loan portfolio
composit_ions, as well as data pertaining to investment in mortgage-backed securities, loans
serviced for other and risk weighted' assets. The information presénted for the Company and the
Peer Group reflect data as of September 30, 2004, unless otherwise indicated for the Peer Group
companies. In comparison to the Peer Group, the Company’s loan portfolio composition
reflected a lower concentration in the aggregate of 1-4 family residential mortgage loans and
mortgage-backed securities (42.7% of assets versus 50.1% for the Peer Group). The Company
maintainéd a higher concentration of 1-4 family loans, which was more than offset by the Peer

Group’s  higher concentration of mortgage-backed securities. Loans serviced for others
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represented a more significant off-balance sheet item for the Peer Group, both in terms of
balance of loans serviced ($19.1 million versus $3.0 million for the Company) and as a percent
of on-balance sheet assets (3.9% versus 1.2% for the Company). The Peer Group’s balance of
loans serviced for others translated into a modest balance of servicing iﬁtangibles,‘ Versus a zero

balance for the Company.

Diversification into higher risk types of lending was more significant for the Company, in
compariéon to Peer Group companies on average. Commercial real estate/multi-family loans
represented the most significant area of diversification for the Company (18.9% of assets),
followed: by consumer loans (14.7% of assets). The Peer Group’s lending diversification

consisted primarily of commercial real estate/multi-family loans (15.4% of assets), while other

“areas of lending diversification were relatively modest for the Peer Group. Construction and

land loans accounted for the only lending area where the Peer Group maintained a greater degree

of lending diversification than the Company (3.4% of assets versus 1.2% of assets for the

.Company). Consistent with the Company’s greater diversification into higher risk types of

lending, as well as higher proportion of interest-carning assets maintained in loahs, the Company
maintained a higher risk-weighted assets-to-assets ratio than the Peer Group (74.06% versus

54.49% for the Peer Group).

Interest Rate Risk

Table 3.5 reflects various key ratios highlighting the relative interest rate risk exposure of
the Company versus the Peer Group. In terms of balance sheet composition, Rome Bancorp’s

interest rate risk characteristics were considered to be slightly more favorable than the Peer

~ Group’s, as implied by the Company’s higher equity-to-assets and IEA/IBL ratios. The |

Company and the Peer Group maintained comparable levels of non-interest earning assets. On a
pro forma basis, the infusion of stock proceeds should serve to provide the Company with more
signiﬁca{nt comparative advantages over the Peer Group's balance sheet interest rate risk
characteristics, particularly with respect to the increases that will be realized in Company’s

equity-to-assets and IEA/IBL ratios.
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To analyze interest rate risk associated with the net interest margin, we reviewed
quarterly changes in net interest income as a percent of average assets for Rome Bancorp and the

Peer Group. In general, the relative fluctuations in the Company’s and the Peer Group's net .

- interest income to average assets ratios were considered to be fairly comparable and, thus, based

on the interest rate environment that prevailed during the period analyzed in Table 3.5, Rome
Bancorp 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 Company’s net interest
margin silould be enhanced by the infusion of stock proceeds, as the increase in capital will

reduce the level interest rate sensitive liabilities funding Rome Bancorp’s assets.

_ Credit Risk

Overall, the Company’s credit risk exposure generally appears to be slightly less than the

Peer Group's, based on their comparative ratios for non-performing assets and reserve coverage

- ratios. As shown in Table 3.6, the Company’s ratio of non-performing assets and accruing loans .

that are more than 90 days past due equaled 0.33% of assets, which was slighﬂy'lower than the
comparable Peer Group ratio of 0.42%. Rome Bancorp’s non-performing loans/loans ratio of
0.38% w}as also lowér than the comparable Peer Group ratio of 0.58%. Rome Bancorp
maintained a higher level of loss reserves as a percent of non-performing loans (226.2% versus
179.1% for the Peer Group), while the Peer Group maintained a higher level of reserves as
percent of loans (1.01% versus 0.85% for the Company). Net loan charge-offs were higher for
the Company, as net loan charge-offs posted by the Company and the Peer Group equaled 0.15%

and 0.03% of their respective loan balances.

Summagy‘

Blased on the above analysis and the criteria employed in the selection of the companies
for the Peer Group, RP Financial concluded that the Peer Group forms a reasonable basis for
determining the pro forma market value of Rome Bancorp. 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
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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

Introductipn

This chapter presents the valuation analysis and methodology, prepared pursuant to the
regulatory valuation guidelines, and valuation adjustments and assumptions used to determine
the estimated pro forma market value of the common stock to be issued in conjunctidn with the

Company’s conversion transaction.

Appraisai Guidelines

The OTS written appraisal guidelines specify the market value methodology for
estimating the pro forma market value of an institution pursuant to a mutual-to-stock conversion.
Pursuant to this methodology: (1) a peer group of comparable publicly-traded institutions is

selected; (2) a financial and operational comparison of the subject company to the peer group is

~ conducted to discern key‘c‘liffevrences; and (3) a_yaluation analysis in which the pro forma market

value of the subject company is determined based on the market pricing of the peer group as of
the date of valuation, incorporating valuation adjustments for key differences. In addition, the

pricing characteristics of recent conversions, both at conversion and in the aftermarket, must be

considered.

RP Financial Approach to the Valuation

The valuation analysis herein complies with such regulatory approval guidelines.
Accordiﬁgly, the valuation incorporates a detailed analysis based on the Peer Group, discussed in
Chapter iIII, which constitutes “fundamental analysis” techniqués. Additionally, the valuation
incorporates a “technical analysis” of recently completed stock conversions, including closing
pricing and aftermarket trading of such offerings. It should be noted that these valuation
analyses cannot possibly fully account for all the market forces which impact trading activity and

pricing characteristics of a particular stock on a given day.
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The pro forma market value determined herein is a preliminary value for the Company’s
to-be-issﬁed stock. Throughout the conversion process, RP Financial will: (1) review changes in
Rome Bancorp’s operations and financial conditions; (2) monitor Rome Bancorp’s operations
and ﬁnarlcial conditions relative to the Peer Group to ‘identify'v 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 conversion offerings (including those in the offering

phase), both regionally and nationally. If material changes should occur during the conversion

- process, 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

resuIting‘range of value continues to be appropriate.

The appraised value determined herein is based on the current market and operating

environment for the Company and for all thrifts. Subsequent changes in the local and national

veconomy, _thé 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 Rome Bancorp’s value, or Rome Bancorp’s value alone. To the extent a
change 1n factors impacting the Company’s value can be reasonably anticipated and/or

quantified, RP Financial has incorporated the estimated impact into the analysis.

Valuation Analysis

A fundamental analysis discussing similarities and differences relative to the Peer Group
was preéented in Chaptér III. The following sections summarize ihe key differenées between the
Compaﬁy and the Peer Group and how those differences affect the pro forma valuation.
Emphasis is placed on the specific strengths and weaknesses of the Company relative to the Peer
Group in such key areas as financial condition, profitability, growth and viability of earnings,
asset growth, primary market area, dividends, liquidity of the shares, marketing of the issue,

management, and the effect of government regulations and/or regulatory reform. We have also
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considered the market for thrift stocks, including the market for new issues, to assess the impact

on value éf Rome Bancorp 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 Company’s and the Peer Group’s financial strength are noted as follows:

0 Overall A/L Composition. Loans and investments funded by retail deposits were
the primary components of the Company’s and Peer Group's balance sheets. The
Company’s interest-earning asset composition exhibited a higher concentration of
loans and a greater degree of diversification into higher risk and higher yielding
types of loans. Overall, the Company’s asset composition provided for a higher
risk weighted assets-to-assets ratio than maintained by the Peer Group. Rome
Bancorp’s funding composition reflected a higher level of deposits and a lower
level of borrowings than the comparable Peer Group ratios. Overall, as a percent
of assets, the Company maintained a slightly higher level of interest-earning -
assets and a slightly lower level of interest-bearing liabilities compared to the Peer
Group, which provided for a slightly higher IEA/IBL ratio for the Company. For
valuation purposes, RP Financial concluded that a slight upward adjustment was
warranted for the Company’s overall asset/liability composition.

0 Credit Quality. In comparison to the Peer Group, the Company maintained
slightly lower ratios of non-performing assets-to-assets and non-performing loans-
to-loans. Loss reserves maintained as a percent of non-performing loans were
higher for the Company, while the Peer Group maintained higher reserves as a
percent of loans. Net loan charge-offs were slightly higher for the Company. As
noted above, the Company maintained a higher risk weighted assets-to-assets
ratio than the Peer Group, reflecting Rome Bancorp’s higher loans-to-assets ratio
and greater degree of lending diversification into higher risk types of lending.
Overall, in comparison to the Peer Group, the Company’s measures imply a lower
degree of credit risk exposure and, thus, RP Financial concluded that a slight
upward adjustment was warranted for the Company’s credit quality.

0 Balance Sheet Liquidity. The Company operated with a significantly lower level
of cash and investment securities relative to the Peer Group (10.7% of assets
versus 39.6% for the Peer Group). Following the infusion of stock proceeds, the
Company’s cash and investments ratio is expected to increase as the proceeds
retained at the holding company level will be initially deployed into investments.
The Company’s future borrowing capacity was considered to be slightly greater
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than the Peer Group’s, in light of the lower level of borrowings maintained by the
Company. Overall, RP Financial concluded that no adjustment was warranted for
the Company’s balance sheet liquidity.

'Funding Liabilities. Retail deposits served as the primary interest-bearing source

of funds for the Company and the Peer Group, with the Company maintaining a
higher deposits-to-assets ratio than the Peer Group. Comparatively, the Peer
Group’s funding compositions reflected slightly higher utilization of borrowings
than the Company. In total, the Company maintained a slightly lower level of
interest-bearing liabilities than the Peer Group and the Company’s funding
composition provided for a lower cost of funds than indicated for the Peer Group.
Following the stock offering, the infusion of stock proceeds can be expected to
support an increase in the Company’s capital ratio and a resulting decline in the
level of interest-bearing liabilities maintained as a percent of assets. Overall, RP
Financial concluded that a slight upward adjustment was warranted for Rome
Bancorp’s funding composition.

Capital. The Company operates with a slightly higher pre-offering capital ratio
than the Peer Group, 13.6% and 12.5% of assets, respectively. Accordingly,
following the second-step conversion offering, the difference between the
Company’s and the Peer Group’s equity-to-assets ratio will become more

- significant. Rome Bancorp’s higher pro forma capital position implies greater
- leverage capacity, lower dependence on interest-bearing liabilities to fund assets

and a greater capacity to absorb unanticipated losses. At the same time, the
Company’s higher pro forma capital position will depress its return on equity.
Overall, RP Financial concluded that a slight upward adjustment was warranted
for the Company’s pro forma capital position.

On balance, Rome Bancorp’s balance sheet strength was considered to be more favorable

than the Peer Group’s, as implied by the Company’s more favorable overall asset/liability

composition, credit quality, funding composition and capital strength. Accordingly, a slight

upward adjustment was determined to be appropriate for the Company’s financial condition.

2. Profitability, Growth and Viability of Earnings

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

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

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

major factors considered in the valuation are described below.
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Reported Eamings. The Company and the Peer Group reported comparable
earnings on a ROAA basis (0.80% of average assets versus 0.79% for the Peer
Group). Higher levels of net interest income, non-operating income and net gains
represented earnings advantages for the Company. Lower levels .of operating
expenses and loss provisions represented earnings advantages for the Peer Group.
Reinvestment of stock proceeds into interest-earning assets will serve to increase
the Company’s earnings on an ROAA basis. At the same time, the Company will
incur additional expenses related to the stock benefit plans that will be
implemented in connection with the second-step offering (4.0% ESOP and 4.0%
RRP). Overall, after factoring in the pro forma impact of the conversion, no
valuation adjustment was applied for Rome Bancorp’s reported earnings.

Core Earnings. Both the Company’s and the Peer Group's earnings were derived
largely from recurring sources, including net interest income, operating expenses,
and non-interest operating income. In these measures, the Company operated
with a higher net interest margin, a higher level of non-interest operating income
and a higher operating expense ratio. The Company’s higher net interest margin
and higher level of operating expenses translated into a slightly lower expense
coverage ratio (1.22x versus 1.30x for the Peer Group). Similarly, the Company’s
efficiency ratio of 72.4% was less favorable than the Peer Group’s efficiency ratio
of 64.8%, as the Company’s higher net interest margin and higher level of non-

interest operating income were more than offset by its higher level of operating

expenses. Loss provisions had a more significant impact on the Company’s
earnings, while the Company’s effective tax rate was slightly above the Peer
Group’s effective tax rate. Overall, these measures, as well as the expected
earnings benefits the Company should realize from the redeployment of stock
proceeds into interest-earning assets, indicate that the Peer Group’s core earnings
were more favorable than the Company’s and, therefore, a slight downward
adjustment was warranted for the Company’s core earnings.

Interest Rate Risk. Quarterly changes in the Company’s and the Peer Group's net
interest income to average assets ratios indicated that a similar degree of volatility
was associated with the Company’s and the Peer Group’s net interest margins.
Other measures of interest rate risk, such as capital ratios, IEA/IBL ratios and the
level of non-interest earning assets-to-total assets were more favorable for the
Company, thereby indicating a lower dependence on the yield-cost spread to
sustain net interest income. On a pro forma basis, the Company’s capital position
and IEA/IBL ratio will be enhanced by the infusion of stock proceeds and, thus,
provide the Company with more significant comparative advantages relative to
the Peer Group’s balance sheet ratios. On balance, RP Financial concluded that
the Company’s interest rate risk exposure on a pro forma basis was less than the
Peer Group's and a slight upward adjustment was warranted for valuation
purposes.

Credit Risk. Loan loss provisions were a larger factor in the Company’s earnings
(0.22% of average assets versus 0.02% for the Peer Group). Other credit risk
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factors were generally more favorable for the Company, although net loan charge-
offs were more significant for the Company. Overall, RP Financial concluded
that a slight upward valuation adjustment was warranted for the Company’s
eamnings credit risk exposure.

0 Eamings Growth Potential. Several factors were considered in assessing earnings
3 growth potential. First, the infusion of stock proceeds will increase the
Company’s earnings growth potential with respect to leverage capacity and
providing the Company with additional liquidity for purposes of funding loan
growth. Second, opportunities to increase earnings through loan and deposit
growth are considered to be less favorable in the Company’s primary market area,
based on the demographic and economic limitations that are associated with the
primary market area served by Rome Bancorp (shrinking and older population
base with relatively lower per capita income). Lastly, the Company’s slightly
higher level of non-interest operating income implies greater earnings growth
potential and sustainability of earnings during periods when net interest margins
come under pressure as the result of higher interest rates. Overall, the Company’s
earnings growth potential appears to be comparable to the Peer Group's, and, thus,

we concluded that no adjustment was warranted for this factor.

o Return on Equity. As the result of the Company’s significantly higher pro forma
capital position, the Company’s return on equity (“ROE”) will be below the
comparable averages for the Peer Group and the industry. In view of the lower
capital growth rate that will be imposed by Rome Bancorp’s lower ROE, we
concluded that a moderate downward valuation adjustment was warranted for the
Company’s pro forma ROE.

Ofverall, the upward adjustments applied for the Company’s interest rate risk and credit
risk were considered to be offset by the downward adjustments applied for the Company’s core
eamings and return on equity. Accordingly, on balance, we believe no valuation adjustment was

warranted for this factor.

3. Asset Growth

Rome Bancorp experienced a 2.1% decline in assets during the most recent twelve month
period, versus a 7.0% asset growth rate posted by the Peer Group. Asset shrinkage by the
Company was the result of a decline in cash and investments, which was largely offset by loan
growth. The Peer Group’s asset growth was mostly realized through loan growth, which was
suppleménted with a slight increase in cash and investments. The Company will realize a

significant increase in its pro forma capital position from the infusion of stock proceeds, which
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will provide Rome Bancorp with greater leverage capacity than currently maintained by the Peer
Group. Accordingly, on balance, we believe a slight upward valuation adjustment was warranted

for this fdctor.

4, Primary Market Area

The general condition of an institution’s market area has an impact on valué, as future
success is in part dependent upon opportunities for profitable activities in the local market
served. Operating in central New York, the Company faces significant competition for loans and
deposits from other financial institutions, many of which are larger, provide a broader array of

services and have significantly larger branch networks than maintained by the Company. Rome

“Bancorp’s primary market area for deposits and loans is Oneida County, where all four of the

Company’s branches are located. Oneida County’s population declined during the first four
years of this decade, with additional population shrinkage projected over the next five years.

Populatidn shrinkage reflects the lack of economic growth in the area caused by job losses in

o manufacﬁuring and defense-related industries. ‘Per capita and household income measures for

Oneida County were lower than the comparable measures for the U.S. and New York, whichis a
characteristic of the primary rural nature of the market area that also has negative implications

with respect to supporting growth opportunities.

In general the Peer Group companies operate in more populous and faster growing
markets. On average, the Peer Group companies maintained a larger deposit market share than
the Company, although the median deposit market share for the Peer Group companies was
lower thén the Company’s deposit market share. Comparative per capita income data implies
that the Peer Group companies generally operate in more affluent markets than Oneida County.
Summary demographic, economic and deposit market share data for the Company and the Peer
Group companies is provided in Exhibit I[I-4. As shown in Table 4.1, September 2004
unemplo&ment rates for the markets served by the Peer Group companies were, in general,
comparable to or slightly higher than Oneida County’s unemployment rate for September 2004.
On bala,ﬁce, we concluded that a moderate downward adjustment was appropriate for the

Company's market area.




RP Financial, LC.

Page 4.8
Table 4.1
Market Area Unemployment Rates
Rome Bancorp, Inc. and the Peer Group Companies (1)
‘ September 2004
County Unemployment

Rome Bancorp, Inc. - NY Oneida 4.1%
The Peer Group

Atlantic Liberty Financial - NY Kings 7.6
Carver Bancorp, Inc. - NY New York 6.6
Citizens South Banking. - NC Gaston 53
Elmira Savings Bank - NY Chemung 5.3
Jefferson Bancshares, Inc. — TN Hamblen 4.6
Laurel Capital Group, Inc. - PA Allegheny 4.4
Sound Federal Bancorp, Inc. - NY Westchester 3.9

WVS Financial Corp. —PA Allegheny 4.4
Wayne Savings Bancshares - OH Wayne 4.6

Willow Grove Bancorp, Inc. - PA Montgomery 33

(1) Unemployment rates are not seasonally adjusted. '

Source: U.S. Bureau of Labor Statistics.

5. Dividends

Rome Bancorp has indicated its intention to pay dividends in an amount such that current
minority shareholders of Rome Bancorp will continue to receive the same total cash dividend
payment, with the per share dividend amount adjusted for the exchange ratio in the conversion.

At the current midpoint valuation, the annual dividend payment would equal $0.28 per share and

- provide a yield of 2.80% based on the $10.00 per share initial offering price. However, 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 rénging from 1.31% to 3.66%. The average dividend yield on the stocks of the Peer
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Group institutions was 2.25% as of December 3, 2004, representing an average payout ratio of
45.4% of core earnings. As of December 3, 2004, approximately 90% of all publicly-traded
thrifts héd adopted cash dividend policies (see Exhibit IV-1) exhibiting an average yield of
2.05% and an average payoutv ratio of 35.2% of core earnings. " The dividend paying thrifts
generally maintain higher than average profitability ratios, facilitating their ability to pay cash
dividends.

The Company’s indicated dividend policy provides for a comparable yield as maintained
by the Peer Group. While the Company’s implied payout ratio of 115.2% of core pro forma core
earnings at the midpoint is well above the Peer Group’s payout ratio, the Company’s ability to

maintain a higher payout ratio is supported by its higher pro forma equity to-assets ratio equal to

"27.7% at the midpoint compared to 12.4% for the Peer Group. Accordingly, on balance, we

concluded that no adjustment was warranted for purposes of the Company’s dividend policy.

6. I;iquidittof the Shares

) The Peer Group} is by definition compose(.i’o‘f companies that ar‘ev tfaded in the pul;lic'
markets. Nine of the Peer Group companies trade on the NASDAQ system and Carver Bancorp
trades on the AMEX. Typically, the number of shares outstanding and market capitalization
provides an indication of how much liquidity there will be in a particular stock. The market
capitalization of the Peer Group companies ranged from $33.1 million to $193.6 million as of
Decembér 3, 2004, with average and median market values of $85.2 million and $53.1 million,
respectively. The shares issued and outstanding to the public shareholders of the Peer Group
members ranged from 986,000 to 12.6 million, with average and median shares outstanding of
5.1 million and 3.1 million, respectively. The Company’s pro forma market value will be
comparéble or slightly above the Peer Group’s average market value, while shares outstanding
for the Company will be in the upper end of the Peer Group range. The Company’s stock will
continue to be quoted on the NASDAQ National Market System following the conversion.
Overall," we anticipate that the Company’s stock will have a comparable trading market as the
Peer Group companies on average and, therefore, concluded no adjustment was necessary for

this factor.
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7. Marketing of the Issue

We believe that four separate markets exist for thrift stocks, including those coming to

market such as Rome Bancorp: (1) the after-market for public companies, 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 fully-converted publicly-held company and stock trading history; (3) the
acquisition market for thrift franchises in New York; and (4) the market for the public stock of
Rome Béncorp. All of these markets were considered in the valuation of the Company’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 pubhcly-traded thrifts. In general, thnft stock values react to. market stimuli such as -

mterest rates 1nﬂat10n percelved industry health, projected rates of economic growth regulatory

1ssues and stock market conditions. 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
to the Chﬁstmas 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 earnings 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
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February and during the first half of March, reflecting valuation concerns following a year of
strong gaihs 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 quartér 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 égainst 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 earnings 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 thrbugh most of July, as a slow down in the economic expansion raised concemns about
future earnings growth. Strong consumer confidence numbers for July reversed the downward in
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 sale‘s 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 DJ IA 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
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mid-September. Concerns that rising oil prices would hurt the economy and reduce corporate

earnings 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
Octeber 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 twelve
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. After 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 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.
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Thrifts stocks generally traded lower at the start of the second quarter of 2004, as
a strong émployment report for March pushed interest rates higher. Higher interest rates and
inflation Wworries pressured interest rate sensitive issues lower through most of April, with the
sell-off sﬁarpem'ng in eérly-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 basxs 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. J une 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 boérder market as weaker than expected job growth for July pushed interest rates lower.
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
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moved lower on some disappointing third quarter earnings and lower guidance on future
earnings due to margin compression resulting from a flatter yield curve. The rally in the boarder
stock mar;ket and the Federal Reserve’s indication that inflation risks were well contained fueled
gains in the thrift sector during the first half of November. - Trading activity in thrift stécks was -
mixed during late-November, as the rally lost steam on some profit taking and higher than
expected iinflation 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.

B The New Issue Market

In addition to thrift stock market conditions in general, the new issue market for
converting thrifts is also an important consideration in determining the Company’s pro forma
market value. The new issue market is separate and distinct from the market for seasoned thrift
issues inw‘ that the pricing ratios "f_or converting issues are computed on a pro forma basis,
sbeciﬁéaily: (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 exisﬁng issues are based on reported financials. The distinction between pricing of
convertiﬁg 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 a converting thrift will typically result in a discount to tangible 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 second-step conversion offering is considered to be more

relevant for our analysis. In general, second-step conversions tend to be priced (and trade in the
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aﬁermarket) at a higher P/B ratio than standard conversions. We believe investors take into
consideration the generally more leveraged pro forma balance sheets of second-step companies,
their track records as public companies prior to conversion, and their generally higher pro forma
ROE measures felative to standard conversions in priéing their common stocks. Roebling
Financial’s second-step offering was closed at the top of the super range and its stock price
declined 0.5% after one week of trading as a fully-converted company. Roebling Financial’s pro
forma pﬁce/tangible book ratio at closing equaled 112.3% and pro forma core price/earrﬁngs
ratio at closing equaled 32.6 times. There are no current pricing multiples for 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 Rome Bancorp’s
stock price of recently completed and pending acquisitions of other savings institutions operating
in- New “ York. As shown in Exhibit IV-4, there were nine New York. thrift acquisitions
completéd from the beginning of 2002 through year-to-date 2004, and .there.is éurfently one
acquisition pending of a New York savings institution. The recent acquisition activity involving
New York savings institutions may imply a certain degree of acquisition speculation for the
Company’s stock. To the extent that acquisition speculation may impact the Company’s
offering, we have largely taken this into account in selecting companies for the Peer Group
which operate in markets that have experienced a comparable level of acquisition activity as the
Company’s market and, thus, are subject to the same type of acquisition speculation that may
influence Rome Bancorp’s stock. However, since converting thrifts are subject to a three-year
regulatory moratorium from being acquired, acquisition speculation in-Rome Bancorp’s stock

would tend to be less compared to the stocks of the Peer Group companies.

D. Trading in Rome Bancorp’s Stock

Since Rome Bancorp’s minority stock currently trades under the symbol “ROME”’
on the NASDAQ National Market System, RP Financial also considered the recent trading

activity in the valuation analysis. Rome Bancorp had a total of 4,227,086 shares issued and
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outstandihg at September 30, 2004, of which 1,625,492 shares were held by public shareholders
and traded as public securities. As of December 3, 2004, the Company’s closing stock price was
$28.50 per share. There are significant differences between the Company’s minority stock
(cﬁrrentlyvbeingitraded) and the conversion stock that will be issued by the Company. Such
differences include different liquidity characteristics (the new conversion stock will be more
liquid owing to larger number of public shares available to trade), a different return on equity for
the conversion stock and dividend payments will be made on all shares outstanding;b thereby,
requiring: a higher payout ratio to sustain the current level of dividends paid to non-MHC
shareholders. Since the pro forma impact has not been publicly disseminated to date, it is

appropﬁaie to discount the current trading level. As the pro forma impact is made known

publicly, the trading level will become more informative.

% % k% ok k k k k k k %

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

" trends in both the overall thrift market; the new issue market including the _néw'issue market for

second-stép conversions, the acquisition market and recent trading activity in the Company’s
minority stock. 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

Rome Bancorp’s management team appears to have experience and expertise in all of the
key areas of the Company’s operations. Exhibit IV-5 provides summary resumes of Rome
Bancorp’s Board of Direétors and senior ménagemeht. While the Company does not have the
resources to develop a great deal of management depth, given its asset size and the impact it
would have on opérating expenses, management and the Board have been effective in
implemeﬁting an operating strategy that can be well managed by the Company’s present
organizational structure as indicated by the financial characteristics of the Company. Rome

Bancorp currently does not have any executive management positions that are vacant.
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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

appropriaté for this factor.

9. Effect of Government Regulation and Regulatory Reform

In summary, as a fully-converted OTS regulated institution, Rome Bancorp 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. On balance, no adjustment has been

applied for the effect of government regulation and regulatory reform.

Summary of Adiustments

Overall,“'bvas‘e'd on the factors discussed above, we concluded that the Company’s pro

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

Group:
Kéy Valuation Parameters: Valuation Adjustment
Financial Condition Slight Upward
Profitability, Growth and Viability of Earnings No Adjustment
Asset Growth Slight Upward
Primary Market Area Moderate Downward

- Dividends ' No Adjustment

Liquidity of the Shares ‘ _ No Adjustment
Marketing of the Issue Slight Upward
Management No Adjustment
Effect of Government Regulations and Regulatory Reform  No Adjustment

Valuation Approaches

In applying the accepted valuation methodology promulgated by the OTS, i.e., the pro

forma market value approach, we considered the three key pricing ratios in valuing Rome
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Bancorp’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 Rome Bancorp’s prospectus for offering .
expenses,: reinvestment rate, effective tax rate and stock benefit plan assumptions (summarized in

Exhibits IV-7 and IV-8).

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

0 P/E Approach. The P/E approach is generally the best indicator of long-
term value for a stock. Given the similarities between the Company’s and
the Peer Group’s operating strategies, earnings composition and overall
financial condition, the P/E approach was carefully considered in this
valuation. At the same time, since reported earnings for both the
Company and the Peer Group included certain non-recurring items, we
also made adjustments to earnings to arrive at core earnings estimates for
the Company and the Peer Group and resulting price/core earnings ratios.

Lo P/B Approach. P/B ratios have generally served as a useful benchmark in

i ~ the valuation of thrift stocks, particularly in the context of a public
offering, as the earnings approach involves assumptions regarding the use
of proceeds. RP Financial considered the P/B approach to be a useful
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.

0 P/A Approach. P/A ratios are generally a less reliable indicator of market
value, as investors typically assign less weight to assets and attribute
greater weight to book value and earnings - we have also given less
weight to the assets approach. 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.

.0 Trading of ROME stock. Converting institutions generally do not have
stock outstanding. = Rome Bancorp, however, has public shares
outstanding due to the mutual holding company form of ownership.
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Since Rome Bancorp is currently traded on the NASDAQ, it is an
indicator of investor interest in the Company’s conversion stock and
therefore received some weight in our valuation. Based on the December
3, 2004 stock price of $28.50 per share and the 4,227,086 shares of Rome
Bancorp stock outstaniding, the Company’s implied market value of
$120.5 million was considered in the valuation process. However, since
the conversion stock will have different characteristics than the minority
shares, and since pro forma information has not been publicly
disseminated to date, the current trading price of Rome Bancorp’s stock
was somewhat discounted herein but will become more important
towards the closing of the offering.

The Company has adopted Statement of Position ("SOP") 93-6, which causes earnings

per share ﬁ:omputations 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 SOP 93-6 in the valuation.

a Based on the applicati.on‘of the three valuation apprOaches,'taking into consideration the
valuation adjustments discussed above, RP Financial concluded that, as of December 3, 2004,
the aggregate pro forma market value of Rome Bancorp’s conversion stock was $90,176,740 at
the midpoint, equal to 9,017,674 shares at $10.00 per share. The midpoint and resulting
valuation range is based on the sale of a 61.55% ownership interest to the public, which provides

for a $55.5 million public offering at the midpoint value.

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

calculating the Company’s pro forma market value by applying a valuation P/E multiple to the
pro forma earnings base. In applying this technique, we considered bbth reported earnings and a
recurring earnings base, that is, earnings adjusted to exclude any one-time non-operating items,
plus the estimated after-tax earnings benefit of the reinvestment of the net proceeds. The
CompanY’s reported earnings, incorporating the reinvestment of $2.043 million of MHC assets at
an after-tax reinvestment rate of 1.32%, equaled $2.136 million for the twelve months ended
September 30, 2004. In deriving Rome Bancorp’s estimated core earnings for purposes of the

valuation, the only adjustment made to reported earnings was to eliminate the net gain on the
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sale of iﬁvestment securities equal to $381,000 for the twelve month period. As shown below,
on a tax-effected basis, assuming an effective marginal tax rate of 38.95%, the Company’s core
earnings were determined to equal $1.903 million for the twelve months ended September 30,
2004. (Note: see Exhibit IV-9 for the adjusfments applied to the‘Peér Group’s eamings in the

calculation of core earnings).

Amount(1)
($000)

Net income $2,136
Deduct: Net gain on sale of securities(1) (233)
Core earnings estimate ' $1,903

._(1) Adjustment was tax effected at 38.95%.

Based on the Company’s reported and estimated core earnings, and incorporating the
impact of the pro forma assumptions discussed previously, the Company’s pro forma reported

and core P/E multiples at the $90.2 million midpoint value equaled 37.20 times and 41.16 times,

 respectively, which provided for premiums of 63.2% and 86.1% relative to the Peer Gfoup's

average reported and core earnings multiples of 22.80 times and 22.12 times, respectively (see

Table 4.3).

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

calculating the Company’s pro forma market value by applying a valuation P/B ratio, derived
from thé Peer Group’s P/B ratio, to the Company’s pro forma book value. The Company’s pre-
conversion book value was adjusted to include $2.043 million of equity held at the MHC level
which vs}ill be consolidated with the Company’s capital as the result. of the conversion. In
applying:“the P/B approé.ch, we considered both reported book value and tangible book value.
Based on the $90.2 million midpoint valuation, Rome Bancorp’s pro forma P/B and P/TB ratios
both equaled 103.84%. In comparison to the respective average P/B and P/TB ratios indicated
for the Peer Group of 142.79% and 149.68%, the Company’s ratios reflected discounts of 27.3%
and 30.6%, respectively. RP Financial considered the discounts under the P/B approach to be
reasonable in light of the valuation adjustments referenced earlier, the comparatively lower pro

forma return on equity and the resulting pricing ratios under the earnings and assets approaches.
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3. Price-to-Assets (“P/A”). The P/A valuation methodology determines market

value by applying a valuation P/A ratio to the Company’s pro forma asset base, conservatively
assurning?no deposit withdrawals are made to fund stock purchases. In all likelihood there will
be deposi& withdrawals, which results in understating the pro forma P/A ratio computed herein.
The Company’s pre-conversion assets were adjusted to include $2.043 million of assets held at
the MHC level which will be consolidated with the Company’s assets as the result of the
conversion. At the midpoint of the valuation range, Rome Bancorp’s value equaled 28.76% of
pro forma assets. Comparatively, the Peer Group companies exhibited an average P/A ratio of
20.60%, which implies a premium of 66.4% has been applied to the Company’s pro forma P/A

ratio.

Comparison to Recent Conversions

As indicated at the beginning of this chapter, RP Financial’s analysis of recent conversion
‘offering ﬁricing characteristics at closing and in the aftermarket has been limited to a “technical”
analysis and, thus, thé pricing éharacteristics of recent conversion offerin'gs can not be a pﬁmary
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). Roebling Financial’s offering was the
only secbnd-step conversion completed within the past three months. Roebling Financial’s
closing P/TB ratio equaled 112.3% and the stock declined by 0.5% during the first week of
trading. ' Rome Bancorp’s P/TB ratio of 103.8% at the midpoint value reflected an implied

discount of 7.6% relative to Roebling Financial’s closing P/TB ratio and at the top of the super

- Rome Bancorp’s P/TB ratio of 115.6% reflects an implied premium of 2.9% relative to Roebling

Financial’s closing P/TB ratio.

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 Company, inclusive of the sale of the MHC’s ownership

interest to the public shareholders was $90,176,740 at the midpoint. Based on this valuation and
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the approximate 61.55% ownership interest being sold in the public offering, the midpoint value
of the Company’s stock offering is $55,500,000, equal to 5,550,000 shares at a per share value of

$10.00. Pursuant to conversion guidelines, the 15% offering range indicates a minimum offering

“value of $47,175,000 and a maximum offering value of $63,825,000. Based on the $10.00 per

share offering price, this valuation range equates to an offering of 4,717,500 shares at the
minimum and 6,382,500 shares at the maximum. In the event the appraised value is subject to an
increase, the offering range may be increased up to a supermaximum value of $73,398,750
without requiring a resolicitation. Based on the $10.00 per share offering price, the
supermaximum value would result in an offering of 7,339,875 shares. The pro forma valuation

calculations relative to the Peer Group are shown in Table 4.3 and are detailed in Exhibit IV-7

_and Exhibit IV-8.

Establishment of the Exchange Ratio

OTS regulations provide that in a conversion of a mutual holding company, the minority
stockholaers are entitled to éxchange the public'éﬁares for neW1y iséﬁed shares of Rome Bancorp
stock as a fully converted company. The Board of Directors of the MHC has independently
determined the exchange ratio. The determined exchange ratio has been designed to preserve the
current oggregate percentage ownership in Rome Bancorp equal to 38.39% as of September 30,
2004. T he exchange ratio to be received by the existing minority shareholders of Rome Bancorp
will be determined at the end of the offering, based on the total number of shares sold in the
subscription and community offerings. Based upon this calculation, and the valuation conclusion
and offeﬁng range concluded above, the exchange ratio would be 1.8133 shares, 2.1333 shares,
2.4533 shares and 2.8213 shares of newly issued shares of Rome Bancorp stock for each share of
stock held by the public shareholders at the minimum, midpoint, maximum and supermaximum
of the offering range, respectively. RP Financial expresses no opinion on the proposed exchange
of newly issued Company shares for the shares held by the public stockholders or on the

proposed exchange ratio.
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EXHIBIT I-1
Rome Bancorp, Inc.
Map of Office Locations
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EXHIBIT I-2
Rome Bancorp, Inc.
Audited Financial Statements

[Incorporated by Reference]



EXHIBIT I-3
Rome Bancorp, Inc.
Key Operating Ratios
! For the Nine
Months Ended
September 30, For the Year Ended December 31,
2004 2003 2003 2002 2001 2000 1999
Selected Financial Ratios
and Other Data (continued) .
Performance ratios: 0 ' .
Basic earnings pér share " %0.41 $0.26 - 30.37 - 50.60 $0.52 $0.37 '$0.01
Diluted camings per share = $0.40 $0.26 $0.36 30.58 50.51 - $0.37 © $0.01
Return on average assets 0.84% 0.57% 0.59% 1.00% 0.94% 0.76% 0.64%
Return on average equity 6.11% 3.98% 4.16% 6.86% 6.09% 4.62% 4.52%
Net interest rate spread (tax ; 4.35% 4.33% 4.27% 3.95% 3.42% 3.71% 3.51%
equivalent)
Net interest margin (tax ' 4.67% 4.76% 4.70% 4.56% 431% 4.66% 4.31%
equivalent) l
Non-interest expense to ; 3.47% 3.36% 3.42% 3.09% 2.93% 321% 3.40%
average assets
Efficiency ratio (1) . 69.96% 68.38% 70.22% 64.85% 65.05% 67.25% 75.47%
Average interest earning assets :
to average interest-bearing |
liabilities 125.66% 128.81% 128.15% 128.68% 129.02% 130.20% 124.57%
Capital Ratios:
Average equity to average :
assets 13.79% 14.21% 14.29% 14.52% 15.40% 16.49% 14.18%
Equity to total assets at end of
period 13.57% 13.61% 13.99% 14.47% 14.70% 15.54% 16.91%
Book value per share T 8843 $8.52 $8.55 $8.41 §8.22 $8.00 $7.52
Regulatory Capital Ratios:
Core capital (Tier 1 capital) o 13.41% 14.56% 13.68% 14.90% 14.54% 15.48% 16.84%
Total Risk-based capital o 18.08% 20.2% 19.19% 21.24% 21.75% 24.29% 30.21%
Asset Quality Ratlos:
_Nonperforming loans asa - c ) : . :
_percent of loans ) D 0.39% "0.67% 0.67% ©083% -0.45% - 080% . . -0.34%
Nonperforming assetsasa . o ) . : _ o )
percent of total assets : 0.33% 0.51% 0.61% 0.63% 031% 0.55% 0.30%
Allowance for loan losses as a
percent of loans ‘ 0.85% 0.81% 0.86% 0.94% 0.94% 1.01% 1.24%
Allowance for loan losses as a
percent of non-performing
loans 217.90% 122.10% 128.70% 114.1% 211.5% 125.41% 364.68%
Other Data:
Number of: )
Deposit accounts 34,936 34,111 34,443 32,776 32,446 33,591 33,475
Full service offices : 4 4 4 4 4 4 4

Note: Al per share amounts have been adjusted to reflect Rome Bancorp's three-for-two stock split effective June 16, 2003.
Basic and diluted earnings per share for the year ended December 31, 1999 are only from October 6, 1999, the date of
Conversion to a stock bank holding company, to the end of the year.

bl

(1) Nom-interest expense divided by the sum of net interest income, the tax equivalent adjustment on tax-exempt municipal
Securities and other non-interest income.

Source: Rome Bancorp's prospectus.



EXHIBIT 1-4
Rome Bancorp, Inc.
Investment Portfolio Composition

At September 30, At December 31,

2004 2003 2002 2001
Amortized  Falr Amortized Fair Amortized  Fair Amortized Fair .
) S . ) Cost Value Cost Value . Cvost Value Cost Value
Held to maturity: ' S o : ’ -
Mortgage-backed securities .
GNMA ‘ 3 107 $ 116 3 160§ 174 § 231 § 255 % 319 § 349
FHLMC i 6 7 - - -- - 15 17
U.S. Government securities 1,822 1,827 2,479 2,519 2,305 2,395 988 1,041
Other bonds : 199 199 151 151 230 230 404 404
Total held to maturity 2,134 2,149 2,790 2,844 2,766 2,880 1,726 1,811
Available for sale: :
U.S. Govemnment agencies 2,628 2,725 3,457 3,593 5,920 6,187 9,634 9,959
. State and Municipal obligations 7,402 7,741 8,654 9,155 9,154 9,792 9,790 10,103
Mortgage-backed securities
FNMA 148 152 252 245 739 766 1,000 1,000
FHLMC : 926 980 1,447 1,523 4,546 4,749 5,422 5,494
Corporate bonds ! 3,031 3,153 6,499 6,798 12,243 12,965 12,195 12,594
Total available for sale debt securities 14,135 14,751 20,309 21,314 32,602 34,459 38,041 39,150
Equity securities : 2,733 2913 3,792 4,109 6,582 5,215 5,531 5,167
FHLB stock ' 1,103 1,103 905 905 767 767 926 926
Totalavailable for sale 17971 _ 18,767 _ 25006 - - 26328 __ 39,951 _40.441 - _ 44498 45243

 Total investment securities = . - &t@i__&il_ﬁglﬁ $20172 § 42717 $43321 §. 46224 $47.054

Source: Rome Bancorp's prospectus.
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EXHIBIT I-6
Rome Bancorp, Inc.
Loan Loss Allowance Activity

For the

Nine Months Ended .
Scptember 30, " For the Year Ended December 30,
2004 - . 2003 2003 2002 2001 2000 1999
S ' ) (Dollars in thousands) S
Balance at beginning of year S 1,809 $ 1,730 $ 1,730 § 1,597 $ 1,688 $ 1,776 s 1,956
Provision for loan losses 325 250 510 - 330 325 650 175
Charge-offs: - )

"Mortgage loans ; 47 153 160 . - 51 37 36 184
Commercial loans 31 36 & - 3 341 795 1338
Consumer loans . 285 223 295 - 289 213 153 88

Total ; 363 412 540 . in2 591 984 610

Recoveries ; 140 86 109 . 175 175 246 253

Source' Rome Bancorp's prospectus.



EXHIBIT I-7
Rome Bancorp, Inc.
Interest Rate Risk Analysis

' Market Value of Portfolio Equity
Net Interest Income Based on September 30, 2004

Change in Percentage Dollar Percentage
Interest Rates In : Estimated Dollar Change Change from Estimated Change Change from
Basis Points(1) : Amount From Base Base Amount From Base Base
. ‘ * (Dollars in thousands)
. +300 ) . 11,560 .. .. . 239. .. 21 36899 . 0 L (9,665) ' (20.76)
+200 ) 11,495 174 © 154 40,446 ) (6,118) (13.14)
+100 11,417 96 .85 43,755 - (2,809) (6.03)
Base : 11,321 46,564
-100 11,244 (76) (.67) 48,742 2,178 4.68

(1) Assumes an instantaneous uniform change in interest rates. Basis point equals 0.01%

Source: Rome Bancorp's prospectus.



EXHIBIT 1-8
Rome Bancorp, Inc.
Fixed Rate and Adjustable Rate Loans

Due After September 30, 2005 Due After December 31, 2004
Fixed Adjustable Total Fixed Adjustable Total
: (In thousands)
Residential Mortgage loans $ 91,168 $19,922  S111,090 $ 80,304 $14,367 $ 94,671
Commercial Real Estate loans 27,528 18,646 46,174 27,742 11,290 39,032
Commercial loans 7,214 4,246 11,460 7,106 963 10,961
Consumer loans 27,921 - 27,921 28,043 - 28,043
Total loans S153831 342814 SI96645 §143195  $26620

Source: Rome Bancorp's prospectus.
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EXHIBIT I-10

Rome Bancorp, Inc.
Contractual Maturity By Loan Type

At September 30,2004 At December 31, 2003
Residential Commercial Residential Commercial
Mortgage Real Estate Commercial Consumer Mortgage Real Estate Commercial Consumer
Loans Loans Loans Loans Loans Loans Loans Loans
(In thousands)
Amounts due:
Within one year | $ 25§ 513§ 9,100 $ 1638 § 438 $ 5347 $ 8218 § 1,752
After one year:
One to three years 704 6,059 1,861 13,081 486 2,024 2,090 10,901
Three to five years 2,790 1,252 2,517 21,854 2,769 2,701 2,397 22,454
Five to ten years 12,530 10,026 4,509 3,016 12,790 8,738 4,081 2,492
- Ten to twenty years 49,964 27,117 1,118 481 47,348 26,664 971 37
After twenty years 46,503 5918 1,402 1,499 35,044 6,694 1414 1,671
Total due after one year 112,491 50372 11,407 39,931 98,437 46,821 10,953 ‘37,889
Total loans S112516 § 50885 S 20507 5 41569 S 98485 5 52068 £ 19171 539,641

Source: Rome Bancorp's prospectus.



EXHIBIT I-11
Rome Bancorp, Inc.

Loan Originations, Purchases and Sales

For the Nine Months
Ended September 30, For the Year Ended December 31,
2004 2003 2003 2002 2001
) \ (In thousands) :
Total loans: . . ; o -
Balance outstanding at beginning of period ....cerecernees '$209,465 $183,204  $183,294  $169,204  $167,534
‘ Originations:
Mortgage loans 5 36,180 38,739 54,161 32,250 17,009
Commercial and consumer 10anS.....ceucersenescsscessens 16,837 16,046 22,397 25,730 19,908
Total originations 53,017 54,785 76,558 57,980 36,917
Less:
Principal repayments:
Mortgage loans ; . 23,465 18,797 30,284 18,809 14,893
Commercial and consumer loans 13,22 _ 14366 8204 21325 _19.075
Total principal payments 36,694 33,163 48,488 40,134 33,968
Transfers to foreclosed real €State ......ovvvieisrseriesessoricrnane 87 - 202 184 45
Loan sales - guarantccd student 10anS voeeeeveereeensassesesinns - 1,266 1,266 3,375 818
Loans charged off. 223 326 431 197 416
Balance outstanding at end of period........cvevsrccnencnes $£225.478 $203,324 3209465  $183,294 $169,204

Source: Rome Bancorp's prospectus.



Nonaccruing loans:
Mortgage loans
Commercial loans -
Consumer loans

| Total . S

Accruing loans delinquent

90 days or more
Total non-performing loans
l Foreclosed real estate, net

Total non-performing assets

Non-performing loans to

total loans

Non-performing assets to .

' total assets

©
o

At September 30,

EXHIBIT I-12

Rome Bancorp, Inc.
Non-Performing Assets

irce: Rome Ban

At December 31,
2004 2003 2002 T 2001 2000 1999
(Dollars in thousands)

s 397 5 689 s 53 3 s1 5 4 s 224
i 294 513 377 S 420 1,076 112
154 138 148 - ie3 4 22

T 845 1340 . . 1056 - 574 1,158 "358

, 32 66 460 181 188 129
877 1,406 1516 755 1,346 487

- 202 s5 - - 183

s _R77 31608 2157 b1 755 3 1346 3 670
039% 0.67% 0.83% 0.45% 0.80% 034%
0.33% | 0.61% 0.63% 031% 0.55% 030%

corp's prospectus.



EXHIBIT I-13
Rome Bancorp, Inc.
Deposit Composition

At December 31,

At September 30,
12004 2003 2002
Percent Percent Percent
o -of total - of total - of total
_ 1 .Amount- deposits Amount *  deposits ..  Amount _'deposits
(Dollars In Thousands) '
Saving $ 95275 45.90% $ 91,659 45.11% $ 86,495 44.37%
Money market 7,984 3.85 7914 3.89 8,242 4.23
Other interest bearing 8,586 4.14 5,764 2.34 2,801 1.44
Noninterest bearing 26,971 12.99 7,054 13.32 25024 _12.84
Total \ 138,816 66,88 132,391 65.16 122,562 _62.88
Time Deposits:
Original maturities of:
Thiree months or less 1,202 0.58 1,274 0.62 1458 075
Over three months to twelve
months 33,693 16.23 36,507 17.97 37,358  19.17
Twelve months to twenty-four |,
months . '
12,584 6.06 12,395 6.10 12,542 6.43
Twenty-four months to thirty-
six months :
5,472 2.64 6,034 2.97 6,010  3.08
Thirty-six moaths to forty-eight
months ;
2,617 t.26 2,421 L1% 2,124 1.09
Forty-eight months to sixty
_ months .
- 13,191 .- 635 12,168 599 12,870  _6.60
Total time deposits ' . _ B o
S 68759 3312 70799 3484 _72362 3L13
Total deposits 201575 10000% 5205190  100X% 8106924 100.00%

Source: Rome Bancorp's prospectus.

2001
Amount
$80,778
6,654
2,750

24922
115,104

1,829

38,822
12,780
6,066
2,153

12462

74,112
$189.216

Percent
of total .
deposits

097

20.52

6.75

3917
100.00%



EXHIBIT I-14
j Rome Bancorp, Inc.
‘Scheduled Maturity of Jumbo Time Deposits

Maturity Period Amount
(In thousands)
Three months or less § 3,030
Over three months through six months 1,797
Over six months through 12 months 2,294
‘Over 12 months . . 3357 .
Total . - 8 10478

Source: Rome Bancorp's prospectus.



Description of Office Facilities

EXHIBIT II-1

Location

Executive Office:

100 West Dominick St.
Rome, NY

Branch Offices:

1629 Black River Boulevard )

Rome, NY ‘

1300 Erie Boulevard
Rome, NY S

82 Seneca Tumpike

New Hartford, NY .o

Mortgage Center:
137 West Dominick Street

Rome, NY
Accounting Center:

139 West Dominick Street
Rome, NY

Leased or
Owned

Owned

" Owned -

Owned

Owned

Ovwned

Owned

Original Date
Acqulred

1956
1963
1997
1983

2002

1995

Source: Rome Bancorp's prospectus.

Net Book Value
December 31,2003

{In thousands)

3 1,259

303
1,035

140
479

370



EXHIBIT I1-2
Historical Interest Rates



Exhibit 11-2
Historical Interest Rates(1)

‘ Prime 90 Day One Year 10 Year
Year/Qtr. Ended Rate T-Bill 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% 5.51% 6.43%
1997: fQuarter 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% 551% 5.75%
1998: ‘,Quarter1 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 o T7.75%% . 4.78% 5.07% 5.81%

Quarter 3 - 8.25% 4.88% _ 5.22% 5.90%

Quarter4 -~ | 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% 542%

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) Ehd 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 New York Thrifts
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EXHIBIT III-3
Public Market Pricing of Mid-Atlantic Thrifts
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EXHIBIT III-4
Peer Group Market Area Comparative Analysis
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EXHIBIT IV-1
Stock Prices:
As of December 3, 2004
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EXHIBIT IV-2
Historical Stock Price Indices




Exhibit IV-2
Historical Stock Price Indices(1)

SNL
NASDAQ Thrift
Year/Qtr. Ended DJIA S&P 500 Composite Index
1995: Quarter 1 4157.7 500.7 - 817.2 278.4
Quarter 2 ] 4556.1 544.8 933.5 313.5
Quarter3 - 4789.1 "584.4 1,043.5 362.3
Quarter 4 5117.1 615.9 1,052.1 376.5
1996: Quarter 1 5587.1 645.5 1,101.4 382.1
Quarter 2 5654.6 670.6 1,185.0 387.2
Quarter 3 5882.2 687.3 1,226.9 4293
Quarter 4 6442.5 737.0 1,280.7 483.6
1997: Quarter 1 6583.5 757.1 1,221.7 527.7
Quarter 2 7672.8 885.1 1,442.1 624.5
Quarter 3 7945.3 947.3 1,685.7 737.5
Quarter 4 7908.3 970.4 1,570.4 814.1
1998: Quarter 1 8799.8 1101.8 1,835.7 869.3
Quarter 2 8§952.0 1133.8 1,894.7 833.5
Quarter 3 7842.6 1017.0 1,693.8 651.3
Quarter 4 9181.4 1229.2 2,192.7 705.9

i

1999: Quarter 1 9788.2 1286.4 2,461.4 707.6
Quarter 2 10970.8 13727 2,686.1 695.6
Quarter 3 10337.0 1282.7 =~ 2,746.2 609.1
Quarter4 11497.1 1469.3 '4,069.3 562.4
2000: Quarter 1 10921.9 1498.6 45728 545.6
Quarter 2 10447.9 1454.6 3,966.1 567.8
Quarter 3 10650.9 1436.5 3,672.8 718.3
Quarter 4 10786.9 1320.3 2,470.5 874.3
2001: Quarter 1 9878.8 1160.3 1,840.3 885.2
Quarter 2 10502.4 1224 .4 2,160.5 964.5
Quarter 3 8847.6 1040.9 1,498.8 953.9
Quarter 4 10021.5 1148.1 1,950.4 918.2
2002: Quarter 1 10403.9 1147.4 1,8454 1006.7
Quarter 2 9243.3 989.8 1,463.2 1121.4
Quarter 3 7591.9 815.3 1,172.1 084.3
Quarter 4 83416 - 8798 1,335.5 1073.2
2003: Quarter 1 7992.1 848.2 1,341.2 1096.2
Quarter 2 8985.4 974.5 1,622.8 1266.6
Quarter 3 9275.1 996.0 1,786.9 1330.9
Quarter 4 10453.9 1112.0 2,003.4 1482.3
2004: Quarter 1 10357.7 1126.2 1,994.2 1585.3
Quarter 2 10435.5 1140.8 2,047.8 1437.8
Quarter 3 10080.3 1114.6 1,896.8 14851
1586.4

As of Dec. 3, 2004 10592.2 1191.2 2,148.0
(1) End df period data.

Sources: SNL Financial and The Wall Street Journal.

SNL
Bank
Index

1521
171.7
195.3
207.6

225.1
224.7
249.2
280.1

292.5
333.3
381.7
414.9

456.1
457.7
363.5
439.6

448.4
479.3
409.9
416.7

421.2
387.4
464.6
479.4

459.2
493.7
436.6
473.7

498.3
468.9
396.8
4191

401.0
476.1
4909
548.6

562.2
546.6
556.0
582.7




EXHIBIT IV-3
Historical Thrift Stock Indices




<Index Values>

THRIFTINVESTOR

Index Values Price Appreciation (%)

10/28/04  09/30/04  12/31/03  10/31/03 1 Manth YTD LT™
All Pub. Traded Thrifts 15031 1,495.1 14823 . 14625 0.53 1.40 2.78
MHC Index - 2,820.9 2,7178 26635 2,509.9 . 3380 591 12.39
Stock Exchange Indexes °
AMEX Thrifts f 616.5 606.6 547.2 523.6 1.64 12.67 17.75
NYSE Thrifts 924.5 925.2 927.9 933.6 -0.08 -0.37 -0.98
OTC Thrifts 1,909.4 1,881.8 1,832.1 1,744.6 1.46 422 9.45
Geographic Indexes
Mid-Attantic Thrifts 3,581.9 3,587.7 3,767.0 34721 -0.16 -4.91 3.14
Midwestern Thrifts 3,325.7 32814 °  3,266.1 3,267.1 1.35 1.82 1.79
New England Thrifts 1,575.9 1,555.2 1,304.3 1,269.4 133 20.83 2415
Southeastern Thrifts 1,468.6 14455 1,469.6 1,346.8 1.60 -0.07 9.04
Southwestern Thrifts 1,152.5 1,189.2 1,191.3 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 13380 13721 13083 -241 -4.83 -0.20
$250M to $500M . 34374 34218 - 33317 . 32145 046 . 317 693
$500Mto$1B - 1791 17732 17630 - 16801 129 - 188 690 -
$1B to $58 2,324.2 2,2819 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 390.2 3726 1.64 1.95 6.76
Less than $75M ‘3 470.4 467.5 409.0 389.7 0.63 15.01 20.70
QOver $75M : 4124 405.7 400.5 382.4 1.67 2.99 7.84
Comparative Indexes
Dow Jones Industrials 10,027.5 10,0803 10,4539 9,801.1 -0.52 -4.08 231
S&P 500 1,130.2 1,1146 ~ 11119 1,050.7 1.40 1.64 1.57

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

Mid-Atlantic: DE, DC, MD, NJ, NY, PA, PR; Midwest: IA, IL, IN, KS, KY, MI, M, MO, ND, NE, OK, D, W;
New England: CT, MA, ME, NH, RI, VT; Southeast: AL, AR, FL, GA, MS, NC, SC, TN, VA, WV;

Southwest: CO, LA, NM, OK, TX, UT; West: AZ, AK, CA, HI, ID, MT,

Source: SNL Financial

NV, OR, WA, WY

NOVEMBER 2004




EXHIBIT IV-4
Acquisition Activity of New York Thrifts
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EXHIBIT IV-5
Rome Bancorp, Inc.
Director and Senior Management Summary Resumes




Rome Bancorp, Inc.
Director and Senior Management Summary Resumes

The business experience of each director for at least the past five years is set forth below.

Bruce R. Engelbert is a retired President of Engelbert’s Jewelers, Inc., a retail jewelry
business with one store in Rome and another in New Hartford, New York.

David C. Grow has been a partner at the law firm of McMahon and Grow since 1975.
The firm serves as counsel to Rome Savings. Mr. Grow currently serves as director and
Secretary for the Canterbury Printing Company of Rome, Inc. in Rome, New York and MGS

Manufacturing Company, Inc. Mr. Grow also serves as President of The Rome Community
Foundation.

Kirk B. Hinman has served as the President of Rome Strip Steel Company, Inc. since
1989. He also serves on the Board of Directors of Canterbury Printing Company of Rome, Inc.,
Lifetime Healthcare, Inc., and Utica First Insurance Company.

T. Richard Leidig is self-employed as a business consultant. He served as Vice President
of Administration of Rome Cable Corp. until retiring from that position in 1986.

; Richard H. McMahon has been a partner at the law firm of McMahon and Grow since
1964. The firm serves as counsel for Rome Savings. Mr. McMahon currently serves as a
director of Central New York Abstract Corporation in Utica, New York.

Marion C. Scoville tetired from Rome Savings in 2000 after 44 years of service. Ms.
Stoville continues to serve as a director and the corporate secretary of Rome Bancorp.

Charles M. Sprock has served as the Chairman of the Board, President, and Chief
Executive Officer of Rome Savings Bank and Rome Bancorp since 1980. He also serves on the
Board of Directors for the Institutional Investors Mutual Fund in New York City and the
Canterbury Printing Company of Rome, Inc. in Rome, New York.

Michael J. Valentine has served as President of Mele Manufacturing Company, Inc.
since. Mele Manufacturing Company, Inc. manufactures and imports products in the jewel case,
stationery, custom packaging, and sports flooring businesses.

Executive Officers

Our initial senior executive officers are the same as to those who currently serve as

executive officers of Rome Bancorp and Rome Savings. In addition to Mr. Sprock, they are as
follows:

David C. Nolan, age 51, has served as the Treasurer and Chief Financial Officer of Rome
Bancorp since its inception and of Rome Savings since 1984. His experience at Rome Savings
includes positions as the Chief Accounting Officer, Manager of the Asset Liability Committee
(“ALCQ”), and Manager of fixed income portfolios.

James F. Sullivan, age 56, is currently the Vice President and Senior Loan Officer of
Rome Savings, an office that he has held since 1997. He is responsible in this capacity for Rome
Savings’ commercial loan portfolio. '

Source: Rome Bancorp’s prospectus.
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EXHIBIT IV-6
Rome Bancorp, Inc.
Pro Forma Regulatory Capital Ratios
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Capital under generaly accepted accounting,

EXHIBIT IV-6
Rome Bancorp, Inc.
Pro Forma Regulatory Capital Ratios

Pro Forma at September 30, 2004 Based Upon the Sale at $10.00 Per Share

7,339,875
4,717,500 5,500,000 6,382,000 Shares
Shares Shares Shares (15% Above
Historical at (Minimum of (Midpoint of (Maximum of Maximum of
September 30, 2004 Range) Range) " Range) Range)(1)
Percent Percent Percent Percent Percent
of of of of of
Amount  Assets2) Amount  Assets(2) Amount  Assets(?)  Amount  Assets2) Amount  Assets(2)

(Dollars in thousands)

principles. - $ 29,094 1L.10% § 50,086 17.58% § 53,542 1854% § 56999 19483% § 60,974 20.54%
1] B
.T:mgfblc capital(3) m— e SN, 28,626 10.94 49,618 17.44 53,074 18.41 56,531 19.36 60,506 20.41
Requiremeat(4) 3924 1.50 4,267 1.50 4324 ].50 4381 1.50 4,446 1.50
Excess 24702 _ 944 345351 1594 _48750 _1691  __S2150 _178¢ _ 36060 _1891
Corc capital(3X5). 28,616 10.94 49,608 17.44 53,064 18.41 56,521 19.35 60,496 2041
Requirement _ 7848 3.00 8,535 3.00 8648 __ 300 8762 __ 3.00 8,893 3.00
Excess... 20768 __7.9¢ __ 41073 _1444 - _ 44416 _154 42,759 _ 1635 - __5.603 _17.41
Total risk-based APRUGYE)ccmreiomerermeie 28,023 14.44 49,015 23.85 52,471 . 12529 55928 2672 59903 2832
Reqummem(ﬂ 15,529 8.00 16444 8.00 16,596 __8.00 16747 _ 8.00 16922 8.00
§.12494 __644% § 32571 _1585% §.35875 _12.29% 5 39181 _1872% § 42981 _203%

Excess

m
@
&)
O}

&)

As adjusted to give effect to an increase in the number of shares, which could occur due to an increase in the estimated price range of up to
15% as a result of changes in market conditions or general financial and economic conditions following the commencemest of the offering.
Core capital Jevels are shown as a percentage of “1o1a) assets,” and risk-based capital levels are calculated on the basis of a percentage of
“risk-weighted assets,” each as defined in the OTS regulations.

Pro forma capital levels assume receipt by Rome Savings of 50% of the net proceeds from the shares of common stock sold at the
minimum, midpoint, maximum and 15% above maximum of the offering range.

The cusrent core capital requirement for savings banks is 3% of total adjusted assets for savings baaks that receive the highest supervisory
ratings for safety and soundaess and that are not expericacing or anticipating significant growth. The curreat core capital ratio 2pplicable to
2ll other savings banks is 4%.

Assumes net proceeds are invested in assets that carry a 50% risk-weighting.

Source: Rome Bancorp’s prospectus.
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EXHIBIT IV-7
PRO FORMA ANALYSIS SHEET
Rome Bancorp, Inc.
December 3, 2004

Super maximum value

(1) Pricing ratios shown reflect the midpoint value.
(2) Includes impact of reinvesting $2.043 million of MHC assets at an after-tax rate of 1.32%.
(3) Includes $2.043 million of MHC assets.

(4) Assumes a revin{/estmet rate of 2.16%, tax effected at 38.95%.
(5) Offering expenses shown at the midpaint value.

(6) No cost is applicable since the holding company will fund the loan.
(7) Based on an initial public offering price of $10.00 per share.

Peer Group New York Companies All Public Thrifts
Price Muttiple Symbol Subject (1) Mean Median Mean Median Mean Median
Price-eamings ratio | = PIE 37.20 x 22.80x 25.82x 18.83x ~ 17.12x  18.48x  18.05x
Price-book ratio . = P/B 103.79% 142.79% 145.64% 167.44% 157.92% 165.13% 154.81%
Price-assets ratio = PIA 28.76% 17.28% 17.58% 20.60% 19.99% 17.72% 15.14%
Valuation Parameters
Pre-Conversion Earnings (Y) $2,136,000 (2) ESOP Stock Purchases (E 4.00%
Pre-Conversion Book Value (i $37,631,000 (3) Cost of ESOP Borrowings 0.00% (6)
Pre-Conv. Tang. Book Value $37,631,000 (3) ESOP Amortization (T) 15.00 years
.. Pre-Conversion Assets (A) $264,254,000 (3) RRP Amount (M) 4.00%
Net Reinvestment Rate (4)(R) 1.32% RRP Vesting (N) 5.00 years
Est. Conversion Expenses (5) 3.26% Percentage Sold (PCT) 61.55%
Tax rate (TAX) 38.85% Franchise Tax (L) %0
Calculation of Pro Foﬁ'na Value After Conversion
1. V= P/E * (Y-L) V= $90,176,740
1-P/E*PCT * (1-X-E-M)'R - (1-TAX)"E/T - (1-TAX)*M/N})
2. V= PIB * B V= $90,176,740
i ' 1-PB*PCT* (1-X-E-M)
3. V= P/A* A V= $90,176,740
1-P/A*PCT* (1-X-E-M)
Full
Gross Exchange Conversion Total
Conclusion Offering Shares Proceeds Ratio Value  Shares(7)
Minimum 4,717,500 $47,175,000 1.8133 $76,650,230 7,665,023
Midpaint 5,550,000 $55,500,000 21333  $90,176,740 9,017,674
Maximum ’ 6,382,500 $63,825,000 24533 $103,703,250 10,370,325
7,339,875 $73,398,750 28213 $119,258,740 11,925,874
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Exhibit V-8

PRO FORMA EFFECT OF CONVERSION PROCEEDS
Rome Bancorp, Inc.

At the Minimum of the Range

Conversion Proceeds
Full Conversion Value

. Exchange Ratio

Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Non-cash purchases(1)

Net Proceeds Reinvested

Estimated net incremental rate of return

Earnings In¢rease
Less: Impact of State Franchise/Share Taxes
Less: Estimated cost of ESOP borrowings(2)
Less: Amortization of ESOP borrowings(3)
Less: Recognition Plan Vesting(4)

Net Earnings Increase

Pro Forma Earnings

12 Months ended September 30, 2004 (reported)
12 Months ended September 30, 2004 (core)
Pro Forma Net Worth

September 30, 2004

September 30, 2004 (Tangible)

Pro Forma Assets

September ,‘30, 2004

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

‘Before
Conversion

$2,136,000
$1,903,000

Before
Conversion

$37,631,000
$37,631,000

Before

Conversion

$264,254,000

Net

'Eafnings' ,

Increase

$242,322
$242,322

Net Cash
Proceeds

$41,672,420
$41,672,420

Net Cash
Proceeds

$41,672,420

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

(3) ESOP borrowings are amortized over 15 years, amortization expense is tax-effected at 38.95%.

$76,650,230
1.8133

$47,175,000
1.728,580
$45,446,420

$45,446,420
3,774,000
$41,672,420
1.32%
$549,526

0

0

76,801
230,403
$242,322

After

Conversion

$2,378,322
$2,145,322

After

Conversion

$79,303,420
$79,303,420

After
Conversion

$305,926,420

(4) Stock purchased by Recognition Plans is amortized over 5 years, amortization is tax-effected at 38.95%.




Exhibit V-8

PRO FORMA EFFECT OF CONVERSION PROCEEDS
Rome Bancorp, Inc.
At the Midpoint of the Range

Conversion Proceeds
Full Conversion Value
- Exchange Ratio

Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Non-cash purchases(1)

Net Proceeds Reinvested

Estimated net incremental rate of return

Earnings Increase
Less: Impact of State Franchise/Share Taxes
Less: Estimated cost of ESOP borrowings(2)
Less: Amortization of ESOP borrowings(3)
Less: Recognition Plan Vesting(4)

Net Earnings Increase

Pro Forma Earnings

12 Months ended September 30, 2004 (reported)
12 Months ended September 30, 2004 (core)
Pro Forma Net Worth

September 30, 2004

September 30, 2004 (Tangible)

Pro Forma Assets

September 30, 2004

(1) includes ESOP and RRP stock purchases equal to 4.0% and 4.0% of the offering, respectively.

Before
Conversion

$2,136,000
$1,903,000

Before
Conversion

$37,631,000
$37,631,000

Before

Conversion

$264,254,000

~ Net
‘Earnings
Increase

$288,054
$288,054

Net Cash

Proceeds

$49,251,500
$49,251,500

Net Cash
Proceeds

$49,251,500

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

(3) ESOP borrowings are amortized over 15 years, amortization expense is tax-effected at 38.95%.

$90,176,740
2.1333

$55,500,000
1,808.500
$53,691,500

$53,691,500
4,440,000
$49,251,500
1.32%
$649,470

0

0

90,354
271,062
$288,054

After.

Conversion

$2,424,054
$2,191,054

After

Conversion

$86,882,500
$86,882,500

After
Conversion

$313,505,500

(4) Stock purchased by Recognition Plans is amortized over 5 years, amortization is tax-effected at 38.95%.




Exhibit IV-8

PRO FORMA EFFECT OF CONVERSION PROCEEDS
Rome Bancorp, Inc.
At the Maximum of the Range

.~ Conversion Proceeds

Full Conversion Value -
Exchange Ratio

Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Non-cash purchases(1)
Net Proceeds Reinvested

-Estimated net incremental rate of return

Earnings Increase
Less: Impact of State Franchise/Share Taxes
Less: Estimated cost of ESOP borrowings(2)
Less: Amortization of ESOP borrowings(3)
Less: Recognition Plan Vesting(4)

Net Earnings Increase

Pro Forma Earnings

12 Months ended September 30, 2004 (reported)
12 Months ended September 30, 2004 (core)
Pro Forma Net Worth

September 30, 2004

September 30, 2004 (Tangible)

Pro Forma Assets

September 30, 2004

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

Before
Conversion

$2,136,000
$1,903,000

Before

Conversion

$37,631,000
$37,631,000

Before

Conversion

$264,254,000

Net -
Earnings
Increase

$333,785
$333,785

Net Cash
Proceeds

$56,830,580
$56,830,580

Net Cash
Proceeds

$56,830,580

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

(3) ESOP borrowings are amortized over 15 years, amortization expense is tax-effected at 38.95%.
) g years, p

$103,703,250
© 24533

$63,825,000
. 1.888,420
$61,936,580

$61,936,580

5.106,000
$56,830,580
1.32%
$749,413

0

0

103,907

311,721
$333,785

After
Conversion

$2,469,785
$2,236,785

After
Conversion

$94,461,580
$94,461,580

After
Conversion

$321,084,580

4) Stock purchased by Recognition Plans is amortized over 5 years, amortization is tax-effected at 38.95%.
(4) p y g years,




Exhibit IV-8

PRO FORMA EFFECT OF CONVERSION PROCEEDS
Rome Bancorp, Inc.

At the Superrange Maximum

Conversion Proceeds
Full Conversion Value
Exchange Ratio

Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Non-cash purchases(1)

Net Proceeds Reinvested

Estimated net incremental rate of return

Earnings Increase
Less: Impact of State Franchise/Share Taxes
Less: Estimated cost of ESOP borrowings(2)
Less: Amortization of ESOP borrowings(3)
Less: Recognition Plan Vesting(4)

Net Earnings Increase

- Pro Forma Earnings

12 Months ended September 30, 2004 (reported)
12 Months ended September 30, 2004 (core)
Pro Forma Net Worth

September 30, 2004

September:30, 2004 (Tangible)

Pro Forma Assets

September 30, 2004

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

" Before

Conversion

$2,138,000
$1,903,000

Before

Conversion

$37,631,000
$37,631,000

Before

Conversion

$264,254,000

Net
Earnings

" Increase.

$386,376
$386,376

Net Cash
Proceeds

$65,546,522
$65,546,522

Net Cash
Proceeds

$65,546,522

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

(3) ESOP ,borrowings are amortized over 15 years, amortization expense is tax-effected at 38.95%.

$119,258,740
2.8213

$73,398,750
1.980.328
$71,418,422

$71,418,422
5.871.900
$65,546,522
1.32%
$864,349

0

0

119,493
358.479
$386,376

After

-Conversion

$2,522,376
$2,289,376

After
Conversion

$103,177,522
$103,177,522

After
Conversion

$329,800,522

(4) Stock purchased by Recognition Plans is amortized over 5 years, amortization is tax-effected at 38.95%.

\
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RP® FINANCIAL, LC.
Financial Services Industry Consultants

FIRM QUALIFICATION STATEMENT

RP Financial provides financial and management consulting and valuation services to the financial services industry nationwide,
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
impact of alternative strategies and assessing the feasibility/compatibility of such strategies with regulations and/or other
guidelines. :

MERGER AND ACQUISITION SERVICES

RP Financial's merger and acquisition (M&A) services include targeting candidates and potential acquirors, assessing acquisition
merit, conducting detailed due diligence, negotiating and structuring transactions, preparing merger business plans and financial
simulations, rendering faimess 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,
mutual-to-stock conversions, ESOPs, subsidiary companies, mark-to-market transactions, loan and servicing portfolios, non-traded
securities, core deposits, FAS 107 (fair market value disclosure), FAS 122 (loan servicing rights) and FAS 123 (stock options). Qur -
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 CONSUL TING 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
Ronald S. Riggins, Managing Director

Washington Headﬁuarters

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

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