Risk Factors Comparison 2025-03-14 to 2024-03-22 Form: 10-K

Legend: New Text Remeved-Fext-Unchanged Text Moved Text Section

eem-peﬁters—ﬁnancial service companies . Ourtower-Competition for loan originations and deposits may limit our future
growth and carnings prospects.Some of the institutions with which we compete have substantially greater resources than
we have and may aﬂ}se—make—rt—mefe—d-rfﬁet&t—te—offer services that we do not prov1de We expect eempeﬁﬁve—competltlon

affeeted-by-the-eontinually-inereasing-eosts-of legislative,
technological changes and the continuing trend of consohdatlon in the financlal services 1ndustry Our profitability will
depend upon our continued ability to compete successfully in our market areas .Risks Related to Interest Rates and
Liquidity Changes in interest rates could adversely affect our results of operations and financial condition.Our results of
operations and financial condition are significantly affected by changes in interest rates.We derive our income primrarty-mainly
from the difference or ““ spread ” between the interest earned on loans,securities and other interest- earning assets and interest
paid on deposits,borrowings and other interest- bearing liabilities.In general,the larger the spread,the more we earn.When
market #terestrates of interest change,the interest we receive on our assets and the interest we pay on our liabilities will
fluctuate. This can cause decreases in our spread and can adversely affect our income.From an interest rate risk per%pective we
have generally been liability sensitive,which indicates that our liabilities generally re- price faster than assets.Our earnings have
beenrmay be adversely impacted by an increase in interest rates which occurred in 2022 and 2023 and-remained-elevatedin2024
,because the majority of our interest- earning assets are long- term,fixed rate mortgage- related assets that gte-will not re- price
as long- term interest rates increase. H-As rates eentinre-to-rise,we wetdd-expect loan applications to decrease,prepayment
speeds to slow down and the interest rate on our loan portfolio to remain static.Conversely,a majority of our interest- bearing
liabilities have much shorter contractual maturities and are expected to re- price,resulting in increased interest expense.A
significant portion of our deposits have no contractual maturities and are likely to re- price quickly as short- term interest rates
increase. Therefore,in an increasing rate environment,our cost of funds is expected to increase more rapidly than the yields
earned on our loan and securities portfolios.The impact on earnings is more adverse when the slope of the yield curve flattens or
inverts,i.e.when short- term interest rates increase more than corresponding changes in long- term rates or when long- term rates
decrease more than corresponding changes in short- term rates.Changes in market interest rates could also reduce the value of
our interest- earning assets including,but not limited to,our securities portfolio.In particular,the unrealized gains and losses on
securities available for sale are reported,net of tax,in accumulated other comprehensive income which is a component of
stockholders’ equity.As such,declines in the fair value of such securities resulting from increases in market interest rates may
adversely affect stockholders’ equity.In a decreasing interest rate environment,our earnings may increase or decrease.If long-
term interest- earning assets do not re- price and interest rates on short- term deposits begin to decrease,earnings may
rise.However,low interest rates on loan products may result in an increase in prepayments , as borrowers soutd-be-ineented-to
refinance their loans.If we cannot re- invest the funds received from prepayments at a comparable spread,net interest income
could be reduced.Also,in a falling interest rate environment,certain categories of deposits may reach a point where market forces
prevent further reduction in interest paid on those products.The net effect of these circumstances is reduced net interest income
and possibly net interest rate spread. We are subject to certain risks with respect to liquidity.” Liquidity ” refers to our ability to
generate sufficient cash flows to support our operations and to fulfill our obligations,including commitments to originate and
fund-loans,to repay our wholesale borrowings and other liabilities and to satisfy the withdrawal of deposits by our
customers.Our primary source of liquidity is our core deposit base,which is raised through our retail branch network. Sureere
Core deposits - consisting of savings and money market accounts , time whieh-is-defined-as-our-deposits less other-than
eertifteates-ef depositgreater-than $ 250,000 and demand brekered-eertifieates-ef deposit-deposits srepresented- 94— comprised
approximately 62 . +6 % of total deposits at December 31, 2624-2023 .Additional available unused sources of liquidity include
borrowings from the Federal Reserve of New York discount window, FHH=BNY—--- FHLB borrowings,brokered deposits s-and &
Hnelines of credit with a-correspondent baskebanks .Liquidity is further provided by unencumbered,or unpledged,investment
securities that totaled a-fatr-vatae-of$ 5456 .8 million at December 31, 2624-2023 .As a result of the Order previously
disclosed herein,the Company’ s ability to access available sources of funds from the FHLB has been curtailed to short-
term advances (i.e.,30 days or less) and the residential loans pledged as collateral for these borrowings will be subject to
reductions in value .The availability of eurtirre-lines of credit with esr-other correspondent bank-banks may also be reduced
or eliminated.Lastly —eﬁ—Febfuafy—Z—'/—}}QQé—the unsecured hne of credlt for our Master Account at the F ederal Reqerve has
been withdrawn at Ba
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deposlt% borrowmgs the qale of loan% and / or investment securities and from other sources could have a sub%tantlal negative
effect on our liquidity.Our most important source of funds consists of our customer deposits.Such deposit balances can decrease
when customers perceive alternative investments,such as the stock market,as providing a better risk / return tradeoff.If
customers move money out of bank deposits and into other investments,we could lose a relatively low- cost source of
funds,which would require us to seek wholesale funding alternatives in order to continue to grow,thereby increasing our funding
costs and reducing our net interest income and net income.Our access to funding sources in amounts adequate to finance our



activities could be impaired by factors that affect us specifically or the banking industry in general.Factors that could
detrimentally impact our access to liquidity sources include regulatory restrictions,disruptions in the financial markets or
negative views and expectations about the prospects for the banking industry.Any decline in available funding could adversely
impact our ability to continue to implement our strategic plan,including originate loans,invest in securities,meet our expenses,or
to fulfill obligations such as repaying our borrowings or meeting deposit withdrawal demands,any of which could have a
material adverse impact on our liquidity,business,financial condition and results of operations.Adverse developments affecting
the financial services industry,such as bank failures or concerns involving liquidity,may have a material effect on eur-the
Company’ s operations.Events relating to the failures of certain banking entities in March 2023.i.e.Silicon Valley Bank and
Signature Bank,have caused general uncertainty and concern regarding the liquidity adequacy of the banking sector as a
whole.Uncertainty may be compounded by the reach and depth of media attentlon 1nclud1ng %001a1 medla and its ab111ty to
disseminate concerns or rumors about any even h A 3 ha P

feadto-market-Non- compliance with the USA PATRIOT Act Bank SeCIecy Act and related regulatlom may %ubject us to fines
or sanctions. The USA PATRIOT and Bank Secrecy Acts require financial institutions to develop programs to prevent financial
institutions from being used for money laundering and terrorist activities. Once such activities are detected, financial institutions
are obligated to file suspicious activity reports with the U. S. Treasury’ s Office of Financial Crimes Enforcement Network.
These rules require financial institutions to establish procedures for identifying and verifying the identity of customers that open
new financial accounts. Failure to comply with these regulations could result in fines or sanctions . The Order cited the
Bank’......, and our interpretation of those changes . Our ability to pay dividends is subject to the ability of Lake Shore Savings
to make capital distributions to Lake Shore Bancorp and the waiver of dividends by Lake Shore, MHC. The value of Lake Shore
Bancorp’ s common stock is significantly affected by our ability to pay dividends to our public stockholders. Our long- term
ability to pay dividends to our stockholders is based primarily upon the ability of the Bank to make capital distributions to Lake
Shore Bancorp, and also the availability of cash at the holdlng company level in the event earnings are not %ufﬁment to pay
d1V1dend§ The O h 6 d P he-payties ; et

ﬁfder—l-t—may dl§tl ibute capital to Lake ShOIe Bancorp in an amount not exceedlng net income for the current calendar period
and the prior two calendar years under OCC safe harbor regulations. Our ability to pay dividends and the amount of such
dividends is also affected by the ability of Lake Shore, MHC, our mutual holding company and majority stockholder of Lake
Shore Bancorp, to waive the receipt of dividends declared by Lake Shore Bancorp. Lake Shore, MHC waived its right to receive
most of its dividends on its shares of Lake Shore Bancorp since its inception in 2006. The ability to waive dividends meant that
Lake Shore Bancorp had more cash resources to pay dividends to its public stockholders than if Lake Shore, MHC accepted such
dividends. Lake Shore, MHC is now required to obtain a waiver from the Federal Reserve Board allowing it to waive its right to
dividends. Under Section 239. 8 (d) of the Federal Reserve Board’ s Regulation MM governing dividend waivers, a mutual
holding company may waive its right to dividends on shares of its subsidiary if the mutual holding company gives written notice
of the waiver to the Federal Reserve Board and the Federal Reserve Board does not object. For a company such as Lake Shore,
MHC, that was formed, issued stock and waived dividends prior to December 1, 2009, the Federal Reserve Board may not
object to a dividend waiver if such waiver would not be detrimental to the safety and soundness of the savings bank subsidiary
and the board of directors of the mutual holding company expressly determines that such dividend waiver is consistent with the
board’ s fiduciary duties to the members of the mutual holding company. Regulation MM also requires as a condition to waiving
dividends, that a mutual holding company obtain the approval of a majority of the eligible votes of its members within 12

months pr10r to the declaratlon of the d1V1dend belng waived —Eake—Shefe—MHGt&seheﬁmg—ﬁs—membefs—(depesﬁeﬁ-ef—Eake

purposes of the d1V1dend waiver provisions of Regulanon MM and ha% comphed with all addltlonal requ1rement§ imposed, we
cannot predict whether the Federal Reserve Board will grant a dividend waiver request and, if granted, there can be no
assurance as to the conditions, if any, the Federal Reserve Board will place on future dividend waiver requests by grandfathered
mutual holding companies such as Lake Shore, MHC. If Lake Shore, MHC is unable to waive the receipt of dividends, our
ability to pay dividends to our stockholders may be substantially impaired and the amounts of any such dividends may be
significantly reduced. We are subject to the Community Reinvestment Act (“ CRA ”) and fair lending laws, and failure to
comply with these laws could lead to material penalties. The CRA, the Equal Credit Opportunity Act, the Fair Housing
Act, and other fair lending laws and regulations impose nondiscriminatory lending requirements on financial
institutions. The CFPB, the United States Department of Justice, and other federal agencies are responsible for enforcing
these laws and regulations. A successful challenge to an institution’ s performance under the CRA or fair lending laws
and regulations could result in a wide variety of sanctions, including paying damages and civil money penalties,
injunctive relief, imposition of restrictions on merger and acquisition activity, and restrictions on expansion activity.
Private parties may also have the ability to challenge an institution’ s performance under fair lending laws in private



class action litigation. We may be required to raise additional capital in the future, but that capital may not be available when it
is needed, or it may only be available on unacceptable terms, which could adversely affect our financial condition and results of
opuallons We are 1equued by lL(llel IUTLlldl()IV aulholmcs to mdmldm ddcquale levels of capital to support our operations -
heBan b artndividuavim apita ren bed-abeve-. We may at some point, however,
need to raise d(l(llll()ndl capital to support continued growth or be required by our regulators to increase our capital resources.
Our ability to raise additional capital, if needed, will depend on conditions in the capital markets at that time, which are outside
of our control, and on our financial performance. Accordingly, we may not be able to raise additional capital, if needed, on
terms acceptable to us. If we cannot raise additional capital when needed, our ability to further expand our operations and
pursue our growth strategy could be materially impaired and our financial condition and liquidity could be materially and
adv ers‘cl\ d[leucd In d(l(llll()n 11 we are unable to raise d(l(llll()ndl ca)llal when 1cquncd by our bank regulators, we may be

§ et;-an ees—Asa he-I'ederal Reserve Board may requlre us to commlt capltal
resources to support Lake Shore Savmgs Bank, and we may not have sufficient access to such capital resources. Federal
law requires that a holding company act as a source of financial and managerial strength to its subsidiary bank and to
commit resources to support such subsidiary bank. Under the “ source of strength ” doctrine, the Federal Reserve Board
may require a holding company to make capital injections into a troubled subsidiary bank and may charge the holding
company with engaging in unsafe and unsound practices for failure to commit resources to a subsidiary bank. A capital
injection may be required at times when the holding company may not have the resources to provide it and therefore
may be required to attempt to borrow the funds or raised-- raise interestrates-capital. Any loans by a holding company
166-basts-petnts-in2623-to eombatrising-inflation-its subsidiary bank are subordinate in right of payment to deposits and
to certain other indebtedness of such subsidiary bank . High-inflation-In the event of a holding company’ s bankruptcy , #f
sustained-the bankruptcy trustee will assume any commitment by the holding company to a federal bank regulatory
agency to maintain the capital of a subsidiary bank. Moreover , bankruptcy law provides that claims based on any such
commitment will be entitled to a priority of payment over the claims of the institution’ s general unsecured creditors,
including the holders of its note obligations. Thus, any borrowing that must be done by Lake Shore Bancorp to make a
required capital injection becomes more difficult and expensive and could have an adverse effect on our business , financial
condition and results —The-inerease-ininterestrates-irresponse-to-elevateddevels-of inflatien-operations. Moreover, it is
possible that we will be unable to borrow funds when we need to do so. We qualify has- as deereased-a smaller reporting
company, and any decision on our part to comply only with certain reduced reporting and disclosure requirements
applicable to smaller reporting companies could make our common stock less attractive to investors. We are a smaller
reporting company, and, for as long as we continue to qualify as a smaller reporting company, we may choose to take
advantage of exemptions from various reporting requirements applicable to the-other valie-ofourseeuritiesportfolio-sinee
262+-public companies but not to smaller reporting companies , resulting-including, but not limited to, reduced disclosure
obligations regarding executive compensation in our periodic reports and proxy statements and two years of audited
financial statements in our annual report instead of three years As long as we are a smaller reportmg company that is
also not an accelerated ﬁler, we will not be subJect to 1 A-tres ; 6

d etton Sectlon 404 (b) of the Sarbanes- Oxley Act, whlch requlres that our
balanee—sheet—lndependent reglstered pubhc accountmg firm review and attest as to the effectiveness of our internal
control over financial reporting . [n addition, as a nflation—driven-inereases-inourtevels-ofnon- interestexpense-accelerated
filer, we will have longer deadlines to file our periodic reports with the Securities and Exchange Commission. We would
remain a smaller reporting company and a non- accelerated filer for so long as our voting and non- voting equity held by
non- affiliates (“ public float ») is less than $ 250 million or our annual revenues are less than $ 100 million and our
public float is less than $ 700 million. Public float is determined each year as of the end of a company’ s second fiscal
quarter applicable at the end of the fiscal year involved. As a result of our smaller reporting company status and non-
accelerated filer status, our stockholders may not have access to certain information they may deem important, and
investors may find our common stock less attractive if we choose to rely on these exemptions. This could negatively
impaet-ourresults— result efoperattons—High-inflatior-in a less active trading market for our common stock and inereasing
interestrates-eould-also-eause-the price of our common stock may be more volatile. Other Risks Related to Our Business
We are a community bank and our ability to maintain our reputation, which is critical to the success of our business,
may materially adversely affect our performance. We are a community bank, and our reputation is one of the most
valuable components of our business. A key component of our business strategy is to rely on our reputation for customer
service and knowledge of local markets to expand our presence by capturing new business opportunities from existing
and prospective customers in our market area and contiguous areas. Threats to our reputation can come from many
sources, including adverse sentiment about financial institutions generally, unethical practices, employee misconduct,




failure to deliver minimum standards of service or quality, compliance deficiencies, cybersecurity incidents and
questionable or fraudulent activities of our customers. Lake Shore Savings Bank and Lake Shore Bancorp, Inc. were all
subject to enforcement actions with their regulators which were all lifted in late 2024 and 2025. Negative publicity
regarding our business, employees, or customers, with or without merit, may result in the loss of customers and
employees, costly litigation and increased governmental regulatlon Vel-at-rl-rty—m—the—bttsrness-eﬂ-\ﬂreﬂmeﬂt— any or all of
which could adversely affect tea £y ATS sestrthe era 3e
monetary-or-our -ﬁsea-l—pel-tetes—busmess and operatlng results Legal and regulatory proceedlngs and related matters could
adversely affect us. We have been and may in the future become involved in legal and regulatory proceedings. We
consider most of the proceedings to be in the normal course of our business ot or results-typical for the industry;
however, it is inherently difficult to assess the outcome of eperationis-these matters, and we may not prevail in any
proceedings or litigation. There could be substantial costs and management diversion in such litigation and proceedings,
and any adverse determination could have a materially adverse effect on our business, and-brand or image, or our
financial condition and results of our operations . Our-earnings-wit-Severe weather, acts of terrorism, geopolitical and
other external events could impact our ability to conduct business. Weather- related events have adversely impacted our
market area in recent years, especially areas located near flood prone areas. Such events that may cause significant
flooding and other storm- related damage may become more common events in the future. Financial institutions have
been, and continue to be affected-by-domestie-ceonomic-eonditions-, targets of terrorist threats aimed at compromising
operating and communication systems. Such events could cause significant damage, impact the stability of our facilities
and result in addrtronal expenses, 1mpa1r the ablhty of our borrowers to repay the-their loans menetary-and-fiseal-potietes
0 has-, reduce the value of collateral securing
repayment of our loans, and ts—l-rkely—te—eeﬂtmne—te-result in the loss of revenue. Whlle we have —estabhshed an—and
regularly test disaster recovery procedures imp : p
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markets areas could affect the performance of our...... risks. The results of our operations may be ddversely affected by
envrronmental condltrons Durlng the course of...... is needed. The borrower is then - the currentfequﬁed-te—ha-ve—fuft-hef

gfewt-h—as—wel-l—&s—t-he—nnpact of eeoﬁom—te—eeﬂd-rt-teﬁs—mlhtary conﬂlct 1nclud1ng wars in Russ1a ﬁn—and Ukraine, inerease-it
nflationrates-and the Middle East, terrorism ees’fs—te—beﬁew—fuﬂds—eeﬁrpeﬁ&eﬁ—m—eﬁﬁ or prlmary market area may reduce

our ability...... unions, online retail mortgage lenders and other geopolltlcal financial servrce companles Cornpetltron for
loan...... to disseminate concerns or rumors about any cvents 3

av&&ab{e—te—meet—ftmdmg—neeés- Rlsks Related to lnvestment in the Company S Stock We expect that our return on equlty will
be low compared to other financial institutions as a result of our high level of capital. Return on average equity, which equals

net income divided by average equity, is a ratio used by many investors to compare the performance of a particular company
with other companies. Our return on equity may be low while we continue to leverage capital levels via organic growth of loans
and deposits. As we implement our strategic plan to increase net interest income and non- interest income via organic growth,
we expect our return on equity ratio to improve. Failure to achieve a competitive return on average equity might make an
investment in our common stock unattractive to some investors and might cause our common stock to trade at lower prices than
comparable financial institutions with higher returns on average equity. If we fail to maintain an effective system of internal
control over financial reporting, we may not be able to accurately report our financial results or prevent fraud, and, as a result,
stockholders and depositors could lose confidence in our financial reporting, which could adversely affect our business, the
trading price of our stock and our ability to attract additional deposits. Section 404 of the Sarbanes- Oxley Act of 2002 (the “
Sarbanes- Oxley Act ”) and the rules and regulations of the Securities and Exchange Commission (the “ SEC ), requires us to
evaluate our internal control over financial reporting and provide an annual management report on our internal control over
financial reporting, including, among other matters, management’ s assessment of the effectiveness of internal control over
financial reporting. We have The-Cempany-has-cstablished a process to document and evaluate its internal controls over
financial reporting in order to satisfy the Sarbanes- Oxley Act and related regulations, which require management consideration
of our the-Cempany>—s-internal controls over financial reporting on an annual basis. In this regard, management has dedicated
internal resources and adopted a detailed work plan to (i) assess and document the adequacy of internal controls over financial
reporting, (ii) take steps to improve control processes, where appropriate, (iii) validate through testing that controls are
functioning as documented and (iv) maintain a continuous internal reporting and improvement process for internal control over
financial reporting. Our Fhe-Company—s-management and Audit ARisk-Committee have made the-Company>s-compliance with
Section 404 a high priority. We Fhe-Company-cannot be certain that these measures will ensure that we the-Cempany
implements— implement and maintains-- maintain adequate controls over #s-our financial processes and reporting in the
future. Any failure to implement appropriate new or improved controls in response to changes in financial processes or
reporting, or difficulties encountered in their implementation could harm our the-Company—s-operating results or cause us the
Company-to fail to meet #ts-our reporting obligations. If we the-Company-fatls— fail to correct any significant deficiencies in the
design or operating effectiveness of internal controls over financial reporting or fails to prevent fraud, current and potential
stockholders and depositors could lose confidence in our the-Company—s-financial reporting, which could harm #s-our business



and the trading price of #s-our stock —Public stockholders do not exercise voting control over us. A majority of our voting stock
is owned by Lake Shore, MHC. Lake Shore, MHC is controlled by its Board of Directors, which consist of those persons who
are members of the Board of Directors of Lake Shore Bancorp and Lake Shore Savings Bank . Lake Shore, MHC will determine
the outcome of the election of the Board of Directors of Lake Shore Bancorp, and, as a general matter, controls the outcome of
most matters presented to the stockholders of Lake Shore Bancorp for resolution by vote. Consequently, Lake Shore, MHC,
acting through its Board of Directors, is able to control the business and operations of Lake Shore Bancorp and may be able to
prevent any challenge to the ownership or control of Lake Shore Bancorp by stockholders other than Lake Shore, MHC. There is
no assurance that Lake Shore, MHC will not take actions that the public stockholders believe are against their interests. Our
stock price may be volatile due to limited trading volume. Our common stock is traded on the NASDAQ Global Market.
However, the average daily trading volume in Lake Shore Bancorp’ s common stock has been relatively small, averaging less
than 3, 000 shares per day during 2623-2024 . As a result, trades involving a relatively small number of shares may have a
significant effect on the market price of the common stock, and it may be difficult for investors to acquire or dispose of large
blocks of stock without significantly affecting the market price.



