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PART I. FINANCIAL INFORMATION

ITEM 1. Financial Statements

FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Financial Condition

(Dollarsin thousands, except share and per share data)

ASSETS
Cash and cash equivaler
Cash and due from ban
Federal funds sold and inter-bearing deposits in other bar
Total cash and cash equivale
Securities available for sale, at fair va
Securities held to maturity, at amortized costr(faiue of $291,158 and $250,657, respectiv
Loans held for sal
Loans (net of allowance for loan losses of $27 24d $26,736, respectivel
Company owned life insuran:
Premises and equipment, |
Goodwill and other intangible assets,
Other asset
Total asset

LIABILITIES AND SHAREHOLDERS ' EQUITY

Deposits:

Noninteres-bearing deman

Interes-bearing deman

Savings and money mark

Certificates of depos

Total deposit:
Shor-term borrowings
Other liabilities
Total liabilities

Shareholder equity:

Series A 3% preferred stock, $100 par value; 155&8es authorized; 1,492 and 1,496 shares issued,

respectively

Series B-1 8.48% preferred stock, $100 par val08;a@0 shares authorized; 171,906 and 171,927

shares issued, respectivi
Total preferred equit

Common stock, $0.01 par value; 50,000,000 shar®ared; 14,397,509 and 14,161,597 shares

issued, respective
Additional paic¢in capital
Retained earning
Accumulated other comprehensive (loss) inct
Treasury stock, at co— 303,244 and 332,242 shares, respecti
Total shareholde’ equity

Total liabilities and sharehold¢ equity

See accompanying notes to the consolidated finbsteiements.

September 3C December 31
2014 2013
(Unaudited)
$ 87,58. $ 59,59¢
— 94
87,58: 59,69:
585,47¢ 609,40(
285,96’ 249,78!
1,02¢ 3,381
1,880,60: 1,806,88.
55,45¢ 49,17:
36,60z 36,00¢
68,88’ 50,00:
53,70: 64,31:
$ 3,055,30.  $2,928,63
$ 571,54¢ $ 535,47:
530,78: 470,73:
805,52: 717,92¢
630,97( 595,92:
2,538,82 2,320,05!
215,96° 337,04
22,75k 16,69¢
2,777,541 2,673,79
14¢ 14¢
17,191 17,19:
17,34( 17,34
144 14z
72,80: 67,57«
198,56 186,13
(5,446) (10,187
(5,657) (6,169
277,75¢ 254,83¢
$3,055,30:  $2,928,63
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Income (Unaudited)

(In thousands, except per share amounts)

Interest income
Interest and fees on loa
Interest and dividends on investment secur
Total interest incom

Interest expenst
Deposits
Shor-term borrowings
Total interest expens
Net interest incom
Provision for loan losse
Net interest income after provision for loan los
Noninterest income
Service charges on depos
ATM and debit carc
Investment advisor
Company owned life insuran
Insurance incom
Investments in limited partnershi
Loan servicing
Net gain on disposal of investment securi
Net gain (loss) on sale of loans held for ¢
Net gain (loss) on disposal of other as:
Other
Total noninterest incorr

Noninterest expens
Salaries and employee bene
Occupancy and equipme
Professional service
Computer and data process
Supplies and postay
FDIC assessmen
Advertising and promotior
Other
Total noninterest expen:
Income before income tax
Income tax expens
Net income

Preferred stock dividenc
Net income available to common shareholc

Earnings per common share (Note
Basic
Diluted
Cash dividends declared per common sl
Weighted average common shares outstani
Basic
Diluted

See accompanying notes to the consolidated finbsteiements.

Three months endec

Nine months endec

September 30 September 30
2014 2013 2014 2013
$20,67: $20,33. $61,16¢ $60,77¢

4,45¢ 4,291 13,90: 12,93¢
25,12¢ 24,62 75,07 73,71
1,627 1,624 4,72¢ 4,96(
244 19¢€ 70€ 53¢
1,871 1,82( 5,43¢ 5,49¢
23,25¢  22,80¢! 69,63t 68,21«
2,01¢ 2,77( 5,87¢ 6,672
21,24 20,03 63,751 61,54:
2,271 2,72¢ 6,76¢ 7,43
1,267 1,28: 3,694 3,84¢
524 56¢ 1,64 1,91
421 422 1,24¢ 1,27¢
922 92 97¢ 18¢
187 241 894 53¢
12C 227 45C 452
51t — 1,77 1,224

76 (102 231 134

72 — 61 39

884 70¢ 2,44% 2,044
7,261 6,16¢ 20,19¢ 19,09¢
9,72t 9,47¢ 28,04« 28,40
3,131 2,95¢ 9,50¢ 9,16:
97¢€ 814 3,332 2,84¢
72¢ 68¢ 2,22¢ 2,20¢
507 51¢ 1,55¢ 1,80¢
39C 367 1,20(C 1,092
21¢ 20¢ 60¢ 67€
2,28¢ 1,98( 6,507 5,861
17,95¢ 17,00¢ 52,97¢ 52,05¢
10,54¢ 9,19: 30,97¢ 28,58t
3,36¢ 3,02¢ 9,541 9,42:
$ 718 $616¢ $21,43t $19,16:
36€ 36E 1,09 1,10(

$ 6,81 $ 5,79¢ $20,33¢ $18,06¢
$ 04¢ ¢ 04 $ 147 $ 132
$ 04¢ $ 04 $ 14¢ $ 131
$ 01¢ $ 0.1¢ $ 057 $ 0.5t
13,95 13,74 13,84( 13,73¢
14,00 13,781 13,89( 13,77«
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income (ks) (Unaudited)

(Dollarsin thousands)

Net income
Other comprehensive income (loss), net of
Net unrealized (losses) gains on securities availfo sale
Pension and pc-retirement obligation
Total other comprehensive (loss) income, net o
Comprehensive incomr

See accompanying notes to the consolidated finbsteiements.

Three months endec Nine months endec
September 30 September 30
2014 2013 2014 2013

$ 7,18 $6,16¢ $21,43¢ $ 19,16

(1,747 (382 4,68  (17,16)
19 19¢ 58 59¢
(1,726 (184 4,741 (16,57
$ 545¢ $598( $26,17¢ $ 259
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Changes in Shareholdergguity (Unaudited)
Nine months ended September 30, 2014 and 2013

(Dollarsin thousands,
except per share data)

Balance at January 1, 201.
Comprehensive incom
Net income
Other comprehensive loss, net of
Purchases of common stock for treas
Repurchase of Series A 3% preferred st
Repurchase of Series-1 8.48% preferred stoc
Sharebased compensation plal
Shar+-based compensatic
Stock options exercise
Restricted stock awards issued,
Excess tax benefit on share-based
compensatiol
Director¢ retainer
Cash dividends declare
Series A 3% Preferr-$2.25 per shar
Series I-1 8.48% Preferre-$6.36 per shar
Commolr-$0.55 per shar

Balance at September 30, 201

Balance at January 1, 201«
Comprehensive incom

Net income

Other comprehensive income, net of
Issuance of common stock for acqusit
Purchases of common stock for treas
Repurchase of Series-1 8.48% preferred stoc
Sharebased compensation plai

Shar-based compensatic

Stock options exercise

Restricted stock awards issued,
Cash dividends declare

Series A 3% Preferr-$2.25 per shar

Series [-1 8.48% Preferre-$6.36 per shar

Commor-$0.57 per shar

Balance at September 30, 2014

Accumulated

Additional Other Total
Preferred Common Comprehensive Treasury Shareholders’
Paid-in Retained
Equity Stock Capital Earnings Income (Loss) Stock Equity

$17,47. $ 14z $67,71( $172,24: $ 3,25  $(6,927) $ 253,89
— — — 19,16: — — 19,16:
— — — — (16,57) — (16,577)
- - - - = (229) (229)
@ - — — — — (1)
(12¢) — 2 — — — (130)
— — 31z — — — 312
— — (5) — — 71 66

— — (44€) — — 44¢€ —
— — (11€) — — — (11€)
— — 7 — — 10¢ 112
— — — ©) — — ©)
— — — (1,097 — — (1,097
— — — (7,556 — — (7,55¢6)
$17,34: $ 14z $67,45¢ $182,75. $ (13,319 $(6,53() $ 247,84
$17,34: $ 14z $67,57¢ $186,13 $ (10,18) $(6,169) $ 254,83
— — — 21,43¢ — — 21,43t
— — — — 4,741 — 4,741
— 2 5,39¢ — — — 5,40(
_ _ — — — (195) (195)
@ - — — — — e
— — 38z — — — 38¢
— — 2 — — 15¢ 16C

— — (554) — — 55¢ —
— — — €) — — 3
— — — (1,099 — — (1,099
- - - (7,906 - - (7,906)
$17,34C $ 144 $72,80° $198,56¢ $ (5,446 $(5,65:) $ 277,75

See accompanying notes to the consolidated finbsteitements.
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows (Unaudited)

(Dollarsin thousands) Nine months endec
September 30
2014 2013
Cash flows from operating activitie
Net income $ 21,43 $ 19,16:
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation and amortizatic 3,241 3,14¢
Net amortization of premiums on securit 2,43¢ 3,65¢
Provision for loan losse 5,87¢ 6,672
Shar+based compensatic 38:¢ 312
Deferred income tax expen 80z 1,907
Proceeds from sale of loans held for ¢ 12,64¢ 22,96
Originations of loans held for se (20,919 (27,419
Increase in company owned life insural (1,249 (1,27
Net gain on sale of loans held for s (237) (139
Net gain on disposal of investment securi (1,777) (1,229
Net gain on sale and disposal of other as (61) (39
Decrease in other asst 5,42( 6,87¢
Increase (decrease) in other liabilit (61) 21E
Net cash provided by operating activit 37,95 34,82¢
Cash flows from investing activitie
Purchases of available for sale securi (179,209 (194,36()
Purchases of held to maturity securi (50,399 (9,229
Proceeds from principal payments, maturities aitid oa available for sale securiti 123,62! 123,86«
Proceeds from principal payments, maturities aid oa held to maturity securitie 26,43: 8,88¢
Proceeds from sales of securities available far 76,10( 1,32
Net loan origination: (79,139 (76,010
Purchases of company owned life insura (5,039 (34)
Proceeds from sales of other as: 1,28¢ 46¢
Purchases of premises and equipn (4,44%) (2,870
Cash consideration paid for acquisition, net ohcasquirec (7,995 —
Net cash used in investing activiti (98,766) (147,950
Cash flows from financing activitie
Net increase in deposi 218,76¢ 152,39:
Net (decrease) increase in sk-term borrowings (121,079 8,34(
Repurchase of preferred stc () (137
Purchase of common stock for treas (19%) (229
Proceeds from stock options exerci: 16C 66
Excess tax (expense) benefit on s-based compensation, r — (118
Cash dividends paid to common and preferred shiatets (8,957) (8,241)
Net cash provided by financing activiti 88,70 152,07¢
Net increase in cash and cash equival 27,89( 38,94¢
Cash and cash equivalents, beginning of pe 59,69: 60,43¢
Cash and cash equivalents, end of pe $ 87,58: $ 99,38
Supplemental informatiot
Cash paid for intere: $ 5,05¢ $ 5,73¢
Cash paid for income tax 9,73¢ 4,00¢
Noncash investing and financing activiti
Real estate and other assets acquired in settlevhboens 394 65E
Accrued and declared unpaid dividel 3,03z 2,971
Increase (decrease) in net unsettled security pass 1,72¢ (51,067
Securities transferred from available for saleatiilio maturity (at fair value 12,80: 227,33(
Loans transferred from held for sale to held fmestmen 853 3,29:
Common stock issued for acquisiti 5,40( —

See accompanying notes to the consolidated finbsteitements.
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

(1.) BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICA NT ACCOUNTING POLICIES
Nature of Operations

Financial Institutions, Inc., (the “Company”) iginancial holding company organized in 1931 undierlaws of New York State (“New York”
or “NYS”). The Company offers a broad array of deigdending and other financial services to indials, municipalities and businesses in
Western and Central New York through its wholly-@drNew York chartered banking subsidiary, Five 8tnk (the “Bank”). The Company
has also expanded its indirect lending networktduide relationships with franchised automobileleisain the Capital District of New York
and Northern Pennsylvania. On August 1, 2014, tva@any acquired Scott Danahy Naylon Co., Inc. lls@rvice insurance agency locate:
Ambherst, New York. As a result of the acquisitibe Company now provides insurance and risk comgustervices through its wholly-owned
insurance subsidiary, Scott Danahy Naylon, LLC ("8P The consolidated financial statements incltitke accounts of the Company, the
Bank and SDN. All significant intercompany balanees transactions have been eliminated in the didiasion. References to “the Company”
mean the consolidated reporting entity.

Basis of Presentation

The unaudited interim consolidated financial staeta have been prepared in accordance with U.®rglnaccepted accounting principles
(“GAAP”) for interim financial information and puusint to the requirements for reporting on Form 18nQ Article 10 of Regulation S-X of
the Securities Exchange Act of 1934. Accordingsrtain disclosures accompanying annual consolidataedcial statements are omitted. In
opinion of management, the accompanying consolidatancial statements reflect all adjustments nbanal and recurring nature necessary
for a fair presentation of the consolidated statemief financial condition, income, comprehensiveoime, changes in shareholders’ equity an
cash flows for the periods indicated, and contdieqaate disclosure to make the information presemdé misleading. Prior yearsbnsolidate
financial statements are re-classified wheneveessary to conform to the current year's presemtafibese consolidated financial statements
should be read in conjunction with the Company’$28nnual Report on Form 10-K. The results of openas for any interim periods are not
necessarily indicative of the results which mayekpected for the entire year.

Subsequent Events

The Company has evaluated events and transactopstiential recognition or disclosure through dag the financial statements were issued
and determined that there were no subsequent events

Use of Estimates

The preparation of these financial statements imfa@mity with GAAP requires management to makenaates and assumptions that affect the
amounts reported in the financial statements andrapanying notes. Actual results could differ frirose estimates. Material estimates relate
to the determination of the allowance for loan éssghe carrying value of goodwill and deferreddasets, the valuation and other than
temporary impairment (“OTTI") considerations reldte the securities portfolio, and assumptions usede defined benefit pension plan
accounting.

Recent Accounting Pronouncements

In January 2014, the Financial Accounting StandBaizrd issued Accounting Standards Update (“ASUJ) RD14-04 Reclassification of
Residential Real Estate Collateralized Consumer Mortgage Loans upon Foreclosure. The objective of this guidance is to clarify whenia
substance repossession or foreclosure occurssthvalien a creditor should be considered to haseived physical possession of residential
real estate property collateralizing a consumerntgage loan such that the loan receivable shoultEbecognized and the real estate property
recognized. ASU No. 2014-04 states that an in smlestrepossession or foreclosure occurs, and aarresdconsidered to have received
physical possession of residential real estategutpollateralizing a consumer mortgage loan, ugitimer (1) the creditor obtaining legal title
to the residential real estate property upon cotigpledf a foreclosure or (2) the borrower conveyatlignterest in the residential real estate
property to the creditor to satisfy that loan tlgbwwompletion of a deed in lieu of foreclosuretootigh a similar legal agreement. Additione
ASU No. 201404 requires interim and annual disclosure of bajhte amount of foreclosed residential real egtatperty held by the credit
and (2) the recorded investment in consumer moetdzans collateralized by residential real estab@gxty that are in the process of
foreclosure according to local requirements ofapplicable jurisdiction. ASU No. 2014-04 is effetifor interim and annual reporting periods
beginning after December 15, 2014. The adoptiohS1Y No. 2014-04 is not expected to have a matariphct on the Company’consolidate
statements of income and condition.

-8-
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

(2.) BUSINESS COMBINATIONS

On August 1, 2014, the Company completed the aitguiof Scott Danahy Naylon Co., Inc., a full seesinsurance agency located in
Ambherst, New York. Consideration for the acquisitiocluded both cash and stock totaling $16.9 anillincluding up to $3.4 million of futui
payments, contingent upon SDN meeting certain neegerformance targets through 2017. The estinfatedalue of the contingent
consideration at the date of acquisition was $3Ikom, which was estimated using a probability-gieied discounted cash flow model. As a
result of the acquisition, the Company recordeddgalb of $12.6 million and other intangible assefs$6.6 million. The goodwill is not
expected to be deductible for income tax purpdBesforma results of operations for this acquisiti@ve not been presented because the
of this acquisition was not material to the Compampnsolidated financial statements.

This acquisition was accounted for under the adipismethod in accordance with FASB ASC Topic 886cordingly, the assets and
liabilities, both tangible and intangible, wereoeted at their estimated fair values as of the isdtpn date. Due to the timing of the closing of
the acquisition, the fair values of other intanggbtecorded are subject to adjustment as additioftaimation becomes available to indicate a
more accurate or appropriate fair value for thangtbles during the measurement period, which ig;mexceed one year from the acquisition
date.

The following table summarizes the consideratioi fiar Scott Danahy Naylon Co., Inc. and the ameuwfitthe assets acquired and liabilities
assumed.

Consideration paic

Cash $ 8,10(
Stock 5,40(
Contingent consideratic 3,22i
Fair value of total consideration transfer 16,72’
Fair value of assets acquire
Cash 10t
Identified intangible asse 6,64(
Premises and equipment, accounts receivable aed asket 1,09¢
Total identifiable assets acquir 7,83¢
Fair value of liabilities assume
Deferred tax liability 2,55¢
Other liabilities 1,17:
Total liabilities assume 3,72¢
Fair value of net assets acquil 4,11(
Goodwill resulting from acquisitio $12,61°
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

(3.) EARNINGS PER COMMON SHARE (“EPS”)

The following table presents a reconciliation af trarnings and shares used in calculating basidiandd EPS (in thousands, except per shatr
amounts).

Three months endec Nine months endec

September 30 September 30
2014 2013 2014 2013
Net income available to common shareholc $ 6,81¢ $ 5,79¢ $20,33¢ $18,06!
Weighted average common shares outstani
Total shares issue 14,31¢ 14,16: 14,21 14,16
Unvested restricted stock awal (64) (64) (64) (7C)
Treasury share (307) (35%) (310 (35%)
Total basic weighted average common shares outsta 13,95¢ 13,74F 13,84( 13,73¢
Incremental shares from assum
Exercise of stock optior 26 12 25 8
Vesting of restricted stock awar 28 30 25 32
Total diluted weighted average common shares oaudstg 14,007 13,787 13,89( 13,77
Basic earnings per common sh $ 04¢ $ 04z $ 147 $ 1.32
Diluted earnings per common shi $ 04¢ $ 04z $ 14€ $ 1.31
For each of the periods presented, average shasgssto the following instruments we
excluded from the computation of diluted EPS beedhe effect would be antidilutiv
Stock options — 86 5 154
Restricted stock awart — — 1 3
— 86 6 157

(4.) INVESTMENT SECURITIES
The amortized cost and fair value of investmentisies are summarized below (in thousands):

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
September 30, 201.
Securities available for sale:
U.S. Government agencies and government sponsoterpases $115,83( $ 9l€ $ 1,46¢ $115,27¢
Mortgagebacked securitie:
Federal National Mortgage Associati 182,98t 1,72( 2,22¢ 182,47¢
Federal Home Loan Mortgage Corporat 30,78¢ 58¢ 42 31,33(
Government National Mortgage Associat 51,44¢ 1,912 — 53,36!
Collateralized mortgage obligatior
Federal National Mortgage Associati 78,87« 367 1,35¢ 77,88
Federal Home Loan Mortgage Corporat 93,06: 211 3,41¢ 89,85¢
Government National Mortgage Associat 33,11 75k 11C 33,75¢
Privately issuet — 1,29¢ — 1,29¢
Total collateralized mortgage obligatic 205,05( 2,62 4,88¢ 202,79:.
Total mortgag-backed securitie 470,26¢ 6,841 7,15¢ 469,96(
Asse-backed securitie — 241 — 241
Total available for sale securiti $586,09¢ $ 8,004 $ 8,62¢ $585,47¢
Securities held to maturity:
State and political subdivisiol 268,70t 5,35¢ 58 274,00¢
Mortgage¢backed securitie:
Federal National Mortgage Associati 3,30( — 37 3,26:
Government National Mortgage Associat 13,95¢ — 70 13,88¢
Total held to maturity securitie $285,96° $ 5,35¢ $ 16E $291,15¢

-10-
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

(4.) INVESTMENT SECURITIES (Continued)

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
December 31, 201:
Securities available for sale:
U.S. Government agencies and government sponsoterpases $135,84( $ 1,41« $ 2,802 $134,45:
Mortgagebacked securitie:
Federal National Mortgage Associati 173,50° 1,511 4,81( 170,20¢
Federal Home Loan Mortgage Corporat 36,73: 562 20t 37,09
Government National Mortgage Associat 61,83: 2,152 142 63,84
Collateralized mortgage obligatior
Federal National Mortgage Associati 63,83¢ 261 3,19¢ 60,90«
Federal Home Loan Mortgage Corporat 102,66( 16¢ 5,85¢ 96,97:
Government National Mortgage Associat 43,73¢ 91z 58€ 44,06:
Privately issuet — 1,46 — 1,465
Total collateralized mortgage obligatic 210,23: 2,81( 9,637 203,40!
Total mortgag-backed securitie 482,30¢ 7,03t 14,79¢ 474,54¢
Asse-backed securitie 18 381 — 39¢
Total available for sale securiti $618,16¢ $ 8,83( $ 17,59¢ $609,40(
Securities held to maturity:
State and political subdivisiol $249,78! $ 1,34( $  46¢ $250,65°

Investment securities with a total fair value oB$2 million and $763.1 million at September 3012@nd December 31, 2013, respectively,
were pledged as collateral to secure public depasitl for other purposes required or permittedaty |

During the third quarter of 2014, the Company tfarmed $12.8 million of available for sale mortgdmcked securities to the held to maturity
category, reflecting the Company’s intent to hdidste securities to maturity. Transfers of investnsegurities into the held to maturity
category from the available for sale category aaelenat fair value at the date of transfer. Thetedl&51 thousand of unrealized holding losse:
that were included in the transfer are retaineacitcumulated other comprehensive income and inahging value of the held to maturity
securities. This amount will be amortized as amstdjent to interest income over the remainingdfféhe securities. This will offset the impact
of amortization of the net premium created in tla@sfer. There were no gains or losses recognizedresult of this transfer.

The scheduled maturities of securities availabtesébe and securities held to maturity at SepterBbeP014 are shown below (in thousands).
Actual expected maturities may differ from conttedtmaturities because issuers may have the agtlt or prepay obligations.

Amortized Fair
Cost Value
Debt securities available for sale
Due in one year or le: $ 18¢ $ 18¢
Due from one to five yeal 93,03: 93,45
Due after five years through ten ye 237,56¢ 237,72(
Due after ten yeal 255,31 254,11

$586,09¢ $585,47¢

Debt securities held to maturity:

Due in one year or le: $ 23,89¢ $ 23,99:
Due from one to five yeal 133,71 136,20:
Due after five years through ten ye 111,09¢ 113,81.
Due after ten yeal 17,25¢ 17,15:

$285,96° $291,15¢

-11-
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

(4.) INVESTMENT SECURITIES (Continued)

Sales and calls of securities available for saleevas follows (in thousands):

Three months endec Nine months endec

September 30 September 30
2014 2013 2014 2013
Proceeds from sales and calls $ 14,67: $— $76,10( $1,327
Gross realized gair 51t — 1,775 1,22¢

Unrealized losses on investment securities anfbfhgalue of the related securities, aggregatethisgstment category and length of time that
individual securities have been in a continuoualized loss position, were as follows (in thousand

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
September 30, 201.
Securities available for sale:
U.S. Government agencies and government sponsoterpases $44,78C $ 29¢ $ 4091¢ $ 1,16¢ $ 85,69¢ $ 1,46¢
Mortgagebacked securitie:
Federal National Mortgage Associati 44,07¢ 20¢ 64,40( 2,02C 108,47¢ 2,22¢
Federal Home Loan Mortgage Corporat — — 3,47¢ 42 3,47¢ 42
Collateralized mortgage obligatior
Federal National Mortgage Associati 18,64¢ 121 29,14¢ 1,23 47,79¢ 1,35¢
Federal Home Loan Mortgage Corporat — — 77,99: 3,41¢ 77,99: 3,41¢
Government National Mortgage Associat 2,24¢ 8 5,35( 10z 7,59¢ 11C
Total collateralized mortgage obligatic 20,89¢ 12¢ 112,48t 4,757 133,38t 4,88¢
Total mortgag-backed securitie 64,97¢ 337 180,36t 6,81¢ 245,34: 7,15¢
Total available for sale securiti 109,75t 63€ 221,28 7,98¢  331,04( 8,624
Securities held to maturity:
State and political subdivisiol 9,50¢ 58 — — 9,50¢ 58
Mortgagebacked securitie:
Federal National Mortgage Associati 3,26¢ 37 — — 3,26¢ 37
Government National Mortgage Associat 13,88¢ 70 — — 13,88¢ 70
Total held to maturity securitie 26,65’ 165 — — 26,65 165
Total $136,41: $ 801 $221,28: $ 7,98t $357,69° $ 8,78¢
December 31, 201:
Securities available for sale
U.S. Government agencies and government sponsoterpases $ 86,177 $ 2,78 $ 2,717 $ 14 $ 88,89 $ 2,802
Mortgagebacked securitie:
Federal National Mortgage Associati 103,77¢ 3,491 20,68¢ 1,31¢ 124,46 4,81(
Federal Home Loan Mortgage Corporat 14,16¢ 20t — — 14,16¢ 20t
Government National Mortgage Associat 14,22¢ 142 — — 14,22¢ 142
Collateralized mortgage obligatior
Federal National Mortgage Associati 35,63: 2,58¢ 11,76( 60¢ 47,39: 3,19t
Federal Home Loan Mortgage Corporat 72,65¢ 4,98( 15,76: 87¢ 88,41, 5,85¢
Government National Mortgage Associat 8,39¢ 58€ — — 8,39¢ 58€
Total collateralized mortgage obligatic 116,68: 8,152 27,52 1,488 144,20 9,63
Total mortgag-backed securitie 248,85: 11,99( 48,21 2,80¢ 297,06: 14,79
Total available for sale securiti 335,03( 14,77¢ 50,92¢ 2,81¢  385,95¢ 17,59¢
Securities held to maturity:
State and political subdivisiol 72,26¢ 46¢ — — 72,26¢ 46¢
Total $407,29¢ $ 15,24¢ $ 50,92¢ $ 2,81¢ $458,22° $ 18,06«
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(4.) INVESTMENT SECURITIES (Continued)

The total number of security positions in the inwesnt portfolio in an unrealized loss position ap@mber 30, 2014 was 122 compared to 33
at December 31, 2013. At September 30, 2014, tep@ay had positions in 55 investment securitieh wifair value of $221.3 million and a
total unrealized loss of $8.0 million that haveméea continuous unrealized loss position for ntben 12 months. There were a total of 67
securities positions in the Company’s investmenmtfplio, with a fair value of $136.4 million andtatal unrealized loss of $801 thousand at
September 30, 2014, that have been in a continumgslized loss position for less than 12 montlh& dnrealized loss on these investment
securities was predominantly caused by changesikehinterest rates subsequent to purchase. Tiheafae of most of the investment
securities in the Company’s portfolio fluctuatesearket interest rates change.

The Company reviews investment securities on amwioggoasis for the presence of other-than-tempdmapairment (“OTTI”) with formal
reviews performed quarterly. When evaluating debusties for OTTI, management considers many faciacluding: (1) the length of time
and the extent to which the fair value has beentlesn cost, (2) the financial condition and neamtprospects of the issuer, (3) whether the
market decline was affected by macroeconomic cimmdit and (4) whether the Company has the interiticrell the debt security or whether it
is more likely than not that it will be requiredgell the debt security before its anticipated vecp. The assessment of whether OTTI exists
involves a high degree of subjectivity and judgmemd is based on the information then availablaanagement.

Based on management’s review and evaluation oEtmpany’s debt securities as of September 30, 28&4jebt securities with unrealized
losses were not considered to be other than temlydrapaired. As of September 30, 2014, the Conypdid not intend to sell any of the
securities in a loss position and believes thiatriot likely that it will be required to sell asych securities before the anticipated recovery of
amortized cost. Accordingly, as of September 3042@anagement has concluded that unrealized lossigs investment securities are
temporary and no further impairment loss has beatized in the Company’s consolidated statemenirscoime.

(5.) LOANS
The Company’s loan portfolio consisted of the faliog as of the dates indicated (in thousands):

Net Deferrec

Principal
Amount Loan Costs
Outstanding (Fees) Loans, Net

September 30, 2014
Commercial busines $ 275,02 $ 80 $ 275,10°
Commercial mortgag 470,56t (2,082 469,48!
Residential mortgag 103,18: (139 103,04«
Home equity 376,06: 6,641 382,70:
Consumer indirec 630,44 25,77 656,21!
Other consume 21,09¢ 195 21,29:

Total $1,876,37 $ 31,47( 1,907,84!
Allowance for loan losse (27,249

Total loans, ne $1,880,60.
December 31, 201:
Commercial busines $ 265,75: $ 15 $ 265,76¢
Commercial mortgag 470,31: (1,029 469,28«
Residential mortgag 113,10: (56) 113,04!
Home equity 320,65¢ 5,42¢ 326,08t
Consumer indirec 609,39( 26,97¢ 636,36¢
Other consume 22,89: 177 23,07(

Total $1,802,10! $ 31,51 1,833,61!
Allowance for loan losse (26,736

Total loans, ne $1,806,88:

Loans held for sale (not included above) were ciasegrentirely of residential real estate mortgagestotaled $1.0 million and $3.4 million
of September 30, 2014 and December 31, 2013, rixsplgc
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(5.) LOANS (Continued)
Past Due Loans Aging

The Company’s recorded investment, by loan classyirent and nonaccrual loans, as well as an sisady accruing delinquent loans is set
forth as of the dates indicated (in thousands):

Greater
30-59 Day: 60-89 Days Than 9C Total Pasi Total
Past Due Past Due Days Due Nonaccrual Current Loans
September 30, 2014
Commercial busines $ 787 % 27 $ — $ 814 $ 3,25¢ $ 270,95 $ 275,02
Commercial mortgag — 62 — 62 2,46( 468,04« 470,56¢
Residential mortgag 334 — — 334 65€ 102,19¢ 103,18
Home equity 521 97 — 61€ 464 374,98( 376,06:
Consumer indirec 1,81« 492 — 2,30¢ 1,30( 626,83! 630,44
Other consume 87 31 7 12E 39 20,93: 21,09¢
Total loans, gros $ 354: $ 70 $ 7 $ 425¢ $ 8,177 $1,863,93 $1,876,37
December 31, 2013
Commercial busines $ 556 % 19¢ $ — $ 757 $ 347/ $ 261,52( $ 265,75
Commercial mortgag 80C — — 80C 9,66: 459,84¢ 470,31:
Residential mortgag 54z — — 542 1,07¢ 111,48: 113,10:
Home equity 75C 143 — 89:< 92E 318,84( 320,65¢
Consumer indirec 2,12¢ 47€ — 2,60t 1,471 605,31« 609,39(
Other consume 12€ 72 6 204 5 22,68¢ 22,89:
Total loans, gros $ 4908 $ 89 $ 6 $ 5801 $ 16,61¢ $1,779,68 $1,802,10!

There were no loans past due greater than 90 dalystél accruing interest as of September 30, 22Id December 31, 2013. There were $7
thousand and $6 thousand in consumer overdrafishwhére past due greater than 90 days as of Septe38p2014 and December 31, 2013,
respectively. Consumer overdrafts are overdrawmsiepccounts which have been reclassified as Ibanby their terms do not accrue
interest.

Troubled Debt Restructurings

A modification of a loan constitutes a troubled dedstructuring (“TDR”) when a borrower is experderg financial difficulty and the
modification constitutes a concession. The Compadfers various types of concessions when modifyarams, however, forgiveness of
principal is seldom granted. Commercial loans medifn a TDR may involve temporary interest-onlympents, term extensions, reducing the
interest rate for the remaining term of the loatierding the maturity date at an interest rate fawan the current market rate for new debt
with similar risk, requesting additional collateredleasing collateral for consideration, or substig or adding a new borrower or guarantor.

The following table presents information relateda@ans modified in a TDR during the periods indézh{dollars in thousands).

Quarter-to-Date Year-to-Date
Pre- Pos- Pre- Pos*-
Modification Modification Modification Modification
Outstanding Outstanding Outstanding Outstanding
Number of Number of
Recorded Recorded Recorded Recorded
Contracts Investment Investment Contracts Investment Investment
September 30, 201.
Commercial busines — $ — $ — 1 $ 138 $ 1,381
Commercial mortgag — — — — — —
Total — $ — $ — 1 $ 1,381 $ 1,381
September 30, 201:
Commercial busines — $ — $ — 3 $ 1462 $ 1,45¢
Commercial mortgag — — — — — —
Total — $ — $ — 3 $ 1,46 $ 1,45«
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(5.) LOANS (Continued)

All of the loans identified as TDRs by the Compalwying the nine months ended September 30, 2012@t8 were previously on nonaccrual
status and reported as impaired loans prior touetsiring. The modifications primarily related ttending the amortization periods of the
loans. Nonaccrual loans that are restructured mewrainonaccrual status, but may move to accrualsstdter they have performed accordin
the restructured terms for a period of time. TheRTdassification did not have a material impacttoe Company’s determination of the
allowance for loan losses because the modifiedsl@gare impaired and evaluated for a specific resboth before and after restructuring.

There were no loans modified as a TDR within thevimus 12 months that defaulted during the ninethmoanded September 30, 2014 or 2
For purposes of this disclosure, a loan modified &OR is considered to have defaulted when theolw@ar becomes 90 days past due.

Impaired Loans

Management has determined that specific commdoaak on nonaccrual status and all loans that hadeheir terms restructured in a troul
debt restructuring are impaired loans. The follapiable presents the recorded investment, unpaidipal balance and related allowance of
impaired loans as of the dates indicated and aeeexprded investment and interest income recodrimampaired loans for the three month
periods ended as of the dates indicated (in thals3an

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investment® Balance® Allowance Investment Recognize:

September 30, 201.
With no related allowance recorde

Commercial busines $ 153 $ 199 $ — $ 155 $ —
Commercial mortgag 1,10¢ 1,245 — 1,092 —
2,64 3,24¢ — 2,64t —

With an allowance recorde
Commercial busines 1,72 1,73t 1,331 1,86¢ —
Commercial mortgag 1,352 1,352 26¢ 1,52( —

3,074 3,08¢ 1,60( 3,38¢ —
$ 571¢ $ 6,33( $ 160C $ 6,03 $ —

December 31, 201:
With no related allowance recorde

Commercial busines $ 1,777 $ 227 $ — $ 65¢ $ —
Commercial mortgag 87& 90¢€ — 76( —
2,652 3,17¢ — 1,41¢ —

With an allowance recorde
Commercial busines 1,697 1,717 201 3,19¢ —
Commercial mortgag 8,78¢ 9,18¢ 1,057 3,75¢ —

10,48¢ 10,90¢ 1,25¢ 6,95¢ —
$ 13,137 $14,08c $ 1,25¢ $ 837 $ —

@) Difference between recorded investment and unpandipal balance represents partial ch-offs.
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(5.) LOANS (Continued)

Credit Quality Indicators

The Company categorizes loans into risk categdasgd on relevant information about the abilithofrowers to service their debt such as:
current financial information, historical paymemnperience, credit documentation, public informatiand current economic trends, among
other factors such as the fair value of collateFae Company analyzes commercial business and carrahmortgage loans individually by
classifying the loans as to credit risk. Risk rgéirare updated any time the situation warrants.Gdrapany uses the following definitions for
risk ratings:

Special Mention: Loans classified as special mention have a polem@iakness that deserves management’s close attetitleft
uncorrected, these potential weaknesses may iegidterioration of the repayment prospects forldlaa or of the Company’s credit
position at some future date.

Substandard: Loans classified as substandard are inadequateigqted by the current net worth and paying capadithe obligor or of
the collateral pledged, if any. Loans so classifiade a well-defined weakness or weaknesses thadijdize the liquidation of the debt.
They are characterized by the distinct possibiligt the Company will sustain some loss if thealeficies are not corrected.

Doubtful: Loans classified as doubtful have all the weakreesdeerent in those classified as Substandard, thvffadded characteristic
that the weaknesses make collection or liquidatidull, on the basis of currently existing faatenditions, and values, highly
guestionable and improbable.

Loans that do not meet the criteria above thatasedyzed individually as part of the process desttiabove are considered
“Uncriticized” or pass-rated loans and are includedroups of homogeneous loans with similar risél #bss characteristics.

The following table sets forth the Company’s comeradrioan portfolio, categorized by internally agged asset classification, as of the dates
indicated (in thousands):

Commercial Commercial
Business Mortgage
September 30, 2014
Uncriticized $ 255,43t $ 453,72t
Special mentiol 8,59: 6,89¢
Substandar 10,99¢ 9,94:
Doubtful — —
Total $ 275,02 $ 470,56¢
December 31, 201:
Uncriticized $ 250,55: $ 449,44
Special mentiol 6,311 6,89¢
Substandar 8,881 13,97(
Doubtful — —
Total $ 265,75: $ 470,31:

The Company utilizes payment status as a meameofifying and reporting problem and potential peobretail loans. The Company
considers nonaccrual loans and loans past duesgitban 90 days and still accruing interest to deperforming. The following table sets fo
the Company’s retail loan portfolio, categorizeddayment status, as of the dates indicated (inséuds):

Residentia Consumer
Home Other
Mortgage Equity Indirect Consumel
September 30, 201.
Performing $102,52° $375,59¢ $629,14: $21,05(
Non-performing 65€ 464 1,30( 46
Total $103,18: $376,06. $630,44. $21,09¢
December 31, 201:
Performing $112,02: $319,73: $607,91¢ $22,88:
Non-performing 1,07¢ 92t 1,471 11
Total $113,10: $320,65¢ $609,39( $ 22,89:
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(5.) LOANS (Continued)

Allowance for Loan Losses

Loans and the related allowance for loan losseprasented below as of the dates indicated (instuods):

Commercial Commercial Residentia Consumer
Home Other
Business Mortgage Mortgage Equity Indirect Consumel Total

September 30, 201.
Loans:
Ending balanc $ 275,020 $ 470,56¢ $103,18: $376,06: $630,44: $21,09¢ $1,876,37
Evaluated for impairmen

Individually $ 325 $ 246 $ — $ — ¢ — $ — $ 571

Collectively $ 271,76¢ $ 468,10¢ $103,18: $376,06: $630,44: $21,09¢ $1,870,65
Allowance for loan losses
Ending balanc $ 5758 $ 7,48t % 592 $ 1,65¢ $1129: $ 45¢ $ 27,24«
Evaluated for impairmen

Individually $ 1331 % 26 $ — $ — $ — $ — $ 1,60(

Collectively $ 4427 $ 7,21¢ % 59z $ 165¢ $11290 $ 45€¢ $ 25,64«
September 30, 2013
Loans:
Ending balanc $ 253,92t $ 450,60. $117,65( $311,52. $591,24. $23,68. $1,748,62
Evaluated for impairmen

Individually $ 407t $ 283k $ — $ — $ — $ — $ 6,91:

Collectively $ 249,85( $ 447,760 $117,65( $311,52. $591,24. $23,68: $1,741,71
Allowance for loan losses
Ending balanc $ 441 $ 8,281 $ 72¢ $ 1,38: $11,41¢ $ 46€ $ 26,68¢
Evaluated for impairmen

Individually $ 64 3 6o $§ — ¢ — $ — $ — $ 1,25

Collectively $ 3,761 $ 767¢ % 72¢ $ 1,38 $11,41¢ $ 46€ $ 2543

The following table sets forth the changes in th@asance for loan losses for the three and ninetimperiods ended September 30, 2014 (in
thousands)

Commercial Commercial Residentia Consumer
Home Other
Business Mortgage Mortgage Equity Indirect Consumel Total

Three months ended September 30, 20:

Beginning balanc $ 540 $ 763t $ 61& $ 1607 $1144¢ $ 46C $ 27,16¢
Charge-offs 10& 111 16 73 2,60¢ 272 3,18:
Recoveries 61 45 5 7 1,02¢ 99 1,24¢
Provision (credit 40C (79) (15) 117 1,427 16¢ 2,01t

Ending balanc $ 5758 $ 748t $ 592 $ 1,65¢ $ 11,290 $ 45€¢ $ 27,24¢

Nine months ended September 30, 20:

Beginning balanc $ 427 $ 7,74 $ 67¢ $ 1367 $1223( $ 447 $ 26,73¢
Charge-offs 17¢€ 27¢€ 162 33t 7,392 76E 9,107
Recoveries 15¢ 58 34 47 3,12¢ 31C 3,73¢
Provision (credit 1,50z (37) 45 57¢ 3,32¢ 464 5,87¢

Ending balanc $ 5758 $ 748t $ 59z $ 1,65¢ $ 11,290 $ 45€¢ $ 27,24«
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(5.) LOANS (Continued)

The following table sets forth the changes in th@asance for loan losses for the three and ninetimperiods ended September 30, 2013 (in
thousands):

Commercial Commercial  Residentia Consumel
Home Other
Business Mortgage Mortgage Equity Indirect Consumel Total

Three months ended September 30, 20:

Beginning balanc $ 4,758 $ 7,128 $ 701 $142¢ $11,098 $ 49C $25,59(
Charge-offs 163 35 34 30 2,131 252 2,64¢
Recoveries 59 122 12 16 66€ 96 971
Provision (credit (241) 1,06¢ 50 (27) 1,78¢ 13¢ 2,77(

Ending balanc $ 441 $ 8,281 $ 72¢ $1,38: $11,41¢ $ 46€ $26,68¢

Nine months ended September 30, 20:

Beginning balanc $ 488 $ 6581 $ 74C $1,28: $10,71¢ $ 51z $24,71
Charge-offs 694 144 281 352 5,77¢ 734 7,98:
Recoveries 301 27¢ 42 12€ 2,23( 304 3,28:
Provision (credit (81) 1,56¢ 22€ 327 4,24¢ 384 6,672

Ending balanc $ 441 $ 8,281 $ 72¢ $1,38: $11,41¢ $ 46€ $26,68¢

Risk Characteristics

Commercial business loans primarily consist of foemsmall to midsize businesses in our market iaraaliverse range of industries. These
loans are of higher risk and typically are madehanbasis of the borrower’s ability to make repagtrfeom the cash flow of the borrower’s
business. Further, the collateral securing thedeaay depreciate over time, may be difficult toragge and may fluctuate in value. The credit
risk related to commercial loans is largely inflaed by general economic conditions and the regpitipact on a borrower’s operations or on
the value of underlying collateral, if any.

Commercial mortgage loans generally have largearuals and involve a greater degree of risk thadeeal mortgage loans, inferring higher
potential losses on an individual customer basisinrepayment is often dependent on the succegséuhtion and management of the
properties, as well as on the collateral secutiegdan. Economic events or conditions in the estdte market could have an adverse impe
the cash flows generated by properties securin@tmmpany’s commercial real estate loans and onahe of such properties.

Residential mortgage loans and home equities (ciseghof home equity loans and home equity lines)g@nerally made on the basis of the
borrower’s ability to make repayment from his or Bmployment and other income, but are secure@alyproperty whose value tends to be
more easily ascertainable. Credit risk for thepesyof loans is generally influenced by generahenac conditions, the characteristics of
individual borrowers, and the nature of the loaltateral.

Consumer indirect and other consumer loans mayl gnéater credit risk than residential mortgagane and home equities, particularly in the
case of other consumer loans which are unsecured e case of indirect consumer loans, secuyadkbreciable assets, which are primarily
automobiles. In such cases, any repossessed callea defaulted consumer loan may not provid@@equate source of repayment of the
outstanding loan balance. In addition, consumaen tmdlections are dependent on the borrower’s ooirig financial stability, and thus are
more likely to be affected by adverse personabeistances such as job loss, illness or personétinatey. Furthermore, the application of
various federal and state laws, including banknypttd insolvency laws, may limit the amount whieim ®&e recovered on such loans.
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(6.) GOODWILL AND OTHER INTANGIBLE ASSETS

Intangible assets include core deposit intangilbestomer relationship intangibles, trade namenigitdes and goodwill. Goodwill arises from
the acquisition method of accounting for businesslzinations and represents the excess of the peghvéice over the fair value of the net
assets and other identifiable intangible assetsigad} Other intangible assets with definite lit@dude core deposit intangibles, customer
relationship intangibles and trade name intangibles

Goodwill is not subject to amortization and is @&l evaluated for impairment on an annual basighenever events or changes in
circumstances indicate the carrying value may eatgoverable. Impairment exists when the carryalge of goodwill exceeds its implied 1
value.

The following table presents the changes in theyoay amount of goodwill for the period indicated:

Balance, December 31, 20 $48,53¢
Addition from the SDN acquisitio 12,611
Balance, September 30, 20 $61,15:

Goodwill and other intangible assets added dutivegperiod relates to the SDN acquisition, which e@®pleted on August 1, 2014. See Note
2 — Business Combinations for additional informatio

The following table presents the changes in othtamigible assets and the related accumulated aatbot for the periods indicated:

Three months endec Nine months endec
September 30 September 30
2014 2013 2014 2013
Gross Other Intangible Asse
Balance at beginning of perit $2,042 $ 2,04 $2,04: $2,04:
Additions from the SDN acquisitic 6,64( — 6,64( —
Balance at end of peric 8,68 2,042 8,68 2,04
Accumulated Amortizatior
Balance at beginning of peri (752) (38¢) (57€) (189
Amortization (19€) (95) (372) (299
Balance at end of peric (94¢) (489 (948) (48%)
Net carrying value at end of peri $7,73¢ $1,55¢ $7,73¢ $1,55¢

Other intangible assets are amortized on eitharcarlerated or straiglitte basis over their respective estimated uséfaslranging from thre
to 20 years and reviewed for impairment at leastially. The weighted average amortization periodaiing for the Company’s other
intangible assets is 17.8 years.

As of September 30, 2014, the estimated other gittémasset amortization expense for the remaiofi2014 and each of the next five years is
as follows (in thousands):

2014 (remainder of yea $24¢
2015 94z
2016 864
2017 77¢
2018 68¢
2019 611
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(7.) SHAREHOLDERS' EQUITY
Common Stock

The changes in shares of common stock were asM®llor the nine months ended September 30, 2012618t

Outstanding Treasury Issued

September 30, 201.

Shares outstanding at December 31, Z 13,829,35 332,24 14,161,59
Shares issued for the SDN acquisit 235,91 — 235,91:
Restricted stock awards issL 43,24: (43,247 —
Restricted stock awards forfeit (13,609 13,60¢ —
Stock options exercise 8,467 (8,467 —
Treasury stock purchas (9,102 9,102 —

Shares outstanding at September 30, : 14,094,26 303,24« 14,397,50

September 30, 201:

Shares outstanding at December 31, Z 13,787,70 373,88t 14,161,59
Restricted stock awards issL 43,03t (43,035 —
Restricted stock awards forfeit (18,977 18,971 —
Stock options exercise 3,80( (3,800 —
Treasury stock purchas (11,349 11,34¢ —
Director¢ retainer 5,672 (5,672 —

Shares outstanding at September 30, : 13,809,89 351,70° 14,161,59

(8.) ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

The following table presents the components of rotbenprehensive income (loss) for the nine montioge ended September 30, 2014 and
2013 (in thousands):

Net-of-tax
Pre-tax
Amount Tax Effect Amount
September 30, 201.
Securities available for sale and transferred $gestr
Change in unrealized gain/loss during the pe $ 9,92: $ 3,931 $ 5,99:
Reclassification adjustment for net gains inclubtedet income® (2,167 (85¢) (1,309
Total securities available for sale and transfeseclirities 7,75¢€ 3,07 4,68:
Amortization of pension and p«retirement items
Prior service cred (36) (14) (22
Net actuarial losse 132 52 80
Total pension and pc-retirement obligation 96 38 58
Other comprehensive incor $ 7,852 $ 3,111 $ 4,741
September 30, 201:
Securities available for sal
Change in unrealized gain/loss during the pe $(27,20%) $(10,777) $(16,42¢)
Reclassification adjustment for net gains inclubtedet income® (1,224 (485) (739
Total securities available for s¢ (28,429 (11,267) (17,167
Amortization of pension and p«retirement items
Prior service cred (36) (14) (22
Net actuarial losse 1,02¢ 40¢ 61€
Total pension and pc-retirement obligation 987 391 59€
Other comprehensive lo $(27,447) $(10,877) $(16,577)

(M Includes amounts related to the amortization&tam of unrealized net gains and losses relatédet@ompany’s reclassification of
available for sale investment securities to thel helmaturity category. The unrealized net gaiiss#s will be amortized/accreted over
remaining life of the investment securities as djustment of yield
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(8.) ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS) (Continued)

Activity in accumulated other comprehensive incdifoss), net of tax, for the nine month periods eh8eptember 30, 2014 and 2013 was as

follows (in thousands):

Securities
Available for Accumulated
Pension Other
Sale and and Post- Comprehensive
Transferred retirement
Securities Obligations Income (Loss)

September 30, 201.

Balance at beginning of ye $ (5,33%) $ (4,850 $ (10,18)
Other comprehensive income before reclassificat 5,99: — 5,997
Amounts reclassified from accumulated other

comprehensive incon (1,309 58 (1,25))
Net current period other comprehensive incc 4,68: 58 4,741

Balance at end of peric $ (659 $ (4,797 $ (5,446

September 30, 201:

Balance at beginning of ye $ 16,06( $ (12,80) $ 3,25
Other comprehensive (loss) income before reclassifing (16,429 — (16,429
Amounts reclassified from accumulated other

comprehensive incon (739 59¢€ (143
Net current period other comprehensive (loss) ire (17,167 59¢€ (16,577
Balance at end of peric $ (1,10% $(12,21)) $ (13,319

The following table presents the amounts reclassifiut of each component of accumulated other celn@msive income (loss) for the nine

month periods ended September 30, 2014 and 201Bdirsands):

Amount Reclassified from

Details About Accumulated Other
Comprehensive Income Componen

Accumulated Other
Comprehensive Income

Affected Line Item in the
Consolidated Statement of Incom«

Nine months endec

September 30
2014 2013
Realized gain on sale of investment securities $ 1,777 $ 1,22/ Netgain on disposal of investm
securities
Amortization of unrealized holding gains (losses) o
investment securities transferred from availabtestde to
held to maturity 39C — Interest incom
2,161 1,22¢ Total before ta
(85¢) (48E) Income tax expens
1,30¢ 73S Net of tax
Amortization of pension and p«retirement items
Prior service cred® 36 3€ Salaries and employee bene
Net actuarial losse(®) (132) (1,029 Salaries and employee bene

(9€) (987) Total before ta
38 391 Income tax benef
(58) (59€) Net of tax

Total reclassified for the peric $ 1251 $ 14z

(1)
information.
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(9.) SHARE-BASED COMPENSATION PLANS

The Company maintains certain stock-based compengatins that were approved by the Compamsyiareholders and are administered b
Company’s Board of Directors, or the Managementdbiyment and Compensation Committee of the Board.share-based compensation
plans were established to allow for the grant afipensation awards to attract, motivate and retaipl@yees, executive officers and non-
employee directors who contribute to the succedspaofitability of the Company and to give suchgmers a proprietary interest in the
Company, thereby enhancing their personal inténgste Company’s success.

The Company awarded grants of 22,642 shares ofatest common stock to certain members of manageheing the nine months ended
September 30, 2014. Fifty percent of the sharefesuto each grant will be earned based upon aehient of an EPS performance requirer
for the Company'’s fiscal year ended December 31420he remaining fifty percent of the shares Wélearned based on the Company’s
achievement of a relative total shareholder reftifSR") performance requirement, on a percentilsifiacompared to a defined group of peer
companies over a three-year performance perioddeDdeember 31, 2016. The shares earned based anhteement of the EPS and TSR
performance requirements, if any, will vest basedhe recipient’s continuous service to the Compamypecember 31, 2016.

The grant date fair value of the TSR portion of dlmeard granted during the nine months ended Segtiestlh 2014 was determined using the
Monte Carlo simulation model on the date of grasguming the following (i) expected term of 2.8ange (ii) risk free interest rate of 0.62%,
(iiif) expected dividend yield of 3.59% and (iv) eqted stock price volatility over the expected tefrithe TSR award of 39.4%. The model
resulted in a grant date fair value of $10.54 fier TSR portion of the award. The grant date fameaf all other restricted stock awards is
equal to the closing market price of our commorlstan the date of grant.

In addition, the Company granted 11,600 sharessificted common stock to management during the mionths ended September 30, 2014.
The shares will vest after completion of a threaryservice requirement. The weighted average market of the restricted stock awards on
the date of grant was $21.26.

During the nine months ended September 30, 20&4Cdmpany granted 9,000 restricted shares of constoak to directors, of which 4,500
shares vested immediately and 4,500 shares willafees completion of a one-year service requireimene market price of the restricted stock
on the date of grant was $22.82.

The restricted stock awards granted to managenmendiaectors in 2014 do not have rights to diviceond dividend equivalents.

The following is a summary of restricted stock aavactivity for the nine month period ended Septem3fe 2014:

Weighted

Average

Market

Number of Price at
Shares Grant Date
Outstanding at beginning of year 65,04( $ 16.97
Granted 43,24 18.7¢
Vested (33,729 18.1%
Forfeited (13,609 18.0¢
Outstanding at end of peri 60,94¢ $ 17.2¢

As of September 30, 2014, there was $578 thoustuadrecognized compensation expense related tosteweestricted stock awards that is
expected to be recognized over a weighted averagedof 1.8 years.
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(9.) SHARE-BASED COMPENSATION PLANS (Continued)

The Company uses the Black-Scholes valuation methedtimate the fair value of its stock option edga There were no stock options
awarded during 2014 or 2013. The following is a swary of stock option activity for the nine montheled September 30, 2014 (dollars in
thousands, except per share amounts):

Weighted
Weighted Average
Average Remaining Aggregate
Number of Exercise Contractual Intrinsic
Options Price Term Value
Outstanding at beginning of year 192,93 $ 19.8:
Exercisec (8,467 18.87
Expired (23,436) 23.6¢4
Outstanding and exercisable at end of pe 161,03: $ 19.3¢ 2.1 $ 50¢€

The aggregate intrinsic value (the amount by witiehmarket price of the stock on the date of exerexceeded the market price of the stock
on the date of grant) of option exercises for time months ended September 30, 2014 and 2013 viath&8sand and $9 thousand,
respectively. The total cash received as a re$ulption exercises under stock compensation planthé nine months ended September 30,
2014 and 2013 was $160 thousand and $66 thoussspkatively.

The Company amortizes the expense related toatesirstock awards over the vesting period. Shased compensation expense is record

a component of salaries and employee benefitsirdinsolidated statements of income for awardstegiaio management and as a componen
of other noninterest expense for awards grantelitéctors. The share-based compensation experseééuakin the consolidated statements of
income is as follows (in thousands):

Three months endec Nine months endec
September 30 September 30
2014 2013 2014 2013
Salaries and employee benefits $ 52 $ 85 $ 20¢ $ 164
Other noninterest expen 26 22 17t 14¢
Total shar-based compensation expel $ 78 $ 107 $ 38 $ 31z

(10.) EMPLOYEE BENEFIT PLANS

The components of the Company’s net periodic bergfiense for its pension and post-retirement abbgs were as follows (in thousands):

Three months endec Nine months endec
September 30 September 30

2014 2013 2014 2013
Service cost $ 47¢ $ 51€ $1,43¢ $ 1,54¢
Interest cost on projected benefit obligat 57: 50¢& 1,72( 1,51t
Expected return on plan ass (1,029 (921) (3,08¢) (2,767%)
Amortization of prior service cred (12 12 (36) (36)
Amortization of net actuarial loss 44 341 132 1,02¢
Net periodic pension expen $ BB $ 42¢ $ 16€ $ 1,28

The net periodic benefit expense is recorded asrgponent of salaries and employee benefits in dnsaidated statements of income. The
Company’s funding policy is to contribute, at a miom, an actuarially determined amount that witisfg the minimum funding requirements
determined under the appropriate sections of ttegrial Revenue Code. The Company has no minimumirestjicontribution for the 2014
fiscal year.
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(11.) COMMITMENTS AND CONTINGENCIES

The Company has financial instruments with off-baksheet risk established in the normal courdrisihess to meet the financing needs of
its customers. These financial instruments inclemt@mitments to extend credit and standby lettexsedit. These instruments involve, to
varying degrees, elements of credit and interdstrisk extending beyond amounts recognized irCibipany’s financial statements.

The Company’s exposure to credit loss in the egénbnperformance by the other party to the finahicistrument for commitments to extend
credit and standby letters of credit is essentidlysame as that involved with extending loarsusiomers. The Company uses the same crec
underwriting policies in making commitments and ditional obligations as for on-balance sheet imsgats.

Off-balance sheet commitments consist of the falhmw(in thousands):

September 3C December 31

2014 2013
Commitments to extend credit $ 441,42 $ 431,23t
Standby letters of crec 11,02: 8,61¢

Commitments to extend credit are agreements totteaccustomer as long as there is no violatioanyfcondition established in the contract.
Commitments generally have fixed expiration datestber termination clauses and may require paymkatfee. Commitments may expire
without being drawn upon; therefore, the total cdtmmant amounts do not necessarily represent fudasé requirements. Each customer’s
creditworthiness is evaluated on a case-by-cads.Jdg amount of collateral obtained, if any, @&&d on management’s credit evaluation of
the borrower. Standby letters of credit are conddi lending commitments issued by the Company#rantee the performance of a custome
to a third party. These standby letters of credit@imarily issued to support private borrowingpagements. The credit risk involved in
issuing standby letters of credit is essentialyshme as that involved in extending loan facditie customers.

The Company also extends rate lock agreementsrtoviers related to the origination of residentiartgage loans. To mitigate the interest
rate risk inherent in these rate lock agreemengsCompany may enter into forward commitments barsgividual residential mortgages. Rate
lock agreements and forward commitments are coresidgerivatives and are recorded at fair valuewBod sales commitments totaled $742
thousand at September 30, 2014. There were no fdrsgdes commitments outstanding as of Decembe2@13. In addition, the net change in
the fair values of these derivatives was recognaedther noninterest income or other nonintergstrese in the consolidated statements of
income.

(12.) FAIR VALUE MEASUREMENTS
Determination of Fair Value — Assets Measured at HaValue on a Recurring and Nonrecurring Basis
Valuation Hierarchy

The fair value of an asset or liability is the pribat would be received to sell that asset or fwatcansfer that liability in an orderly transacti
occurring in the principal market (or most advaetags market in the absence of a principal market3tdich asset or liability. ASC Topic 820,
“Fair Value Measurements and Disclosurestablishes a fair value hierarchy for valuatiquuis that gives the highest priority to quoted ¢n
in active markets for identical assets or liat@htiand the lowest priority to unobservable inplitere have been no changes in the valuation
techniques used during the current period. Thevilire hierarchy is as follows:

» Level 1—Unadjusted quoted prices in active markets fontidal assets or liabilities that the reportingityritas the ability to
access at the measurement d

» Level 2—Inputs other than quoted prices included in Léviiat are observable for the asset or liabilitthez directly or
indirectly. These might include quoted prices fionikar assets or liabilities in active markets, tpprices for identical or similar
assets or liabilities in markets that are not &ctimputs other than quoted prices that are obbkrar the asset or liability (such as
interest rates, volatilities, prepayment speedslitrisks, etc.) or inputs that are derived piadly from or corroborated by market
data by correlation or other mea

» Level 3—Unobservable inputs for determining the fair valoé assets or liabilities that reflect an entityisn assumptions about
the assumptions that market participants wouldmugeicing the assets or liabilitie

Transfers between levels of the fair value hienate recorded as of the end of the reporting derio
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(12.) FAIR VALUE MEASUREMENTS (Continued)

In general, fair value is based upon quoted markees, where available. If such quoted marketgsrigre not available, fair value is based
upon internally developed models that primarily,eseinputs, observable market-based parametelgafita adjustments may be made to
ensure that financial instruments are recordediatvélue. These adjustments may include amounflect counterparty credit quality and the
company’s creditworthiness, among other thingsyelsas unobservable parameters. Any such valuaiifusstments are applied consistently
over time. The Company’s valuation methodologiey pr@duce a fair value calculation that may noirtakcative of net realizable value or
reflective of future fair values. While managembelieves the Company’s valuation methodologiesasppropriate and consistent with other
market participants, the use of different method@e or assumptions to determine the fair valueedfain financial instruments could result in
a different estimate of fair value at the reportitage. Furthermore, the reported fair value amoliat® not been comprehensively revalued
since the presentation dates, and therefore, @ssnofifair value after the balance sheet date difégr significantly from the amounts
presented herein. A more detailed description efvidduation methodologies used for assets anditiabimeasured at fair value, as well as the
general classification of such instruments purstaitie valuation hierarchy, is set forth below.

Securities available for saleSecurities classified as available for sale arenteg at fair value utilizing Level 2 inputs. Ftiese
securities, the Company obtains fair value measengsrfrom an independent pricing service. Theviaiue measurements consider
observable data that may include dealer quoteskenapreads, cash flows, the U.S. Treasury yietde;dive trading levels, trade
execution data, market consensus prepayment spredd,information and the bond’s terms and caod#, among other things.

Loans held for sale:The fair value of loans held for sale is determinsihg quoted secondary market prices and investomitments.
Loans held for sale are classified as Level 2 énftir value hierarchy.

Collateral dependent impaired loans:Fair value of impaired loans with specific allocais of the allowance for loan losses is measure
based on the value of the collateral securing theses and is classified as Level 3 in the faiuedhierarchy. Collateral may be real es
and/or business assets including equipment, inveatod/or accounts receivable and collateral vauketermined based on appraisals
performed by qualified licensed appraisers hiredhgyCompany. These appraisals may utilize a swvajleation approach or a
combination of approaches including comparablessatel the income approach. Appraised and repodiegs may be discounted based
on management’s historical knowledge, changes ikeh@onditions from the time of valuation, anddeanagement’s expertise and
knowledge of the client and the client’s busin&sch discounts are typically significant and resBul Level 3 classification of the inputs
for determining fair value. Impaired loans are eswed and evaluated on at least a quarterly basedftitional impairment and adjusted
accordingly, based on the same factors identifiex/a.

Loan servicing rights: Loan servicing rights do not trade in an active keaiwith readily observable market data. As a tesué
Company estimates the fair value of loan servicights by using a discounted cash flow model tawake the present value of estime
future net servicing income. The assumptions usdha discounted cash flow model are those thatelieve market participants would
use in estimating future net servicing income,udahg estimates of loan prepayment rates, servioosgs, ancillary income, impound
account balances, and discount rates. The signtfis@observable inputs used in the fair value nremsent of the Company’s loan
servicing rights are the constant prepayment iatelsveighted average discount rate. Significarreimees (decreases) in any of those
inputs in isolation could result in a significantwer (higher) fair value measurement. Althoug tlonstant prepayment rate and the
discount rate are not directly interrelated, thély generally move in opposite directions. Loanweing rights are classified as Level 3
measurements due to the use of significant unoabnmputs, as well as significant managementjuelg and estimation.

Other real estate owned (Foreclosed asset®jonrecurring adjustments to certain commercial i@stdential real estate properties
classified as other real estate owned are meastited lower of carrying amount or fair value, lessts to sell. Fair values are generally
based on third party appraisals of the propersylting in a Level 3 classification. The appraisais sometimes further discounted basec
on management’s historical knowledge, changes ikeh@onditions from the time of valuation, anddeanagement’s expertise and
knowledge of the client and client’s business. Sdishounts are typically significant and resulaihevel 3 classification of the inputs for
determining fair value. In cases where the carrgngunt exceeds the fair value, less costs toaselmpairment loss is recognized.

Commitments to extend credit and letters of creditCommitments to extend credit and fund letters eflitrare principally at current
interest rates, and, therefore, the carrying amapptoximates fair value. The fair value of comnatts is not material.
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(12.) FAIR VALUE MEASUREMENTS (Continued)

Assets Measured at Fair Value

The following tables present for each of the fatue hierarchy levels the Company’s assets thahasured at fair value on a recurring and
non-recurring basis as of the dates indicatech@sands).

Quoted Prices ir

Significant
Active Markets Other Significant
for Identical Observable Unobservable
Assets or
Liabilities Inputs Inputs
(Level 1) (Level 2) (Level 3) Total
September 30, 201.
Measured on a recurring basis:
Securities available for sal
U.S. Government agencies and government
sponsored enterpris $ — $115,27¢ $ — $115,27¢
Mortgagebacked securitie — 469,96( — 469,96(
Asse-backed securitie — 241 — 241
$ = $585,47¢ $ = $585,47¢
Measured on a nonrecurring basis
Loans:
Loans held for sal $ — $ 1,02¢ $ — $ 1,02¢
Collateral dependent impaired loz — — 1,47¢ 1,47¢
Other asset:
Loan servicing right: — — 1,39¢ 1,39¢
Other real estate ownt — — 50¢ 50¢
$ = $_1,02¢ $ 3381 $ 44X
December 31, 201:
Measured on a recurring basis:
Securities available for sal
U.S. Government agencies and government
sponsored enterpris $ — $134,45:. $ — $134,45:
Mortgagebacked securitie — 474,54¢ — 474,54¢
Asse-backed securitie — 39¢ — 39¢
$ = $609,40( $ = $609,40(
Measured on a nonrecurring basis
Loans:
Loans held for sal $ — $ 3,381 $ — $ 3,381
Collateral dependent impaired loz — — 9,22 9,22
Other asset:
Loan servicing right: — — 1,56¢ 1,56¢
Other real estate ownq — — 333 333
$ — $ 3,381 $ 11,12¢ $ 14,50¢

There were no transfers between Levels 1 and 2glthie nine months ended September 30, 2014 ar®l Z8&re were no liabilities measured
at fair value on a recurring or nonrecurring basigng the nine month periods ended September@B} and 2013.
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(12.) FAIR VALUE MEASUREMENTS (Continued)

The following table presents additional quantitatieformation about assets measured at fair vatue recurring and nonrecurring basis for
which the Company has utilized Level 3 inputs ttedaine fair value (dollars in thousands).

Fair Unobservable Input
Asse Value Valuation Technigue Unobservable Input Value or Range
Collateral dependent impaired loans $1,47¢ Appraisal of collateral® Appraisal adjustment(®  35%- 100% discoun
Discounted cash floy Discount rate 4.5%0C)

Risk premium rat 10.0%®)
Loan servicing right 1,39¢ Discounted cash floy Discount rate 5.3%0)

Constant prepayment re 11.7%®)
Other real estate ownt 50¢ Appraisal of collaters® Appraisal adjustment(@) 9% - 58% discoun

() Fair value is generally determined through indelemt appraisals of the underlying collateral, Wwhienerally include various Level 3
inputs which are not identifiabl

(@ Appraisals may be adjusted by management for quigkt factors such as economic conditions and estichliquidation expense

(®  Weighted average

Changes in Level 3 Fair Value Measurements

There were no assets measured at fair value atuarireg basis using significant unobservable ingueel 3) as of or during the nine months
ended September 30, 2014 and 2013.

Disclosures about Fair Value of Financial Instrumets
The assumptions used below are expected to appatxithose that market participants would use inimglthese financial instruments.

Fair value estimates are made at a specific poititrie, based on available market information amijjnents about the financial instrument,
including estimates of timing, amount of expectatlife cash flows and the credit standing of theessSuch estimates do not consider the ta
impact of the realization of unrealized gains @sks. In some cases, the fair value estimates thamsubstantiated by comparison to
independent markets. In addition, the disclosedvidue may not be realized in the immediate settiet of the financial instrument. Care
should be exercised in deriving conclusions abouthoisiness, its value or financial position basedhe fair value information of financial
instruments presented below.

The estimated fair value approximates carrying &dtw cash and cash equivalents, Federal Home Baak (“FHLB”) and Federal Reserve
Bank (“FRB”) stock, accrued interest receivablenpmoaturity deposits, shotérm borrowings and accrued interest payable.\Fdire estimate
for other financial instruments not included elsevenhin this disclosure are discussed below.

Securities held to maturity: The fair value of the Company’s investment seasitield to maturity is primarily measured using
information from a third-party pricing service. Tfar value measurements consider observable Hatartay include dealer quotes,
market spreads, cash flows, the U.S. Treasury yiefde, live trading levels, trade execution datarket consensus prepayment speeds
credit information and the bond’s terms and condgi among other things.

Loans: The fair value of the Company’s loans was estimatediscounting the expected future cash flowsgiflire current interest rates
at which similar loans would be made for the saemaining maturities. Loans were first segregatetypg such as commercial,
residential mortgage, and consumer, and were timginefr segmented into fixed and variable rate aad kuality categories. Expected
future cash flows were projected based on contahctash flows, adjusted for estimated prepayments.

Time deposits:The fair value of time deposits was estimated uaidgscounted cash flow approach that applies greganarket interes
rates for similar maturity instruments. The faitues of the Company’s time deposit liabilities du take into consideration the value of
the Company’s long-term relationships with depasitavhich may have significant value.
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(12.) FAIR VALUE MEASUREMENTS (Continued)

The following table presents (in thousands) theyirag amount, estimated fair value, and placemehé fair value measurement hierarchy of
the Company’s financial instruments as of the detdisated.

Level in September 30, 201 December 31, 201.
Fair Value Estimated Estimated
Measuremen Carrying Fair Carrying Fair
Hierarchy Amount Value Amount Value
Financial assets:
Cash and cash equivalel Level 1 $ 87,58 $ 87,58 $ 59,69: $ 59,69:
Securities available for sa Level 2 585,47¢ 585,47¢ 609,40( 609,40(
Securities held to maturi Level 2 285,96 291,15¢ 249,78! 250,65°
Loans held for sal Level 2 1,02¢ 1,03¢ 3,381 3,381
Loans Level 2 1,879,12 1,889,25! 1,797,65! 1,802,40
Loans(®) Level 3 1,474 1,47¢ 9,227 9,227
Accrued interest receivahb Level 1 8,61°¢ 8,61¢ 8,15( 8,15(
FHLB and FRB stocl Level 2 13,25( 13,25( 19,66: 19,66:
Financial liabilities:
Non-maturity deposit: Level 1 1,907,85 1,907,85: 1,724,13 1,724,13
Time deposit: Level 2 630,97( 631,67¢ 595,92! 596,92¢
Shor-term borrowings Level 1 215,96 215,96° 337,04 337,04
Accrued interest payab Level 1 3,78¢ 3,78¢ 3,407 3,407

(1) Comprised of collateral dependent impaired lo:

(13.) BUSINESS SEGMENTS

The Company has two reportable operating segmieaitking and insurance, which are delineated bgdimsolidated subsidiaries of Financial
Institutions, Inc. The banking segment includefthe Company’s retail and commercial bankingrapens. The insurance segment include:
the activities of Scott Danahy Naylon, a full seevinsurance agency that provides a broad rangsfance services to both personal and
business clients. The Company operated as onedsssiiergment until the acquisition of SDN on Audu&£014, at which time the new
“Insurance” segment was created for financial répgmpurposes. Holding company amounts are thegrsirdifferences between segment
amounts and consolidated totals, and are reflantdee Holding Company and Other column below, glaiith amounts to eliminate balances
and transactions between segments.

The following tables present information regardiug business segments as of and for the periodsaited (in thousands).

September 30, 201

Holding
Company anc Consolidatec
Banking Insurance Other Totals
Goodwill $ 48,53¢ $12,61° $ — $ 61,15¢
Other intangible assets, r 1,20¢ 6,52¢ — 7,73¢
Total asset(V) 3,035,80: 19,84° (34€) 3,055,30:

(M) The negative balance for total assets in the difigl Company and Other” column results from thenilation of holding company cash
held in deposit accounts at the Bank and otheassifications
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(13.) BUSINESS SEGMENTS (Continued)

Net interest incom
Provision for loan losse
Noninterest incom
Noninterest expens

Income (loss) before income tax

Income tax (expense) bene
Net income (loss

Net interest incom
Provision for loan losse
Noninterest incom
Noninterest expens

Income (loss) before income tax

Income tax (expense) bene
Net income (loss

FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

Three months ended September 30, 20:

Holding
Company anc

Consolidatec

Banking Insurance () Other Totals
$ 23,25¢ $ — $ — $ 23,25¢
(2,015) — — (2,015)
6,682 67C (93) 7,261
(16,799 (640) (521) (17,95%)
11,13¢ 30 (614) 10,54¢
(3,584 (12) 231 (3,365)
$ 7,54¢ $ 18 $ (389) $ 7,18¢

Nine months ended September 30, 20:
Holding

Company anc Consolidatec

Banking Insurance (1) Other Totals
$ 69,63¢ $ — $ — $ 69,63¢
(5,879 — — (5,879)
19,77¢ 67C (254) 20,19:
(50,315 (640) (2,021) (52,976
33,22: 30 (2,275 30,97¢
(10,48() (12 951 (9,547
$ 22,74: $ 18 $ (1,32 $ 21,43t

(M Reflects activity from SDN since August 1, 2014 thate of acquisitior

-29-




Table of Contents

ITEM 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

This Quarterly Report on Form 10-Q should be read in conjunction with the more detailed and comprehensive disclosures included in our
Annual Report on Form 10-K for the year ended December 31, 2013. In addition, please read this section in conjunction with our Consolidated
Financial Statements and Notes to Consolidated Financial Statements contained herein.

FORWARD LOOKING INFORMATION

Statements and financial analysis contained indb@iment that are not historical facts are forwaoling statements made pursuant to the
safe harbor provisions of the Private Securitiggation Reform Act of 1995 (the “Act”Forward looking statements describe our futureq
strategies and expectations and are based onrcagstimptions. Words such as “may,” “could,” “stidputwould,” “believe,” “anticipate,”

“estimate,” “expect,” “intend,” “plan,” “target,” project,” and other similar expressions are inteneidentify forward looking statements but

are not the exclusive means of identifying suctestants.

We caution readers not to place undue reliancengricaward looking statements, which speak onlpfathe date made, and advise readers
various factors, including those identified undes heading “Risk Factors” in Item 1A of Part | afrAnnual Report on Form 1K-for the yeal
ended December 31, 2013, could affect our finarm@alormance and could cause our actual resuts@rmstances for future periods to differ
materially from those anticipated or projected.

Except as required by law, we do not undertake spedifically disclaim any obligation to publiclglease any revisions to any forward look
statements to reflect the occurrence of anticipatathanticipated events or circumstances afted#te of such statements.

GENERAL

Financial Institutions, Inc. is a financial holdiogmpany headquartered in New York State, provitiagking and nonbanking financial
services to individuals, municipalities and busssssprimarily in our Western and Central New Yar&tprint. We have also expanded our
indirect lending network to include relationshipghafranchised automobile dealers in the Capitaitiit of New York and Northern
Pennsylvania. Through our wholly-owned banking &libsy, Five Star Bank (“the Bank”), we offer a widange of services, including
business and consumer loan and depository serfic@sgrage and investment advisory services, asasaither financial services and
traditional banking services. During February 2hé, Bank formed a wholly-owned subsidiary, FivarREIT, Inc. as a special purpose real
estate investment trust. For further discussiolieé Star REIT, Inc., refer to the “Income Taxest#on of this Management's Discussion and
Analysis. We also offer insurance services throoghwholly-owned insurance subsidiary, Scott Dansaylon, LLC (“SDN"), a full service
insurance agency. References in this report toCihimpany”, “we”, “our” or “us” mean the consoliddtesporting entity, references to “the
Bank” mean Five Star Bank and references to “SDiamScott Danahy Naylon, LLC.

Our primary sources of revenue are net interestnmec(predominantly from interest earned on ourdaamd securities, net of interest paid on
deposits and other funding sources), and nonirtteresme, particularly fees and other revenue ffirancial services provided to customer:
ancillary services tied to loans and deposits. Bess volumes and pricing drive revenue potential,tand to be influenced by overall
economic factors, including market interest ralesiness spending, consumer confidence, economnaigrand competitive conditions within
the marketplace. We are not able to predict manietest rate fluctuations with certainty and osset/liability management strategy may not
prevent interest rate changes from having a magsizerse effect on our results of operations amehtial condition.

Our business strategy consists of focusing on awenstanding the individualized banking needs efitbsinesses and residents of the
communities we serve. We believe this focus allog/$o be more responsive to our customers’ neatipravide a high level of personal
service that differentiates us from our larger cetitprs, allowing us to maintain long-standing d&ndad based banking relationships with our
customers. Our core customers are primarily coragrif households, small to medium sized businemsg€ommunity organizations who
prefer to build a banking relationship with a commityabank that offers and combines high qualitynpetitively-priced banking products with
personalized service. We believe that our levglesonal service provides us with a competitiveaathge over larger banks, which tend to
consolidate decision-making authority outside laahmunities.

A key aspect of our current business strategy festter a community-oriented culture where our aogrs and employees establish long-
standing and mutually beneficial relationships. Mééeve that we are well-positioned to be a stromgpetitor within our market area because
of our focus on community banking needs and cust@®evice, our comprehensive suite of deposit aad products typically found at larger
banks, our highly experienced management team ansti@tegically located banking centers. A cereat of our strategy is generating core
deposits to support growth of a diversified anchkigality loan portfolio.
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EXECUTIVE OVERVIEW
Acquisition of Scott Danahy Naylon Co., Inc.

On August 1, 2014, we completed the acquisitioBadtt Danahy Naylon Co., Inc., a full service ir@we agency located in a suburb of
Buffalo, New York. Consideration for the acquisitimcluded both cash and stock totaling $16.9 oillincluding up to $3.4 million of future
payments, contingent upon SDN meeting certain neegerformance targets through 2017. As a resulteficquisition, the Company
recorded goodwill of $12.6 million and other int#sig assets of $6.6 million. SDN now operates aslsidiary of Financial Institutions, Inc.
and an affiliate of Five Star Bank.

We expect to realize the following benefits frorstacquisition:
e Grow and diversify our noninterest income by emigithe insurance line of busine

» Platform agency, defined by industry standardsneagency with $5 million or more in annual revenfoe us to add independent agen
or individual producers in the futu

» Retain capable management with extensive experiartbe insurance indust
* Potential synergies with our commercial lendingibess as SDN profile includes over 70% comme-related activitie:

» Improved presence and brand recognition in thed@affnarketplac

Summary of 2014 Third Quarter Results

Net income increased $1.0 million or 17% to $7.8Riom for the third quarter of 2014 compared toZillion for the third quarter of 201

Net income available to common shareholders fothihvd quarter of 2014 was $6.8 million, or $0.49 giluted share, compared with $!
million, or $0.42 per diluted share, for the thipdarter of last year. Return on average commontyeguas 10.55% and return on average assef
was 0.95% for the third quarter of 2014 comparetit®5% and 0.88%, respectively, for the third tgranf 2013.

Net interest income totaled $23.3 million in thedrguarter 2014, up from $22.8 million in the thjuarter 2013. Average earning assets \
up $176.7 million, led by a $144.3 million increasdoans and a $32.5 million increase in investnseurities in the third quarter of 2014
compared to the same quarter in 2013. The growtfaining assets was offset by a narrowing netdéstenargin. Third quarter 2014 net
interest margin was 3.46%, a decrease of 16 basissgfrom 3.62% reported in the third quarter 613.

Noninterest income totaled $7.3 million in the thquarter of 2014, compared to $6.2 million in thied quarter of 2013. The increase
noninterest income compared to the third quart@04df3 was primarily due to gains from the saleasiusities and insurance income resulting
from the SDN acquisition.

Noninterest expense in the third quarter of 201dl¢d $18.0 million compared with $17.0 millionthe third quarter of 2013. The increas¢
noninterest expense was largely due to incremenfa@nses from the addition of SDN operations agtérisalaries and benefits expense
associated and the hiring of additional loan officend related personnel.

The provision for loans losses decreased to $2lmin the third quarter of 2014 compared to $&hi#lion in the third quarter of 2013. The
third quarter 2013 provision for loans losses ideldi a $960 thousand reserve related to one cedditanship. Net charge-offs during the
recent quarter were $1.9 million, up from $1.7 millin the third quarter of 2013. Net charge-offpressed as an annualized percentage of
average loans outstanding were 0.40% during thhd thiarter of 2014 compared with 0.38% in the tijudrter of 2013.

The period end allowance for loan losses to toi@hé decreased to 1.43% at September 30, 20141fA6%6 at December 31, 2013. Non-
performing loans declined by $8.4 million or 51%$&2 million or 0.43% of total loans when compgriBeptember 30, 2014 to December 31
2013. The decreases reflect meaningful improvenmecemmercial mortgage non-performing loans.

Our leverage ratio decreased to 7.34% as of SepteBth 2014 from 7.68% at September 30, 2013. @ud trisk-based capital ratio was
10.44% and 10.94% at September 30, 2014 and 2843ectively. Regulatory capital ratios decreasenf &&ptember 30, 2014 when
compared to September 30, 2013 primarily as atrestithe SDN acquisition.
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RESULTS OF OPERATIONS

Net Interest Income and Net Interest Margin

Net interest income is the primary source of ouereie. Net interest income is the difference betwegerest income on inter-earning assel
such as loans and investment securities, and tbest expense on interest-bearing deposits armd btrrowings used to fund interest-earning
and other assets or activities. Net interest inctnaéfected by changes in interest rates and &yathount and composition of earning assets
and interest-bearing liabilities, as well as thes#évity of the balance sheet to changes in irsterates, including characteristics such as the
fixed or variable nature of the financial instrurtgrcontractual maturities and repricing frequesicie

Interest rate spread and net interest margin dizedtto measure and explain changes in net isténeome. Interest rate spread is the
difference between the yield on earning assetdlandate paid for interest-bearing liabilities thatd those assets. The net interest margin is
expressed as the percentage of net interest intmarage earning assets. The net interest mexggeds the interest rate spread because
noninterest-bearing sources of funds (“net freal&lij principally noninterest-bearing demand deggoaind stockholders’ equity, also support
earning assets. To compare tax-exempt asset yeetdgable yields, the yield on tax-exempt investtrsecurities is computed on a taxable
equivalent basis. Net interest income, interest sgtead, and net interest margin are discussadatable equivalent basis.

The following table reconciles interest income ther consolidated statements of income to interestme adjusted to a fully taxable equiva
basis (dollars in thousands):

Three months ended September 3( Nine months ended September 3(

2014 2013 2014 2013
Interest income per consolidated statements ofigco $ 25,12¢ $ 24,62 $ 75,07: $ 73,718
Adjustment to fully taxable equivalent ba 721 67¢ 2,117 1,96
Interest income adjusted to a fully taxable eq@mtbasi 25,85( 25,30: 77,18t¢ 75,67¢
Interest expense per consolidated statements oifia 1,871 1,82( 5,43t 5,49¢
Net interest income on a taxable equivalent t $ 23,97¢ $ 23,48 $ 71,75 $ 70,17

2014 Leverage Strategy

During the first quarter of 2014, we utilized th@peeds of short-term Federal Home Loan Bank (“FHla8lvances to purchase investment
securities of approximately $50 million. During thecond quarter of 2014 we sold approximately $atdom of securities purchased in the fi
quarter and utilized the proceeds to fund growtbuinhome equity portfolio. During the third quartd 2014, we utilized the proceeds of short
term FHLB advances to purchase an additional $28mbf investment securities. Our purchases @&stment securities were comprised of
high-quality mortgage-backed securities, U.S. Gorant agencies and sponsored enterprise bondsvaestémpt municipal bonds. All of the
securities purchased were of high credit qualitthwai low to moderate duration. This strategy alldws to increase net interest income by
taking advantage of the positive interest rateagpieetween the FHLB advances and the newly acqinvedtment securities.

Analysis of Net Interest Income for the Three Months ended September 30, 2014 and 2013

Net interest income on a taxable equivalent basithie three months ended September 30, 2014, 2¢a8 #illion, an increase of $4!
thousand or 2% versus the comparable quarter dast Yhe increase in taxable equivalent net intémesme was attributable to a change in
mix and increase in the volume of earning asseddrarrest-bearing liabilities, which added $1.8liom to taxable equivalent net interest
income, partly offset by the impact of changesiminterest rate environment and product pricifgictvreduced taxable equivalent net inte
income by $1.1 million.

Actions by the Federal Open Market Committee offthderal Reserve Board have maintained low intea¢s$ on interest-earning assets,
which has compressed net interest income and tegest margins for the banking industry by mairitajriow rates on interest-earning assets.
Throughout 2013 and thus far into 2014, marginsi@banking industry were pressured downward asehigielding legacy assets rolled off
and were reinvested in the current low rate enwirent. Low interest rates, coupled with a competditending environment, have proven
challenging for the profitability of the bankingdustry.

The net interest margin for the third quarter of2@vas 3.46%, 16 basis points lower than 3.62%h®isame period in 2013. This comparable
period decrease was due to a corresponding dedretiseinterest rate spread, a net result of abakrs point decrease in the yield on earning
assets and a 1 basis point decrease in the codeodst-bearing liabilities.
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For the third quarter of 2014, the yield on averegming assets of 3.73% was 17 basis points ltvaer during the third quarter of 2013. Loan
yields decreased 28 basis points during the thiattgr of 2014 to 4.31%. Consumer indirect loangarticular, down 48 basis poin
experienced lower yields given the competitiveipggressures in a low interest rate environmehe yield on investment securities increase
slightly to 2.43%. Overall, earning asset rate gesrreduced interest income by $1.1 million dutivegthird quarter of 2014, but that was m
than offset by a favorable increase in the voluineapning assets that increased interest incon&lLb¥/million, which collectively drove a
$548 thousand increase in interest income.

The cost of average interest-bearing liabilitie® @5% in the third quarter of 2014 was 1 basisipploiwer than the third quarter of 2013. Rates
on interest-bearing deposits were down 2 basistptin0.34% and the cost of short-term funding éased 1 basis point to 0.37% for the third
quarter of 2014. The interest-bearing liabilityerahanges resulted in $80 thousand of lower intesgense, which was partly offset by a $131
thousand volume-related increase in interest expens

Average interest-earning assets were $2.76 bifborthe third quarter 2014, an increase of $176llam or 7% from the comparable quarter
last year, with average loans up $144.3 million anerage securities up $32.5 million. The growthverage loans was comprised of increase
in most loan categories, with consumer and commkl@ans up $112.5 million and $48.0 million, resipeely, partially offset by a $16.2
million decrease in residential mortgage loans.

Average interest-bearing liabilities of $2.14 tafliin third quarter of 2014 were $141.7 million786 higher than the third quarter of 2013. On
average, interest-bearing deposits grew $89.2anijllvhile noninteresbearing demand deposits were up $29.0 million. iibeease in averay
interest-bearing deposits was primarily attribugatiol a $76.8 million increase in public deposilaks due largely to the seasonality of
municipal cash flows. Average short-term borrowimggeased $52.5 million between the third qugstiods, largely due to the incremental
borrowings associated with the previously mentio@ti4 leverage strategy.

Analysis of Net Interest Income for the Nine Months ended September 30, 2014 and September 30, 2013

Net interest income on a taxable equivalent basighe first nine months of 2014 was $71.8 millian,increase of $1.6 million or 2% ver:

the same period last year. The increase in taxahlézalent net interest income was primarily atttétble to a favorable volume variance (as
changes in the balances and mix of earning assdtmterest-bearing liabilities added $5.1 millimntaxable equivalent net interest income),
partially offset by an unfavorable rate variancetfee impact of changes in the interest rate enmient and product pricing decreased taxable
equivalent net interest income by $3.5 million).

The net interest margin for the first nine month@@14 was 3.48%, 18 basis points lower than 3.6&%he same period last year. This
comparable period decrease was a function of a&® Ipoint decrease in interest rate spread t&3dliring the first nine months of 2014,
combined with a 2 basis point lower contributioonfr net free funds. The lower interest rate spreasl amet result of a 19 basis point decreas
in the yield on earning assets and a 3 basis peititease in the cost of interest-bearing liabditie

The yield on earning assets was 3.75% for therfirst months of 2014, 19 basis points lower thanstime period last year, primarily
attributable to a decrease in the yields on the fa&tfolio (down 33 basis points to 4.36%), pditiaffset by an increase in the yields on the
investment securities portfolio (up 3 basis poitds?.43%).

The cost on interediearing liabilities of 0.34% for the first nine ntbe of 2014 was 3 basis points lower than the gaenied in 2013. Rates
interest-bearing deposits were down 3 basis ptin®s33% and the cost of short-term borrowings elesed 2 basis points to 0.37%.

Average interest-earning assets were $2.75 bifbotthe first nine months of 2014, an increase X8%7 million or 7% from the comparable

period last year, with average loans up $141.lionilhnd average securities up $48.7 million. Thenghn in average loans was comprised of
increases in most loan categories, with consumgcammercial loans up $101.2 million and $55.8 iomil] respectively, partially offset by a

$16.0 million decrease in residential mortgage $oan

Average interest-bearing liabilities of $2.15 lafliin the first nine months of 2014 were $138.8diarilor 7% higher than the first nine months
of 2013. On average, interest-bearing deposits &0 million, while noninterest-bearing demangalts (a principal component of net free
funds) were up $36.0 million and average short-tbamowings increased $68.8 million.
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The following tables set forth certain informatiaiating to the consolidated balance sheets atettefthe average yields earned on interest-
earning assets, as well as the average rates paidevest-bearing liabilities for the periods icatied (in thousands).

Three months ended September 3

2014 2013
Average Average Average Average
Balance Interest Rate Balance Interest Rate
Interest-earning assets:
Federal funds sold and inter-earning deposit $ 51 ¢ — 0.2¢% $ 12¢ $ — 0.15%
Investment securitie®) ;
Taxable 589,05¢ 3,115 2.12 579,48 3,031 2.0¢
Tax-exempi® 264,97t 2,06z 3.11 242,07¢ 1,93¢ 3.2(
Total investment securitie 854,03( 5,17¢ 2.4% 821,56 4,97( 2.4z
Loans:
Commercial busines 273,23¢ 2,87¢ 4.1¢ 256,25¢ 2,82 4.37
Commercial mortgag 473,16¢ 5,84 4.9C 442 17¢ 5,56¢ 5.0C
Residential mortgag 105,25! 1,245 4.7¢ 121,46 1,481 4.8¢
Home equity 377,36( 3,68t 3.8¢ 309,97( 3,11¢ 3.9¢
Consumer indirec 653,19: 6,42( 3.9C 605,28t 6,67¢ 4.3¢
Other consume 20,847 594 11.3( 23,64 665 11.1¢€
Total loans 1,903,06. 20,67 4.31 1,758,79. 20,33: 4.5¢
Total interes-earning asse! 2,757,14. 25,85( 3.7t 2,580,48! 25,30: 3.9C
Allowance for loan losse (27,857 (26,020
Other nonintere-earning asse! 256,63: 230,12(
Total asset $2,985,92 $2,784,58!
Interest-bearing liabilities:
Deposits:
Interes-bearing deman $ 486,31 $ 151 0.12% $ 466,88¢ $ 211 0.1¢%
Savings and money mark 758,30t 222 0.1z 719,45: 24¢ 0.14
Time deposit: 634,40( 1,25¢ 0.7¢ 603,43 1,16t 0.77
Total interes-bearing deposit 1,879,01 1,62 0.3¢ 1,789,77! 1,62¢ 0.3¢€
Shor-term borrowings 259,99! 244 0.37 207,49 19¢€ 0.3¢
Total interes-bearing liabilities 2,139,01: 1,871 0.3¢ 1,997,26! 1,82( 0.3€
Noninteres-bearing demand depos 556,48! 527,43t
Other nonintere-bearing liabilities 16,771 13,67:
Shareholder equity 273,64¢ 246,20:
Total liabilities and sharehold¢ equity $2,985,92 $2,784,58!
Net interest income (t-equivalent) $23,97¢ $23,48:
Interest rate spree 3.38% 3.5%%
Net earning asse $ 618,13 $ 583,21
Net interest margin (t-equivalent) 3.4€% 3.62%
Ratio of average interest-earning assets to avéndgyest-
bearing liabilities 128.9% 129.2(%

(@) Investment securities are shown at amortized gubireclude no-performing securities
(@ The interest on t-exempt securities is calculated on a tax equivdlasis assuming a Federal tax rate of 3
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Interest-earning assets

Federal funds sold and inter-earning deposit

Investment securitie®)
Taxable
Tax-exempt(2
Total investment securitie
Loans:
Commercial busines
Commercial mortgag
Residential mortgag
Home equity
Consumer indirec
Other consume
Total loans
Total interes-earning asse!
Allowance for loan losse
Other nonintere-earning asse!
Total asset

Interest-bearing liabilities:
Deposits:
Interes-bearing deman
Savings and money mark
Time deposit:
Total interes-bearing deposit
Shor-term borrowings

Total interes-bearing liabilities

Noninteres-bearing demand depos
Other nonintere-bearing liabilities
Shareholder equity

Total liabilities and sharehold¢ equity

Net interest income (ti-equivalent)
Interest rate spree
Net earning asse
Net interest margin (t-equivalent

Ratio of average interest-earning assets to avéndgest-

bearing liabilities

@) Investment securities are shown at amortized gubireclude no-performing securities

Nine months ended September 3!

MANAGEMENT’S DISCUSSION AND ANALYSIS

2014 2013
Average Average Average Average
Balance Interest Rate Balance Interest Rate
$ 152§ — 01(% $ 22:  $ — 0.1%
621,60! 9,971 2.1¢ 600,62( 9,29: 2.0¢
256,31¢ 6,04¢ 3.1t 228,58’ 5,60¢ 3.217
877,92 16,02( 2.4: 829,20° 14,90: 2.4C
271,19( 8,701 4.2¢ 257,17. 8,54¢ 4.44
473,26 17,04t 4.82 431,44( 16,25 5.04
109,03( 3,92¢ 4.8( 125,01° 4,68¢ 5.0C
351,21:  10,39¢ 3.9¢ 299,47: 9,20¢ 4.11
648,90 19,30: 3.9¢ 596,26( 20,04¢ 4.5(C
21,25 1,79¢ 11.32 24,41: 2,03( 11.12
1,847,84 61,16¢ 4.3¢€ 1,733,77! 60,77¢ 4.6¢
2,752,92. 77,18¢ 3.7¢ 2,563,20! 75,67¢ 3.94
(27,389 (25,700)
249 ,56( 247,14
$2,975,09. $2,784,64
$ 502,17( $ 462 0.12% $ 483,42t $ 52t 0.15%
770,00¢ 68¢ 0.1Z2 717,58¢ 71C 0.1<
627,55( 3,57¢ 0.7¢ 628,69 3,72¢ 0.7¢
1,899,72 4,72¢ 0.3: 1,829,70! 4,96( 0.3¢
253,01 70€ 0.37 184,23t 53¢ 0.3¢
2,152,74! 5,43¢ 0.3¢ 2,013,94. 5,49¢ 0.37
539,69: 503,73¢
14,80: 14,027
267,85: 252,94!
$2,975,09. $2,784,64
$71,75: $70,17"
3.41% 3.5%
$ 600,17¢ $ 549,26«
3.4&8% 3.66%
127.8% 127.2°%

(@  The interest on t-exempt securities is calculated on a tax equivdlasts assuming a Federal tax rate of 3
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The following table presents, on a tax equivaledi$, the relative contribution of changes in vadsrand changes in rates to changes in net
interest income for the periods indicated. The glean interest not solely due to changes in volomeate has been allocated in proportion to
the absolute dollar amounts of the change in eadh@gusands):

Three months endec Nine months endec
September 30, 2014 vs. 20: September 30, 2014 vs. 20:
Volume Rate Total Volume Rate Total
Increase (decrease) in:
Interest income:
Federal funds sold and inter-earning deposit $ — $ — $— $ — $ — $ —
Investment securitie:
Taxable 51 35 8€ 331 347 67¢
Tax-exempt 17¢ (56) 122 66( (219 441
Total investment securitie 23C (22) 20¢ 991 12¢ 1,11¢
Loans:
Commercial busines 182 (127) 55 45¢€ (303) 152
Commercial mortgag 384 (106 27¢ 1,52 (739) 794
Residential mortgag (199 41) (239 (582) (181) (763)
Home equity 66C (90) 57C 1,54: (354)  1,18¢
Consumer indirec 50t (764 (259 1,682 (2,430 (74¢)
Other consume (80) 9 (72) (267) 3€ (237)
Total loans 1,45¢ (1,119 33¢ 4,35¢ (3,965 392
Total interest income 1,68¢ (1,140 54¢ 5,34¢ (3,837 1,512
Interest expense:
Deposits:
Interes-bearing deman 9 (69) (60) 19 (82 (63)
Savings and money mark 12 (38 (26) 5C (72) (22)
Time deposit: 61 28 8¢9 (7) (140 (1479)
Total interes-bearing deposit 82 (79 3 62 (293) (231)
Shor-term borrowings 49 (D 48 192 (26) 167
Total interest expense 131 (80) 51 25E (319 (64)
Net interest income $1,557 $(1,0600 $497 $5,09¢ $(3,51f $1,57¢

Provision for Loan Losses

The provision for loan losses is based upon ctes# experience, growth or contraction of speciigments of the loan portfolio, and the
estimate of losses inherent in the current loatfq@lar. There were provisions for loan losses of@illion and $5.9 million for the three and
nine month periods ended September 30, 2014, cadpeth provisions of $2.8 million and $6.7 millidor the corresponding periods in 2C
respectively. See the “Allowance for Loan Lossa®d éNon-Performing Assets and Potential Problemnsdaections of this Management's
Discussion and Analysis for further discussion.
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Noninterest Income

The following table details the major categoriesofinterest income for the periods presentedhsands):

Three months endec Nine months endec
September 30, September 30,

2014 2013 2014 2013
Service charges on deposits $2,27i $ 2,72¢ $ 6,76¢ $ 7,430
ATM and debit carc 1,26: 1,28: 3,69¢ 3,84¢
Investment advisor 524 56€ 1,64 1,91
Company owned life insuran: 421 422 1,24¢ 1,27¢
Insurance incom 922 92 97¢ 18¢
Investments in limited partnershi 187 241 894 53¢
Loan servicing 12C 227 45(C 452
Net gain on disposal of investment securi 51t — 1,775 1,22¢
Net gain (loss) on sale of loans held for ¢ 76 (207 231 134
Net gain (loss) on disposal of other as: 72 — 61 39
Other 884 70¢ 2,44¢ 2,04¢
Total noninterest incom $ 7,261 $ 6,16¢ $20,19¢ $19,09¢

Service charges on deposit accounts decreasedi$d&dand or 17% in the third quarter of 2014 ar@B®Bousand or 9% for the nine months
ended September 30, 2014, compared to the sanwelpariyear earlier. Service charges on deposiuatedor 2013 reflected a retail checking
account repositioning that involved simplifying thgite of products offered to customers and madtifims to the fee structure for our accou
As noted at that time, the income from service gbamon deposits subsequently stabilized as cussome¢ermined the optimal mix of our
products and services to best suit their bankirglse

ATM and debit card income decreased $20 thousa2&win the third quarter of 2014 and $155 thousardPo for the nine months ended
September 30, 2014, compared to the same perigelaraarlier. The decreases are primarily attritdatto lower transaction volumes due to
card reissuance associated with third-party sechragaches.

Investment advisory income decreased $44 thousa8%and $270 thousand or 14%, respectively, intihee and nine months ended
September 30, 2014, compared to the same peridd¥1@&f Investment advisory income fluctuates maitug to sales volume, which decree
during the first nine months of 2014.

Insurance income was $922 thousand and $979 thddisathe three and nine months ended Septembe03d, respectively. The quarterly
and year to date amounts include $670 thousandwies generated by SDN.

We have investments in limited partnerships, pritmamall business investment companies, and addouthese investments under the eq
method. Income from investments in limited parthgrs was $187 thousand and $894 thousand for the #ind nine months ended
September 30, 2014, respectively. The income flusd equity method investments fluctuates baseldeoperformance of the underlying
investments.

Loan servicing income represents fees earned ptinfar servicing mortgage loans sold to third past net of amortization expense and
impairment losses, if any, associated with cagiéaliloan servicing assets. Loan servicing inconeeedsed $107 thousand and $2 thousand
during the three and nine months ended Septembh&034d, compared to the same periods a year edrlierdecreases were the result of lowe
fees collected due to a decrease in the sold anited portfolio.

We recognized pre-tax gains on investment secsiritiéb515 thousand from the sale of two agencyr#esiduring the third quarter of 2014.
During the first and second quarters of 2014 wegaized pre-tax gains on investment securities3d%housand and $949 thousand,
respectively, from the sale of one pooled trusfgsred security which had been classified as nafepming, three mortgage backed securities
and 19 agency securities. There were no salewvesiment securities during the three months endeteber 30, 2013. During the first and
second quarters of 2013 we recognizedtpregains on investment securities of $892 thousentti$332 thousand, respectively, from the se
pooled trust-preferred securities. The amount anthgy of our sale of investments securities is aejgmt on a number of factors, including our
prudent efforts to realize gains while managingation, premium and credit risk.

Other noninterest income increased $175 thousa@8%rin the third quarter of 2014 and $401 thousar2D% for the nine months ended
September 30, 2014, compared to the same perigelsraearlier. Merchant services income, dividemi&dLB stock and credit card
correspondent income comprised the majority ofinlcecases.
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Noninterest Expense

The following table details the major categoriesofinterest expense for the periods presentetthid¢insands):

Three months endec Nine months endec
September 30, September 30,
2014 2013 2014 2013
Salaries and employee bene

Salaries $ 7,851 $ 7,46 $22,15( $22,02(
Employee benefit 1,87¢ 2,011 5,89/ 6,38¢
Total salaries and employee bene 9,72¢ 9,47: 28,04« 28,40¢
Occupancy and equipme 3,131 2,95¢ 9,50¢ 9,16:
Professional service 97¢ 814 3,33 2,841
Computer and data process 72t 68¢ 2,22¢ 2,20¢
Supplies and posta¢ 507 51¢ 1,55¢ 1,80¢
FDIC assessmen 39C 367 1,20( 1,092
Advertising and promotion 21¢ 20¢ 60¢ 67€
Other 2,28t 1,98( 6,507 5,861
Total noninterest expen: $17,95¢ $17,00¢ $52,97¢ $52,05¢

Salaries and employee benefits increased by $2a&#nd in the third quarter of 2014 and decreagek864 thousand for the nine months
ended September 30, 2014, compared to the sanmalperiyear earlier. An increase in salaries expaaseprimarily due to the acquisition of
SDN and the hiring of additional loan officers, fiatly offset by a decrease in severance expensiectease in employee benefits was
primarily due to lower expense related to our dedibenefit retirement plans, partially offset bgher medical expenses. We recognized a
combined net periodic pension expense of $55 thmliaad $166 thousand, respectively, on our per@idrpost-retirement obligations during
the three and nine months ended September 30,&@0igared to $429 thousand and $1.3 million, resgeyt during the three and nine
months ended September 30, 2013.

Occupancy and equipment expense increased by #dudgand in the third quarter of 2014 and $342 thodgor the nine months ended
September 30, 2014, when compared to the samealpeasiee year earlier. The increases were primaeibted to higher contractual service
expenses and incremental expenses from the SDyfaci

Professional fees increased $162 thousand in tteedbarter of 2014 and $488 thousand in the ninatirs ended September 30, 2014,
compared to the same periods a year earlier. Tdreases were largely due to professional serviesscited with the acquisition of SDN and
the hiring of additional loan officers and relaggatsonnel as part of our expansion initiatives.

Supplies and postage expense decreased by $1hitbasd $252 thousand for the three and nine memithsd September 30, 2014,
respectively, compared to the same periods of ZDi8 prior year-tadate amount included expenses for additional pnitierials related to o
retail checking account repositioning incurred dgrihe first quarter of 2013.

FDIC assessments increased $23 thousand or 6% thitld quarter of 2014 and $108 thousand or 10%h#® nine months ended
September 30, 2014, compared to the same perigelaraarlier. The increased assessments are amdiseit of the growth in our balance
sheet.

Other noninterest expense was $2.3 million in kiveltquarter of 2014 and $6.5 million for the nmenths ended September 30, 2014,
representing increases of $305 thousand and $&46dhd, respectively, from the same periods in 208 increases were largely due to
higher intangible asset amortization due to the Saduisition, combined with an increase in eledtrdmanking activities and deposit expen

The efficiency ratio for the third quarter of 2004s 57.65% compared with 56.95% for the third cgraof 2013, and 58.24% for the nine
months ended September 30, 2014, compared to 5&at2¥he same period a year ago. The efficiendyp liatcalculated by dividing total
noninterest expense, excluding other real estgierese and amortization of intangible assets, byawenue, defined as the sum of tax-
equivalent net interest income and noninterestimebefore net gains and impairment charges ontimezg securities. An increase in the
efficiency ratio indicates that more resourcestaiag utilized to generate the same volume of irearhile a decrease indicates a more
efficient allocation of resources.
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Income Taxes

We recorded income tax expense of $3.4 milliorhathird quarter of 2014, compared to of $3.0 wrillin the third quarter of 2013. For the
nine months ended September 30, 2014, income f@enee totaled $9.5 million compared to $9.4 miliilmthe same period of 2013. The
effective tax rates for the three and nine montiiopge ended September 30, 2014 were 31.9% and 30e8¥ectively, in comparison to 33.0%
for the three and nine months ended Septemberdd@,. Dur effective tax rate in the third quarte20i4 was higher than the first six months
of 2014 due to non-deductible one-time expenseascaed with the acquisition of SDN. When compattimgge and nine month periods of
2014 to the comparable periods in 2013, our lovifeccive tax rate reflects New York State tax sggigenerated by our real estate investmer
trust, which became effective during February 20ddre information about our real estate investniargt follows. Effective tax rates are
impacted by items of income and expense that arsulject to federal or state taxation. Our effectax rates reflect the impact of these ite
which include, but are not limited to, interestante from tax-exempt securities and earnings on emypwned life insurance.

During February 2014, the Bank formed a wholly-od/sebsidiary, Five Star REIT, Inc. (the “REIT”), aoquire a portion of the Barkasset:
which will primarily be qualifying mortgage relatéolans. The Bank made an initial contribution ofrtgage related loans to the REIT in ret
for common stock of the REIT. The REIT expectsuocpase mortgage related loans from the Bank @riadic basis going forward. The
REIT entered into service agreements with the Bankdministrative and investment services. Thenfation of the REIT lowered the effect
tax rate for 2014.

In March 2014, the New York legislature approvedraies in the state tax law which will lower outtstacome tax rate from 7.1% to 6.5%.
The changes will be phased in over two years, Iméginin 2015. This lower state tax rate going famvaill reduce the benefit provided by the
Company’s existing deferred tax items. We do n@eex that the tax law changes will have a maté@riphct on our consolidated statements of
income and condition.
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ANALYSIS OF FINANCIAL CONDITION
INVESTING ACTIVITIES
Investment Securities

The following table sets forth selected informatiegarding the composition of our investment sei@srportfolio as of the dates indicated (in
thousands):

Investment Securities Portfolio Compositior

September 30, 201 December 31, 201
Amortized Amortized
Fair Fair
Cost Value Cost Value

Securities available for sale
U.S. Government agencies and governi-sponsored enterprise securit ~ $115,83( $115,27¢ $135,84( $134,45:
Mortgage¢backed securitie:

Agency mortgac-backed securitie 470,26¢ 468,66t 482,30t 473,08:
Non-Agency mortgac-backed securitie — 1,29¢ — 1,467
Asse-backed securitie — 241 18 39¢
Total available for sale securiti 586,09¢ 585,47¢ 618,16t 609,40(
Securities held to maturity:
State and political subdivisiol 268,70¢ 274,00t 249,78! 250,65’
Agency mortgag-backed securitie 17,25¢ 17,15: — —
Total held to maturity securitie 285,96 291,15¢ 249,78! 250,65’
Total investment securitie $872,06t $876,63° $867,95: $860,05°

The available for sale (“AFS”) investment secustmortfolio decreased $23.9 million to $585.5 railliat September 30, 2014 from $609.4
million at December 31, 2013. The decrease waghajtributable to the transfer of available falesmortgagésacked securities to the helc
maturity category during the third quarter of 20édmbined with scheduled principal paydowns on diziag securities and a change in the
unrealized gain/loss on the AFS portfolio. The Agetfolio had net unrealized losses totaling $@gflusand at September 30, 2014 comparec
to net unrealized losses of $8.8 million Decemier2®13. The fair value of most of the investmesaisities in the AFS portfolio fluctuate as
market interest rates change.

During the third quarter of 2014, the Company tfarmed $12.8 million of available for sale mortgdmeked securities to the held to maturity
category, reflecting the Company'’s intent to hdldse securities to maturity. Transfers of investnseurities into the held to maturity
category from the available for sale category aaelenat fair value at the date of transfer. Thetedl&51 thousand of unrealized holding losse:
that were included in the transfer are retaineacitumulated other comprehensive income and indtrging value of the held to maturity
securities. This amount will be amortized as amstdjent to interest income over the remainingdfféhe securities. This will offset the impact
of amortization of the net premium created in tlams$fer. There were no gains or losses recogniz@dresult of this transfer.

During the nine months ended September 30, 201veeagnized gains of $1.8 million from the sale ¢fAsecurities with an amortized cost
totaling $74.3 million. The securities sold weremwised of one pooled trust preferred securitygghmortgage backed securities and 19 ac
securities.

Impairment Assessment

We review investment securities on an ongoing Hasithe presence of OTTI with formal reviews penfied quarterly. Declines in the fair
value of held to maturity and available for saleusiies below their cost that are deemed to beratian temporary are reflected in earnings a
realized losses to the extent the impairment etedlto credit losses or the security is intenddoktsold or will be required to be sold. The
amount of the impairment related to non-credittegldactors is recognized in other comprehensigerre. Evaluating whether the impairment
of a debt security is other than temporary involagsessing the intent to sell the debt securithefikelihood of being required to sell the
security before the recovery of its amortized dizstis. In determining whether the other-than-temgoimpairment includes a credit loss, we
use our best estimate of the present value of ftask expected to be collected from the debt ségaonsidering factors such as: the length of
time and the extent to which the fair value hasdess than the amortized cost basis, adverse toamglspecifically related to the security, an
industry, or a geographic area, the historicaliamglied volatility of the fair value of the secwitthe payment structure of the debt security an
the likelihood of the issuer being able to makerpegts that increase in the future, failure of #®ier of the security to make scheduled int

or principal payments, any changes to the ratinfp@fecurity by a rating agency, and recoveriegditional declines in fair value subsequent
to the balance sheet date. The assessment of wiitie exists involves a high degree of subjecyidhd judgment and is based on the
information available to management at a pointriret
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Securities Deemed to be Other-Than-Temporarily Impaed

There were no securities deemed to be other-thrapdrarily impaired during the nine months endedt&aper 30, 2014 and 2013.

LENDING ACTIVITIES

The following table sets forth selected informatiegarding the composition of our loan portfoliocdishe dates indicated (in thousands).

Loan Portfolio Composition

September 30, 201 December 31, 201
% of % of
Amount Total Amount Total
Commercial business $ 275,10 14.49% $ 265,76t 14.5%
Commercial mortgag 469,48! 24.€ 469,28 25.€
Total commercia 744,59: 39.C 735,05( 40.1
Residential mortgag 103,04« 5.4 113,04! 6.2
Home equity 382,70: 20.1 326,08t 17.¢
Consumer indirec 656,21! 34.4 636,36¢ 34.7
Other consume 21,29: 1.1 23,07( 1.2
Total consume 1,060,20! 55.€ 985,52 53.7
Total loans 1,907,84! 100.(% 1,833,61! 100.(%
Allowance for loan losse 27,244 26,73t
Total loans, ne $1,880,60. $1,806,88:

Total loans increased $74.2 million to $1.91 billiat September 30, 2014 from $1.83 billion at Dewen81, 2013. The increase in loans was
attributable to organic growth, primarily in therhe equity and consumer indirect loan portfoliostipby offset by a decline in residential
mortgages.

Commercial loans increased $9.5 million and reprege39% of total loans as of September 30, 20idsw@t of our continued commercial
business development efforts.

Residential mortgage loans decreased $10.0 millicg103.0 million as of September 30, 2014 in comspa to $113.0 million as of
December 31, 2013. This category of loans decredisedo our focus on home equity lending. We caito sell the majority of newly
originated and refinanced residential mortgagdbkdéasecondary market rather than adding them tpaoifolio.

Our home equity portfolio, which consists of honggii¢y loans and lines, totaled $382.7 million asSeptember 30, 2014, up $56.6 million or
17% compared to December 31, 2013. As of SepteBhet014, our home equity portfolio was comprise8253.3 million of home equity
loans and $129.4 million of home equity lines. Téegpares to $197.4 million of home equity loand &h28.7 million of home equity lines
of December 31, 2013. We continue to grow our hemty portfolio as the lower origination cost atwhvenience to customers has made
these products an increasingly attractive alteveath conventional residential mortgage loans. ASeptember 30, 2014, approximately 79¢
the loans in the home equity portfolio were fifshlpositions.

The consumer indirect portfolio increased $19.8iomlto $656.2 million as of September 30, 2014nfr$636.4 million as of December 31,
2013, reflecting our continued focus on consumeir@tt lending. During the first nine months of 20%e originated $234.1 million in indire
auto loans with a mix of approximately 42% new aand 58% used auto. This compares $224.9 milliandirect auto loans with a mix of
approximately 48% new auto and 52% used auto foséime period in 2013.

Loans Held for Sale and Loan Servicing Rights

Loans held for sale (not included in the loan pdidfcomposition table) were entirely comprisededidential real estate mortgages and totale
$1.0 million and $3.4 million as of September 3012 and December 31, 2013, respectively.

We sell certain qualifying newly originated or redinced residential real estate mortgages on tlemdary market. Residential real estate
mortgages serviced for others, which are not iredlith our consolidated statements of financial @@ amounted to $220.3 million as of
September 30, 2014, a decrease from $237.9 makoof December 31, 2013, as runoff has outpacetliption in the first nine months of
2014.
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Allowance for Loan Losses

The following table sets forth an analysis of th#wty in the allowance for loan losses for theipds indicated (in thousands).

Loan Loss Analysis

Three months endec Nine months endec
September 30, September 30,
2014 2013 2014 2013
Balance as of beginning of period $27,16¢ $25,59( $26,73¢ $24,71¢
Chargeoffs:
Commercial busines 10t 163 17¢ 694
Commercial mortgag 111 35 27¢ 144
Residential mortgag 16 34 163 281
Home equity 73 3C 33t 352
Consumer indirec 2,60¢ 2,131 7,392 5,77¢
Other consume 272 252 76E 734
Total charg-offs 3,18: 2,64¢ 9,107 7,98:
Recoveries
Commercial busines 61 5¢ 15¢ 301
Commercial mortgag 45 122 58 27¢
Residential mortgag 5 12 34 42
Home equity 7 1€ 47 12¢
Consumer indirec 1,02¢ 66€ 3,12¢ 2,23(
Other consume 99 96 31C 304
Total recoverie! 1,24¢ 971 3,73¢ 3,282
Net charg-offs 1,935 1,67¢ 5,371 4,701
Provision for loan losse 2,01t 2,77 5,87¢ 6,67
Balance at end of peric $27,24¢ $26,68¢ $27,24: $26,68:
Net loan charc-offs to average loans (annualiz 0.4(% 0.3¢% 0.3&% 0.3t%
Allowance for loan losses to total los 1.4% 1.5(% 1.4%% 1.5(%
Allowance for loan losses to n-performing loan: 333% 258% 333% 258%

The allowance for loan losses represents the egtthzanount of credit losses inherent in our loarfplo. We perform periodic, systematic
reviews of the loan portfolio to estimate inherksses in the respective loan portfolios. In additwe regularly evaluate prevailing economic
and business conditions, industry concentratiomsnges in the size and characteristics of the girthnd other pertinent factors. The process
we use to determine the overall allowance for loases is based on this analysis. Based on thigsisiave believe the allowance for loan
losses is adequate as of September 30, 2014.

Assessing the adequacy of the allowance for lossel®involves substantial uncertainties and iscbagen management’s evaluation of the
amounts required to meet estimated charge-offsandan portfolio after weighing a variety of fatpincluding the risk-profile of our loan
products and customers.

The adequacy of the allowance for loan losseshfestito ongoing management review. While managémealuates currently available
information in establishing the allowance for |dasses, future adjustments to the allowance mayebessary if conditions differ substantially
from the assumptions used in making the evaluationaddition, various regulatory agencies, asnéegral part of their examination process,
periodically review a financial institution’s all@amce for loan losses. Such agencies may requirfintinecial institution to recognize additions
to the allowance based on their judgments aboatnmdition available to them at the time of theirrakaation.

Net charg-offs of $1.9 million in the third quarter of 20tdpresented 0.40% of average loans on an annudlasssl compared to $1.7 million
or 0.38% in the third quarter of 2013. For the nimenths ended September 30, 2014 net charge-o#5.4fmillion represented 0.38% of
average loans compared to $4.7 million or 0.36%wvefrage loans for same period in 2013.

The allowance for loan losses was $27.2 millioBeptember 30, 2014, compared with $26.7 milliobetember 31, 2013. The ratio of the
allowance for loan losses to total loans was 1.48%eptember 30, 2014, compared with 1.46% at Deeef3iL, 2013. The ratio of allowance
for loan losses to non-performing loans was 333%egptember 30, 2014, compared with 161% at DeceBihe2013. The higher allowance to
non-performing loans ratio at September 30, 2014 dvaven by a reduction in non-performing loanse 8& “Non-Performing Assets and
Potential Problem Loans” section for further disios.
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Non-Performing Assets and Potential Problem Loans

The table below sets forth the amounts and categafiour non-performing assets at the dates itetiggn thousands).

Non-Performing Assets

September 3C December 31
2014 2013
Nonaccrual loans
Commercial busines $ 3,25¢ $ 3,47
Commercial mortgag 2,46( 9,66:
Residential mortgag 65€ 1,07¢
Home equity 464 92t
Consumer indirec 1,30(C 1,471
Other consume 39 5
Total nonaccrual loar 8,17 16,61¢
Accruing loans 90 days or more delinqu 7 6
Total nor-performing loan: 8,18¢ 16,62:
Foreclosed asse 50¢ 338
Non-performing investment securiti — 12¢
Total nor-performing asset $ 8,69: $ 17,08t
Non-performing loans to total loat 0.4%% 0.91%
Non-performing assets to total ass 0.28% 0.58%

Changes in the level of nonaccrual loans typicafyresent increases for loans that reach a spepifist due status, offset by reductions for
loans that are charged-off, paid down, sold, tremetl to foreclosed real estate, or are no lonigssified as nonaccrual because they have
returned to accrual status. Activity in nonaccioahs for the three and nine months ended Septedih@014 was as follows (in thousands):

Three months Nine months
ended ended

September 30, 201 September 30, 201

Nonaccrual loans, beginning of peri $ 8,88t $ 16,61¢

Additions 4,641 15,00¢

Payment: (1,637 (22,940

Charge-offs (3,025 (8,729

Returned to accruing stat (610 (1,38))
Transferred to other real estate or reposse

asset: (83 (399

Nonaccrual loans, end of peri $ 8,17i $ 8,17

Non-performing assets include non-performing loansgdtwsed assets and non-performing investment iiesuNon-performing assets at
September 30, 2014 were $8.7 million, a decrea$8.df million from $17.1 million at December 31,130 The primary component of non-
performing assets is non-performing loans, whichev&8.2 million or 0.43% of total loans at Septen®¥@ 2014, a decrease of $8.4 million
from $16.6 million or 0.91% of total loans at Dedmn 31, 2013. The decrease in rEerforming loans was driven by the resolution, ogithe
second quarter of 2014, of a single commercial gagr¢ which had been modified as a troubled debusring and placed on nonaccrual
status during the fourth quarter 2013. Approxima#.6 million, or 56%, of the $8.2 million in ngrerforming loans as of September 30, Z
were current with respect to payment of principad &terest, but were classified as non-accruirgabse repayment in full of principal and/or
interest was uncertain. Included in nonaccrualdcae troubled debt restructurings (“TDRsf)$3.0 million at September 30, 2014. We hat
TDRs that were accruing interest as of Septembe?@D4.

Foreclosed assets consist of real property form@edgiged as collateral to loans, which we have iaeduhrough foreclosure proceedings or
acceptance of a deed in lieu of foreclosure. Foeerl asset holdings represented nine propertasgp®$509 thousand at September 30, 2014
and four properties totaling $333 thousand at Déxeer81, 2013.

During the second quarter of 2014 the last of émaining non-performing pooled trust preferred stieent security was sold. These securitie
had been transferred to non-performing status amsyprior to 2010 and included in non-performingeas at fair value.
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Potential problem loans are loans that are cugrgriforming, but information known about possibtedit problems of the borrowers causes
management to have concern as to the ability di bacrowers to comply with the present loan payntemhs and may result in disclosure of
such loans as nonperforming at some time in thedufThese loans remain in a performing status@uaevariety of factors, including payment
history, the value of collateral supporting thedit® and/or personal or government guaranteesaljiement considers loans classified as
substandard, which continue to accrue interestetpotential problem loans. We identified $15.2iomland $9.7 million in loans that
continued to accrue interest which were class#éigdubstandard as of September 30, 2014 and Dec8i®#013, respectively.

FUNDING ACTIVITIES
Deposits

The following table summarizes the composition of deposits at the dates indicated (dollars in $hods):

Deposit Composition

September 30, 201 December 31, 201
% of % of
Amount Total Amount Total
Noninteres-bearing demand $ 571,54¢ 22.5% $ 535,47: 23.1%
Interes-bearing deman 530,78: 20.¢ 470,73: 20.2
Savings and money mark 805,52: 31.7 717,92¢ 30.€
Certificates of deposit < $100,0 352,79: 13.€ 369,91! 16.C
Certificates of deposit of $100,000 or m 278,17 11.C 226,00t 9.7
Total deposit: $2,538,82. 100.(%  $2,320,05! 100.(%

We offer a variety of deposit products designedttract and retain customers, with the primary $oon building and expanding long-term
relationships. At September 30, 2014, total depasére $2.54 billion, representing an increase2dB$ million in comparison to $2.32 billic
as of December 31, 2013. Certificates of deposievapproximately 25% and 26% of total depositsegat@mber 30, 2014 and December 31,
2013, respectively. Depositors remain hesitanbtest in time deposits, such as certificates obdiepfor long periods due to the low interest
rate environment. This has resulted in lower am®bping placed in time deposits for generally siradrms.

Nonpublic deposits, the largest component of ondifing sources, totaled $1.83 billion and $1.79dvillat September 30, 2014 &

December 31, 2013, respectively, and representédaftl 77% of total deposits as of the end of eaciog, respectively. We have managed
this segment of funding through a strategy of cditipe pricing that minimizes the number of custamalationships that have only a single
service high cost deposit account.

As an additional source of funding, we offer a gayriof public (municipal) deposit products to thany towns, villages, counties and school
districts within our market. Public deposits getfignsange from 20% to 30% of our total depositsefiéis a high degree of seasonality in this
component of funding, because the level of depwesites with the seasonal cash flows for theseipabistomers. We maintain the necessary
levels of short-term liquid assets to accommodagestasonality associated with public depositsalimtblic deposits were $708.4 million and
$533.5 million at September 30, 2014 and DecembeR@13, respectively, and represented 28% andd3&tal deposits as of the end of e
period, respectively. The increase in public deggatiring the first nine months of 2014 was dugefr to seasonality coupled with successful
business development efforts.

We had no traditional brokered deposits at Septe®®e2014 or December 31, 2013; however, we dbqizate in the Certificate of Deposit
Account Registry Service (“CDARS”) and Insured C&steep (“ICS”) programs, which enable depositonet®ive FDIC insurance coverage
for deposits otherwise exceeding the maximum iridaramount. CDARS and ICS deposits are considemadebed deposits for regulatory
reporting purposes. Through these programs, depiosétxcess of the maximum insurable amount areglavith multiple participating
financial institutions. Reciprocal CDARS depositeldCS deposits totaled $75.6 million and $64.liam| respectively, at September 30,
2014, compared to $61.3 million and $56.4 millispectively, at December 31, 2013.
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Borrowings

The following table summarizes our borrowings athefdates indicated (in thousands):

September 3C December 31
2014 2013
Shor-term borrowings
Repurchase agreemel $ 48,76 $ 39,04:
Shor-term FHLB borrowing 167,20( 298,00(
Total shor-term borrowing:s $ 215,96 $ 337,04

We classify borrowings as short-term or long-tennaccordance with the original terms of the agre@nihere were no long-term borrowings
outstanding as of September 30, 2014 or Decemhe&t(3B.

Federal funds purchased are short-term borrowimagstypically mature within one to ninety days. 8Herm repurchase agreements are
secured overnight borrowings with customers. Sterts FHLB borrowings have original maturities afdehan one year and include overnigh
borrowings which we typically utilize to addres®gtterm funding needs as they arise. Short-terrhB-blorrowings at September 30, 2014
consisted of $167.2 million in short-term advan&sortterm FHLB borrowings at December 31, 2013 consisfe®lL98.0 million in overnigt
borrowings and $100.0 million in short-term advad#&e utilized deposit inflows during the first aimonths of 2014 to pay down overnight
FHLB borrowings outstanding at the end of 2013.

We have credit capacity with the FHLB and can baertlorough facilities that include amortizing andnbeadvances or repurchase agreements
We had approximately $27 million of immediate ctedipacity with FHLB as of September 30, 2014. \&é approximately $443 million in
secured borrowing capacity at the Federal Reseavik B'FRB”) Discount Window, none of which was outstanding ggt8mber 30, 2014. T|
FHLB and FRB credit capacity are collateralizedskbgurities from our investment portfolio and certiialifying loans. We had approximat
$120 million of credit available under unsecuredei@l funds purchased lines with various banksegaténber 30, 2014. Additionally, we had
approximately $73 million of unencumbered liquidseties available for pledging.

Shareholders’ Equity

Shareholders’ equity was $277.8 million at Septen3®e 2014, an increase of $22.9 million from $25ahillion at December 31, 2013. Net
income for the year and stock issued for the adtpnsof SDN increased shareholders’ equity by $2illion and $5.4 million, respectively,
which were partially offset by common and preferséatk dividends declared of $9.0 million. Accumathother comprehensive income
included in shareholders’ equity increased $4.Tianilduring the first nine months of 2014 due priityato lower net unrealized losses on
securities available for sale.

LIQUIDITY AND CAPITAL RESOURCES
Liquidity

The objective of maintaining adequate liquidityasassure that we meet our financial obligatiorgese obligations include the withdrawal of
deposits on demand or at their contractual matitigy repayment of matured borrowings, the abittjund new and existing loan
commitments and the ability to take advantage of besiness opportunities. We achieve liquidity bgimtaining a strong base of core
customer funds, maturing short-term assets, olityatw sell or pledge securities, lines-ofedit, and access to the financial and capitaketal

Liquidity for the Bank is managed through the moriitg of anticipated changes in loans, the investrpertfolio, core deposits and wholesale
funds. The strength of the Bank’s liquidity positiis a result of its base of core customer depdEitsse core deposits are supplemented by
wholesale funding sources that include credit lwéh the other banking institutions, the FHLB aheé FRB.

The primary sources of liquidity for the parent gy are dividends from the Bank and access tadiahand capital markets. Dividends
from the Bank are limited by various regulatoryuegments related to capital adequacy and earniegds. The Bank relies on cash flows
from operations, core deposits, borrowings andtsieom liquid assets. As a secondary source ofdityy the Company also has the ability to
draw up to $20.0 million on a revolving credit linéth a correspondent bank.

Our cash and cash equivalents were $87.6 millicof &ptember 30, 2014, up $27.9 million from $58illion as of December 31, 2013. Our
net cash provided by operating activities totaldl.8 million and the principal source of operataugivity cash flow was net income adjusted
for noncash income and expense items. Net cashingeeesting activities totaled $98.8 million, whiincluded outflows of $79.1 million for
net loan originations and $3.4 million from netéstment securities transactions. Net cash provigdthancing activities of $88.7 million was
attributed to a $218.8 million increase in depogitatially offset by a $121.1 million decreasesiort-term borrowings and $9.0 million in
dividend payments.
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Capital Resources

Banks and financial holding companies are subgeettious regulatory capital requirements adminésidy state and federal banking agen
Failure to meet minimum capital requirements cawilteén certain mandatory and possibly additionatiktionary actions by regulators that, if
undertaken, could have a direct material impaatmnconsolidated financial statements. Capital adeg guidelines and, additionally for
banks, prompt corrective action regulations, ineajjuantitative measures of assets, liabilities,canthin off-balance-sheet items calculated
under regulatory accounting practices. Capital anteand classifications are also subject to quaiégudgments by regulators about
components, risk weighting and other factors.

Quantitative measures established by regulati@nsare capital adequacy require the Company anBahk to maintain minimum amounts
and ratios of Total and Tier 1 capital to risk-weied assets and of Tier 1 capital to average agdets defined in the regulations). These
minimum amounts and ratios are included in thecthlelow.

The Company’s and the Bank’s Tier 1 capital cossi$tshareholders’ equity excluding unrealized gand losses on securities available for
sale (except for unrealized losses which have de&rmined to be other than temporary and recodrageexpense in the consolidated
statements of income), goodwill and other intaregédsets and disallowed portions of deferred tsgtasTier 1 capital for the Company
includes, subject to limitation, $17.3 million afgberred stock at September 30, 2014 and Decenih@033. The Company and the Bank’s
total capital are comprised of Tier 1 capital faclk entity plus a permissible portion of the alloa&for loan losses.

The Tier 1 and total capital ratios are calculdigdlividing the respective capital amounts by rigkighted assets. Risk-weighted assets are
calculated based on regulatory requirements anddadotal assets, excluding goodwill and otheangible assets and disallowed portions of
deferred tax assets, allocated by risk weight categnd certain off-balance-sheet items (primddhn commitments and standby letters of
credit). The leverage ratio is calculated by dinglTier 1 capital by adjusted quarterly averagel ta¢sets, which exclude goodwill and other

intangible assets and disallowed portions of detetax assets.

The following table reflects the ratios and th&imponents (dollars in thousands):

September 3C December 31
2014 2013
Total shareholders’ equity $ 277,75 $ 254,83¢
Less: Unrealized loss on securities available &be,set of ta: (379 (5,299
Net unrecognized gain on available for sale seesrit
transferred to held to maturity, net of 1 (280) (44)
Unrecognized net periodic pension & postretirement
benefits (costs), net of te (4,792 (4,850
Disallowed goodwill and other intangible ass 68,88 50,00:
Tier 1 capital $ 21413 $ 215,02
Adjusted average total assets (for leverage capitgdoses $ 2,921,00! $2,816,49.
Tier 1 leverage ratio (Tier 1 capital to adjustedrage total
assets 7.34% 7.65%
Total Tier 1 capita $ 214,31 $ 215,02
Plus: Qualifying allowance for loan loss 25,68t 24,85¢
Total risk-based capite $ 240,00: $ 239,87¢
Net risk-weighted asse! $ 2,053,26. $1,986,47.
Tier 1 capital ratio (Tier 1 capital to net r-weighted asset: 10.4%% 10.82%
Total risk-based capital ratio (Total risk-basegita to net
risk-weighted asset: 11.6%% 12.06%
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The Company’s and the Bank’s actual and requirgdlatory capital ratios were as follows (dollarghousands):

For Capital
Actual Adequacy Purpose Well Capitalized
Amount Ratio Amount Ratio Amount Ratio
September 30, 201
Tier 1 leverage Compan' $214,31° 7.3%% $116,84( 4.0(% $146,05( 5.0(%
Bank 211,33 7.2Z 117,14¢ 4.0C 146,43t  5.0C
Tier 1 capital: Compan' 214,31 10.4« 82,13 4.0C 123,19¢  6.0C
Bank 211,33 10.2¢ 82,127 4.0C 123,19:  6.0C
Total risk-based capita Compan'  240,00: 11.6¢ 164,26: 8.0C 205,32¢ 10.0C
Bank 237,02: 11.5¢ 164,25 8.0C 205,31¢ 10.0C
December 31, 201
Tier 1 leverage Compan' $215,02: 7.65% $112,66( 4.0(% $140,82! 5.0(%
Bank 204,33t  7.21i 112,49t 4.0C 140,62:  5.0C
Tier 1 capital: Compan'  215,02: 10.8Z 79,45¢ 4.0C 119,18t  6.0C
Bank 204,33t 10.31 79,29. 4.0C 118,93°  6.0C
Total risk-based capita Compan'  239,87( 12.0¢ 158,91¢ 8.0C 198,64° 10.0C
Bank 229,13¢ 11.5¢ 158,58 8.0C 198,22¢ 10.0C

Regulatory capital ratios decreased as of SepteBthe2014 when compared to December 31, 2013 pilinger a result of the SDN acquisitic
Goodwill of $12.6 million and other intangible atsef $6.6 million were recorded in conjunctiontwihe acquisition. Such goodwill and
intangibles are excluded from regulatory capitatalsulated under regulatory accounting practices.

Basel Ill Capital Rules

On July 2, 2013, the FRB approved the final ruleglementing the Basel Committee on Banking Supienvis capital guidelines for U.S.
banks. Under the final rules, minimum requiremavitsincrease for both the quantity and qualityocafpital held by the Company. The rules
include a new common equity Tier 1 capital to ngighted assets ratio of 4.5% and a common equély ITcapital conservation buffer of
2.5% of risk-weighted assets. The final rules at8se the minimum ratio of Tier 1 capital to risleighted assets from 4.0% to 6.0% and
require a minimum leverage ratio of 4.0%. Striggibllity criteria for regulatory capital instrumenwere also implemented under the final
rules. On July 9, 2013, the FDIC also approvednramterim final rule, the regulatory capital reguments for U.S. banks, following the actions
of the FRB. On April 8, 2014, the FDIC adoptediasalfits interim final rule, which is identical substance to the final rules issued by the |

in July 2013.

The phase-in period for the final rules will befmn the Company on January 1, 2015, with full caanpde with all of the final rule’s
requirements phased in over a multi-year schedldgmagement believes that the Company’s capitaldevdl remain characterized as “well-
capitalized” under the new rules. The final rulppraved by the FRB and the FDIC in July 2013 andl&®14, respectively, did not address
the proposed liquidity coverage ratio test andnibiestable funding ratio test called for by the@dl liquidity framework. Management will
continue to monitor the developments related tsgh@oposals and their potential impact to ourtahpeéquirements.

Dividend Restrictions

In the ordinary course of business we are depengmott dividends from the Bank to provide fundstf@ payment of dividends to shareholt
and to provide for other cash requirements. Bankégmilations may limit the amount of dividends thegty be paid. Approval by regulatory
authorities is required if the effect of divideratsclared would cause the regulatory capital oB&aek to fall below specified minimum levels.
Approval is also required if dividends declaredesat the net profits for that year combined withrétained net profits for the preceding two
years.
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ITEM 3. Quantitative and Qualitative Disclosures About Market Risk

Quantitative and qualitative disclosures about raarisk were presented at December 31, 2013 in t&rof the Company’s Annual Report on
Form 10-K for the year ended December 31, 2018leaswith the Securities and Exchange CommissiomMarch 12, 2014. The following is
an update of the discussion provided therein.

Portfolio Composition

There was no material change in the compositicasséts, deposit liabilities or borrowings from Daber 31, 2013 to September 30, 2014.
the section titled “Analysis of Financial Conditfan Part I, Item 2, “Management’s Discussion andadysis of Financial Condition and
Results of Operations” for a discussion of assgodit and borrowing activity during the period.

Net Interest Income at Risk

A primary tool used to manage interest rate riskate shock” simulation to measure the rate safitsit Rate shock simulation is a modeling
technique used to estimate the impact of changesés on net interest income as well as econoaliewf equity. At September 30, 2014, the
Company was generally asset sensitive, meaningithatost cases, net interest income tends tcassaterest rates rise and decline as interes
rates fall.

Net interest income at risk is measured by estimgatie changes in net interest income resulting firtstantaneous and sustained parallel s
in interest rates of different magnitudes over @goeof 12 months. The following table sets fottle estimated changes to net interest income
over the 12month period ending September 30, 2015 assumingritaieous changes in interest rates for the gatershock scenarios (dolle
in thousands):

Changes in Interest Rate

-100 bp +100 bg +200 bg +300 bg
Parallel Shifts in the Yield Curve
Change in net interest incor $(1,969) $1,361 $3,381 $3,157
% Change (2.07)% 1.42% 3.51% 3.3%%

In addition to the changes in interest rate scendisted above, other scenarios are typically resti®m measure interest rate risk. These
scenarios vary depending on the economic and stteate environment.

The simulations referenced above are based on rear@ag’s assumption as to the effect of interestechinges on assets and liabilities and
assumes parallel shifts in the yield curve. It atsdudes certain assumptions about the futuramgiof loans and deposits in response to
changes in interest rates. Further, it assumesidhamtguency rates would not change as a resulhafiges in interest rates, although there can
be no assurance that this will be the case. Whitesimulation is a useful measure as to net isténeome at risk due to a change in interest
rates, it is not a forecast of the future resulid is based on many assumptions that, if changedid cause a different outcome.

Economic Value of Equity At Risk

The economic (or “fair"yvalue of financial instruments on our balance shaktlso vary under the interest rate scenarievipusly discusse!
This is measured by simulating changes in our ezonwgalue of equity (‘EVE”), which is calculated ybtracting the estimated fair value of
liabilities from the estimated fair value of assétsir values for financial instruments are estadaty discounting projected cash flows
(principal and interest) at current replacemergsdbr each account type, while fair values of financial assets and liabilities are assumed tc
equal book value and do not vary with interest flatgtuations. An economic value simulation is atistmeasure for balance sheet account:
given point in time, but this measurement can chapstantially over time as the characteristiacsunfbalance sheet evolve and as interes
and yield curve assumptions are updated.

The amount of change in economic value under diffeinterest rate scenarios depends on the chasticteof each class of financial
instrument, including the stated interest rateppead relative to current market rates or spreaedjkelihood of prepayment, whether the rate
is fixed or floating, and the maturity date of thetrument. As a general rule, fixed-rate finaneisdets become more valuable in declining rats
scenarios and less valuable in rising rate scesaribile fixed-rate financial liabilities gain iralue as interest rates rise and lose value as
interest rates decline. The longer the duratiotheffinancial instrument, the greater the impagtta change will have on its value. In our
economic value simulations, estimated prepaymestfagtored in for financial instruments with sthteaturity dates, and decay rates for non-
maturity deposits are projected based on histodatd (back-testing).
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The analysis that follows presents the estimatel E&gulting from market interest rates prevailihg given quarter-end (“Pre-Shock
Scenario”), and under other interest rate scenée@sh a “Rate Shock Scenario”) represented by uhates permanent, parallel shifts in
interest rates from those observed at Septemb&03@ and December 31, 2013. The analysis addiljopi@sents a measurement of the
interest rate sensitivity at September 30, 2014exkember 31, 2013. EVE amounts are computed waddr respective Pre- Shock Scenario
and Rate Shock Scenario. An increase in the EVEualtvie considered favorable, while a decline issidered unfavorable.

September 30, 201 December 31, 201.
Percentagr Percentagt
EVE Change Change EVE Change Change

Rate Shock Scenario
Pre-Shock Scenari $506,99: $466,00¢

- 100 Basis Point 502,87¢ $ (4,119 (0.8)% 476,320 $10,31¢ 2.21%

+ 100 Basis Point 499,12 (7,869 (1.55) 452,15! (13,859 (2.97)

+ 200 Basis Point 487,700 (19,28¢) (3.80) 435,42 (30,58 (6.56€)

The Pre-Shock Scenario EVE was $507.0 million at&aber 30, 2014, compared to $466.0 million atdbawmer 31, 2013. The increase in the
Pre-Shock Scenario EVE at September 30, 2014, cadpa December 31, 2013 resulted primarily fromae favorable valuation of non-
maturity deposits, fixed-rate residential loans arattgage backed securities that reflected altemm&tinding and investment rate changes use
for discounting future cash flows.

The +200 basis point Rate Shock Scenario EVE isefrom $435.4 million at December 31, 2013 to748&nillion at September 30, 2014,
reflecting the more favorable valuation of non-miyudeposits. The percentage change in the EVEuamibom the Pre-Shock Scenario to the
+200 basis point Rate Shock Scenario decreased(fd6)% at December 31, 2013 to (3.80)% at Septei®®, 2014. The decrease in
sensitivity resulted from an increased benefitim ¥aluation of non-maturity deposits in the +2@8ib point Rate Shock Scenario EVE as of
September 30, 2014, compared to December 31, 2013.

ITEM 4.  Controls and Procedures
Evaluation of disclosure controlsand procedures

As of September 30, 2014, the Company carried matvaluation, under the supervision and with théigpation of the Company’s
management, including the Company’s Chief Execudificer and its Chief Financial Officer, of thefedtiveness of the design and operation
of the Company’s disclosure controls and procedpoesuant to Rule 13a-15(b), as adopted by theriesuand Exchange Commission
(“SEC") under the Securities Exchange Act of 19&k¢hange Act”). Based upon that evaluation andesthio the foregoing, the Company’s
Chief Executive Officer and Chief Financial Officncluded that, as of September 30, 2014, the @oyp disclosure controls and
procedures were effective as of the end of theodarovered by this report.

Disclosure controls and procedures are the condiradsother procedures that are designed to ensatréformation required to be disclosed in
the reports that the Company files or submits utitkeiExchange Act is recorded, processed, sumndaaize reported within the time periods
specified in the SEC'’s rules and forms. Disclosugetrols and procedures include, without limitatioontrols and procedures designed to
ensure that information required to be disclosetthéreports that the Company files or submits utite Exchange Act is accumulated and
communicated to management, including the CompaBkief Executive Officer and Chief Financial Officas appropriate, to allow timely
decisions regarding required disclosure.

Changesin internal control over financial reporting

The acquisition of Scott Danahy Naylon Co., Incswansummated on August 1, 2014, at which timet&xamahy Naylon, LLC (“SDN")
became a consolidated subsidiary of the Compang.Gdmpany is in the process of reviewing the irgkecontrol structure of SDN and, if
necessary, will make appropriate changes as jiiates SDN into the Company’s overall internal colmiver financial reporting process. In
connection with the foregoing evaluation by the @amy’s Chief Executive Officer and its Chief Finet©fficer, other than as noted above,
no changes in the Company’s internal control oirearfcial reporting have occurred during the quagteted September 30, 2014 that have
materially affected, or are reasonably likely totenally affect, the Company’s internal control o¥i@ancial reporting.
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PART Il. OTHER INFORMATION

ITEM 1. Legal Proceedings

The Company has experienced no material developnieiits legal proceedings from the disclosureuded in the Company’s Annual Report
on Form 10-K for the year ended December 31, 20at&d March 12, 2014, as filed with the Securitied Exchange Commission.

ITEM 1A. Risk Factors

The Company has experienced no material changesrisk factors from the disclosure included ie thompany’s Annual Report on Form 10-
K for the year ended December 31, 2013, dated Mb2¢l2014, as filed with the Securities and Exclea@gmmission.

I TEM 6. Exhibits

(8) The following is a list of all exhibits filed or c@rporated by reference as part of this Rej

Exhibit

Number Description Location
10.1* Separation and release agreement between Findmsiélitions, Inc. and Kenneth V. Wir Filed Herewith
31.1 Certification pursuant to Section 302 of the Sad3-Oxley Act of 200.—Principal Executive Office Filed Herewith
31.2 Certification pursuant to Section 302 of the Sad3-Oxley Act of 200.—Principal Financial Office Filed Herewith
32 Certification pursuant to18 U.S.C. Section 1350adspted pursuant to Section 906 of the Sarb@ndsy Act of

2002 Filed Herewith
101.INS XBRL Instance Documer
101.SCF XBRL Taxonomy Extension Schema Docum
101.CAL XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB XBRL Taxonomy Extension Label Linkbase Docum
101.PRE XBRL Taxonomy Extension Presentation Linkbase Doent
101.DEF XBRL Taxonomy Extension Definition Linkbase Docurh

* Management contract or compensatory plan or arraagt
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisd¢port to be signed on its behalf by the
undersigned, thereunto duly authorized.

FINANCIAL INSTITUTIONS, INC.

/s Martin K. Birmingham , November 4, 2014
Martin K. Birmingham

President and Chief Executive Offic

(Principal Executive Officer

/s Kevin B. Klotzbach , November 4, 2014
Kevin B. Klotzbact

Executive Vice President, Chief Financial Officedal reasure

(Principal Financial Officer

/s Michael D. Grover , November 4, 2014
Michael D. Grovel

Senior Vice President and Chief Accounting Offi

(Principal Accounting Officer
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Exhibit 10.1
SEPARATION AGREEMENT AND RELEASE OF ALL CLAIMS

This Separation Agreement and Release of all Cléinis “Agreement”)s entered into by and between Financial Instifgjdnc., a ban
holding company chartered under the laws of theeStNew York, having its principal office at 2R{berty St., Warsaw, New York 14569,
and its subsidiaries and affiliates (collectivedferred to as the “Company”); and Kenneth V. Withe (‘Executive” or “you”), an individual
residing at 259 Vollmer Parkway, Rochester, NewkydA623.

1. Separation DateYour employment with the Company ended at theeclaf business on August 19, 2014 (the “Separ&iae”).

2. Final Compensation and Benefitéou acknowledge and agree that you have recgigadregular wages and employment-related
benefits through the Separation Date, all of whiehe paid in accordance with the Company’s reguédgroll schedule and benefit policies anc
practices. You acknowledge and agree that your payfior employment-related benefits through thea®aston Date included payment for all
of your accrued and unused vacation time. You asledge and agree that you have also received resament of any appropriately
documented expenses that were incurred but unpaildraugh the Separation Date that were a resuwboflucting business activities on behal
of the Company. You received and may retain suaewand employment-related benefits describedsrPiragraph 2 even if you decide not
to sign this Agreement. You acknowledge and adratthe payments you received that are describt#dsriParagraph 2 are all wages and
employment-related benefits due to you based on gmployment with the Company.

3. Termination of Compensation and Bengefits.

a) You acknowledge and agree that all of your camepton and employment-related benefits ended eS#paration Date or the
last day of the month in which your employment ehadkepending upon the benefit. You have or wilkiee additional information regarding
the date on which each benefit ended as well asnghits to insurance continuation (at your expgasel your retirement benefits. To the
extent that you have such rights, nothing in thige®ment will impair them.

b) You will forfeit all rights under the Financihistitutions, Inc. Annual Incentive Plan as of Separation Date. All of your equity
compensation awards granted to you by the Compaagyof its affiliates that remain outstanding amyested as of the Separation Date ¢
be terminated effective as of the Separation Dadebe forfeited without consideration.

4. Company Property

a) To the extent you have not already done soohgter than August 24, 2014 you shall return sm@ompany all documents (and
all copies thereof) and other property belongintheoCompany that you have in your possession miraip with the exception of any property
that the Company authorizes you in writing to metdihe documents and property to be returned byingude, but are not limited to, all files,
correspondence-mail, memoranda, notes, notebooks, drawings, recptens, forecasts, reports, studies, analysewitations of



data, proposals, agreements, financial informatiesearch and development information, customernmétion, marketing information,
operational and personnel information, specificqatjacode, software, databases, computer-recorfi@uniation, tangible property and
equipment (including, but not limited to, all Conmyaissued automobiles, facsimile machines, mokilephones and servers), credit cards,
entry cards, identification badges and keys; arydnaaterials of any kind which contain or embody angprietary or confidential information
of the Company (and all reproductions thereof irlgtor in part). You agree to make a diligent seadoclocate any such documents, property
and information.

b) If you have used any computer, server, or e-syatem owned by you or a member of your immedidtehily to receive, store,
review, prepare or transmit any Company confidéotigroprietary data, materials or informatiorgnion or before August 24, 2014 you shall
provide the Company with a computer-useable comflduch information and then permanently deletd expunge such confidential or
proprietary information from those systems.

c) You further agree that if you discover any Compdocuments or property in your possession oraur gomputer, server or e-
mail system in the future, you will immediatelyust such documents or information to the Compar/deiete them from such computer,
server or e-mail system.

5. Separation Benefitdn consideration of your acceptance of the tesfrthis Agreement, including but not limited to thleligations
imposed by Paragraphs 8 to 11 of this Agreementlanéelease of All Claims contained in Paragraphtéis Agreement, and provided you
have signed this Agreement and the revocation gesed forth in Paragraph 21 has expired with nocation, the Company will provide you
with the separation benefits, to which you would siherwise be entitled, described in this Parag&p

a) The Company will pay you a separation pay bénethe total amount of One Hundred Eighty Fouoii$and Five Hundred
Dollars ($184,500), less required payroll dedudtiand withholdings. This separation pay benefit il paid in equal bi-weekly installments
beginning on the Company’s first regular pay peaftér the Effective Date (as defined in Paragraphand will continue for a period of 47
weeks.

b) The Company makes no representations to youdieggthe taxability and/or tax implications of$hhgreement. You are solely
responsible for any tax consequences associatbdheitpayments made pursuant to this Agreemerdardgss of whether the Company shc
have contributed and withheld taxes from the anm®patd (including Social Security and Medicare)uNagree to defend, indemnify,
reimburse and hold the Company harmless for anyafitidxes, contributions, withholdings, fees, assgents, interest, costs, penalties and
other charges that may be imposed on the Compaittyebipternal Revenue Service, the New York Stabe Department or any other federal,
state or local taxing authority by reason of thgrpent made pursuant to this Paragraph 5, the abs#neithholdings and deductions made
from that payment and/or your non-payment or lagnpent of taxes due with respect to that paymert,yau alone assume all liability for all
such amounts.



) You agree that you are not entitled to any otleenpensation or benefits of any kind or descripfrom the Company, its
successors, assigns, affiliates or related compaaidrom or under any employee benefit plan imgk benefit plan sponsored by the
Company, its successors, assigns, affiliates ataelcompanies, other than as described in thisgkgent, and except for vested benefits unde
the any qualified retirement plans in which youtiggrate.

d) You acknowledge and agree that, in the absehtti#soAgreement, you are not entitled to any @& separation benefits set forth
in this Paragraph 5.

6. RELEASE OF ALL CLAIMS.

a) By signing this Agreement you agree that your@leasing and waiving your right to bring any legiaim of any nature against
the Company arising from conduct or events thak face before you signed this Agreement. The dajou are giving up include, but are nof
limited to, claims related, directly or indirectly, ownership interests in the Company (exceptigdtioe determined by a court or other legal
authority as part of a legal action related towhkie of common shares, in which you belong tacavering group or class, but in which you
not a named plaintiff or class representative) yoar employment relationship with the Company, udéhg your separation from employment.
This Agreement is intended to be interpreted inkitoadest possible manner to include all actuglodential legal claims you may have agains
the Company, except as expressly provided otherwiBaragraph 6(e).

b) Specifically, you agree that you are fully andefver giving up all of your legal rights and claimgainst the Company, whethe
not presently known to you, arising from conducewents occurring before you signed this Agreem¥éoit agree that the legal rights and
claims you are waiving include all rights and claionder, as amended, Title VIl of the Civil Rightst of 1964, the Age Discrimination in
Employment Act of 1967 (the “ADEA”), the Older Wars Benefit Protection Act of 1990 (the “OWBPAthe Rehabilitation Act of 1973, tl
Civil Rights Acts of 1866 and 1991, the AmericanghWDisabilities Act of 1990 (the “ADA"), the Genetinformation Nondiscrimination Act
of 2008 (“GINA"), the Equal Pay Act of 1963, therdy and Medical Leave Act of 1993 (“FMLA”"), the Epfoyee Retirement Income
Security Act of 1974 (“ERISA”), the New York Humd&ights Law and any similar federal, state or Istatute, regulation, order or common
law. You specifically agree that you are releagitagms of discrimination, harassment and/or retiaimbased upon age, race, color, sex, sexu
orientation or preference, marital status, religioational origin, citizenship, veteran statusatibity, genetic predisposition or carrier status
and other legally protected categories and/or ietsv

¢) You also agree that the legal rights and clgimsare giving up include your legal rights andraleunder the anti-retaliation
provisions of the Sarbanes-Oxley Act, 18 U.S.C584A and the Dodd-Frank Act, 12 U.S.C. § 5567 anlgfgal rights and claims under the
federal Worker Adjustment and Retraining NotificatiAct of 1989 (“WARN?”), the New York Worker Adjusient and Retraining Notification
Act (“NY WARN?"), the New York Labor Law (except ungloyment insurance and minimum wage claims), teevNork Business
Corporation Law, and any similar federal, statéooal statute, regulation, order or common law. aguee that the legal rights and claims you
are giving up include all common law rights and



claims, such as a breach of express or impliedraontort (whether negligent or intentional), wgéul discharge, constructive discharge,
infliction of emotional distress, defamation, presory estoppel, and any claim for fraud, omissiomisrepresentation, breach of express or
implied duties, or violation of public policy or ficies, practices, or procedures of the Company.

d) You further agree that you are giving up an@asing any damages or relief of whatever natudescription, including, but not
limited to, compensatory damages, punitive damagggslties, interest, and equitable forms of relisfwell as any claim for attorney’s fees or
costs, which may arise from any of the claims wajdischarged or released in this Paragraph 6.

e) The claims you are giving up and releasing darnatude your vested rights, if any, under any diediretirement plan in which
you participate, and your COBRA, unemployment iasge and worke’ compensation rights, if any. Nothing in this Agreent shall be
construed to constitute a waiver of: (i) any clayos may have against the Company that arise framoluct or events that occatter the date
that you sign this Agreement; (ii) your right teefan administrative charge with any governmergeinay alleging employment discrimination
or challenging the validity of this release of@dHdims; (iii) your right to participate in any admstrative or court investigation, hearing or
proceeding; or (iv) any other right that you canwatve as a matter of law. You agree, however,dovgvand release any right to receive any
individual remedy or to recover any individual mtarg or nonmonetary damages as a result of any administratimege, complaint or lawst
filed by you or anyone on your behalf. In addititine release of all claims set forth in this Agreatdoes not affect your rights as expressly
created by this Agreement, and does not limit yaility to enforce this Agreement or to challenige enforceability of this Agreement.

f) You agree that the release of all claims desgcriim this Paragraph 6 applies not only to the Gomgpbut also to the Company’s
predecessors, successors and their past, currfitame parents, subsidiaries, related entitied,all of their members, shareholders, officers,
directors, agents, attorneys, employees, and assign

7. No Pending Action You represent that, as of the date that you tignAgreement, you have not filed any charge, dampor action
in any forum against the Company. This Agreement bwaused as a complete defense in the futureuifoyimg a lawsuit based on any claim
that you have released.

8. Confidential Information and Insider InformatioMou agree and acknowledge as follows:

(a) In the course of your employment with the Comypgou have acquired access to and become acqdiawtte confidential
information about the professional business arahfimal affairs of the Company.

(b) You shall not at any time, whether before derathe termination of your employment, use, cafig¢lose or make available any
Confidential Information (as defined in Paragragt) ®elow) to any individual, corporation, partrtaps trust, governmental body or other
entity; except that you may use, copy or disclose@onfidential Information (i) to the
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extent it becomes publicly available through ndtfan your part, and (ii) to the extent you areuieed to do so pursuant to applicable law or
pursuant to a final order of a court or arbitrdtaving jurisdiction thereof; provided, however,ttpaor to such disclosure you shall promptly
notify the Company in writing of any such orderequest to disclose and shall cooperate fully withCompany in protecting against any s
disclosure by narrowing the scope of such discksumd/or obtaining a protective order with respet¢he permitted use of the Confidential
Information.

(c) For purposes of this Agreement, “Confidentrdbrmation” shall mean all information pertainingthe business and operations
of the Company that is not generally availableh® public and the Company desires to keep configeircluding, but not limited to,
information relating to the Comparsyproducts, services, relationship with its reguigtsuppliers, business partners, operationsaresetrade
secrets, intellectual property, finances and atiutieents and other tangible items relating to otaiomg any such information. “Confidential
Information” shall also include any information ragscribed herein but that is regarded as confalantder Article 1 (Confidentiality) of the
Executive Agreement dated July 2, 2012 betweenaymlFinancial Institutions, Inc. You acknowledgattthe Confidential Information is
vital, sensitive, confidential and proprietary e tCompany.

(d) You are currently aware of material non-pulblidbrmation regarding the Company and will complighathe terms of the
Company’s Insider Trading Policy dated October20,2 regarding “Post-Termination Transactions.” Yaguee that you will not trade in the
Company’s securities until the material non-pubiformation of which you are aware either becomaslip or is no longer material to the
Company.

9. No Derogatory Statements/Communications or Qiosra Interference

a) You agree that you will not directly or indirgcinake, or cause to be made, any written or dedbsent or other communication
that is derogatory or disparaging to the CompartheiCompany’s predecessors, successors or thatjrquarent or future parents, subsidiaries
related entities, or any of their members, shaddrs| officers, directors, agents, attorneys, epgas, or assigns. The inclusion of specific
individuals in this provision (including, but natited to, shareholders, officers, directors, ageattorneys and employees) to protect them
from derogatory or disparaging remarks is a mdtegian of this Agreement and intended to make sndlviduals third-party beneficiaries of
this particular provision of the Agreement, withabplicable rights to enforce its terms in thergva a violation. You also agree that you will
not directly or indirectly initiate any communioattis with any directors, shareholders, or emplopédéise Company regarding the business or
operations of the Company, except as required fioge the requirements set forth in this Agreemastrequired to perform services on behal
of a new employer, or as otherwise expressly reqddsy the Company or required by applicable law.

b) Nothing in this Agreement is intended to or spatvent or limit the Company from providing te@stiny or information in
response to a valid subpoena, court order, regylagguest or other judicial, administrative ordégrocess or otherwise as required by law.
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10. Future Cooperation and Transition Servicésu agree that for a period of 30 days afterSeparation Date, upon reasonable reques
of the Company, you will do whatever is necessargssure an orderly transition of your work anghoesibilities, to meet with Company
representatives as necessary, and to otherwisechubperate with these efforts. You further agheg ainy separation benefits paid during this
30-day transition period shall serve as adequate deregion for such transition services and that@unot owed any additional compensa
for such transition services.

11. Confidentiality of AgreementYou agree to keep the terms of this Agreemehtcauments relating to this Agreement, and the
benefit being paid under it, completely confidehtisou shall not disclose any information concemihe existence or terms of this Agreement
or provide a copy of this Agreement to anyone, pkes follows: (i) to the extent necessary to reparome to appropriate taxing authorities;
(if) to communicate with your spouse, attorneysjryiovestment or financial advisors or your accantg as necessary for obtaining legal
and/or financial planning advice (in which casehsperson or entity shall be informed of the confiild nature of this Agreement); (iii) in
response to a judicial order or subpoena issueldigite or federal court or governmental agen@ngrother order of a court of competent
jurisdiction or a discovery request pursuant talelsdshed Rules of Civil Procedure in a civil actiarstate or federal court or in response to
other discovery request or deposition question neagmsed.

12. Interim Obligations You understand and agree that the obligationsagued in Paragraphs 8 to 11 above are materiaigions of
this Agreement, for which good and sufficient colesation is provided. However, you also acknowlegigeé agree that those provisions could
be undermined and/or rendered ineffective if yde tactions between the date you were first predemith a draft of this Agreement and the
Effective Date of this Agreement (“Interim Periodfat would be violations of Paragraphs 8 to 1thisf Agreement if taken after the Effective
Date of this Agreement. Accordingly, as a matariducement for the Company to enter this Agreemgni,represent and warrant that, during
the Interim Period, you did not and will not takeyaactions, directly or indirectly, that would bihations of this Agreement if they occurred
after the Effective Date of this Agreement. Thislinles, but is not limited to, disclosing confidahinformation, making derogatory stateme
concerning the Company or any of the entities/idlials listed in Paragraph 9, not assisting withttlansition of your job duties as described
in Paragraph 10 and/or disclosing the terms ofAlgieement or the amounts or benefits to be paittuthis Agreement (other than as allowec
in Paragraph 11).

13. Remediesin the event that you breach any of your obliyadiunder this Agreement, the Company may, aptist, obtain
monetary damages, a court order requiring the poupty with this Agreement, or other legal and egjlié remedies as appropriate. A court,
jury, arbitrator and/or agency of competent juigsidn shall determine the nature, extent and vafieny damages caused by a breach ol
Agreement, including whether a breach of this Agreet requires the return of some or all of the Benprovided under Paragraph 5 above
and/or the discontinuance of the Company’s remgioinligations under this Agreement. The Compangdadition to any other rights it may
have at law or in equity, shall have the rightdelsenforcement of this Agreement in an actiomwatdr in equity and the prevailing party in
such an action to enforce this Agreement shall hlageight to recover reasonable legal fees, arsiisexpenses, to the extent permitted by lav
and to the extent that such recovery does nottrestiie invalidation of this Agreement.
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14. No Admission of Liability You agree that neither any payment under thigé&grent, nor any term or condition of it, shall be
construed by either you or the Company, at any,tesean admission of liability or wrongdoing by thempany.

15. Binding Nature This Agreement shall bind, be transferable tdl/@nbe enforceable by or against, the Companysessors and
assigns, now and in the future. This Agreement sthsd bind, be transferable to and/or be enforeely or against, all persons who might
assert a legal right or claim on your behalf, saslyour heirs, personal representatives and assignsand in the future.

16. Governing Law/Interpretation/Legal Proceedings

a) This Agreement shall be governed, construedjraadpreted, and the rights of you and the Compsrall be determined in
accordance with New York law, without regard tocitflicts of laws principles, except to the extdrdt the law of the United States governs
any matter set forth herein, in which case suclrefaddaw shall govern.

b) Disputes arising under it shall be heard exgklgiby the state or federal courts located in Men€ounty, New York. Neither
party waives any right it may have to remove sutletion to the United States District Court lodate Monroe County, New York.

c) The parties further agree that, whenever passdzich provision of this Agreement shall be inmtetgal in such a manner as to be
effective and valid under applicable law, but ifygrovision of this Agreement is held to be protétdiby or invalid under applicable law, such
provision shall be ineffective only to the extefisach prohibition or invalidity, without invalidiaig the remainder of such provision or the
remaining provisions, which shall be fully sevemahd given full force and effect. However, in 8went you or anyone on your behalf takes
legal action asserting claims released throughAbieement, and the Release of All Claims in Paxplgt6 of this Agreement or any portion
thereof is determined by any court, arbitrator gerecy of competent jurisdiction to be unenforcedtteany reason, then the Company shall
have the option to rescind this entire Agreemeamd, immmediately recover from you any payments madsyant to Paragraph 5 above, or to
require that you execute another release thaga Bnd enforceable, without further consideratpmayments or compensation.

17. Scope of Agreement

a) You agree that no promise, inducement or othereament not expressly contained or referred thi;mAgreement has been m:
conferring any benefit upon you. You also agre¢ tiia Agreement contains the entire agreementédmtwhe Company and you regarding
your termination and supersedes and renders ndivaid any and all prior or contemporaneous orabgtten understandings, statemel
representations or promises, including, but noitéithto, any agreement regarding benefits (severari@nge in control or otherwise) set forth
in that certain Executive Agreement dated July®,2between you and Financial Institutions, Inee (tExecutive Agreement”).
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b) Notwithstanding the foregoing, otherwise thamspeacified below, you acknowledge that nothingfeeh herein shall alter in any
manner your continuing obligations pursuant totérens of the Executive Agreement, including butlimoited to the provisions contained
therein regarding Confidentiality (Article 1) anaitSolicitation (Article 2), and you agree thatlswontinuing obligations survive the
termination of your employment with the Company andtinue to be binding upon you after the Sepamdiiate. In consideration of your
execution of this Agreement, however, the Compasrgliy waives its right to enforce the Non-Compatitprovision contained in Section 2.2
of the Executive Agreement against you.

18. Voluntary AgreementYou agree that you are voluntarily signing thigréement, that you have not been pressured inteumy to it
terms and that you have enough information to deaidether to sign itf, for any reason, you believe that this Agreemenis not entirely
voluntary, or if you believe that you do not have eough information, then you should not sign this Ageement.

19. Attorney ConsultationYou are advised to consult with an attorney afrychoice before signing this Agreement. By sigrtimg
Agreement, you acknowledge that you have had aortyqty to do so.

20. Period to Consider Agreementou represent and warrant that the Company hangiou a reasonable period of time, of at least
twenty-one (21) days, to consider all the termthisf Agreement and for the purpose of consultingpah attorney. A draft of this Agreement
was first given to you on August 19, 2014. If yoeeute this Agreement prior to the expiration @& #1-day period, you represent and warran
that you have freely and willingly elected to do $She parties further agree that changes to thisesgent after August 19, 2014, whether
material or immaterial, do not restart the 21-dayiqu.

21. Revocation Period; Effective Datéfter you have accepted this Agreement, you kalve an additional 7 calendar days in which to
revoke your acceptance. If you do not revoke yeaeptance, then thet'8day after the date of your signature will be théégtive Date” of
the Agreement, and you may not thereafter revokeoirevoke this Agreement, you agree to sendavrittotice to: Paula Dolan, Director —
Human Resources, Five Star Bank, 220 Liberty Stk&arsaw, New York 14569. You acknowledge and agvakif you exercise your right to
revoke this Agreement, your resignation of emplogtweill remain valid and effective on the Sepamatidate and you will not be entitled to
separation benefits in Paragraph 5.

22. Section 409A

a) The compensation and benefits under this Agraeare intended to comply with or be exempt from rthquirements of
Section 409A of the Internal Revenue Code of 188&mended, and the Treasury Regulations and affieéal guidance promulgated and
issued thereunder (collectively, “Section 409ANdahis Agreement will be interpreted in a manrarsistent with that intent.

b) The preceding provisions, however, shall notdmstrued as a guarantee by the Company of anigydarttax effect to you und
this Agreement. The Company shall not be liablgaie for any payment made under this Agreementishd¢termined to result in an additiol
tax, penalty or interest under Section 409A, noréporting in good faith any payment made under Algreement as an amount includible in
gross income under Section 409A.



c) References to “termination of employment” andikir terms used in this Agreement mean, to thergxiecessary to comply
with Section 409A, the date that you first incusaparation from service” within the meaning of @t 409A.

d) Notwithstanding anything in this Agreement te ttontrary, if at the time of your separation freenvice with the Company you
are a “specified employee” as defined in Sectiod@nd any payment payable under this Agreemeatrasult of such separation from
service is required to be delayed by six monthsymmt to Section 409A, then the Company will malehgpayment on the date that is six
months following your separation from service wiite Company. The amount of such payment will ethekum of the payments that would
have been paid to you during the six-month pemohédiately following your separation from servigthe payment commenced as of such
date. Each payment under this Agreement shall biguigted as a “separate payment” within the meawiirgection 409A.

23. Requlatory ProhibitionNotwithstanding any other provision of this Agment to the contrary, any payments made to youwjpntso
this Agreement, or otherwise, are subject to amdlitmned upon their compliance with Section 18tk}jhe Federal Deposit Insurance Act (12
U.S.C. 1828(k)) and 12 C.F.R. Part 359.

24. DoddFrank Clawback Notwithstanding any other provision of this Agment to the contrary, in order to comply with SetlOD
of the Securities Exchange Act of 1934, as ameraiedi any regulations promulgated, or national sgesiexchange listing conditions
adopted, with respect thereto (collectively, théaiack Requirements”), if the Company is requii@@repare an accounting restatement du
to the material noncompliance of the Company with Bnancial reporting requirements under the séiesrlaws, then you shall return to the
Company, or forfeit if not yet paid, the amountaoly “incentive-based compensation” (as defined utfteeClawback Requirements) received
during the three-year period preceding the datettinh the Company is required to prepare the adiogimestatement, based on the erroneou
data, in excess of what would have been paid touymier the accounting restatement as determingkdeb@ompany in accordance with the
Clawback Requirements and any policy adopted byCthmapany pursuant to the Clawback Requirements.

[ Sgnature Page Follows |
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IN WITNESS WHEREOF, the Executive and the Compayijtdduly authorized agent, have hereunder exddhie Agreement and
intend to be legally bound by its provisions.

Kenneth V. Winn Financial Institutions, Inc., on
behalf of itself and its subsidiaries
and affiliates

/s Kenneth V. Winn

(By) /9 Martin K. Birmingham
Date: August 28, 2014 Name Martin K. Birmingham

Date:September 2, 2014

STATE OF NEW YORK)
COUNTY OF ) ss:

On the day of , 2014, before me, the undersigned, personpjhparedKenneth V. Winn, personally known to me or
proved to me on the basis of satisfactory evidénd® the individual whose name is subscribed eoatithin instrument and acknowledged to
me that he executed the same in the capacity,batdby his signature on the instrument, the indialdor the person upon behalf of which the
individual acted, executed the instrument.

NOTARY PUBLIC
10



Exhibit 31.1

Certification of Principal Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

[, Martin K. Birmingham, certify that:
1. I have reviewed this quarterly report on Forn-Q of Financial Institutions, Inc

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or eéonditate a material fact necessar
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statemamdsother financial information included in thipoet, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, angdtfie periods presented in this
report;

4.  The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Ed)) and internal control over financial repogti(as defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the registrant and hav

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaotee designed
under our supervision, to ensure that materiairmédion relating to the registrant, including itsmsolidated
subsidiaries, is made known to us by others withase entities, particularly during the period inigh this report is
being preparec

(b) Designed such internal control over financeédarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentihisi report our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by thi
report based on such evaluation;

(d) Disclosed in this report any change in thes&gnt's internal control over financial reportithgat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimaport) that has
materially affected, or is reasonably likely to evélly affect, the registrant’s internal contrales financial reporting;
and

5.  The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

(@) All significant deficiencies and material weakses in the design or operation of internal cootrer financial
reporting which are reasonably likely to adversafgct the registrarg’ ability to record, process, summarize and re
financial information; ani

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole in the
registran’s internal control over financial reportir

Date: November 4, 2014 /s Martin K. Birmingham
Martin K. Birmingham
President and Chief Executive Offic




Exhibit 31.2

Certification of Principal Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

I, Kevin B. Klotzbach, certify that:
1. I have reviewed this quarterly report on Forn-Q of Financial Institutions, Inc

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or eéonditate a material fact necessar
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statemamdsother financial information included in thipoet, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, angdtfie periods presented in this
report;

4.  The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Ed)) and internal control over financial repogti(as defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the registrant and hav

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaotee designed
under our supervision, to ensure that materiairmédion relating to the registrant, including itsmsolidated
subsidiaries, is made known to us by others withase entities, particularly during the period inigh this report is
being preparec

(b) Designed such internal control over financeédarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentihisi report our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by thi
report based on such evaluation;

(d) Disclosed in this report any change in thes&gnt's internal control over financial reportithgat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimaport) that has
materially affected, or is reasonably likely to evélly affect, the registrant’s internal contrales financial reporting;
and

5.  The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

(@) All significant deficiencies and material weakses in the design or operation of internal cootrer financial
reporting which are reasonably likely to adversafgct the registrarg’ ability to record, process, summarize and re
financial information; ani

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole in the
registran’s internal control over financial reportir

Date: November 4, 2014 /s Kevin B. Klotzbach
Kevin B. Klotzback
Chief Financial Office




Exhibit 32

Certification pursuant to
18 U.S.C. Section 1350,
as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

Martin K. Birmingham, President and Chief Execut@icer, and Kevin B. Klotzbach, Chief Financiaffider of Financial Institutions, Inc.
(the “Company”), each certify in his capacity asodicer of the Company that he has reviewed thar@uly Report of the Company on Form
10-Q for the period ended September 30, 2014 atddtthe best of his knowledge:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof1934; anc

2.  The information contained in the Report fairhggents, in all material respects, the financialdétion and results of operations of
the Company

Date: November 4, 2014 /sl Martin K. Birmingham
Martin K. Birmingham
President and Chief Executive Offic
(Principal Executive Officer

Date: November 4, 2014 /s/ Kevin B. Klotzbach

Kevin B. Klotzbact
Chief Financial Office
(Principal Financial Officer

The purpose of this statement is solely to compth Witle 18, Chapter 63, Section 1350 of the Uditates Code, as amended by Section 9C
of the Sarbanes-Oxley Act of 2002. A signed origofahis written statement required by Section $@8 been provided to Financial

Institutions, Inc. and will be retained by Finandisstitutions, Inc. and furnished to the Secusiténd Exchange Commission or its staff upon
request



