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PART I. FINANCIAL INFORMATION

ITEM 1. Financial Statements

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

September 3C December 31
2013 2012
(Dollarsin thousands, except share and per share data) (Unaudited)
ASSETS
Cash and cash equivaler
Cash and due from ban $ 99,29( $ 60,34
Federal funds sold and inter-bearing deposits in other bar 94 94
Total cash and cash equivale 99,38¢ 60,43¢
Securities available for sale, at fair va 583,55: 823,79t
Securities held to maturity, at amortized costr (failue of $246,117 and $18,478, respectiv 245,70¢ 17,90t
Loans held for sal 2,81( 1,51¢
Loans (net of allowance for loan losses of $26,8688 $24,714, respectivel 1,752,98 1,681,01,
Company owned life insuran: 48,69¢ 47,38¢
Premises and equipment, | 36,55¢ 36,61¢
Goodwill and other intangible assets, 50,09¢ 50,38¢
Other asset 47,72¢ 44,80¢
Total asset $ 2,867,51 $2,763,86!
LIABILITIES AND SHAREHOLDERS ' EQUITY
Deposits:
Noninteres-bearing deman $ 542,51 $ 501,51«
Interes-bearing deman 519,28 449,74
Savings and money mark 757,45: 655,59¢
Time deposit: 594,93 654,93(
Total deposit: 2,414,18! 2,261,79
Shor-term borrowing:s 188,14t 179,80t
Other liabilities 17,341 68,36¢
Total liabilities 2,619,67. 2,509,96:
Shareholder equity:
Series A 3% preferred stock, $100 par value; 15$&8es authorized, 1,496 and 1,499 shares issued,
respectively 14¢ 15C
Series B-1 8.48% preferred stock, $100 par val08,d0 shares authorized, 171,927 and 173,210
shares issued, respectivi 17,19: 17,32:
Total preferred equit 17,34 17,47
Common stock, $0.01 par value, 50,000,000 shartberdred and 14,161,597 shares iss 142 14z
Additional paic¢in capital 67,45¢ 67,71(
Retained earning 182,75: 172,24«
Accumulated other comprehensive (loss) inct (13,319 3,25:
Treasury stock, at co- 351,707 and 373,888 shares, respecti (6,530 (6,927
Total shareholde’ equity 247,84! 253,89
Total liabilities and sharehold¢ equity $ 2,867,51 $2,763,86!

See accompanying notes to the consolidated finbsteiements.
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Income (Unaudited)

Three months endec Nine months endec
September 30, September 30,
(I'n thousands, except per share amounts) 2013 2012 2013 2012
Interest income
Interest and fees on loa $20,33: $21,04¢ $60,77¢  $60,09¢
Interest and dividends on investment secur 4,291 4,251 12,93¢ 12,38
Total interest incom 24,620 25,29¢ 73,71: 72,48(
Interest expenst
Deposits 1,62¢ 2,02¢ 4,96( 6,59¢
Shor-term borrowings 19€ 171 53¢ 45€
Total interest expens 1,82( 2,20( 5,49¢ 7,052
Net interest incom 22,80: 23,09¢ 68,21« 65,42¢
Provision for loan losse 2,77( 1,76¢ 6,672 4,60¢
Net interest income after provision for loan los 20,03 21,33t 61,54 60,82(
Noninterest income
Service charges on depos 2,72¢ 2,29: 7,43 6,101
ATM and debit carc 1,28: 1,21¢ 3,84¢ 3,36¢
Broker-dealer fees and commissic 56¢ 60¢ 1,917 1,63(
Company owned life insuran 422 43¢ 1,27¢ 1,30(
Net gain on disposal of investment securi — 59¢ 1,22¢ 2,16¢
Loan servicing 227 142 452 64%
Net (loss) gain on sale of loans held for ¢ (101 323 134 981
Impairment charges on investment securi — — — (92)
Net (loss) gain on disposal of other as: — (1149 39 (79
Other 1,042 85¢ 2,771 2,47¢
Total noninterest incormr 6,16¢ 6,35 19,09¢ 18,49:
Noninterest expens
Salaries and employee bene 9,47: 12,43¢ 28,40¢ 30,56
Occupancy and equipme 2,95¢ 2,91 9,16: 8,40(
Professional service 814 1,452 2,844 3,24:
Computer and data process 68¢ 97¢ 2,20t 2,46:
Supplies and posta 51¢ 89¢ 1,80¢ 1,93(
FDIC assessmen 367 35¢€ 1,092 957
Advertising and promotior 20¢ 261 67€ 49¢
Other 1,98( 2,321 5,861 5,80(
Total noninterest expen: 17,00¢ 21,61¢ 52,05¢ 53,85¢
Income before income tax 9,19: 6,07( 28,58t 25,45¢
Income tax expens 3,02¢ 1,80¢ 9,42: 8,341
Net income $6,16¢ $ 4,268 $19,16: $17,11°
Preferred stock dividenc 36E 36¢ 1,10( 1,10¢
Net income available to common shareholc $ 579¢ $ 3897 $18,060 $16,01:
Earnings per common share (Note
Basic $ 04z $ 028 $ 132 $ 1.17
Diluted $ 04z $ 028 $ 131 $ 1.1¢
Cash dividends declared per common sl $ 01¢ $ 014 $ 05t $ 041
Weighted average common shares outstani
Basic 13,74¢ 13,70 13,73¢ 13,69:
Diluted 13,78’ 13,75¢ 13,77 13,74¢

See accompanying notes to the consolidated finbsteiements.
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive (Loss) lome (Unaudited)

Three months endec Nine months endec
September 30, September 30,
( Dallarsin thousands) 2013 2012 2013 2012
Net income $6,16¢ $4,265 $19,16: $17,11°
Other comprehensive (loss) income, net of
Securities available for sal
Net unrealized (losses) gains arising during thégde (382 3,051 (16,429 4,86(
Reclassification adjustment for gains includednicome — (360 (739) (1,307
Reclassification adjustment for impairment charigetided in income — — — 55
Reclassification adjustment for net unrealized Ingjdyains on securities transferred tc
held to maturity during the peric (47) — (47) —

(429 2,691 (17,219 3,60¢
Net unrealized holding gains on securities tramstefrom available for sale to held to

maturity during the perio 47 — 47 —
Pension and pc-retirement obligations
Net amortization of actuarial loss and prior seswicedit included in incom 19¢ 203 59€ 60¢
Total other comprehensive (loss) inco (189) 2,89¢ (16,579 4,21¢
Total comprehensive incon $598C $7,15¢ $ 259 $21,33:

See accompanying notes to the consolidated finbsteiements.
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Changes in Shareholdergguity (Unaudited)
Nine months ended September 30, 2013 and 2012

(Dollarsin thousands, except per share data)
Balance at January 1, 201.
Comprehensive incom
Net income
Other comprehensive income, net of
Total comprehensive incon
Purchases of common stock for treas
Repurchase of Series-1 8.48% preferred stoc
Shar-based compensation plal
Share-based compensatic
Stock options exercise
Restricted stock awards issued,
Excess tax benefit on sh-based compensatic
Director¢ retainer
Cash dividends declare
Series A 3% Preferr-$2.25 per shar
Series [-1 8.48% Preferre-$6.36 per shar
Commor-$0.41 per shar

Balance at September 30, 201

Balance at January 1, 201.
Comprehensive incom

Net income

Other comprehensive loss, net of

Total comprehensive incon

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 expense on st-based compensatic
Director¢ retainer
Cash dividends declare

Series A 3% Preferr-$2.25 per shar

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

Commor-$0.55 per shar

Balance at September 30, 2013

Accumulated

Additional Other Total

Preferred Common Comprehensive  Treasury  Shareholders’
Paid-in Retained

Equity Stock Capital Earnings Income (Loss) Stock Equity
$17,470 $ 14z $ 67,247 $158,07¢ $ 94t $(6,697) $ 237,19:
— — — 17,117 — — 17,11°
— — — — 4,21¢ — 4,21¢
21,33
— — — — — (554) (554)
@ — — — — v
— = 373 — — — 373
— — (5) — — 31 26
_ — (140) — — 14¢ —
— — 97 — — — 97
— — (10) — — 107 97
— — €) — €)
— — — (1,107) — — (1,107)
- - - (5,617 - - (5,617)
$17,47. $ 14z $67,56. $168,47: $ 5167 $(6,96f $ 251,84.
$17,47. $ 14z $67,71( $172,24: $ 3,25¢ $(6,92Y) $ 253,89
— — — 19,16: — — 19,16:
— — — — (16,577) — (16,577
2,59:
— — — — — (229) (229)
@ — — — — (1)
(12¢) — ) — — — (130)
— — 312 — — — 312
— — (5) — — 71 66
— — (44€) — — 44¢€ —
- - (11€) - - - (11€)
— — 7 — — 10t 112
- - — (3 - - (3
— — — (1,097) — — (1,097
— — — (7,556 — — (7,556
$17,34: $ 14z $67,45¢ $182,75. $ (13,319 $(6,530) $ 247,84!

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

(Dollarsin thousands)
Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation and amortizatic
Net amortization of premiums on securit
Provision for loan losse
Shar+based compensatic
Deferred income tax expen
Proceeds from sale of loans held for ¢
Originations of loans held for se
Increase in company owned life insural
Net gain on sale of loans held for s
Net gain on disposal of investment securi
Impairment charges on investment secur
Net (gain) loss on sale and disposal of other a
Decrease in other ass
Increase in other liabilitie
Net cash provided by operating activit
Cash flows from investing activitie
Purchases of available for sale securi
Purchases of held to maturity securi
Proceeds from principal payments, maturities aitid oa available for sale securiti
Proceeds from principal payments, maturities amid oa held to maturity securitie
Proceeds from sales of securities available fa&
Net loan origination:
Purchases of company owned life insura
Proceeds from sales of other as:
Purchases of premises and equipn
Net cash received in branch acquisit
Net cash used in investing activiti
Cash flows from financing activitie
Net increase in deposi
Net increase (decrease) in s-term borrowings
Repurchase of preferred stc
Purchase of common stock for treas
Proceeds from stock options exerci:
Excess tax (expense) benefit on s-based compensation, r
Cash dividends paid to common and preferred shitets
Net cash provided by (used in) financing activi
Net increase in cash and cash equival
Cash and cash equivalents, beginning of pe
Cash and cash equivalents, end of pe

Supplemental informatiot
Cash paid for intere:
Cash paid for income tax
Noncash investing and financing activiti
Real estate and other assets acquired in settlevh&r@ns
Accrued and declared unpaid divider
(Decrease) increase in net unsettled security pses
Securities transferred from available for saleatltio maturity (at fair value
Loans transferred from held for sale to held fmestmen
Assets acquired and liabilities assumed in brarecfuigition:
Loans and other ni-cash assets, excluding goodwill and core depdsih@ible asse
Deposits and other liabilitie

See accompanying notes to the consolidated finbsteiements.

Nine months endec

September 30,

2013 2012
$ 19,16 $ 17,110
3,14¢ 2,761
3,65¢€ 3,95¢
6,672 4,60¢
312 373
1,907 3,68¢
22,96: 42,84"
(27,419 (40,867
(1,275 (1,300)
(134) (981)
(1,229 (2,169
— 91
(39) 79
6,87¢ 4,74
21F 3,41¢
34,82¢ 38,37(
(194,36() (245,02
(9,229 (10,809
123,86« 136,91.
8,88¢ 14,47¢
1,327 2,30:
(76,010 (102,39)
(39 (39
46¢ 54¢
(2,870 (4,559
— 195,77¢
(147,950 (12,782
152,39: 113,30:
8,34( (112,419
(131 (2
(229) (554)
66 26
(11€) 97
(8,247 (6,579
152,07¢ (6,127)
38,94¢ 19,46:
60,43¢ 57,58
$ 99,38 $ 77,04!
$ 5,73¢ $ 8,04¢
4,00¢ 3,781
65% 25C
2,97 2,281
(51,062) 11,14¢
227,33( —
3,292 —
— 77,91:
— 287,33:
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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., a financial holdingmapany organized under the laws of New York State York” or “NYS”), and its
subsidiaries provide deposit, lending and otheaarfaial services to individuals and businesses imtr@kand Western New York. The Company
has also expanded its indirect lending networkttuide relationships with franchised automobilelelsain the Capital District of New York
and Northern Pennsylvania. Financial Institutidns, owns all of the capital stock of Five Star Baa New York State chartered bank, and
Five Star Investment Services, Inc., a financialises subsidiary offering noninsured investmewidoicts and investment advisory services.
References to “the Company” mean the consolidapdrting entities and references to “the Bank” miéiae Star Bank.

Basis of Presentation

The consolidated financial statements include tw®ants of Financial Institutions, Inc. and its sidiaries. All significant intercompany
accounts and transactions have been eliminategnisotidation. The accounting and reporting policesform to U.S. generally accepted
accounting principles (“GAAP”). Certain informati@md footnote disclosures normally included in ficial statements prepared in conformity
with GAAP have been condensed or omitted pursuastith rules and regulations. However, in the gpirnf management, the accompanying
consolidated financial statements reflect all atipents of a normal and recurring nature necessarg fair presentation of the consolidated
statements of financial condition, income, compnsine income, changes in shareholders’ equity ast 8ows for the periods indicated, and
contain adequate disclosure to make the informatiesented not misleading. Prior years’ consoliiéfiteancial statements are re-classified
whenever necessary to conform to the current ggagsentation. These consolidated financial setésrshould be read in conjunction with
Company’s 2012 Annual Report on Form 10-K. The ltesaf operations for any interim periods are netessarily indicative of the results
which may be expected for the entire year.

Subsequent Events

The Company has evaluated events and transactiopstential recognition or disclosure through dag the financial statements were issued

Use of Estimates

The preparation of these financial statements ifamity with GAAP requires management to makeneates and assumptions that affect the
amounts reported in the financial statements andmapanying notes. Actual results could differ frirase estimates. Material estimates relate
to the determination of the allowance for loan ézssassumptions used in the defined benefit pemdémaccounting, the carrying value of
goodwill and deferred tax assets, and the valuarahother than temporary impairment consideratielzed to the securities portfolio.

Reclassifications

Certain reclassifications have been made to thar paars’ financial statements in order to reflettospective adjustments made to the balanc
of goodwill at December 31, 2012 to reflect theeeffof these measurement period adjustments maatordance with accounting
requirements. The reclassifications had no impact@areholders’ equity or net income.

Recent Accounting Pronouncements

In February 2013, the Financial Accounting Standd@dard issued Accounting Standards Update (“ASW) 2013-02Reporting of Amounts
Reclassified Out of Accumulated Other Comprehensive Income . ASU No. 2013-02 does not amend any existing requénts for reporting net
income or other comprehensive income in the firerstatements. ASU No. 2013-02 requires an erditjigaggregate the total change of eact
component of other comprehensive income (e.g.aliaezl gains or losses on available-for-sale imaest securities) and separately present
reclassification adjustments and current perio@iotomprehensive income. The provisions of ASU 204.3-02 also requires that entities
present either in a single note or parenthetiaatlyhe face of the financial statements, the effésignificant amounts reclassified from each
component of accumulated other comprehensive indzared on its source (e.g., unrealized gains eetoen available-for-sale investment
securities) and the income statement line itencedteby the reclassification (e.g., realized géliosses) on sales of investment securities). If ¢
component is not required to be reclassified tam=mime in its entirety (e.g., amortization of aefil benefit plan items), entities would instead
cross reference to the related note to the findstadements for additional information (e.g., gengootnote). The Company adopted the
provisions of ASU No. 2013-02 effective Januarg@]3. As the Company provided these required disicés in the notes to the consolidated
financial statements, the adoption of ASU No. 2023ad no impact on the Company’s consolidate@mstants of income and condition. See
Note 8— Accumulated Other Comprehensive Income to thedatated financial statements for the disclosuegsiired by ASU No. 2013-02.

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

(2.) BRANCH ACQUISITIONS

On January 19, 2012, the Bank entered into agresmeéth First Niagara Bank, National Associatiofifst Niagara”) to acquire four retail
bank branches in Medina, Brockport, Batavia andeéfab, New York (the “First Niagara Branches”) dodr retail bank branches previously
owned by HSBC Bank USA, National Association (“HSB® Elmira, Elmira Heights, Horseheads and Alhidlew York (the “HSBC
Branches”). First Niagara assigned its rights ®H$SBC branches in connection with its acquisitbhiSBC’s Upstate New York banking
franchise. Under the terms of the agreements, #mkBssumed substantially all related depositgpanchased the related branch premises an
certain performing loans. The transaction to aagthie First Niagara Branches was completed on 2202012 and the transaction to acquire
the HSBC Branches was completed on August 17, 2@ combined assets acquired and deposits assarttesltwo transactions were
recorded at their estimated fair values as follGwshousands):

Cash $195,77¢
Loans 75,63¢
Bank premises and equipme 1,93¢
Goodwill 11,167
Core deposit intangible as 2,04
Other asset 601
Total assets acquire $287,16:
Deposits assume $286,81¢
Other liabilities 342
Total liabilities assume $287,16:

The transactions were accounted for using the aitiui method of accounting and accordingly, asaetgiired, liabilities assumed and
consideration exchanged were recorded at thematgi fair values on the acquisition dates. The fizoy acquired the loan portfolios at a fair
value discount, net of market premium, of $824 #amd. The discount represented expected credédpast of market interest rate
adjustments. The discount on loans receivableirgamortized to interest income over the estimagedaining life of the acquired loans us
the level yield method. The time deposit premiun$885 thousand is being accreted over the estimmatedining life of the related deposits as
a reduction of interest expense. The core depusithgible asset is being amortized on an accetblatsis over the estimated average life o
core deposits.

During the nine months ended September 30, 20&3Cdmpany recorded a decrease to the estimatedhfag of liabilities assumed and an
increase to the related deferred income taxes hgsauinformation obtained subsequent to the atprisIn addition to changes in those
assets and liabilities, the revisions resulted ieduction in goodwill of approximately $432 thondaThe final purchase price allocation was
completed during the three months ended Septenth&03 3, and the Company has recorded final gobthtéling approximately $11.2
million in connection with the acquisitions. All gdwill and core deposit intangible assets arisiogifthis acquisition are expected to be
deductible for tax purposes.

-9-
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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
2013 2012 2013 2012
Net income available to common shareholc $579¢ $ 3,897 $18,06: $16,01:
Less: Earnings allocated to participating secus — — — 3
Net income available to common shareholders for $579¢ ¢$3897 $18,06: $16,00¢
Weighted average common shares outstani
Total shares issue 14,16: 14,16: 14,16: 14,16:
Unvested restricted stock awal (64) (99 (70 (11¢€)
Treasury share (359 (360) (35%) (359
Total basic weighted average common shares outsta 13,74¢ 13,70: 13,73« 13,69:
Incremental shares from assum
Exercise of stock optior 12 4 8 4
Vesting of restricted stock awar 30 52 32 52
Total diluted weighted average common shares oulsig 13,78 13,75¢ 13,77 13,74¢
Basic earnings per common sh $ 04z $ 028 $ 132 $ 1.17
Diluted earnings per common shi $ 042 $ 028 $ 131 $ 1.1¢
For each of the periods presented, average shasgscsto the following instruments were
excluded from the computation of diluted EPS beedhe effect would be antidilutiv
Stock options 86 29t 154 30¢
Restricted stock awart — — 3 1
86 29t 157 31C

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

(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, 2013
Securities available for sale
U.S. Government agencies and government sponsoterpases $112,69' $ 1,68: $ 2,082 $112,29¢
Mortgagebacked securitie:
Federal National Mortgage Associati 155,67 2,02¢ 4,551 153,15!
Federal Home Loan Mortgage Corporat 34,133 91¢ 62 34,99:
Government National Mortgage Associat 62,77¢ 2,69( — 65,46¢
Collateralized mortgage obligatior
Federal National Mortgage Associati 66,25! 54¢ 2,08¢ 64,71
Federal Home Loan Mortgage Corporat 105,50° 30¢ 3,94z 101,87:
Government National Mortgage Associat 48,40( 1,17C 281 49,28¢
Privately issuet — 1,341 — 1,341
Total collateralized mortgage obligatic 220,15¢ 3,361 6,30¢ 217,21¢
Total mortgag-backed securitie 472,74 9,00¢ 10,92: 470,82¢
Asse-backed securitie 18 40€ — 424
Total available for sale securiti $585,46:. $ 11,09: $ 13,00¢ 583,55:
Securities held to maturity:
State and political subdivisiol $245,70¢ $  40¢ $ — $246,11°
December 31, 201:
Securities available for sale
U.S. Government agencies and government sponsoterpases $128,09' $ 3,661 $ 69 $131,69!
State and political subdivisiol 188,99° 6,28t 72 195,21(
Mortgagebacked securitie:
Federal National Mortgage Associati 147,94¢ 4,392 18¢ 152,15:
Federal Home Loan Mortgage Corporat 65,42¢ 1,43( — 66,85¢
Government National Mortgage Associat 56,16¢ 3,27¢ — 59,44t
Collateralized mortgage obligatior
Federal National Mortgage Associati 60,80¢ 1,86t 2 62,66¢
Federal Home Loan Mortgage Corporat 78,58 1,911 — 80,49:
Government National Mortgage Associat 70,98¢ 2,16¢ — 73,157
Privately issuet 73 1,02¢ — 1,09¢
Total collateralized mortgage obligatic 210,44¢ 6,96¢ 2 217,41!
Total mortgag-backed securitie 479,98t 16,07: 19C 495,86¢
Asse-backed securitie 121 90z — 1,02:
Total available for sale securiti $797,20: $ 26,92¢ $ 331 $823,79¢
Securities held to maturity:
State and political subdivisiol $ 17,90¢ $ b57: $ — $ 18,47¢
Sales and calls of securities available for saleevas follows (in thousands):
Three months endec Nine months endec
September 30 September 30
2013 2012 2013 2012
Proceeds from sales $ — $ 632  $1,32i $2,30¢
Gross realized gair — 59¢€ 1,22¢ 2,16¢

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

(4.) INVESTMENT SECURITIES (Continued)

During the third quarter of 2013, the Company tfamed $227.3 million of available for sale statelanunicipal debt securities to the held to
maturity category, reflecting the Company’s intenhold those securities to maturity. Transfergwgéstment securities into the held to
maturity category from the available for sale catggare made at fair value at the date of tran3fiee. related $78 thousand of unrealized
holding gains that were included in the transferratained in accumulated other comprehensive iecama in the carrying value of the held to
maturity securities. This amount will be amortizedan adjustment to interest income over the rantalife of the securities. This will offset
the impact of amortization of the net premium cedah the transfer. There were no gains or lossesgnized as a result of this transfer.

The scheduled maturities of securities availabtesébe and securities held to maturity at SepterBbeP013 are shown below (in thousands).
Actual expected maturities may differ from conttedtmaturities because issuers may have the agtdlt or prepay obligations.

Amortized Fair
Cost Value
Debt securities available for sale
Due in one year or le: $ 39¢ $ 40t
Due from one to five yeal 27,91 28,80:
Due after five years through ten ye 226,69: 222,56
Due after ten yeal 330,45¢ 331,77

$585,46: $583,55:

Debt securities held to maturity:

Due in one year or le: $ 25,14¢ $ 25,23¢
Due from one to five yeal 104,56: 104,77
Due after five years through ten ye 115,95! 116,05
Due after ten yeal 45 56

$245,70¢ $246,11°

There were no unrealized losses in held to matsgturities at September 30, 2013 or December@R.2Jnrealized losses on investment
securities available for sale and the fair valuéhefrelated securities, aggregated by investrraegory and length of time that individual
securities have been in a continuous unrealizesigosition, were as follows (in thousands):

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

September 30, 2013
U.S. Government agencies and government sponsoterpases $ 63,08 $ 2,066 $2,81: $ 16 $6589: $ 2,08:
Mortgage¢backed securitie:

Federal National Mortgage Associati 103,59! 4,551 — — 103,59! 4,551
Federal Home Loan Mortgage Corporat 4,081 62 — — 4,081 62
Collateralized mortgage obligatior
Federal National Mortgage Associati 49,55¢ 2,08t 517 1 50,07: 2,08¢
Federal Home Loan Mortgage Corporat 92,53¢ 3,94z — — 92,53¢ 3,94z
Government National Mortgage Associat 6,318 281 — — 6,31 281
Total collateralized mortgage obligatic 148,40« 6,30¢ 517 1 148,92: 6,30¢
Total mortgag-backed securitie 256,08( 10,92: 517 1 256,59 10,92:

Total temporarily impaired securiti $319,16( $ 12,987 $3,32¢ $ 17 $322,48¢ $ 13,00«
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(4.) INVESTMENT SECURITIES (Continued)

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

December 31, 201
U.S. Government agencies and government sponsoterpases  $13,26¢  $ 67 $2,967 $ 2  $16,23: % 69

State and political subdivisiol 8,471 72 — — 8,471 72
Mortgagebacked securitie:

Federal National Mortgage Associati 25,20( 18¢ — — 25,20( 18¢
Collateralized mortgage obligatior

Federal National Mortgage Associati — — 1,17: 2 1,17: 2

Total collateralized mortgage obligatic — — 1,17 2 1,17 2

Total mortgag-backed securitie 25,20( 18¢ 1,17: 2 26,37 19C

Total temporarily impaired securiti $46,93¢ $ 327 $4,14C $ 4 $51,07¢ $ 331

The total number of security positions in the inwesnt portfolio in an unrealized loss position ap@mber 30, 2013 was 81 compared to 52 :
December 31, 2012. At September 30, 2013, the Coynipad positions in 5 investment securities wifaiavalue of $3.3 million and a total
unrealized loss of $17 thousand that have beercantinuous unrealized loss position for more thammonths. There were a total of 76
securities positions in the Company’s investmemtfplo, with a fair value of $319.2 million andtatal unrealized loss of $13.0 million at
September 30, 2013, 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 cmmdit 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.

No impairment was recorded in the nine months er@gatember 30, 2013. During the nine months enépteghber 30, 2012, the Compse
recognized an OTTI charge of $91 thousand relatedprivately issued whole loan CMO that was deieechto be impaired due to credit
quality.

Based on management’s review and evaluation oEtmpany’s debt securities as of September 30, 286&3jebt securities with unrealized
losses were not considered to be OTTI. As of SelpéerB0, 2013, the Company does not have the itdesdll any of the securities in a loss
position and believes that it is not likely thawitl be required to sell any such securities befitre anticipated recovery of amortized cost.
Accordingly, as of September 30, 2013, managemanthncluded that unrealized losses on its investseeurities are temporary and no
further impairment loss has been realized in the@any’s consolidated statements of income.
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(5.) LOANS

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

Net Deferrec
Principal

Amount Loan (Fees)
Outstanding Costs Loans, Net

September 30, 201:
Commercial busines $ 253,92 $ 3 $ 253,92!
Commercial mortgag 450,60: (2,037 449,56!
Residential mortgag 117,65( (26) 117,62
Home equity 311,52: 5,10¢ 316,62¢
Consumer indirec 591,24. 26,84¢ 618,08t
Other consume 23,68 161 23,84

Total $1,748,62 $  31,04¢ 1,779,67.
Allowance for loan losse (26,68Y)

Total loans, ne $1,752,98
December 31, 2012
Commercial busines $ 258,70t $ (31) $ 258,67
Commercial mortgag 414,28: (95¢) 413,32
Residential mortgag 133,34: 17¢ 133,52(
Home equity 282,50 4,14¢ 286,64¢
Consumer indirec 559,96: 26,83( 586,79-
Other consume 26,65 107 26,76/

Total $1,675,45: $ 30,27 1,705,72
Allowance for loan losse (24,719

Total loans, ne $1,681,01,

Loans held for sale (not included above) were ciasegrentirely of residential real estate mortgagestotaled $2.8 million and $1.5 million
of September 30, 2013 and December 31, 2012, rixsglgc
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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:  6C-89 Days Than9C  Total Pasl
Past Due Past Due Days Due Nonaccrual Current Total Loans
September 30, 2013
Commercial busines $ 72 % 4 $ — $ 76 $ 4,07¢  $ 249,77 $ 253,92¢
Commercial mortgag 53 — — 53 2,83t 447,71 450,60:
Residential mortgag 434 — — 434 1,337 115,87¢ 117,65(
Home equity 417 20 — 437 911 310,17: 311,52:
Consumer indirec 1,17 25¢ — 1,43( 1,161 588,65: 591,24
Other consume 117 20 9 14€ 7 23,53( 23,68
Total loans, gros $ 2268 $ 30z $ 9 $ 257¢ $ 10,32¢ $1,735,72 $1,748,62
December 31, 2012
Commercial busines $ 16 $ — $ — $ 16C $ 3,41 $ 255,13. $ 258,70t
Commercial mortgag 331 — — 331 1,79¢ 412,15: 414,28
Residential mortgag 37¢ — — 37¢€ 2,04( 130,92! 133,34:
Home equity 67k 10 — 68E 93¢ 280,87¢ 282,50:
Consumer indirec 1,661 163 — 1,82¢ 891 557,24 559,96:
Other consume 127 35 18 18C 25 26,45: 26,657
Total loans, gros $ 333 $ 206 $ 18 $ 355¢ $ 9,107 $1,662,79 $1,675,45

There were no loans past due greater than 90 dalystél accruing interest as of September 30, 28idBDecember 31, 2012. There were $9
thousand and $18 thousand in consumer overdrafthwiere past due greater than 90 days as of Septe30, 2013 and December 31, 2012,
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 rarely granted. Commercial loans miedifin a TDR may involve temporary interest-onlypents, term extensions, reducing the
interest rate for the remaining term of the loatierding the maturity date at an interest rate tawan 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 — $ — $ — 3 $ 1,462 $ 1,45«
Commercial mortgag — — — — — —
Total — $ — $ — 3 $ 1,462 $ 1,45¢
September 30, 201;
Commercial busines 1 $ 10z $ 10z 3 $ 53¢ $ 53¢
Commercial mortgag — — — 4 64€ 64€
Total 1 $ 10z $ 10z 7 $ 1,18¢ $ 1,18¢
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(5.) LOANS (Continued)

All of the loans identified as TDRs by the Compavsre previously on nonaccrual status and repodetpaired loans prior to restructuring.
The modifications primarily related to extending timortization periods of the loans. All loansmestured during the nine months ended
September 30, 2013 were classified as nonaccrual Ssptember 30, 2013. Nonaccrual loans thatesteuctured remain on nonaccrual status
but may move to accrual status after they haveopmeéd according to the restructured terms for agdeaf time. The TDR classification did r
have a material impact on the Company’s deternunaif the allowance for loan losses because théefieddoans were impaired and
evaluated for a specific reserve both before atet adstructuring.

There were no loans modified as a TDR within thevjmus 12 months that defaulted during the threathmended September 30, 2013 or
2012. For purposes of this disclosure, a loan nextldis a TDR is considered to have defaulted wheorrower becomes 90 days past due.

Impaired Loans

Management has determined that specific commdo@ak 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 aeeaxprded investment and interest income recodrinampaired loans for the three month
periods ended as of the dates indicated (in thals3an

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investment (1) Balance® Allowance Investment Recognize:
September 30, 201:
With no related allowance recorde
Commercial busines $ 27¢€ $ 46C $ — $ 58: $ —
Commercial mortgag 737 75¢ — 707 —
1,013 1,21¢ — 1,29( —
With an allowance recorde
Commercial busines 3,80z 3,822 64¢ 4,10¢ —
Commercial mortgag 2,09¢ 2,09¢ 603 2,221 —
5,90( 5,92( 1,252 6,33t —

$ 6,91 $ 7,13¢ $ 1,252 $ 7,62¢ $ —

December 31, 201:
With no related allowance recorde

Commercial busines $ 963 $ 1,42¢ $ — $  75E $ —
Commercial mortgag 911 1,00z — 1,31( —
1,87 2,427 — 2,06t —

With an allowance recorde
Commercial busines 2,45( 2,45( 664 2,11« —
Commercial mortgag 88¢ 88¢ 31C 1,85¢ —
3,33¢ 3,33¢ 974 3,972 —

$ 5,21z $ 5,76¢ $ 974 $ 6,03i $ —

@) 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, 2013
Uncriticized $ 237,60: $ 427,90:
Special mentiol 6,15¢ 6,70z
Substandar 10,16¢ 15,997
Doubtful — —
Total $ 253,92¢ $ 450,60:
December 31, 201:
Uncriticized $ 240,29: $ 400,57¢
Special mentiol 6,591 6,49¢
Substandar 11,82« 7,211
Doubtful — —
Total $ 258,70t $ 414,28:

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 $116,31: $310,61( $590,08: $ 23,66
Non-performing 1,33 911 1,161 16
Total $117,65( $311,52: $591,24. $ 23,68:
December 31, 201:
Performing $131,30: $281,56¢ $559,07: $ 26,63:
Non-performing 2,04( 93¢ 891 25
Total $133,34: $282,50: $559,96: $ 26,65
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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 $ 253,92t $ 450,60: $117,65( $311,52: $591,24: $23,68: $1,748,62
Evaluated for impairmen

Individually $ 407¢ $ 283 $§ — $§ — ¢ — $ — $ 691

Collectively $ 249,85( $ 447,767 $117,65( $311,52: $591,24: $23,68: $1,741,71
Allowance for loan losses
Ending balanc $ 441 $ 8,281 $ 72¢ $ 1,38: $1141¢ $ 466 $ 26,68F
Evaluated for impairmen

Individually $ 64¢ 3 60 $§ — $ — $ — $ — $ 1,25

Collectively $ 3761 $ 7678 % 72¢ $ 138: $1141« $ 466 $ 2543
September 30, 2012
Loans:
Ending balanc $ 245,40 $ 403,92: $139,78" $275,34* $538,05¢ $27,59¢ $1,630,11!
Evaluated for impairmen

Individually $ 3627 $ 338 $ — $ — $ — $ — $ 7,00¢

Collectively $ 241,78. $ 400,53¢ $139,78" $275,34! $538,05¢ $27,59¢ $1,623,10!
Allowance for loan losses
Ending balanc $ 427¢ $ 6,648 $ 79€ $ 1232 $10,80¢6 $ 541 $ 24,30
Evaluated for impairmen

Individually $ 62C $ 664 $¢ — $ — ¢ — $ — $ 128

Collectively $ 3656 $ 598 $ 79€¢ $ 1232 $10,806 $ 541 $ 23,017

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 $ 4758 ¢ 7,228 $ 701 $1,42¢ $11,09° $ 49C $25,59(
Charg-offs 162 35 34 30 2,131 25% 2,64¢
Recoveries 58 122 12 16 66€ 96 971
Provision (credit (241) 1,06¢ 50 (27) 1,78¢ 132 2,77C

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 (82) 1,56¢ 22¢€ 327 4,24¢ 384 6,67

Ending balanc $ 441 $ 8281 $ 72¢ $1,38: $11,41¢ $ 46€ $26,68¢
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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, 2012 (in
thousands):

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

Three months ended September 30, 20:

Beginning balanc $ 436¢ $ 6,711 $ 801 $1,16¢ $10,61¢ $ 46C $24,12(
Charge-offs 337 27 47 80 1,84¢ 201 2,53¢
Recoveries 50 91 8 15 722 69 95t
Provision (credit 19¢ (129 34 13z 1,314 213 1,764

Ending balanc $ 427¢ $ 664 3 79€¢ $1,232 $10,80¢ $ 541 $24,30:

Nine months ended September 30, 20:

Beginning balanc $ 403 $ 641t $ 85¢ $1,242 $10,18 $ 517 $23,26(
Charge-offs 53¢ 374 28C 177 4,64¢ 60= 6,62(
Recoveries 282 167 10€ 35 2,19¢ 26¢& 3,05:
Provision (credit 494 437 112 132 3,072 361 4,60¢

Ending balanc $ 427¢ $ 664 3 79€¢ $1,232 $10,80¢ $ 541 $24,30:

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, secuyedkbreciable assets, such as automobile
or boats. In such cases, any repossessed colllaeeatiefaulted consumer loan may not providedagaate source of repayment of the
outstanding loan balance. In addition, consumen 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

The carrying amount of goodwill totaled $48.5 noiflias of September 30, 2013 and December 31, 2B&2goodwill relates to the
Company’s primary subsidiary and reporting unitg=Star Bank. The Company performs a goodwill impait test on an annual basis or
more frequently if events and circumstances warrant

The Company recorded a core deposit intangiblet @aé$2.0 million in connection with the 2012 branacquisitions which will be amortized
on an accelerated basis over the remaining estihaaterage life of the core deposits of approxinyaded years. The amortization expense is
included in other noninterest expense on the cateteld statements of income and is deductiblesfopurposes.

Amortization expense for the core deposit intargibas $95 thousand and $294 thousand for the dmeé@ine months ended September 30,
2013, respectively. Amortization expense for the¢hand nine months ended September 30, 2012 wabh&&sand. As of September 30,
2013, estimated core deposit intangible amortinagixpense for each of the next five years is dsvisl (in thousands):

2013 (remainder of yea $ 92
2014 341
2015 29¢€
2016 251
2017 20&
2018 16C

(7.) SHAREHOLDERS' EQUITY
Common Stock

The changes in shares of common stock were asv®llor the nine month periods ended September@IB and 2012:

Outstanding Treasury Issued

September 30, 201

Shares outstanding at December 31, 2 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

September 30, 201:

Shares outstanding at December 31, Z 13,803,11 358,48: 14,161,59
Restricted stock awards issL 57,54 (57,54) —
Restricted stock awards forfeit (49,689 49,68¢ —
Stock options exercise 1,65(C (2,650 —
Treasury stock purchas (33,150 33,15( —
Director¢ retainer 5,81¢ (5,816 —

Shares outstanding at September 30, : 13,785,28 376,30t 14,161,59
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(8.) ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

The following table presents the components of otenprehensive income (loss) for the nine montiods ended September 30, 2013 and
2012 (in thousands):

Net-of-tax
Pre-tax Amount Tax Effect Amount
September 30, 201:
Securities available for sal
Net unrealized losses arising during the pe $  (27,20Y $(10,777) $(16,42¢)
Reclassification adjustment for gains includednicoime (1,229 (48E) (739
Reclassification adjustment for net unrealized imgdyains on
securities transferred to held to maturity during perioc (78) (31) (47)
Net unrealized loss on investment securi (28,507 (11,299 (17,219
Netunrealized holding gains on securities transfefirech available
for sale to held to maturity during the per 78 31 47
Pension and pc-retirement obligations
Amortization of prior service cred (36) (14) (22
Amortization of actuarial loss¢ 1,02: 40& 61€
Pension and pc-retirement obligations, n 987 391 59€
Other comprehensive lo $  (27,44) $(10,877) $(16,57)
September 30, 201:
Securities available for sal
Net unrealized gains arising during the pe! $ 8,04¢ $ 3,18¢ $ 4,86(
Reclassification adjustment for gains includecdhicoime (2,169 (857) (1,307
Reclassification adjustment for impairment chaiigetuded in
income 91 36 55
Net unrealized gain on investment securi 5,97¢ 2,367 3,60¢
Pension and pc-retirement obligations
Amortization of prior service cred (36) (149 (22
Amortization of actuarial loss¢ 1,04: 413 63C
Pension and pc-retirement obligations, n 1,007 39¢ 60¢€
Other comprehensive incor $ 6,98 $ 2,76¢ $ 4,21¢
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(8.) ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS) (Continued)

The following table presents the changes in eaahpoment of accumulated other comprehensive incdmss)( net of tax, for the nine month
period ended September 30, 2013 (in thousands):

Net Unrealized
Gains on
Securities
Transferred from
Net Unrealized

Gains (Losses) o Available for Sale Pension and
Postretirement
Securities to Held to
Available for Sale Maturity Obligations Total
Balance at beginning of year $ 16,06( $ — $ (12,80) $ 3,25!
Other comprehensive loss before
reclassification: (16,42%) — 59¢€ (15,837)
Amounts reclassified from accumulatec
other comprehensive incor (78€) 47 — (739
Net current period other comprehensive | (17,219 47 59¢€ (16,57)
Balance at end of peric $ (1,159 $ 47 $  (12,21) $(13,319

The following table presents the amounts reclassifiut of each component of accumulated other celgmsive income (loss) for the nine
month period ended September 30, 2013 (in thouyands

Amount
Reclassified from

Accumulated

Other
Details About Accumulated Other Comprehensive Affected Line Item in the
Comprehensive Income Componen Income Consolidated Statement of Incom«
Realized gain on sale of investment Net gain on disposal of investme
securities $ 1,22¢ securities
(48E) Income tax expens
$ 73¢ Net of tax

Pension and pc-retirement obligation
Amortization of prior service bene

@) $ 36 Salaries and employee bene

Amortization of actuarial losse®) (1,029 Salaries and employee bene
(987) Total before tas
391 Income tax benefi
$ 59€) Net of tax

(M These items are included in the computation bpeeodic pension cost. See Note 10 — Employeesfitelans for additional
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 33,035 shares ofatest common stock to certain members of manageheing the nine months ended
September 30, 2013. 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 31320he 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, 2015. 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, 2015.

The grantdate fair value of the TSR portion of the awardhed during the nine month period ended Septenbe2®L3 was determined usi
the Monte Carlo simulation model on the date ohgrassuming the following (i) expected term of@y@ars, (ii) risk free interest rate of
0.42%, (iii) expected dividend yield of 3.59% aig éxpected stock price volatility over the expetterm of the TSR award of 37.2%. The
grant-date fair value of all other restricted stagkards is equal to the closing market price ofammmon stock on the date of grant.

In addition, the Company granted 1,000 sharessificteed common stock to management during the mioeths ended September 30, 2013.
The shares will vest after completion of a threarygervice requirement. The market price of th&ioted stock on the date of grant was
$20.70.

During the nine months ended September 30, 20&3Cdmpany granted 9,000 shares of restricted 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 $19.81.

The restricted stock awards granted to managenmeindiaectors in 2013 do not have rights to divicend dividend equivalents.

The following is a summary of restricted stock aavactivity for the nine month period ended Septem3fe 2013:

Weighted

Average

Market

Number of Price at
Shares Grant Date
Outstanding at beginning of year 79,58( $ 16.8¢
Grantec 43,03¢ 16.9¢
Vested (38,599 17.0¢
Forfeited (18,97) 16.6(
Outstanding at end of peri 65,04( $ 16.97

As of September 30, 2013, there was $468 thoustuadrecognized compensation expense related tosteweestricted stock awards that is
expected to be recognized over a weighted averagedpof 1.7 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 2013 or 2012. The following is a swary of stock option activity for the nine monthwled September 30, 2013 (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 319,27¢ $ 20.2%
Exercisec (3,800 17.3¢
Expired (103,076 21.1¢
Outstanding and exercisable at end of pe 212,39¢ $ 19.8: 2.8 year $ 23¢

As of September 30, 2013, all compensation expeiated to stock options had been fully recognirgarevious periods.

The aggregate intrinsic value (the amount by whiehmarket price of the stock on the date of eserekceeded the market price of the stock
on the date of grant) of option exercises for time months ended September 30, 2013 and 2012 wim&8and and $2 thousand, respecti
The total cash received as a result of option ésesainder stock compensation plans for the ningmscended September 30, 2013 and 2012
was $66 thousand and $26 thousand, respectively.

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

a component of salaries and employee benefitsirtinsolidated 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
2013 2012 2013 2012
Salaries and employee benefits $ 85 $ 38 $ 164 $ 25¢
Other noninterest expen 22 17 14¢ 11¢F
Total shar-based compensation expel $ 107 $ 55 $ 31z $ 37¢

(10.) EMPLOYEE BENEFIT PLANS

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

Three months endec Nine months endec
September 30 September 30

2013 2012 2013 2012
Service cost $ 51€ $ 51C $ 1,54¢ $ 1,52¢
Interest cost on projected benefit obligat 50& 50& 1,51¢ 1,51¢
Expected return on plan ass (927) (803 (2,767%) (2,409
Amortization of unrecognized prior service cre (12 (12 (36) (36)
Amortization of unrecognized lo: 341 34¢ 1,02: 1,04
Net periodic pension expen $ 42¢ $ 54¢ $1,28i $ 1,647

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 tteerial Revenue Code. The Company has no minimumiresticontribution for the 2013
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

2013 2012
Commitments to extend credit $ 444,76 $ 435,94¢
Standby letters of crec 9,78¢ 9,22:

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 $2.8
million and $1.8 million at September 30, 2013 &&tember 31, 2012, respectively. In addition, thieahange in the fair values of these
derivatives was recognized as other noninteresinigcor other noninterest expense in the consotidstegements 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 Leviiat are observable for the asset or liabilitthez directly or
indirectly. These might include quoted prices fionikr 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 marketgsriare not available, fair value is based
upon internally developed models that primarily,eseinputs, observable market-based parametelgafitam 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 praduce a fair value calculation that may notrtakcative 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, dstinofifair value after the balance sheet date difésr 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 arentep 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 swajleation approach or a
combination of approaches including comparablessael 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 tesiué
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, servioisgs, 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 iateswveighted 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. Loanwseing 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 propersyltmg 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 carrgingpunt 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 comnatits to 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 $ — $112,29¢ $ — $112,29¢
Mortgagebacked securitie — 470,82¢ — 470,82¢
Asse-backed securitie — 424 — 424
$ = $583,55: $ — $583,55:
Measured on a nonrecurring basis
Loans:
Loans held for sal $ — $ 2,81( $ — $ 2,81(
Collateral dependent impaired loz — — 4,64¢ 4,64¢
Other asset:
Loan servicing right: — — 1,632 1,632
Other real estate ownt — — 424 424
$ = $ 2,81( $ 6,704 $ 9,51«
December 31, 201.
Measured on a recurring basis:
Securities available for sal
U.S. Government agencies and government
sponsored enterpris $ — $131,69! $ — $131,69!
State and political subdivisiol — 195,21( — 195,21(
Mortgagebacked securitie — 495,86¢ — 495,86¢
Asse-backed securitie 1,02: 1,02:
$ = $823,79¢ $ — $823,79¢
Measured on a nonrecurring basis
Loans:
Loans held for sal $ — $ 1,51¢ $ — $ 1,51¢
Collateral dependent impaired loz — — 2,36¢ 2,36¢
Other asset:
Loan servicing right: — — 1,71¢ 1,71¢
Other real estate ownt — — 184 184
$ = $ 1,51¢ $ 4,26 $ 5,78t

There were no transfers between Levels 1 and 2glthie nine months ended September 30, 2013. Tvereeno liabilities measured at fair
value on a recurring or nonrecurring basis durirggrtine month periods ended September 30, 2012Gi®i
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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 Appraisal of collaters
$4,64¢ @ Appraisal adjustment@  25%- 100% discour
Discounted cash floo  Discount rate 4.7% 3
Risk premium rati 12.0% ®
Loan servicing right 1,632 Discounted cash floy Discount rate 5.2% (3
Constant prepayment 12.9% )
Other real estate owned Appraisal of collaters
424 @ Appraisal adjustment(2) 6% - 43% discoun

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

(@ Appraisals may be adjusted by management for quiaktfactors such as economic conditions and astidhliquidation expense

(®  Weighted average

Changes in Level 3 Fair Value Measurements

There were no assets measured at fair value ocuerirey basis using significant unobservable inguevel 3) as of or during the nine months
ended September 30, 2013. The Company transfeirefithe assets classified as Level 3 assets aeDber 31, 2011 to Level 2 during the
nine months ended September 30, 2012. The trarcfféhe $1.5 million of pooled trust preferred séiteis out of Level 3 was primarily the
result of using observable pricing information dhid party pricing quote that appropriately refiethe fair value of those securities, without
the need for adjustment based on our own assunsptémarding the characteristics of a specific sgcar the current liquidity in the market.

Disclosures about Fair Value of Financial Instruments

The assumptions used below are expected to appatithose that market participants would use inimglthese financial instruments.

Fair value estimates are made at a specific poititrie, based on available market information amgjnents about the financial instrument,
including estimates of timing, amount of expectetlife 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 disclosedvi@iue may not be realized in the immediate setiet of the financial instrument. Care
should be exercised in deriving conclusions aboutaisiness, 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 receivablen-moaturity deposits, shoterm borrowings and accrued interest payable.\Fedire estimate
for other financial instruments not included elsevehin 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 ygigide, 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 estimbtediscounting the expected future cash flowsgi#fire 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 trginefr segmented into fixed and variable rate aad huality categories. Expected
future cash flows were projected based on contshctsh flows, adjusted for estimated prepayments.

Time deposits:The fair value of time deposits was estimated uaidgscounted cash flow approach that applies firganarket 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 presents (in thousands) the carrdngpunt, estimated fair value, and placement ifdhievalue measurement hierarchy of the
Company’s financial instruments as of the dategcatdd.

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 $ 99,38 $ 99,38 $ 60,43¢ $ 60,43¢
Securities available for sa Level 2 583,55: 583,55: 823,79¢ 823,79¢
Securities held to maturii Level 2 245,70¢ 246,11° 17,90¢ 18,47¢
Loans held for sal Level 2 2,81( 2,81( 1,51¢ 1,547
Loans Level 2 1,748,33 1,757,83i 1,678,64 1,701,41
Loans(®) Level 3 4,64¢ 4,64¢ 2,36¢ 2,36¢
Accrued interest receivahb Level 1 8,671 8,671 7,84: 7,84:
FHLB and FRB stocl Level 2 12,62( 12,62( 12,32: 12,32:
Financial liabilities:
Non-maturity deposit: Level 1 1,819,25. 1,819,25. 1,606,85! 1,606,85!
Time deposit: Level 2 594,93: 596,64 654,93¢ 658,34.
Shor-term borrowings Level 1 188,14t 188,14t 179,80¢ 179,80¢
Accrued interest payab Level 1 3,58( 3,58( 3,81¢ 3,81¢

(1) Comprised of collateral dependent impaired lo:
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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, 2012. 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,” projects,” and other similar expressions are inéehic identify 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, 2012, 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 that ges/banking and nonbanking financial
services to individuals and businesses primaritated in our Western and Central New York footphiie have also expanded our indirect
lending network to include relationships with frarsed automobile dealers in the Capital DistricNefv York and Northern Pennsylvania.
Through our wholly-owned banking subsidiary, Fitar®ank, we provide a wide range of services piditlg business and consumer loan anc
depository services, as well as other traditiomallding services. Through our nonbanking subsidignye Star Investment Services, Inc., we
provide brokerage and investment advisory senticassipplement our banking business. Referencdsameport to “the Company”, “we”,

“our” or “us” mean the consolidated reporting enéind references to “the Bank” mean Five Star Bank.

Our primary sources of revenue are net interesinec(predominantly from interest earned on ourda@md 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. B2ss 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 marketest rate fluctuations with certainty and osset/liability management strategy may not
prevent interest rate changes from having a mataizerse effect on our results of operations amahtial condition.

Our business strategy is to maintain a communibkhilosophy, which consists of focusing on andemtanding the individualized banking
needs of the businesses, professionals and osidents of the local communities surrounding ourldirag centers. We believe this focus
allows us to be more responsive to our customemstia and provide a high level of personal serviaedifferentiates us from our larger
competitors, allowing us to maintain long-standamgl broad based banking relationships with ourocnsts. Our core customers are primarily
comprised of households, small- to medium-sizednasses, professionals and community organizatidrosprefer to build a banking
relationship with a community bank that offers aothbines high quality, competitively-priced bankpr@ducts with personalized service. We
believe that our level of personal service providesvith a competitive advantage over larger bawksch tend to consolidate decision-making
authority outside local communities.

A key aspect of our current business strategy fester a community-oriented culture where our aongtrs and employees establish long-
standing and mutually beneficial relationships. Mééeve that we are well-positioned to be a stremgpetitor 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 cerjeat of our strategy is generating core
deposits to support growth of a diversified anchkigality loan portfolio.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

RECENT DEVELOPMENTS
New Capital Rules

On July 2, 2013, the Federal Reserve approved flidas that substantially amend the regulatory-biaked capital rules applicable to the
Company and the Bank. The FDIC and the OCC haveesjutently approved these rules. The final rulegwaeppted following the issuance of
proposed rules by the Federal Reserve in June 202implement the “Basel 111" regulatory capitafarms and changes required by the Dodt
Frank Act. “Basel IlI” refers to two consultativeclments released by the Basel Committee on Barsipgrvision in December 2009, the
rules text released in December 2010, and lossladsoy rules issued in January 2011, which inchigrificant changes to bank capital,
leverage and liquidity requirements.

The rules include new risk-based capital and leyeratios, which would be phased in from 2015 t®@&nd would refine the definition of
what constitutes “capital” for purposes of calculgtthose ratios. The new minimum capital leveluiesgments applicable to the Company and
the Bank under the final rules would be: (i) a rmmmon equity Tier 1 capital ratio of 4.5%; (iiJeer 1 capital ratio of 6% (increased from
4%); (iii) a total capital ratio of 8% (unchangedrh current rules); and (iv) a Tier 1 leverageaati 4% for all institutions. The final rules also
establish a “capital conservation buffatiove the new regulatory minimum capital requiret®ienhich must consist entirely of common eq
Tier 1 capital. The capital conservation bufferl\lwé¢ phased-in over four years beginning on JanLaPp16, as follows: the maximum buffer
will be 0.625% of risk-weighted assets for 201&@5% for 2017, 1.875% for 2018, and 2.5% for 2018 thereafter. This will result in the
following minimum ratios beginning in 2019: (i) ammmon equity Tier 1 capital ratio of 7.0%; (ii) & 1 capital ratio of 8.5%; and (iii) a total
capital ratio of 10.5%. Under the final rules, ihgtons are subject to limitations on paying dedis, engaging in share repurchases, and
paying discretionary bonuses if its capital lexadlsfbelow the buffer amount. These limitationsabish a maximum percentage of eligible
retained income that could be utilized for suclicenst

Basel Il provided discretion for regulators to ioge an additional buffer, the “countercyclical leuff of up to 2.5% of common equity Tier 1
capital to take into account the macro-financialiemment and periods of excessive credit growtbwelver, the final rules permit the
countercyclical buffer to be applied only to “adead approach” banks (i.e., banks with $250 billblomore in total assets or $10 billion or
more in total foreign exposures), which currenttglades the Company and the Bank. The final rulles implement revisions and
clarifications consistent with Basel Ill regarditige various components of Tier 1 capital, includioghmon equity, unrealized gains and los
as well as certain instruments that will no longealify as Tier 1 capital, some of which will beggied out over time. However, the final rules
provide that small depository institution holdingnepanies with less than $15 billion in total assetef December 31, 2009 (which includes
the Company) will be able to permanently include-goalifying instruments that were issued and idetliin Tier 1 or Tier 2 capital prior to
May 19, 2010 in additional Tier 1 or Tier 2 capitaitil they redeem such instruments or until trerimments mature.

The final rules also contain revisions to the progwrective action framework, which is designegli&ce restrictions on insured depository
institutions, including the Bank, if their capitalels begin to show signs of weakness. Theseiomgitsake effect January 1, 2015. Under the
prompt corrective action requirements, which argigieed to complement the capital conservation buifisured depository institutions will be
required to meet the following increased capitaéleequirements in order to qualify as “well cafiited:” (i) a new common equity Tier 1
capital ratio of 6.5%; (ii) a Tier 1 capital ratid 8% (increased from 6%); (iii) a total capitatioeof 10% (unchanged from current rules); and
(iv) a Tier 1 leverage ratio of 5% (increased fré%).

The final rules set forth certain changes for thiewation of risk-weighted assets, which we wél lequired to utilize beginning January 1,
2015. The “standardized approach” final rule utiizan increased number of credit risk exposureyodats and risk weights, and also
addresses: (i) an alternative standard of credibirmass consistent with Section 939A of the DoddrkrAct; (ii) revisions to recognition of
credit risk mitigation; (iii) rules for risk weigimg of equity exposures and past due loans; (wpeel capital treatment for derivatives and repo
style transactions; and (v) disclosure requiremettop-tier banking organizations with $50 bili@or more in total assets that are not subject
to the “advance approach rules” that apply to bavikis greater than $250 billion in consolidatedeassBased on our current capital
composition and levels, we believe that we wouldnbeompliance with the requirements as set fartthe final rules if they were presently in
effect.

2013 Branch Consolidations

During the second quarter of 2013, the Company ameed that it would be consolidating its Paviliordaorth Java branches into nearby
branches. The Company transferred customer accandtemployees effective October 31, 2013. Themsechrconsolidations are one
component of the Company’s long term strategic ,phdrich provides for the optimal combination of ches and online/mobile banking
technologies, supported by highly experienced bemke offer customers convenience and high seteiggls while maintaining an efficient,
competitive cost structure. Expenses related tetmsolidation of these two branches are not erpect be material.
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2012 Branch Acquisitions

On January 19, 2012, the Bank entered into agretsmeéth First Niagara Bank, National Associatiofifst Niagara”) to acquire four retail
bank branches in Medina, Brockport, Batavia andéfab, New York (the “First Niagara Branches”) dodr retail bank branches previously
owned by HSBC Bank USA, National Association (“HSB® Elmira, Elmira Heights, Horseheads and Alhidlew York (the “HSBC
Branches”). First Niagara assigned its rights ®H$SBC branches in connection with its acquisitbhiSBC’s Upstate New York banking
franchise. Under the terms of the agreements, #mk Bssumed substantially all related depositpanchased the related branch premises an
certain performing loans. The transaction to aagthie First Niagara Branches was completed on 2202012 and the transaction to acquire
the HSBC Branches was completed on August 17, 2@ combined assets acquired and deposits assarttesltwo transactions were
recorded at their estimated fair values as follGwshousands):

FNFG HSBC
Branches Branches Total
Cash $ 63,57¢ $132,19¢ $195,77¢
Loans 58,24t 17,39( 75,63t
Bank premises and equipme 1,504 434 1,93¢
Goodwill 4,69( 6,471 11,16%
Core deposit intangible as 1,421 621 2,04
Other asset 452 14¢ 601
Total assets acquire $129,89: $157,27( $287,16:
Deposits assume $129,56: $157,25! $286,81¢
Other liabilities 327 15 342
Total liabilities assume $129,89: $157,27( $287,16:

The transactions were accounted for using the aitiui method of accounting and accordingly, asaetgiired, liabilities assumed and
consideration exchanged were recorded at thematgi fair values on the acquisition dates. The fizoy acquired the loan portfolios at a fair
value discount, net of market premium, of $824 #amd. The discount represented expected credédpast of market interest rate
adjustments. The discount on loans receivableirgytemortized to interest income over the estimadackhining life of the acquired loans us
the level yield method. The time deposit premiun$885 thousand is being accreted over the estimmatedining life of the related deposits as
a reduction of interest expense. The core depusitgible asset is being amortized on an accetblatsis over the estimated average life o
core deposits.

During the nine months ended September 30, 20&3Cdmpany recorded a decrease to the estimatechfa of liabilities assumed and an
increase to the related deferred income taxes hgsauinformation obtained subsequent to the atprisIn addition to changes in those
assets and liabilities, the revisions resulted ieduction in goodwill of approximately $432 thondaThe final purchase price allocation was
completed during the three months ended Septenth&03 3, and the Company has recorded final gobthtéling approximately $11.2
million in connection with the acquisitions. All gdwill and core deposit intangible assets arisiognfthis acquisition are expected to be
deductible for tax purposes.

RESULTS OF OPERATIONS
Summary of Performance

Net income increased $1.9 million or 45% to $6.8iom for the third quarter of 2013 compared to3illion for the third quarter of 201,
Net income available to common shareholders fothihvd quarter of 2013 was $5.8 million, or $0.4% giluted share, compared with $.
million, or $0.28 per diluted share, for the thipdarter of last year. Return on average equity®@3% and return on average assets was C
for the third quarter of 2013 compared to 6.77% @u6%% , respectively, for the third quarter of 201

Net income for the nine months ended Septembe2®3 totaled $19.2 million, an increase of $2.lianilor 12% from $17.1 million for th

same period in 2012. For the first nine months@#f32, net income available to common shareholdess$48&.1 million, or $1.31 per diluted

share, compared with $16.0 million, or $1.16 péutdd share, for the first nine months of 2012.URebn average equity was 10.13% and

return on average assets was 0.92% for the nin¢hmended September 30, 2013 compared to 9.329%.888b, respectively, for the same
period in 2012.

Net income for the three and nine months endedeSdpdr 30, 2012 was reduced by expenses relatbe twranch acquisitions. F-tax
acquisition expenses were approximately $1.9 milfar the three months ended September 30, 20183u0dmillion for the nine months
ended September 30, 2012, consisting mainly ofegsibnal fees, computer and data processing ampiesipnd postage expended to facilitate
the purchase of the branches.
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Net income for the three and nine months endedeSdpr 30, 2012 was further reduced by expensegr@ttin connection with the retireme
of our former President and Chief Executive Offidare-tax retirement-related expenses were appeaigign$2.6 million for the three and nine
months ended September 30, 2012, consisting ofa@apay and a supplemental executive retiremplamt (“SERP”)for our former Preside!
and Chief Executive Officer.

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 theedt expense on interest-bearing deposits ard bdtrowings used to fund interest-earning
and other assets or activities. Net interest inctnadfected by changes in interest rates and &athount and composition of earning assets
and interest-bearing liabilities, as well as thes#évity of the balance sheet to changes in irdterates, 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 inthaeerage earning assets. The net interest maxgigeds the interest rate spread because
noninterest-bearing sources of funds (“net freal i) principally noninterest-bearing demand defsoaind 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 satead, and net interest margin are discussedaxable equivalent basis.

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

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

2013 2012 2013 2012
Interest income per consolidated statements ofigco $24,62: $25,29¢ $73,71: $72,48(
Adjustment to fully taxable equivalent ba 67¢ 603 1,96: 1,67¢
Interest income adjusted to a fully taxable eq@imbbasis 25,30: 25,90: 75,67¢ 74,15¢
Interest expense per consolidated statements oifia 1,82( 2,20( 5,49¢ 7,052
Net interest income on a taxable equivalent t $23,48:. $23,70: $70,17" $67,10¢

L everage Strategy

During the first quarter of 2013, we utilized th@peeds of short-term FHLB advances to purchade-duiglity investment securities as part of
a leverage strategy of approximately $100 milli@uor purchase of investment securities was compo$eaortgage-backed securities, U.S.
Government agencies and sponsored enterprise bodsx-exempt municipal bonds. All of the secesitpurchased were of high credit
quality with a low to moderate duration. This st@t allowed us to increase net interest incomeking advantage of the positive interest rate
spread between the FHLB advances and the newlyradgavestment securities. While the underlyingel@ge strategy contributed to a lower
net interest margin, it successfully increasedmtetest income by approximately $280 thousand$880 thousand for the third quarter and
nine months ended September 30, 2013, respectively.

Analysis of Net Interest Income for the Three Months ended September 30, 2013 and September 30, 2012

Net interest income on a taxable equivalent basithie three months ended September 30, 2013, 2&S #illion, a decrease of $2

thousand or 1% versus the comparable quarter éast Yhe decrease in taxable equivalent net iritevesme was primarily attributable to
unfavorable rate variances (as the impact of chengthe interest rate environment and producimyiceduced taxable equivalent net interest
income by $2.2 million), partly offset by favorahlelume variances (as changes in the balances andfmarning assets and interest-bearing
liabilities added $2.0 million to taxable equivaleet interest income).

The net interest margin for the third quarter of 20vas 3.62%, 34 basis points lower than 3.96%h®isame period in 2012. This comparable
period decrease was a function of a 32 basis pleicitease in interest rate spread, combined withas® point lower contribution from net fi
funds (due principally to lower rates on interestding liabilities reducing the value of nonintéresaring deposits and other net free funds).
The lower interest rate spread was a net resat4sf basis point decrease in the yield on earrssgta and a 10 basis point decrease in the cc
of interest-bearing liabilities.

The Federal Reserve has left the targeted Federdsfrate unchanged at zero to 25 basis points &0@8. In April 2012, the Federal Reserve
announced that interest rates will likely remaimateptionally low levels through late 2014. Thelémal Reserve Board continues to indicate
there is the potential for these short-term rateginain unchanged until certain inflation and upkEriyment rates are achieved.
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The yield on earning assets was 3.90% for the thuatter of 2013, 42 basis points lower than tlvel tuarter of 2012. Loan yields decreased
51 basis points to 4.59%, also impacted by theifterest rate environment. Commercial mortgagecams$umer indirect loans in particular,
down 51 and 76 basis points, respectively, expeeetower yields given the competitive pricing p®s in the low interest rate environment
The yield on investment securities dropped 18 hawiists to 2.42%, also impacted by the low interatt environment, prepayments of
mortgage-related investment securities and theiquely mentioned leverage strategy. Overall, eayrisset rate changes reduced interest
income by $2.5 million.

The cost of average interest-bearing liabilitie® 6% in the third quarter of 2013 was 10 basiatpdower than the third quarter of 2012,
reflecting the low interest rate environment, nated by a focus on product pricing to retain batéandhe cost of short-term funding decrease
5 basis points to 0.38% for the third quarter cf20The interest-bearing liability rate changesiitesl in $281 thousand of lower interest
expense.

Average interest-earning assets were $2.58 bifborhird quarter 2013, an increase of $192.9 omllor 8% from the comparable quarter last
year, with average loans up $117.2 million and agersecurities up $75.8 million. The growth in agerloans was comprised of $97.1 mill
and $40.5 million increases in consumer and comiaddo@ans, respectively, partially offset by a $2@illion decline in residential mortgages.
The growth in average securities was primarilysatteof the previously described leverage strategy.

Average interest-bearing liabilities of $2.00 lafliin the third quarter of 2013 were $106.3 millam6% higher than the third quarter of 2012.
On average, interest-bearing deposits grew $58IBmiwhile noninterest-bearing demand depositpr{acipal component of net free funds)
were up $80.2 million. The increase in average@siebearing deposits was primarily attributable ®63.2 million increase in public deposit
balances due largely to the seasonality of municigsh flows and successful business developmért®fn our newly acquired branches.
Average short-term borrowings increased $49.5 onilbetween the third quarter periods of 2013 ari®2primarily a result of the previously
described leverage strategy.

Analysis of Net Interest Income for the Nine Months ended September 30, 2013 and September 30, 2012

Net interest income on a taxable equivalent basighe first nine months of 2013 was $70.2 millian,increase of $3.1 million or 5% 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 $8.7 millimtaxable 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 $5.6 million).

The net interest margin for the first nine month@@13 was 3.66%, 31 basis points lower than 3.831%he same period last year. This
comparable period decrease was a function of @28 Ipoint decrease in interest rate spread, cadbiith a 2 basis point lower contribution
from net free funds. The lower interest rate sprgad a net result of a 44 basis point decreadeeigield on earning assets and a 15 basis poi
decrease in the cost of interest-bearing liabditie

The yield on earning assets was 3.94% for therirst months of 2013, 44 basis points lower thanstime period last year, attributable to
decreases in the yields on the investment sequuitifolio (down 30 basis points, to 2.40%) and lpantfolio (down 44 basis points to 4.69%).

The cost on interest-bearing liabilities of 0.3786 the first nine months of 2013 was 15 basis pdimiver than the same period in 2012. Rates
on interest-bearing deposits were down 17 basist®to 0.36%. The cost of short-term borrowingsel@sed 5 basis points to 0.39%.

Average interest-earning assets were $2.56 bifborthe first nine months of 2013, an increase3d#3%7 million or 13% from the comparable
period last year, with average loans up $170.0anilhnd average securities up $133.7 million. Tioewth in average loans was comprised of
increases in all loan categories, with consumardagp $127.5 million, commercial loans up $41.4ioniland residential mortgage loans up
$1.1 million.

Average interesbearing liabilities of $2.01 billion in the firsime months of 2013 were $211.4 million or 12% higthan the first nine montt
of 2012. On average, interest-bearing deposits §E56.5 million, while noninterest-bearing demaegakits were up $92.7 million and
average short-term borrowings increased $44.9amillThe increase in average deposits was primattiljoutable to retail deposits assumed in
the branch acquisitions.
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The following table sets 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

2013 2012
Average Average
Average Average
Balance Interest Rate Balance Interest Rate
Interest-earning assets
Federal funds sold and inter-earning deposit $ 12¢ $ — 0.15% $ 166 $ — 0.16%
Investment securitie®)
Taxable 579,48 3,031 2.0¢ 551,77( 3,131 2.27
Tax-exempi® 242,07¢ 1,93¢ 3.2( 194,02¢ 1,72¢ 3.5¢
Total investment securitie 821,56: 4,97( 2.42 745,79¢ 4,85¢ 2.6(
Loans:
Commercial busines 256,25¢ 2,82:¢ 4.37i 2438,06( 2,88¢ 4.62
Commercial mortgag 442 17¢ 5,56¢ 5.0C 409,88 5,672 5.51
Residential mortgag 121,46. 1,481 4.8¢ 141,80¢ 1,82¢ 5.1t
Home equity 309,97( 3,11¢ 3.9¢ 271,13: 2,91¢ 4.2¢
Consumer indirec 605,28t 6,67¢ 4.3¢ 544 52 7,03¢ 5.14
Other consume 23,64 665  11.1¢ 26,17¢ 71 10.8¢
Total loans 1,758,79. 20,33: 4.5¢ 1,641,58  21,04¢ 5.1C
Total interes-earning asset 2,580,48! 25,30: 3.9C 2,387,55. 25,90 4.32
Allowance for loan losse (26,020 (24,609
Other nonintere-earning asse! 230,12( 244 541
Total asset $2,784,58! $2,607,49
Interest-bearing liabilities:
Deposits:
Interes-bearing deman $ 466,88¢ $ 211 0.1&% $ 425,73¢ $ 15z 0.1%
Savings and money mark 719,45 24¢ 0.1¢ 611,56 227 0.1t
Time deposit: 603,43: 1,16 0.77 695,68:. 1,65( 0.94
Total interes-bearing deposit 1,789,77! 1,62¢ 0.3¢€ 1,732,98 2,02¢ 0.47
Shor-term borrowings 207,49: 19¢ 0.3¢ 157,97: 171 0.4:
Total interes-bearing liabilities 1,997,26! 1,82( 0.3€ 1,890,95 2,20( 0.4€
Noninteres-bearing demand depos 527,43¢ 447,20:
Other nonintere-bearing liabilities 13,67: 18,62¢
Shareholder equity 246,20; 250,71(
Total liabilities and sharehold¢ equity $2,784,58 $2,607,49
Net interest income (t-equivalent) $23,48: $23,70:
Interest rate spree 3.5%% 3.86%
Net earning asse $ 583,21 $ 496,59!
Net interest margin (t-equivalent) 3.62% 3.9¢%
Ratio of average interest-earning assets to avendgest-bearing
liabilities 129.2(% 126.2(%

@) Investment securities are shown at amortized eubfreclude 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 avendgrest-bearing

liabilities

Nine months ended September 3!

MANAGEMENT’S DISCUSSION AND ANALYSIS

2013 2012
Average Average
Average Average
Balance Interest Rate Balance Interest Rate
$ 22§ — 01% $ 11¢ $ — 0.21%
600,62( 9,29: 2.0¢ 524,75t 9,26¢ 2.3t
228,58 5,60¢ 3.21 170,79t 4,79 3.74
829,20° 14,90: 2.4C 695,55« 14,06: 2.7C
257,17. 8,54¢ 4.4 239,31¢ 8,34: 4.6€
431,44( 16,25 5.0 407,92t 16,74 5.4¢
125,01 4,68¢ 5.0C 123,93( 4,89¢ 5.27
299,47 9,20¢ 4.11 249,04 7,961 4.21
596,26( 20,04¢ 4.5(C 519,17¢ 20,21¢ 5.2C
24,41: 2,03( 11.17 24,39 1,93 10.61
1,733,77! 60,77¢ 4.6¢ 1,563,78  60,09¢ 5.1:
2,563,200 75,67¢ 3.94 2,259,461  74,15¢ 4.3¢
(25,700) (24,30¢)
247,14. 240,03!
$2,784,64 $2,475,19
$ 483,42t $ 52t 0.15%% $ 409,33. $ 442 0.14%
717,58: 71C 0.1< 557,80( 761 0.1¢
628,69: 3,72¢ 0.7¢ 696,05: 5,397 1.0¢
1,829,70! 4,96( 0.3¢ 1,663,18, 6,59¢ 0.5¢
184,23t 53¢ 0.3¢ 139,33( 45¢€ 0.44
2,013,94. 5,49¢ 0.37 1,802,51, 7,052 0.5z
503,73 411,03¢
14,027 16,26¢
252,94! 245,37
$2,784,64 $2,475,19
$70,17° $67,10¢
3.51% 3.86%
$ 549,26: $ 456,94¢
3.66% 3.9%%
127.2°% 125.3%

@) Investment securities are shown at amortized gubfreclude no-performing securities
(@ 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, 2013 vs. 20: September 30, 2013 vs. 20:
Volume Rate Total Volume Rate Total
Increase (decrease) in:
Interest income:
Federal funds sold and inter-earning deposit $— $$ - $— $—- $ — s —
Investment securitie:
Taxable 152 (252) (100) 1,257 (1,22¢) 25
Tax-exempt 397 (1817) 21€ 1,47 (659) 814
Total investment securitie 54¢ (439 11€ 2,72¢ (1,88%) 83¢
Loans:
Commercial busines 93 (159 (62) 604 (399 20t
Commercial mortgag 42¢ (531) (103 932 (1,429 (492)
Residential mortgag (252) (93) (34%) 43 (250 (207)
Home equity 39¢ (203 19¢€ 1,561 (319 1,247
Consumer indirec 73t (1,090 (355  2,78¢ (2,95%) (167)
Other consume (77) 23 (48) 2 91 93
Total loans 1,332 (2,048  (71€)  5,93( (5,25)) 67¢
Total interest income 1,881 (2,487 (60C)  8,65¢ (7,136 1,51¢
Interest expense:
Deposits:
Interes-bearing deman 16 43 5¢ 8C 2 82
Savings and money mark 38 ()] 21 187 (23¢) (52)
Time deposit: (202) (283)  (48%) (486) (1,18)) (1,66))
Total interes-bearing deposit (14¥) (257  (40%) (219 (1,417 (1,636
Shor-term borrowings 49 (24) 25 13t (52) 83
Total interest expense (99) (281)  (380) (84) (1,469 (1,559
Net interest income $1,98C $(2,200 $(22C) $8,73¢ $(5,667) $ 3,071

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 loatfqlar. There were provisions for loan losses ofgb@illion and $6.7 million for the three and
nine month periods ended September 30, 2013, cadpeth provisions of $1.8 million and $4.6 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.

-37-



Table of Contents

MANAGEMENT’S DISCUSSION AND ANALYSIS

Noninterest Income

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

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

2013 2012 2013 2012
Service charges on deposits $2,72¢ $ 2,29 $ 7,431 $ 6,101
ATM and debit carc 1,28: 1,21¢ 3,84¢ 3,36¢
Brokel-dealer fees and commissic 56¢ 60¢ 1,917 1,63(
Company owned life insuran: 422 43¢ 1,27¢ 1,30(
Net gain on disposal of investment securi — 59¢€ 1,22¢ 2,16¢
Loan servicing 227 14z 452 64%
Net (loss) gain on sale of loans held for ¢ (207 323 134 981
Impairment charges on investment secur — — — (92)
Net (loss) gain on disposal of other as: — (119 39 (79
Other 1,04 852 2,771 2,47¢
Total noninterest incom $6,16¢ $ 6,35¢ $19,09¢ $18,49:-

Service charges on deposit accounts increasedtiéB6and or 19% in the third quarter of 2013 an@ #dillion or 22% for the nine months
ended September 30, 2013, compared to the sanmalperiyear earlier. ATM and debit card income iasegl $64 thousand or 5% in the third
quarter of 2013 and $481 thousand or 14% for the months ended September 30, 2013, compared saithe periods a year earlier. These
increases reflect volume related growth in feesltieg) from the 2012 branch acquisitions couplethwiie second quarter 2013 retail checking
account repositioning that involved simplifying thgite of products offered to customers and madtifims to the fee structure for our accou
Our fee waiver process was also reevaluated, weishited in a reduction in the number of fee waiad an increase in service charges. The
Company expects the income from service chargakeposits to gradually stabilize over the longemtas customers determine the optimal
mix of our products and services to best suit thaiking needs.

Management continues to focus on diversifying disrees of revenue to further reduce the Compamjiance on traditional spread-based
interest income, as fee-based activities are #vela stable revenue source during periods of ghapinterest rates.

Broker-dealer fees and commissions were down $ddsémnd or 7% and up $287 thousand or 18%, respigtin the three and nine months
ended September 30, 2013, compared to the sanmelpafi 2012. Broker-dealer fees and commissiortéifaite mainly due to sales volume,
which increased during the first nine months of28% a result of favorable market conditions and Inesiness opportunities.

There were no sales of investment securities duhiaghree months ended September 30, 2013. Wgnizenl pre-tax gains on investment
securities of $1.2 million from the sale of pootedst-preferred securities during the nine monttioqpeended September 30, 2013. Each of the
securities had been written down in prior perioad ecluded in non-performing assets at the entiefjuarter preceding its sale. We
recognized pre-tax gains on investment securifi@$96 thousand and $2.2 million, respectivelyjmythe three and nine month periods
ended September 30, 2012, from the sale of poalsttpreferred securities. The amount and timinguwfsale of investments securities is
dependent on a number of factors, including oudent efforts to realize gains while managing dorgtpremium and credit risk.

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 income wpa$85 thousand in the third quarter of
2013 and down $193 thousand for the nine monthedSe&ptember 30, 2013, compared to the same peripelsr ago. The year-to-date
decrease was a result of more rapid amortizatiaenficing rights due to loans paying off, loweegeollected due to a decrease in the soli
serviced portfolio and adjustments to the valuatibowance for capitalized mortgage servicing asset

Gains from the sale of loans held for sale dece&d@4 thousand in the third quarter of 2013 anti7#8ousand for the nine months ended
September 30, 2013, compared to the same perigelaraarlier. The decrease was primarily due t@tdean origination volume and margins
resulting from higher interest rates.
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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,

2013 2012 2013 2012
Salaries and employee benefits $ 9,47¢ $12,43¢ $28,40¢ $30,56:
Occupancy and equipme 2,95¢ 2,91t 9,16: 8,40(
Professional service 814 1,452 2,84¢ 3,24:
Computer and data process 68¢ 97€ 2,20¢ 2,462
Supplies and posta¢ 51¢ 89¢ 1,80¢ 1,93(
FDIC assessmen 367 35¢€ 1,092 957
Advertising and promotion 20¢ 261 67€ 49¢
Other 1,98( 2,321 5,86 5,80(
Total noninterest expen: $17,00¢ $21,61¢ $52,05¢ $53,85¢

During the three and nine month periods ended &dme 30, 2013, salaries and employee benefits dsedeby $3.0 million or 24% and $2.2
million or 7%, respectively, when compared to thme periods one year earlier. Included in salamgsemployee benefits for the three and
nine month periods ended September 30, 2012 armpiepsts of approximately $2.6 million that wéreurred in association with the
retirement of our CEO. After adjusting for thes@enxses, the decrease in salaries and employedtbdoethe three month period ended
September 30, 2013 when compared to the same perid 2 was primarily attributable to lower indeetcompensation expense, while
expenses for the nine month periods were compar&b&enumber of full time equivalent employees dased to 619 at September 30, 2013
compared to 623 at September 30, 2012.

Occupancy and equipment expense increased by $ddahd in the third quarter of 2013 and $763 thadi$ar the nine months ended
September 30, 2013, when compared to the samedpari®e year earlier. The increases were primaibted to the growth in the branch
network related to the 2012 branch acquisitions.

Professional fees, computer and data processinguwpmlies and postage, decreased collectively B/ ®illion in the third quarter of 2013 and
$780 thousand for the nine months ended Septenth@033, when compared to the same periods oneepelier, due to expenses related to
the branch acquisition transactions.

FDIC assessments increased $11 thousand or 3% thitll quarter of 2013 and $135 thousand or 142%h& nine months ended
September 30, 2013, compared to the same perigeisraarlier. The increased assessments are amisedt of the growth in our balance
sheet.

Advertising and promotions costs were down $52 ¢hod in the third quarter of 2013 and up $177 tanddor the nine months ended
September 30, 2013, compared to the same perigelaraarlier, due to the timing of marketing cargpaiand promotions, and new product
launches. We proactively market our products buy tae timing based on projected benefits and needs

Other noninterest expense was $2.0 million and 88li#bn for the three and nine months ended SeptB0, 2013, respectively, comparel
$2.3 million and $5.8 million for the same periad2012, respectively. The three and nine montiodsrended September 30, 2013, included
$95 thousand and $294 thousand, respectively,ref@eposit intangible amortization expense reladetie 2012 branch acquisitions. There
was $86 thousand of amortization expense duringhttee and nine months ended September 30, 20b2r @bninterest expense for the 2012
periods also included expenses related to theafméoned branch acquisitions.

The efficiency ratio for the third quarter of 20Was 56.95% compared with 73.04% for the third qreof 2012, and 58.72% for the nine
months ended September 30, 2013, compared to 64@AWe same period a year ago. The 2012 effigieatios were elevated as a result of
the aforementioned branch acquisition and CEOemeimt expenses. The efficiency ratio is calculatedividing total noninterest expense,
excluding other real estate expense and amortizafiintangible assets, by net revenue, defingti@sum of taxequivalent net interest incol
and noninterest income before net gains and imggitroharges on investment securities. An incraasigsl efficiency ratio indicates that more
resources are being utilized to generate the satene of income, while a decrease would indicateoae efficient allocation of resources.
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Income Taxes

We recorded income tax expense of $3.0 milliorhathird quarter of 2013, compared to of $1.8 wrillin the third quarter of 2012. For the
nine month period ended September 30, 2013, incarmexpense totaled $9.4 million compared to $8IBom in the same period of 2012.
These changes were due in part to a $3.1 milliorease in pre-tax income for both the three and nionth periods of 2013, compared to the
same periods in the prior year. Our effective e was 33.0% for the three and nine months endpteé®iber 30, 2013, compared to 29.7%
and 32.8% for the three and nine months ended @Béete30, 2012, respectively. The lower effectiverates in 2012 were a result of the
greater impact of tax-exempt income on lower tagaftome. Effective tax rates are impacted by itefincome and expense that are not
subject to federal or state taxation. Our effectaserates reflect the impact of these items, winchude, but are not limited to, interest income
from tax-exempt securities and earnings on comjpamed life insurance.
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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 $112,69° $112,29¢ $128,09° $131,69!
State and political subdivisiol — — 188,99° 195,21(
Mortgagebacked securitie:
Agency mortgac-backed securitie 472,74 469,48t 479,91. 494,77(
Non-Agency mortgac-backed securitie — 1,341 73 1,09¢
Asse-backed securitie® 18 424 121 1,027
Total available for sale securiti 585,46. 583,55. 797,20: 823,79t
Securities held to maturity:
State and political subdivisiol 245,70t 246,11 17,90t 18,47¢
Total investment securitie $831,17( $829,66( $815,10( $842,27:

@ Includes non-performing investment securitie® ‘$¥on-Performing Assets and Potential Problem Isdamder the section titled
“Lending Activitie?” included herein for additional informatic

The available for sale (“AFS”) investment secustportfolio decreased $240.2 million or 29%, fro&23$.8 million at December 31, 2012 to
$583.6 million at September 30, 2013. The decreaselargely attributable to the transfer of avdédor sale state and municipal debt
securities to the held to maturity category dutimg third quarter of 2013, combined with schedylgdcipal paydowns on amortizing
securities and a change in the net unrealizedlgagbn the AFS portfolio.

During the third quarter of 2013, the Company tfamed $227.3 million of available for sale statelanunicipal debt securities to the held to
maturity category, reflecting the Company’s intenhold those securities to maturity. Transfergwgéstment securities into the held to
maturity category from the available for sale catggare made at fair value at the date of tran3fiee. related $78 thousand of unrealized
holding gains that were included in the transferratained in accumulated other comprehensive iecamd in the carrying value of the held to
maturity securities. This amount will be amortizedan adjustment to interest income over the rantalife of the securities. This will offset
the impact of amortization of the net premium aedan the transfer. There were no gains or lossesgnized as a result of this transfer.

The AFS portfolio had net unrealized losses totg$t.9 million at September 30, 2013 compared taneealized gains of $26.6 million at
December 31, 2012. The unrealized loss on the AfEgtio was predominantly caused by changes inketanterest rates. The fair value of
most of the investment securities in the AFS ptidffluctuates as market interest rates change.tiimesfer of securities from available for sale
to held to maturity is expected to reduce thevalue fluctuations in the available for sale pditfo

As previously discussed, we utilized the proceeafshort-term FHLB advances to purchase high-tyugdvestment securities as part of a
leverage strategy of approximately $100 millionr@urchase of investment securities was compri$edootgage-backed securities, U.S.
Government agencies and sponsored enterprise bodsx-exempt municipal bonds. This strategy albws to increase net interest income
by taking advantage of the positive interest ratead between the FHLB advances and the newly @extjiivestment securities.
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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 salews#ies below their cost that are deemed to berdthan 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 comprehensigerire. 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 tzstis. 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 ségannsidering 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 makenpegts that increase in the future, failure of wuer 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

Securities Deemed to be Other-Than-Temporarily Impaed

There were no securities deemed to be other-thrapdearily impaired during the nine months endedi&aper 30, 2013. During the nine
months ended September 30, 2012, we recognized @ahdbarge of $91 thousand on a privately issuedleZfban CMO that we determined
was other-than-temporarily impaired due to creddliy.

LENDING ACTIVITIES

The following table sets forth selected informatiegarding the composition of the Company’s loartfplio as of the dates indicated (in
thousands).

Loan Portfolio Composition

September 30, 201 December 31, 201
% of % of
Amount Total Amount Total
Commercial business $ 253,92 14.2% $ 258,67! 15.2%
Commercial mortgag 449,56! 25.5 413,32 24.2
Total commercia 703,49( 39.€ 671,99 39.4
Residential mortgag 117,62 6.€ 133,52( 7.8
Home equity 316,62¢ 17.¢ 286,64¢ 16.€
Consumer indirec 618,08t 34.7 586,79 34.4
Other consume 23,84 .3 26,76¢ 1.€
Total consume 958,55¢ 53.¢ 900,20 52.¢
Total loans 1,779,67. 100.(% 1,705,72 100.(%
Allowance for loan losse 26,68¢ 24,71«
Total loans, ne $1,752,98 $1,681,01;

Total loans increased $73.9 million to $1.78 billiat September 30, 2013 from $1.71 billion as ofddeber 31, 2012. The increase in loans
was attributable to organic growth, primarily irrtbommercial and consumer loan portfolios, paytiaffset by a decline in residential
mortgages.

Commercial loans increased $31.5 million and regres] 39.6% of total loans as of September 30,,201@sult of our continued commercial
business development efforts.

Residential mortgage loans decreased $15.9 millicg117.6 million as of September 30, 2013 in comspa to $133.5 million as of
December 31, 2012. This category of loans decreaséige majority of newly originated and refinancesidential mortgages were sold to the
secondary market rather than being added to otiiofior coupled with our focus in home equity lengi

Our home equity portfolio, which consists of honagii¢y loans and lines, totaled $316.6 million asSeptember 30, 2013, up $30.0 million or
10% compared to December 31, 2012. We continueaw gur home equity portfolio as the lower originatcost and convenience to
customers has made these products an increasiglygtive alternative to conventional residenti@rtgage loans. As of September 30, 2013,
approximately 74% of the loans in the home equitstfplio were first lien positions.

-42-



Table of Contents

MANAGEMENT’S DISCUSSION AND ANALYSIS

The consumer indirect portfolio increased $31.3iomlto $618.1 million as of September 30, 2018nfr$586.8 million as of December 31,
2012. During the first nine months of 2013 we oraged $224.9 million in indirect auto loans witma of approximately 48% new auto and
52% used auto. During the first nine months of 2@1& originated $242.2 million in indirect auto fsawith an equal mix of new auto and u
auto.

Loans Held for Sale and Loan Servicing Rights
Loans held for sale (not included in the loan pdidf composition table) were entirely comprisededidential real estate mortgages and totale
$2.8 million and $1.5 million at September 30, 2@h8l December 31, 2012, 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 the consolidated statements of financial d&@rd amounted to $245.3 million as of
September 30, 2013 and $273.3 million as of Dece®bg2012.

Allowance for Loan Losses

The following table sets forth an analysis of tht\éty in the allowance for loan losses for theipds indicated (in thousands).

Loan Loss Analysis

Three months endec Nine months endec
September 30 September 30
2013 2012 2013 2012
Balance as of beginning of period $25,59( $24,12( $24,71¢ $23,26(
Chargeoffs:
Commercial busines 163 337 694 53€
Commercial mortgag 35 27 144 374
Residential mortgag 34 47 281 28C
Home equity 30 8C 352 177
Consumer indirec 2,131 1,84¢ 5,77¢ 4,64¢
Other consume 258 201 734 60%
Total charg-offs 2,64¢ 2,53¢ 7,98: 6,62(
Recoveries
Commercial busines 59 5C 301 282
Commercial mortgag 122 91 27¢ 167
Residential mortgag 12 8 42 10€
Home equity 16 15 12¢ 35
Consumer indirec 66€ 722 2,23( 2,19t
Other consume 96 69 304 26¢
Total recoverie: 971 95¢ 3,28: 3,05
Net charg-offs 1,67¢ 1,58: 4,701 3,561
Provision for loan losse 2,77( 1,76¢ 6,677 4,60¢
Balance at end of peric $26,68: $24,30: $26,68¢ $24,30:
Net loan charc-offs to average loans (annualiz 0.3¢% 0.3¢% 0.3t% 0.3(%
Allowance for loan losses to total log 1.5(% 1.46% 1.5(% 1.46%
Allowance for loan losses to n-performing loan: 258% 23% 25&8% 23%%

The allowance for loan losses represents the etgthsanount of probable credit losses inherent iM@an portfolio. We perform periodic,
systematic reviews of the loan portfolio to estienptobable losses in the respective loan portfolioaddition, we regularly evaluate prevail
economic and business conditions, industry conagatrs, changes in the size and characteristitsegbortfolio and other pertinent factors.
The process we use to determine the overall allowvéaor loan losses is based on this analysis. Baselis analysis, we believe the allowance
for loan losses is adequate as of September 33, 201

Assessing the adequacy of the allowance for lossel® involves substantial uncertainties and iscbagen management’s evaluation of the
amounts required to meet estimated charge-offsdridan portfolio after weighing a variety of fatpincluding the risk-profile of our loan
products and customers.
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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 requirfintingcial institution to recognize additions
to the allowance based on their judgments aboatnmdition available to them at the time of theirrakaation.

Net charg-offs of $1.7 million in the third quarter of 20t8presented 0.38% of average loans on an annudlasssl compared to $1.6 million
or 0.38% in the third quarter of 2012. For the mmenths ended September 30, 2013 net charge-o#4.@fmillion represented 0.36% of
average loans compared to $3.6 million or 0.30%wvefrage loans for same period in 2012. See the-fNaforming Assets and Potential
Problem Loans” section for further discussion.

The allowance for loan losses was $26.7 millioBeptember 30, 2013, compared with $24.7 milliobetember 31, 2012. The ratio of the

allowance for loan losses to total loans was 1.80%eptember 30, 2013, compared with 1.45% at Deeef3iL, 2012. The ratio of allowance
for loan losses to non-performing loans was 258%egtember 30, 2013, compared with 271% at DeceB1he2012.

Non-Performing Assets and Potential Problem Loans

The table below sets forth the amounts and categiafithe Company’s non-performing assets at thesdadicated (in thousands).

Non-Performing Assets

September 3C December 31
2013 2012
Nonaccrual loans
Commercial busines $ 4,07¢ $ 3,41
Commercial mortgag 2,83t 1,79¢
Residential mortgag 1,33 2,04(
Home equity 911 93¢
Consumer indirec 1,161 891
Other consume 7 25
Total nonaccrual loar 10,32¢ 9,10
Accruing loans 90 days or more delinqu 9 18
Total nor-performing loan: 10,33¢ 9,12¢
Foreclosed asse 424 184
Non-performing investment securiti 12¢ 753
Total nor-performing assel $ 10,89 $ 10,06:
Non-performing loans to total loar 0.5¢% 0.55%
Non-performing assets to total ass 0.3¢% 0.3€%

Changes in the level of nonaccrual loans typicadfyresent increases for loans that reach a sppdfist due status, offset by reductions for
loans that are charged-off, paid down, sold, tremetl to foreclosed real estate, or are no lonigesified as nonaccrual because they have
returned to accrual status. Activity in nonaccioahs for the three and nine month periods endete8wer 30, 2013 was as follows (in
thousands):

Three months Nine months

ended ended
September 3C September 3C

2013 2013
Nonaccrual loans, beginning of peri $ 11,27¢ $ 9,101
Additions 4,53¢ 16,59¢
Payment: (2,527 (6,119
Chargeoffs (2,459 (7,487)
Returned to accruing stat (469) (1,127)
Transferred to other real estate or repossessets (29 (655
Nonaccrual loans, end of peri $ 10,32¢ $ 10,32¢
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Non-performing assets include non-performing loansgdtwsed assets and non-performing investment iiesuNon-performing assets at
September 30, 2013 were $10.9 million, an increa$828 thousand from $10.1 million at DecemberZ11,2. The primary component of
non-performing assets is non-performing loans, twiiere $10.3 million or 0.58% of total loans at ®epber 30, 2013, an increase of $1.2
million from $9.1 million or 0.53% of total loan$ Becember 31, 2012. The Company'’s ratio of norigpering loans to total loans continues
to compare favorably to its peer group averagechvhias 1.85% of total loans at June 30, 2013, th&t necent period for which information
available (Source: Federal Financial Institutiomafination Council — Bank Holding Company PerformaiReport as of June 30, 2013 —
Top-tier bank holding companies having consolidasskets between $1 billion and $3 billion).

The increase in non-performing loans during th& fiine months of 2013 was due to the additionnef aredit relationship consisting of
commercial business and commercial mortgage lodthsunpaid principal balances totaling $2.4 millianSeptember 30, 2013.

Approximately $6.2 million, or 60%, of the $10.3loin in non-performing loans as of September 30 2were current with respect to
payment of principal and interest, but were clésdifis non-accruing because repayment in full ioicgral and/or interest was uncertain.
Included in nonaccrual loans are troubled debtuesirings (“TDRs”) of $1.9 million and $636 thoushat September 30, 2013 and
December 31, 2012, respectively. We had no TDRswhee accruing interest as of September 30, 20T30ember 31, 2012.

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. Foesrl asset holdings represented 5 propertiesnnit®i24 thousand at September 30, 2013 ar
5 properties totaling $184 thousand at Decembe2@12.

Non-performing investment securities for which we hat@ped accruing interest were $128 thousandeSer 30, 2013, compared to
$753 thousand at December 31, 2012. Non-perforinvestment securities are included in non-perfograssets at fair value and are
comprised of one pooled trust preferred securityegdttember 30, 2013. There have been no securémesferred to non-performing status since
the first quarter of 2009. During the first nine miiws of 2013, we recognized gains totaling $1.2ionilfrom the sale of four pooled trust-
preferred securities. The four securities had aviaue of $550 thousand at December 31, 2012.

Potential problem loans are loans that are cugrguattforming, but information known about possibtedit problems of the borrowers causes
management to have concern as to the ability df bacrowers to comply with the present loan payntemhs and may result in disclosure of
such loans as nonperforming at some time in thedutThese loans remain in a performing statusalaevariety 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 interedietpotential problem loans. We identified $19.3iomnland $13.8 million in loans that
continued to accrue interest which were classiiegdubstandard as of September 30, 2013 and Dec8i®#012, respectively. Included in
potential problem loans at September 30, 2013 ésocoadit relationship consisting of a single conuis@mortgage loan with an unpaid
principal balance totaling $8.4 million which wasvwhgraded to substandard status from special nredtiang the third quarter of 2013. The
downgrade necessitated a provision and increaseriallowance for losses of approximately $960 #ama. As of October 31, 2013, the loan
became 60 days past due and we continue to mahé@aredit closely and evaluate our options redativthe credit.
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FUNDING ACTIVITIES

Deposits

The following table summarizes the composition wf deposits at the dates indicated (dollars in shads):

Deposit Composition

September 30, 201. December 31, 201.
% of % of
Amount Total Amount Total
Noninteres-bearing demand $ 542,51 22.5% $ 501,51 22.2%
Interes-bearing deman 519,28: 21.t 449,74 19.€
Savings and money mark 757,45: 31.4 655,59¢ 28.¢
Time deposits < $100,0( 377,41t 15.€ 432,50t 19.2
Time deposits of $100,000 or mc 217,51! 9.C 222,43. 9.€
Total deposit: $2,414,18! 100.%  $2,261,79 100.(%

We offer a variety of deposit products designedttract and retain customers, with the primary $oon building and expanding long-term
relationships. At September 30, 2013, total depasire $2.41 billion, an increase of $152.4 millierromparison to $2.26 billion as of
December 31, 2012. Public deposit balances incde®®89.2 million during the first nine months ofi20due largely to the seasonality of
municipal cash flows and successful business dpwaat efforts in our newly acquired branches. Tdaposits were approximately 25% and
29% of total deposits at September 30, 2013 an@mber 31, 2012, respectively. Depositors remaiitdr@go invest in time deposits, such as
certificates of deposit, for long periods due te ibw interest rate environment. This has resutiddwer amounts being placed in time depc
for generally shorter terms.

Nonpublic deposits, the largest component of ondfing sources, totaled $1.82 billion and $1.81drillat September 30, 2013 &

December 31, 2012, respectively, and represent&dafsl 80% of total deposits as of the end of eaciog, respectively. We have managed
this segment of funding through a strategy of cditige pricing that minimizes the number of customaationships that have only a single
service high cost deposit account.

As an additional source of funding, we offer a ggriof public (municipal) deposit products to thany towns, villages, counties and school
districts within our market. Public deposits gefignange from 20% to 27% of our total depositsefiéis a high degree of seasonality in this
component of funding, because the level of depesities with the seasonal cash flows for theseipehbistomers. We maintain the necessary
levels of short-term liquid assets to accommodatestasonality associated with public depositsalTmtblic deposits were $593.4 million and
$454.2 million at September 30, 2013 and DecembgeR@12, respectively, and represented 25% andd@G®tal deposits as of the end of e
period, respectively.

We had no traditional brokered deposits at Septe@®e2013 or December 31, 2012, however, we diicfjzate 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 ifdaramount. CDARS and ICS deposits are considenadbed deposits for regulatory
reporting purposes. Through these programs, depiositxcess of the maximum insurable amount ameglavith multiple participating
financial institutions. Reciprocal CDARS deposiitated $52.6 million and $61.0 million at SeptemB@y 2013 and December 31, 2012,
respectively. ICS deposits totaled $61.3 milliod $18.1 million at September 30, 2013 and DecerBlbeP012, respectively.

Borrowings

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

September 3C December 31
2013 2012
Shor-term borrowings
Customer repurchase agreeme $  46,64¢ $ 40,80¢
Shor-term FHLB borrowing 141,50( 139,00(
Total shor-term borrowings $ 188,14t $ 179,80t

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, 2013 or Decemhe&t(3P.
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We have credit capacity with the FHLB and can baertlorough facilities that include amortizing andneadvances or repurchase agreements
We had approximately $52 million of immediate ctedipacity with FHLB as of September 30, 2013. \&e approximately $463 million in
secured borrowing capacity at the Federal Reseandk B'FRB”) Discount Window, none of which was outstanding ept8mber 30, 2013. T
FHLB and FRB credit capacity are collateralizedsbgurities from our investment portfolio and certailalifying loans. We had approximat
$120 million of credit available under unsecuredfi@l funds purchased lines with various banksaté&nber 30, 2013. Additionally, we had
approximately $101 million of unencumbered liquétsrities available for pledging.

Federal funds purchased are overnight borrowings egrrespondent banks. Short-term repurchase mgres are secured overnight
borrowings with customers. Short-term FHLB borroggrhave original maturities of less than one yedriaclude overnight borrowings,
which we typically utilize to address short termmdiing needs as they arise. Short-term FHLB borrga/iet September 30, 2013 consisted of
$41.5 million in overnight borrowings and $100.dlion in short-term advances. Sheerm FHLB borrowings at December 31, 2012 consi
of $99.0 million in overnight borrowings and $4@ndlion in short-term advances.

As previously discussed, during the first quarfe2@l3 we leveraged our balance sheet throughxbeution of short-term FHLB advances in
order to acquire investment securities to take athge of the positive interest rate spread anaase net interest income.

Shareholders’ Equity

Shareholders’ equity was $247.8 million at Septendie 2013, a decrease of $6.1 million from $258ilion at December 31, 2012. Net
income for the first nine months of 2013 increaskdreholders’ equity by $19.2 million, which wastjgdly offset by common and preferred
stock dividends declared of $8.7 million. Accumathbther comprehensive income included in sharehsll@quity decreased $16.6 million
due primarily to net unrealized losses on secur#ieilable for sale that arose during the firaenmnonths of 2013. As previously discussed,
approximately $227.3 million in available for salkecurities were transferred at fair value to helthaturity during the third quarter 2013 as a
means of mitigating the fair value fluctuationglie available for sale portfolio and reducing tlatility of shareholder’s equity.

LIQUIDITY AND CAPITAL RESOURCES

Liquidity

The objective of maintaining adequate liquidityasassure our ability to meet our financial obligas. These obligations include the
withdrawal of deposits on demand or at their carttral maturity, the servicing and repayment of deixt preferred equity obligations, the
ability to fund new and existing loan commitmernitstake advantage of new business opportunitied@sditisfy other

operating requirements. We achieve liquidity by meining a strong base of core customer funds, mmatghort-term assets, the ability to sell
or pledge securities, lines of credit, and acoesbd financial and capital markets.

Liquidity for the Bank is managed through the moniitg of anticipated changes in loans, the inveatrpertfolio, core deposits and wholesale
funds, as well as the results of its operationsaapital expenditures. The strength of the Bansidlity position is a result of its base of core
customer deposits. These core deposits are suppiediey wholesale funding sources that includeithiees with the other banking
institutions, the FHLB and the FRB.

The primary sources of liquidity for the parent gamy are dividends from the Bank and access tadiahand capital markets. Dividends
from the Bank are limited by various regulatoryuiggments related to capital adequacy and eartiegds. 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 liméth a correspondent bank.

The Company’s cash and cash equivalents were $3ilidn as of September 30, 2013, up $39.0 millilmm $60.4 million as of

December 31, 2012. Net cash provided by operatitigiges totaled $34.8 million and the principalsce of operating activity cash flow was
net income adjusted for noncash income and exptares. Net cash used in investing activities tatdi@48.0 million, which included cash
outflows of $76.0 million for net loan originatioasid $69.5 million from investment securities tai®ns. Net cash provided by financing
activities of $152.1 million was attributed to irases of $152.4 million and $8.3 million in dep®sibd short-term borrowings, respectively,
partly offset by $8.2 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 a##l7.5 million of preferred stock at September 3,2and December 31, 2012, respectively.
The Company and the Bank’s total capital are coseprof Tier 1 capital for each entity plus a pesibie portion of the allowance 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 dingdiTier 1 capital by adjusted quarterly averagal 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
2013 2012
Total shareholders’ equity $ 247,84 $ 253,89
Less: Unrealized (loss) gain on securities avadlabt sale, net of
tax (1,159 16,06(
Net unrecognized gain on available for sale seesrit
transferred to held to maturity, net of 1 47 —
Unrecognized net periodic pension & postretirentesmefits
(costs), net of ta (12,217 (12,807
Disallowed goodwill and other intangible ass 50,09¢ 50,38¢
Tier 1 capital $ 211,06t $ 200,25!
Adjusted average total assets (for leverage capitgdoses $2,749,79 $2,596,12;
Tier 1 leverage ratio (Tier 1 capital to adjustedrage total asset 7.68% 7.71%
Total Tier 1 capita $ 211,06¢ $ 200,25!
Plus: Qualifying allowance for loan loss 24,15: 23,35t
Total risk-based capite $ 235,22( $ 223,61(
Net risk-weighted asse! $ 1,929,60 $1,867,03;
Tier 1 capital ratio (Tier 1 capital to net r-weighted asset: 10.9%% 10.7%
Total risk-based capital ratio (Total risk-basedit to net risk-
weighted asset: 12.1%% 11.9¢%
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The Company’s and the Bank’s actual and requirgdlatory capital ratios were as follows (dollarghousands):

For Capital
Actual Adequacy Purposes Well Capitalized
Amount Ratio Amount Ratio Amount Ratio
September 30, 201:
Tier 1 leverage Company $211,06¢ 7.68% $109,99: 4.00% $137,49( 5.0(%
Bank 201,55. 7.34 109,82: 4.0C 137,27¢  5.0C
Tier 1 capital: Company 211,06¢ 10.9¢ 77,18¢ 4.0C 115,77¢  6.0C
Bank 201,55: 10.4¢ 77,041 4.0C 115,56: 6.0C
Total risk-based capita Company 235,22( 12.1¢ 154,36¢ 8.0C 192,96( 10.0(
Bank 225,65¢ 11.72 154,08: 8.0C 192,60: 10.0C
December 31, 201
Tier 1 leverage Company $200,25! 7.71% $103,84! 4.0(% $129,80¢ 5.0(%
Bank 192,13t 7.41 103,68: 4.0C 129,60: 5.0C
Tier 1 capital: Company 200,25! 10.7: 74,681 4.0C 112,02: 6.0C
Bank 192,13t 10.31 74,52¢  4.0C 111,78¢  6.0C
Total risk-based capita Company 223,61( 11.9¢ 149,36: 8.0C 186,70: 10.0C
Bank 215,44; 11.5¢ 149,05. 8.0C 186,31! 10.0(

The leverage ratio decreased as of September 38,\208en compared to December 31, 2012 primarily @sult an increase in average asset
See the “Recent Developments—New Capital Ruledi@eof this Management’s Discussion and Analysisd description of the new capital
ratios that will be phased-in beginning in 2015.

Dividend Restrictions

In the ordinary course of business the Compangeddent upon dividends from the Bank to providel&ufor the payment of dividends to
shareholders and to provide for other cash req@ntsn Banking regulations may limit the amountigfdinds that may be paid. Approval by
regulatory authorities is required if the effectddfidends declared would cause the regulatorytabpf the Bank to fall below specified
minimum levels. Approval is also required if divitks declared exceed the net profits for that yeartined with the retained net profits for
preceding two years.
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| TEM 3. Quantitative and Qualitative Disclosures About Market Risk

Quantitative and qualitative disclosures about raarisk were presented at December 31, 2012 in t&rof the Company’s Annual Report on
Form 10-K for the year ended December 31, 2018leaswith the Securities and Exchange CommissioMarch 18, 2013. 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, 2012 to September 30, 2013.
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 econoaliewof equity. At September 30, 2013, 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, 2014 assumingnitaieous changes in interest rates for the gatershock scenarios (dolle
in thousands):

Changes in Interest Rate

-100 bp +100 bg +200 bg +300 bg
Change in net interest income $(1,577) $2,421 $4,011 $4,151
% Change (1.72% 2.6%% 4.31% 4.59%

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 stteage environment.

The simulations referenced above are based on rear@ag’s assumption as to the effect of interestechinges on assets and liabilities and
assumes a parallel shift of the yield curve. lbafecludes certain assumptions about the futui@rgiof loans and deposits in response to
changes in interest rates. Further, it assumesitiamtguency 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 replacemerggdbr 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 chastickeof each class of financial
instrument, including the stated interest rateppead relative to current market rates or sprehaedjkelihood of prepayment, whether the rate
is fixed or floating, and the maturity date of thetrument. As a general rule, fixed-rate finaneigdets become more valuable in declining rats
scenarios and less valuable in rising rate scesaibile fixed-rate financial liabilities gain iralue as interest rates rise and lose value as
interest rates decline. The longer the duratiotiheffinancial instrument, the greater the impaetta 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&033 and December 31, 2012. The analysis addiljopi@sents a measurement of the
interest rate sensitivity at September 30, 2013@exkember 31, 2012. 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.
Percentage Percentagt
EVE Change Change EVE Change Change
Rate Shock Scenar
Pre-Shock Scenari 459,77 392,73.
+ 200 Basis Point $439,63¢  $(20,13)) (4.39% $392,90: $ 172 0.02%

The Pre-Shock Scenario EVE was $459.8 million at&aber 30, 2013, compared to $392.7 million atdbawer 31, 2012. The increase in the
Pre-Shock Scenario EVE at September 30, 2013, cadpa December 31, 2012 resulted primarily fromae favorable valuation of non-
maturity deposits that reflected alternative fugdiate changes used for discounting future caststlo

The +200 basis point Rate Shock Scenario EVE iset&rom $392.9 million at December 31, 2012 to%&3nillion at September 30, 2013,
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 decreaseddrosd at December 31, 2012 to (4.38)% at SepteBle2013. The increase in
sensitivity resulted from a reduced benefit invhiiation of non-maturity deposits and greater iigitg for investment securities in the +200
basis point Rate Shock Scenario EVE as of SepteB8het013, compared to December 31, 2012.

ITEM 4.  Controls and Procedures
Evaluation of disclosure controlsand procedures

As of September 30, 2013, the Company carried m@valuation, under the supervision and with th¢igpation of the Company’s
management, including the Company’s Chief Execufifficer and Chief Financial Officer, of the effa@ness of the design and operation of
the Company'’s disclosure controls and proceduresuant to Rule 13a-15(b), as adopted by the Sesiehd Exchange Commission (“SEC”)
under the Securities Exchange Act of 1934 (“Excleafgt”). Based upon that evaluation, the Chief Exiwe Officer and Chief Financial
Officer concluded that the Company’s disclosuretis and procedures were effective as of the énldeoperiod covered by this report.

Disclosure controls and procedures are the cordradsother procedures that are designed to ensatréformation required to be disclosed in
the reports that the Company files or submits utitkeiExchange Act is recorded, processed, sumnaaaize reported within the time periods
specified in the SEC's rules and forms. Disclosoetrols and procedures include, without limitatioantrols and procedures designed to
ensure that information required to be discloseithénreports that the Company files or submits utitke Exchange Act is accumulated and
communicated to management, including the Chiethtree Officer and Chief Financial Officer, as appriate, to allow timely decisions
regarding required disclosure.

Changesin internal control over financial reporting

There were no changes in the Company’s internakabover financial reporting that occurred durihg quarter ended September 30, 2013
that have materially affected, or are reasonakBlyito materially affect, the Company’s internahtrol over financial reporting.
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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, 20a&2d March 18, 2013, 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, 2012, dated MB8¢l2013, as filed with the Securities and Exclea@gmmission.

ITEM 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 Finamstiéditions, Inc. and Karl F. Kret Filed Herewitt
31.1 Certification pursuant to Section 302 of the Sad3-Oxley Act of 200.—Principal Executive Office Filed Herewitt
31.2 Certification pursuant to Section 302 of the Sads-Oxley Act of 200.—Principal Financial Office Filed Herewitt
32 Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sarbarks+O

Act of 2002 Filed Herewitt
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 Docunh
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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 5, 201
Martin K. Birmingham

President and Chief Executive Offic

(Principal Executive Officer

/ 9 Kevin B. Klotzbach , November 5, 201
Kevin B. Klotzbact
Executive Vice President, Chief Financial Officer
and Treasure
(Principal Financial Officer

/s/ Michael D. Grover , November 5, 201
Michael D. Grove

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 ClaifAgreement”) is entered into by and between Raial Institutions, Inc., a bank holding
company chartered under the laws of the State of Xark, having its principal office at 220 Liber8t., Warsaw, New York 14569, and its
subsidiaries and affiliates (collectively refertedas the “Company”); and Karl F. Krebs (the “Ext@oei’ or “you”), an individual residing at
9130 Beech Meadows Court, Clarence Center, New Y4632.

1. Resignation You agree that your resignation from the Company effective at the close of business on April2(8,3 (the
“Separation Date”), and that you resigned your eyiplent in all capacities with the Company.

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 payifior employment-related benefits through theaBaton 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 reswboflucting 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 gaployment with the Company.

3. Termination of Compensation and Benefits.

a) You acknowledge and agree that all of your carepton and employment-related benefits ended eS#paration Date or the
last day of the month in which your employment ehdiepending upon the benefit. You have or wileree additional information regarding
the date on which each benefit ended as well asnghits to insurance continuation (at your expg@sel 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 Compeaagyof its affiliates that remain outstanding amyested as of the Separation Date ¢
be terminated effective as of the Separation Dadebe forfeited without consideratic



4. Company Property

a) To the extent you have not already done sooldpter than September 13, 2013, you shall remthé Company all documents
(and all copies thereof) and other property belogdd the Company that you have in your possessi@ontrol, with the exception of any
property that the Company authorizes you in writimgetain. The documents and property to be retlibry you include, but are not limited to,
all files, correspondence, e-mail, memoranda, noigbooks, drawings, records, plans, forecasparts, studies, analyses, compilations of
data, proposals, agreements, financial informatiesearch and development information, customernmétion, marketing information,
operational and personnel information, specificatjaccode, software, databases, computer-recorfi@uiation, tangible property and
equipment (including, but not limited to, facsimiteachines, mobile telephones and servers), cradiscentry cards, identification badges anc
keys; and any materials of any kind which contaiembody any proprietary or confidential informatiof the Company (and all reproductions
thereof in whole or in part). You agree to makeligeht search to locate any such documents, ptp@erd information. To the extent such
Company documents and property now contain notatioat you claim are attorney-client privilegeduynay redact such attorney-client
privileged information prior to returning the Conmyadocuments and property.

b) If you have used any computer, server, or e-Byatem owned by you or a member of your immedjidaghily to receive, store,
review, prepare or transmit any Company confidéotigroprietary data, materials or informatiorgnihon or before September 13, 2013, you
shall provide the Company with a computer-useabfsy of all such information and then permanentlietdeand expunge such confidential or
proprietary information from those systems. Todhtent such electronic information now containsgiasttachment or otherwise) notations
that you claim are attorney-client privileged, yoay redact such attorney-client privileged inforimafrior to providing it to the Company in
computer-useable form.

c) On or before September 13, 2013, you agreeavige a signed and notarized certification thagrad diligent efforts to locate
Company documents and property in your possesgoanhave complied with Paragraphs 4(a) and 4(byeland/or that there was no
Company confidential or proprietary data, matesiainformation on any computer, server or e-mastteyn owned by you or a member of your
immediate family, and therefore that no copyingleletion of such information was necessary. Onefoile September 13, 2013, you and your
attorneys also agree to provide a signed and methgertification that you and they have destrayeygunredacted originals and/or copies of
the attorney-client privileged materials refereniethe last sentence of Paragraphs 4(a) and #(njea

d) 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



e) Although you have returned the Company cell ghtime Company will allow you to retain the celbple number for your
personal use, at your expense, and both partieg agrexecute any documents necessary to accontipdisransfer of that cell phone number.
You will bear the expense and pay any fees assatigith that transfer. You further agree that yadll ferward any Companyelated telephor
calls or voice mail messages you receive at tHhphene number to Kevin B. Klotzbach (CFO) or drestCompany officer on the same
business day you receive such call/message.

5. Separation Benefitdn consideration of your acceptance of the tesfrthis Agreement, including but not limited to thleligations
imposed by Paragraphs 9 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 22 has expired with nocation, the Company will provide you
with the separation benefits described in this Gash 5.

a) The Company will pay a separation pay benefib@total amount of Five Hundred Twenty-Five Than Dollars
($525,000.00). This separation pay benefit wilplag as follows:

(i) Within fifteen (15) days of the Company’s regiedf written payment/wiring instructions from youhich you agree to
provide after the Effective Date of this Agreemerst,defined in Paragraph 22 below, the Companypailla lump sum cash
payment of One Hundred Seventy-Five Thousand Do(t75,000.00).

(il) The remaining separation pay benefit of Thifeendred Fifty Thousand Dollars ($350,000.00) wél fmaid to you in equal
bi-weekly installments, less required payroll dadhres and withholdings, for a period of fifty-tw62) installments in accordance
with the Company’s regular payroll schedule anafica. These installments will begin on the Compsfiyst regular pay period
after September 14, 2013, provided you have exddhte Agreement and the revocation period sehforParagraph 22 has
expired with no revocation.

b) The Company will not seek to recoup the Tradaitey Country Club full-year dues it has alreadydoon your behalf for 2013.
Any dues, fees, assessments or other charges gauahTransit Valley Country Club after the SegiaraDate are your responsibility.

c) In the event that the Company receives an igdudm a future prospective employer, the Compailyomly disclose the positic
you held and the duration of your employment, usigsu authorize in writing that additional inforrwet to be disclosec

3



d) The Company makes no representations to youdigggthe taxability and/or tax implications ofghAgreement. You are solely
responsible for any tax consequences associatbdheitpayments made pursuant to this Agreemerdradgss of whether the Company shc
have contributed and withheld taxes from the an®patd (including Social Security and Medicare)uNagree to defend, indemnify,
reimburse and hold the Company harmless for anyalitdxes, contributions, withholdings, fees, asseents, interest, costs, penalties and
other charges that may be imposed on the Compattyebipternal Revenue Service, the New York Stabe Department or any other federal,
state or local taxing authority by reason of thgnpent made pursuant to paragraph 5(a)(i) abovealibence of withholdings and deductions
made from that payment and/or your non-paymenaterpayment of taxes due with respect to that payraed you alone assume all liability
for all such amounts.

e) 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.

f) You acknowledge and agree that, in the abseht@soAgreement, you are not entitled to any & sieparation benefits set forth
in this Paragraph 5.

6. Krebs Release Of All Claims Against Company

a) By signing this Agreement you agree that youreleasing 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 (exceptigdtie 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) your 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 AmericanghDisabilities Act of 1990 (the “ADA"), the Genetinformation Nondiscrimination Act
of 2008 (“GINA"), the Equal Pay Act of 1963, therRdy 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 andralaunder the anti-retaliation
provisions of the Sarbanes-Oxley Act, 18 U.S.C584A and the Dodd-Frank Act, 12 U.S.C. § 5567 anlfgal 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 androlg such as a breach of express or implied canti@t (whether negligent or intentional),
wrongful discharge, constructive discharge, intiotof emotional distress, defamation, promissatpepel, and any claim for fraud, omission
or misrepresentation, breach of express or imgligdes, or violation of public policy or policiegractices, or procedures of the Company.

d) You further agree that you are giving up anéasing 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 wajwdischarged or released in this Paragraph 6.

e) The claims you are giving up and releasing darmedude 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 governmergainay alleging employment discrimination
or challenging the validity of this release of ddims; (iii) your right to participate in any admstrative or court investigation, hearing or
proceeding; or (iv) any other right that you carwaive as a matter of law. You agree, however,dovevand 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 addititime release of all claims set forth in this Agreaitdoes not affect your rights as expressly
created by this Agreement, and does not limit yahility to enforce this Agreement or to challenige énforceability of this Agreement.

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



7. Company Release Of All Claims Against Krebs

a) By signing this Agreement, the Company agreasitlis releasing and waiving its right to bringydegal claim of any nature
against you. The claims the Company is giving whuide, but are not limited to, claims related, cliyeor indirectly, to your employment
relationship with the Company, including your sepian from employment. This Agreement is intendetée interpreted in the broadest
possible manner to include all actual or poteréigal claims the Company may have against you,mazexpressly provided otherwise in
Paragraph 7(d).

b) Specifically, the Company agrees that it isyfialhd forever giving up all of its legal rights acldims against you, whether or not
presently known to it, that are based on eventaroiog before the Company signs this Agreement. Chmpany agrees that the legal rights
and claims it is waiving include rights and claiomsler federal, state or local statute, regulationders or common law, including breach of
express or implied contract, tort (whether negltgarintentional), wrongful discharge, constructdischarge, infliction of emotional distress,
defamation, promissory estoppel, and any clainirord, omission or misrepresentation, breach ofesgor implied duties, or violation of
public policy or policies, practices, or proceduogéshe Company.

c) The Company further agrees that it is givingangd releasing any damages or relief of whateverreatr description, including,
but not limited to, compensatory damages, punii@mages, penalties, interest, and equitable fofmedief, as well as any claim for attorney’s
fees or costs, which may arise from any of thentdawvaived, discharged or released in this Paragfaph

d) The claims the Company is giving up and relagpasim notinclude any COBRA, unemployment insurance or wagker
compensation rights that the Company may have.iNgih this Agreement shall be construed to comtgit waiver of (i) any claims the
Company may have against you that arise from aatenissions that occur aftédre date that the Company signs this Agreemehth@i
Company’s right to file an administrative chargehaany governmental agency; (iii) the Company’tig participate in any administrative or
court investigation, hearing or proceeding; or émy claims that the Company cannot waive as aemattiaw. The Company agrees, however
to waive and release any right to receive any idd& remedy or to recover any monetary damagesrasult of any administrative charge,
proceeding, arbitration or lawsuit brought by th@pany or on its behalf for the claims waived agldased herein. In addition, this Waiver
and Release does not affect the Compgnghts as expressly created by this Agreemeudtdaes not limit its ability to enforce this Agreent
and/or to challenge the enforceability of this Agreent.

8. No Pending Action You represent that, as of the date that you tignAgreement, you have not filed any charge, daimpor 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.




9. Confidential Information and Insider Informatiorfou agree and acknowledge as follaws

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

(b) You shall not at any time, whether before derathe termination of your employment, use, cajis¢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 extent itdmmes publicly available through no fault on
your part, and (ii) to the extent you are requieedo so pursuant to applicable law or pursuatfioal order of a court or arbitrator havi
jurisdiction thereof; provided, however, that priorsuch disclosure you shall promptly notify then@pany in writing of any such order
request to disclose and shall cooperate fully withCompany in protecting against any such discéoby narrowing the scope of such
disclosure and/or obtaining a protective order wétpect to the permitted use of the Confidentitdrination.

(c) For purposes of this Agreement, “Confidentrdbrmation” shall mean all information pertainirgthe business and operations
of the Company that is not generally availableh® public and the Company desires to keep conii@emicluding, but not limited to,
information relating to the Comparsyproducts, services, relationship with its requigtsuppliers, 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 ra#scribed herein but that is regarded as confaantder 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 October2®,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.

10. No Derogatory Statements/Communications or &ijmeral Interference

a) You agree that you will not directly or indirgcinake, or cause to be made, any written or deaément or other communication
that is derogatory or disparaging to the CompanherCompany’s predecessors, successors or thetjrquarent or future parents, subsidiaries
related entities, or any of their members, shaadrs| officers, directors, agents, attorneys, eygas, 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 sodlviduals 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 communiaaris with any directors, shareholders, or emplopéd¢ise 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 raqddsy the Company or required by applicable law.
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b) The Company agrees that the members of its Bafaldirectors and its Senior Management (speciffc&hief Executive Office
Chief Operating Officer, Chief Financial Officendlor Director of Human Resources) will not dirgadt indirectly make, or cause to be me
any written or oral statement or other communicatiwat is derogatory or disparaging to you. Commations between the individuals listed
above and/or with their attorneys shall not violhtie provision.

¢) Nothing in this Agreement is intended to or spedvent or limit the parties from providing testiny or information in response
to a valid subpoena, court order, regulatory regoesther judicial, administrative or legal proses otherwise as required by law. The parties
agree that they will notify the other party in ving as promptly as practicable after receiving seguest for testimony or information regarding
the other party in response to a subpoena, coder oregulatory request or other judicial, admnaiste or legal process or otherwise as
required by law, regarding the anticipated testiynoninformation to be provided and at least foemt¢14) days prior to providing such
testimony or information (or, if such notice is mpatssible under the circumstances, with as mualr patice as is possible).

11. Confidentiality of Agreement

a) You agree to keep the terms of this Agreemdirdpauments relating to this Agreement, and theelfi¢ being paid under it,
completely confidential. You shall not disclose amfprmation concerning the existence or termshaf Agreement or provide a copy of this
Agreement to anyone, except as follows: (i) todkint necessary to report income to appropriaiedaauthorities; (ii) to communicate with
your attorneys, your investment or financial adkgsor your accountants as necessary for obtaieigal land/or financial planning advice
which case such person or entity shall be inforofetie confidential nature of this Agreement);)(ifi response to a judicial order or subpoeng
issued by a state or federal court or governmexg@hcy or any other order of a court of competgngdiction or a discovery request pursuant
to established Rules of Civil Procedure in a cidtion in state or federal court or in responsanty other discovery request or deposition
guestion made or posed.

b) The Company’s Board of Directors and its SeManagement (specifically, Chief Executive OfficEhief Operating Officer,
Chief Financial Officer, and/or Director of Humaeg$durces) agree to keep the terms and the existétizis Agreement completely
confidential and shall not disclose any informatimmcerning the existence or terms of this Agred¢rmeprovide a copy of this Agreement to
anyone, except as follows: (i) to the extent nesxgs® process the payments required in Sectidmoeand/or to report that this Agreement
and/or those payments to appropriate regulatontaxidg authorities (including the SEC); (ii) toromunicate with its attorneys, its investm
or financial advisors or its accountants as necgdsaobtaining legal and/or financial advice (umich case such person or entity shall be
informed of the confidential nature of this Agreat)e(iii) in response to a judicial order or sulkpa issued by a state or federal court or
governmental agency or any other order of a cdurbmpetent jurisdiction or a discovery requesispant to established Rules of Civil
Procedure in a civil action in state or federalrton in response to any other discovery requesieposition question made or posed.
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c¢) Additionally, nothing herein precludes a paryn apprising any attorney, court, arbitrator, ausirative agency or
governmental body of the existence and/or termhkisfAgreement in order to enforce this Agreemtnthallenge the enforceability of this
Agreement and/or to support an argument that anédfense is barred by reason of the waivers dedses contained herein or to counter an:
such argument.

12. Interim Obligations You understand and agree that the obligationtageed in Paragraphs 9 to 11 above are materigigions 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 predesith a draft of this Agreement and the
Effective Date of this Agreement (“Interim Periodfat would be violations of Paragraphs 9 to 1thif Agreement if taken after the Effective
Date of this Agreement. Accordingly, as a matdridlcement for the Company to enter this Agreemgmni,represent and warrant that, during
the Interim Period, you did not and will not takeyaactions, directly or indirectly, that would bhations 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/illials listed in Paragraph 10, and/or disclosirgtérms of this Agreement or the amounts
or benefits to be paid under this Agreement (othan as allowed in Paragraph 11).

13. Remedies|n the event that either Party breaches anysafbtigations under this Agreement, the other Pady, at its option, obtain
monetary damages, a court order requiring the d¥hety to comply with this Agreement, or other llegrad equitable remedies as appropriate.
A court, jury, arbitrator and/or agency of compeijenisdiction shall determine the nature, exterd aalue of any damages caused by a breac
of this Agreement, including whether a breach &f fkgreement requires the return of some or athefbenefits provided under Paragraph 5
above and/or the discontinuance of any Pantgimaining obligations under this Agreement. Tasgi®s, in addition to any other rights they r
have at law or in equity, shall have the rightdéelsenforcement of this Agreement in an actiomwatdr in equity and the prevailing party in
such an action to enforce this Agreement shall llageight to recover reasonable legal fees, @siisexpenses, to the extent permitted by lav
and to the extent that such recovery does nottrigstiie invalidation of this Agreement.

14. Future EmploymentYou agree that neither you, nor anyone actingaur behalf, will apply for or seek employment witte
Company in the future. You agree that in the eyentapply for or seek employment with the Companihe future, the Company is under no
obligation to consider that application and mayydsaid application based on this Agreement.

15. 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.
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16. Binding Nature This Agreement shall bind, be transferable td/@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.

17. Governing Law/Interpretation/Legal Proceedings

a) This Agreement shall be governed, construedjrgrdoreted, and the rights of you and the Compsdrafl be determined in
accordance with New York law, without regard tocitsflicts of laws principles, except to the extddt the law of the United States governs
any matter set forth herein, in which case suctefaddaw shall govern.

b) Disputes arising under it shall be heard exeklgiby 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 lodateMonroe County, New York.

c) The parties further agree that, whenever passdzch 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 exteftach prohibition or invalidity, without invalidiaty the remainder of such provision or the
remaining provisions, which shall be fully sevemhhd given full force and effect. However, in @went 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 unenforceddteany reason, then the Company shall
have the option to rescind this entire Agreememd,iamediately recover from you any payments madsyant to Paragraph 5 above, or to
require that you execute another release thagéd Bnd enforceable, without further consideratfmayments or compensation.

18. 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 agreementdwtvthe Company and you regarding
your termination and supersedes and renders nadilvaid any and all prior or contemporaneous oraldtten 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”).

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 thevjmions contained therein regarding
Confidentiality (Article 1), Non-Competition (Artie 2) and Non-Solicitation (Article 2), and you agrthat such continuing obligations survive
the termination of your employment with the Companyg continue to be binding upon you after the &sjmn Date. The Company agrees
that, notwithstanding any other provisions hergimdhe Executive Agreement, the
Non-Competition and Non-Solicitation provisions of theecutive Agreement terminate six months afterfSfparation Date.
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19. 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 adeweidether to sign itf, for any reason, you believe that this Agreemenis not entirely
voluntary, or if you believe that you do not have wough information, then you should not sign this Ageement.

20. 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.

21. 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 consultindpah attorney. A draft of this Agreement
was first given to you on August 1, 2013. If yoweeute this Agreement prior to the expiration of 2ieday period, you represent and warrant
that you have freely and willingly elected to do $he parties further agree that changes to thisesgent after August 1, 2013, whether
material or immaterial, do not restart the 21-dasiqd.

22. Revocation Period; Effective Datéfter you have accepted this Agreement, you hale an additional 7 calendar days in which to
revoke your acceptance. If you do not revoke yageptance, then thet8lay after the date of your signature will be thé&éEtive Date” of
the Agreement, and you may not thereafter revokeoitrevoke this Agreement, you agree to sendevrittotice to: Martin K. Birmingham,
Chief Executive Officer, Five Star Bank, 220 LieB8treet, Warsaw, New York 14569. You acknowledge agree that if you exercise your
right to revoke this Agreement, your resignatiorenfployment will remain valid and effective on Beparation Date and you will not be
entitled to the separation benefits in Paragraph 5.

23. Section 409A

a) The compensation and benefits under this Agratare intended to comply with or be exempt from tbquirements of
Section 409A of the Internal Revenue Code of 198@&mended, and the Treasury Regulations and afff@al guidance promulgated and
issued thereunder (collectively, “Section 409ANdahis Agreement will be interpreted in a manrmrsistent 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 liablgaio for any payment made under this Agreementishdetermined 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.
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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.

24. DoddFrank Clawback Notwithstanding any other provision of this Agment to the contrary, in order to comply with SextilOD
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 amountofy “incentive-based compensation” (as defined utlfteClawback Requirements) received
during the three-year period preceding the datettinh the Company is required to prepare the adbogimestatement, based on the erroneou
data, in excess of what would have been paid touymier the accounting restatement as determinédeb@ompany in accordance with the
Clawback Requirements and any policy adopted byCthmapany pursuant to the Clawback Requirements.

[SIGNATURES ON FOLLOWING PAGE]
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IN WITNESS WHEREOF, the Executive and the Company by its duly authorizgent, have hereunder executed this Agreemerihterdi
to be legally bound by its provisions.

Karl F. Krebs Financial Institutions, Inc., on
behalf of itself and its subsidiaries
and affiliates

/s Karl F. Krebs (By)_/s/ Martin K. Birmingham
Name: Martin K. Birminghan
Date: September 4, 20 Date: September 10, 20
STATE OF NEW YORK)
COUNTY OF ) Ss:
On the day of , 2013, befme, the undersigned, personally appeKatiF. Krebs, personally known to me or proved to me

on the basis of satisfactory evidence to be thividaal whose name is subscribed to the withinrimsient and acknowledged to me that he
executed the same in the capacity, and that bgitnigture on the instrument, the individual, orpleeson upon behalf of which the individual
acted, executed the instrument.

NOTARY PUBLIC

STATE OF NEW YORK)
COUNTY OF ) ss:

On the day of , 2013, befme, the undersigned, personally appeared personally known to me or proved to meten
basis of satisfactory evidence to be the individuabse name is subscribed to the within instruraedtacknowledged to me that he/she
executed the same in the capacity, and that bigdrisignature on the instrument, the individuaktherperson upon behalf of which the
individual acted, executed the instrument and leeisia ®financial Institutions, Inc. , described in, and who, on behalf of
Financial Institutions, Inc. and its subsidiariesl affiliates, executed the within instrument.

NOTARY PUBLIC
13



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 5, 2013 / §/ 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 5, 2013 /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, 2013 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 5, 2013 /s Martin K. Birmingham

Martin K. Birmingham
President and Chief Executive Offic
(Principal Executive Officer

Date: November 5, 2013 /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



