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PART I. FINANCIAL INFORMATION
ITEM 1. Financial Statements

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

(Dollarsin thousands, except share and per share data)

ASSETS

Cash and cash equivaler

Cash and due from ban

Federal funds sold and inter-bearing deposits in other bar

Total cash and cash equivale

Securities available for sale, at fair va
Securities held to maturity, at amortized costr(faiue of $266,640 and $250,657, respectiv
Loans held for sal
Loans (net of allowance for loan losses of $27,466 $26,736, respectivel
Company owned life insurani
Premises and equipment, |
Goodwill and other intangible assets,
Other asset

Total asset

LIABILITIES AND SHAREHOLDERS ' EQUITY
Deposits:
Noninteres-bearing deman
Interes-bearing deman
Savings and money mark
Certificates of depos
Total depositt
Shor-term borrowings
Other liabilities
Total liabilities
Shareholder equity:
Series A 3% preferred stock, $100 par value; 15$&8es authorized; 1,492 and 1,496 shares issued,
respectively
Series B-1 8.48% preferred stock, $100 par valQ8;@0 shares authorized; 171,906 and 171,927ssh
issued, respective
Total preferred equit
Common stock, $0.01 par value; 50,000,000 shatd®ared; 14,161,597 shares issl
Additional paic-in capital
Retained earning
Accumulated other comprehensive (loss) inct
Treasury stock, at co— 299,121 and 332,242 shares, respecti
Total shareholde’ equity
Total liabilities and sharehold¢ equity

See accompanying notes to the consolidated finksteitements.

June 30, December 31
2014 2013
(Unaudited)
$ 64,73¢ $ 59,59¢
94 94
64,83: 59,69:
601,90« 609,40(
262,05 249,78!
201 3,381
1,869,49: 1,806,88.
50,03: 49,17:
35,92 36,00¢
49,82¢ 50,00:
58,98¢ 64,31
$2,993,26.  $2,928,63
$ 551,22¢ $ 535,47:
507,08 470,73:
766,59 717,92¢
625,17. 595,92:
2,450,07: 2,320,05!
254,68 337,04
18,67¢ 16,69¢
2,723,43 2,673,79
14¢ 14¢
17,19: 17,19
17,34( 17,34:
142 142
67,22 67,57«
194,41¢ 186,13
(3,720 (10,187
(5,576) (6,169
269,82 254,83
$2,993,26. $2,928,63!
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Income (Unaudited)

(In thousands, except per share amounts)

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

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

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

Preferred stock dividenc
Net income available to common shareholc

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

See accompanying notes to the consolidated finbsteiements.

Three months endec

Six months endec

June 30, June 30,

2014 2013 2014 2013
$20,23( $20,06:¢ $40,49° $40,44:
4,65¢ 4,27¢ 9,44t 8,647
24,88: 24,34; 49,94 49,09(
1,571 1,66¢ 3,10z 3,33¢
208 152 462 348
1,78( 1,81¢ 3,56¢ 3,67¢
23,10: 22,524 46,37¢ 45,41
1,75¢ 1,19:¢ 3,86¢ 3,90z
21,34 21,33 42 51« 41,50¢
2,241 2,56¢ 4,491 4,70¢
1,257 1,317 2,431 2,56¢
561 65C 1,12¢ 1,34¢
42¢F 43¢ 82¢ 85:&
81 13€ 707 297
17¢€ 152 33C 22t
94¢ 332 1,262 1,22¢
50 35 15¢ 23t
24 38 (11 39
813 71C 1,617 1,432
6,577 6,37¢ 12,93 12,92¢
9,063 9,22¢ 18,31¢ 18,93t
3,13¢ 3,03¢ 6,37¢ 6,20¢
1,38¢ 1,09: 2,35¢€ 2,03(
777 812 1,50( 1,51¢
53t 60¢ 1,04 1,28¢
38¢ 364 81C 72t
214 258 392 467
2,30¢ 2,071 4,22: 3,881
17,80¢  17,46: 35,02  35,04¢
10,11« 10,24¢ 20,42 19,39
3,08: 3,39¢ 6,17¢ 6,39:
$ 7,032 $6,85( $14,25. $12,99¢
365 367 731 73E
$ 6667 $ 6,487 $13,52( $12,26¢
$ 048 $ 047 $ 09t $ 0.8¢
$ 048 $ 047 $ 09 $ 0.8¢
$ 01¢ $ 0.1¢ $ 03¢ $ 0.3¢
13,79: 13,73¢ 13,78: 13,72¢
13,83¢ 13,76 13,83: 13,76
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income (ks) (Unaudited)

(Dollarsin thousands)

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

See accompanying notes to the consolidated finbsteiements.

Three months endec Six months endec
June 30, June 30,
2014 2013 2014 2013

$7,032 $ 6,85C $14,25. $12,99¢

2,68. (14,470 642t  (16,78Y
20 19¢ 39 39¢
2,70¢ (14,27) 6461 (16,38)
$9,73¢€  $ (7,421) $20,71¢ $ (3,386
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Changes in Shareholdergguity (Unaudited)
Six months ended June 30, 2014 and 2013

Accumulated

Additional Other Total
Preferred Common Comprehensive Treasury Shareholders’
(Dollarsin thousands, Paid-in Retained
except per share data) Equity Stock Capital Earnings Income (Loss) Stock Equity
Balance at January 1, 201: $17,47. $ 14z $67,71( $172,24. $ 3,25 $(6,927) $ 253,89
Comprehensive incom
Net income — — — 12,99¢ — — 12,99¢
Other comprehensive loss, net of — — — — (16,387 — (16,387)
Purchases of common stock for treas — — — — — (229 (229
Repurchase of Series-1 8.48% preferred stoc (77) — 2 — — — (79
Sharebased compensation plai
Shar+-based compensatic — — 20t — — — 20¢
Stock options exercise — — 3 — — 62 58
Restricted stock awards issued, — — (427 — — 427 —
Excess tax benefit on share-based
compensatiol — — (20 — — — (10
Director¢ retainer — — 7 — — 10t 112
Cash dividends declare
Series A 3% Preferr-$1.50 per shar — — — (2 — — 2
Series I-1 8.48% Preferre-$4.24 per shar — — — (739) — — (739)
Commor-$0.36 per shar — — — (4,949 — — (4,944)
Balance at June 30, 2013 $17,39« $ 14z $67,48( $179,56: $ (13,1349 $(6,55¢) $ 244,88
Balance at January 1, 2014 $17,342 $ 14z $67,57¢ $186,13 $ (10,187) $(6,169) $ 254,83
Comprehensive incom
Net income — — — 14,25 — — 14,25
Other comprehensive income, net of — — — — 6,46 — 6,46
Purchases of common stock for treas — — — — — (195 (195
Repurchase of Series-1 8.48% preferred stoc 2 — — — — — 2
Shar-based compensation plal
Share-based compensatic — — 30E — — — 30¢
Stock options exercise — — (€N} — — 13z 132
Restricted stock awards issued, — — (65%) — — 65E —
Cash dividends declare
Series A 3% Preferr-$1.50 per shar — — — @) — — ()
Series [-1 8.48% Preferre-$4.24 per shar — — — (729) — — (729
Commotr-$0.38 per shar — — — (5,239 — — (5,239
Balance at June 30, 201 $17,34C $ 14z $ 67,22 194,416 $ (3,720) $(5,57¢ $ 269,82

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

(Dollarsin thousands)

Six months endec

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
Net loss (gain) on sale and disposal of other a
Decrease in other asst
Decrease 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 aid oa held to maturity securitie
Proceeds from sales of securities available far
Net loan origination:
Purchases of company owned life insura
Proceeds from sales of other as:
Purchases of premises and equipn
Net cash used in investing activiti
Cash flows from financing activitie
Net increase in deposi
Net (decrease) increase in sk-term borrowings
Repurchase of preferred stc
Purchase of common stock for treas
Proceeds from stock options exerci:
Excess tax benefit on sh-based compensation, r
Cash dividends paid to common and preferred shitets
Net cash provided by financing activiti
Net increase (decrease) in cash and cash equis
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 settlevhboens
Accrued and declared unpaid dividel
Increase (decrease) in net unsettled security pass
Loans transferred from held for sale to held famestmen:

See accompanying notes to the consolidated finbsteitements.

June 30,

2014 2013
$ 14,25 $ 12,99¢
2,061 2,09¢
1,582 2,56(
3,86¢ 3,90z
30¢E 20&
1,06¢ 2,771
7,70¢ 19,37¢
(5,229 (21,049
(829) (85%)
(155) (23%)
(1,262) (1,229
11 (39)
28¢ 6,562
(249) (511)
23,41¢ 26,56¢
(125,419 (160,14()
(28,599 (5,16¢€)
83,90¢ 94,95¢
16,49: 5,72
61,42¢ 1,327
(65,937 (41,34()
(34) (39)
628 467
(2,379 (2,25¢)
(59,909 (106,46")
130,02: 62,44
(82,359 13,60°
(2 (79)
(195) (229)
132 59
— (10)
(5,96%) (5,400
41,63: 70,39(
5,14( (9,509)
59,69: 60,4 3¢
$ 64,83. $ 50,92
$ 3,31: $ 3,67¢
8,31: 1,697
311 62€
2,98¢ 2,841
2,26( (47,979
85& —
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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., is a financial holdisompany organized in 1931 under the laws of Nerk\state (“New York” or “NYS”).
Through its wholly-owned New York chartered banksuipsidiary, Five Star Bank, Financial Institutiphm. offers a broad array of deposit,
lending and other financial services to individyatsinicipalities and businesses in Western andr@eXew York. The Company has also
expanded its indirect lending network to includatienships with franchised automobile dealershim €apital District of New York and
Northern Pennsylvania. Referencethe Company” mean the consolidated reporting iexstiand references to “the Bank” mean Five Star
Bank.

Basis of Presentation

The consolidated financial statements include to®ants of Financial Institutions, Inc. and its sidiary. 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 atipemts 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’ consolitifiteancial statements are re-classified
whenever necessary to conform to the current ggagsentation. These consolidated financial setésrshould be read in conjunction with
Company’s 2013 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
Other than completing the acquisition of Scott Ognilaylon Co., Inc. (“SDN"), as described belowe thompany did not have any material
recognizable subsequent events.

On August 1, 2014, the Company completed its adopnsof SDN, a full service insurance agency lechin Amherst, New York. SDN
provides a broad range of insurance services to ratsonal and business clients. SDN will operate subsidiary of Financial Institutions, |
and an affiliate of Five Star Bank.

Use of Estimates

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

Recent Accounting Pronouncements

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

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

(2.) 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 Six months endec

June 30, June 30,
2014 2013 2014 2013
Net income available to common shareholc $ 6,667 $ 6,48° $13,52( $12,26-
Weighted average common shares outstani
Total shares issue 14,16: 14,16: 14,16: 14,16
Unvested restricted stock awal (67) (6€) (65) (73)
Treasury share (309 (3579) (31%) (367)
Total basic weighted average common shares outsta 13,79: 13,73¢ 13,78. 13,72¢
Incremental shares from assum
Exercise of stock optior 28 5 25 6
Vesting of restricted stock awar 19 23 24 33
Total diluted weighted average common shares oaudstg 13,83¢ 13,767 13,83 13,76"
Basic earnings per common sh $ 04¢ $ 047 $ 09 $ 0.8¢
Diluted earnings per common shi $ 048 $ 047 $ 09¢ $ 0.8¢
For each of the periods presented, average shasgssto the following instruments we
excluded from the computation of diluted EPS beedhe effect would be antidilutiv
Stock options — 22t 7 18¢
Restricted stock awart 3 9 1 5
3 234 8 19:
(3.) INVESTMENT SECURITIES
The amortized cost and fair value of investmentisies are summarized below (in thousands):
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
June 30, 201«
Securities available for sale:
U.S. Government agencies and government sponsoterpases $134,44¢ $ 1,71¢ $ 1,05( $135,11°
Mortgagebacked securitie:
Federal National Mortgage Associati 172,44¢ 1,99: 2,211 172,22!
Federal Home Loan Mortgage Corporat 32,92: 894 10 33,80¢
Government National Mortgage Associat 62,94¢ 2,551 54 65,44
Collateralized mortgage obligatior
Federal National Mortgage Associati 63,22« 431 1,427 62,22¢
Federal Home Loan Mortgage Corporat 96,92 21t 3,28¢ 93,84¢
Government National Mortgage Associat 36,85: 911 73 37,69(
Privately issuet — 1,31¢ — 1,31¢
Total collateralized mortgage obligatic 196,99¢ 2,872 4,78¢ 195,08:
Total mortgag-backed securitie 465,31! 8,31( 7,07( 466,55!
Asse-backed securitie — 231 — 231
Total available for sale securiti $599,76: $ 10,26( $ 8,12( $601,90:
Securities held to maturity:
State and political subdivisiol $262,05° $ 4,661 $ 78 $266,64(
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

(3.) INVESTMENT SECURITIES (Continued)

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

Investment securities with a total fair value o#1$% million and $763.1 million at June 30, 2014 &ecember 31, 2013, respectively, were
pledged as collateral to secure public deposits@ndther purposes required or permitted by law.

The scheduled maturities of securities availabtesébe and securities held to maturity at June28@4 are shown below (in thousands). Actual
expected maturities may differ from contractual umiéies because issuers may have the right toocgtepay obligations.

Amortized Fair
Cost Value
Debt securities available for sale:
Due in one year or le: $ 25,20« $ 25,20¢
Due from one to five yeal 83,16: 84,85
Due after five years through ten ye 205,66 205,29
Due after ten yeal 285,73: 286,54!

$599,76! $601,90:

Debt securities held to maturity:

Due in one year or le: $ 23,46¢ $ 23,55¢
Due from one to five yeal 132,76! 134,97:
Due after five years through ten ye 105,78« 108,05
Due after ten yeal 42 54

$262,05' $266,64(

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

(3.) INVESTMENT SECURITIES (Continued)

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

Proceeds from sales and calls
Gross realized gair

Unrealized losses on investment securities anfbfhgalue of the related securities, aggregatethisgstment category and length of time that

Three months endec

Six months endec

June 30, June 30,
2014 2013 2014 2013
$ 41,95¢ $ 37¢E $61,42¢ $1,327
94¢ 332 1,26: 1,22¢

individual securities have been in a continuoualized loss position, were as follows (in thousand

June 30, 201«
Securities available for sale:
U.S. Government agencies and government sponsoterpeses
Mortgagebacked securitie:
Federal National Mortgage Associati
Federal Home Loan Mortgage Corporat
Government National Mortgage Associat
Collateralized mortgage obligatior
Federal National Mortgage Associati
Federal Home Loan Mortgage Corporat
Government National Mortgage Associat
Total collateralized mortgage obligatic
Total mortgag-backed securitie
Total available for sale securiti
Securities held to maturity:
State and political subdivisiol
Total

December 31, 201:
Securities available for sale:
U.S. Government agencies and government sponsoterpases
Mortgagebacked securitie:
Federal National Mortgage Associati
Federal Home Loan Mortgage Corporat
Government National Mortgage Associat
Collateralized mortgage obligatior
Federal National Mortgage Associati
Federal Home Loan Mortgage Corporat
Government National Mortgage Associat
Total collateralized mortgage obligatic
Total mortgag-backed securitie
Total available for sale securiti
Securities held to maturity:
State and political subdivisiol
Total

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
$ 30,83 $ 2 $41,15¢ $ 1,04¢ $ 71,98 $ 1,05
34,57 107 64,58: 2,11( 99,15+ 2,217
— — 3,75( 10 3,75( 10
5,44( 54 — — 5,44( 54
9,01( 22 37,3L 1,408 46,32 1,427
2,61¢ 22 83,80¢ 3,267 86,42¢ 3,28¢
— — 5,68: 73 5,68: 73
11,62¢ 44 126,80t 4,74  138,43! 4,78¢
51,64 205 195,13t 6,865 246,77 7,07(C
82,47 207 236,29 7,91 318,76 8,12(
13,28t 78 — — 13,28t 78
$ 95,75¢ $ 28t $236,29° $ 7,91 $332,05. $ 8,19¢
$86,170 $ 2,78 $ 2,717 $ 14 $ 88,89: $ 2,80
103,77¢ 3,491 20,68¢ 1,31¢ 124,46 4,81(
14,16¢ 20t — — 14,16¢ 20t
14,22¢ 14z — — 14,22¢ 14z
35,63: 2,58¢ 11,76( 60¢ 47,39: 3,19t
72,655 4,98( 15,76 87¢€ 88,417 5,85¢
8,39¢ 58€ — — 8,39¢ 58€
116,68 8,152 27,52 1,48t 144,20" 9,637
248,85! 11,99( 48,21 2,80¢ 297,06 14,79¢
335,03(  14,77¢  50,92¢ 2,81¢ 38595¢ 17,59
72,26¢ 46€ — — 72,26¢ 46€&
$407,29¢ $ 15,24¢ $ 50,92¢ $ 2,81¢ $458,22° $ 18,06¢

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

(3.) INVESTMENT SECURITIES (Continued)

The total number of security positions in the irta@nt portfolio in an unrealized loss position e 30, 2014 was 129 compared to 331 at
December 31, 2013. At June 30, 2014, the Compadyhbsitions in 61 investment securities with a faitue of $236.3 million and a total
unrealized loss of $7.9 million that have been aoatinuous unrealized loss position for more thamonths. There were a total of 68
securities positions in the Company’s investmenmtfplio, with a fair value of $95.8 million and attl unrealized loss of $285 thousand at
June 30, 2014, that have been in a continuous ligeddoss position for less than 12 months. Thesalized loss on these investment secur
was predominantly caused by changes in marketsiteates subsequent to purchase. The fair valo®sf of the investment securities in the
Company'’s portfolio fluctuates as market interasés 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 OTTIl, 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 judgmamd is based on the information then availablaaoagement. There was no impairment
recorded during the six months ended June 30, 28d42013.

Based on management’s review and evaluation o€tdmapany’s debt securities as of June 30, 2014j¢hé securities with unrealized losses
were not considered to be OTTI. As of June 30, 2€igtCompany did not intend to sell any of thauséies in a loss position and believes tha
it is not likely that it will be required to selhg such securities before the anticipated recoséamortized cost. Accordingly, as of June 30,
2014, management has concluded that unrealizeeédassits investment securities are temporary anfdinther impairment loss has been
realized in the Company’s consolidated statemehitscome.

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

Net Deferrec

Principal
Amount Loan Costs
Outstanding (Fees) Loans, Net

June 30, 201«
Commercial busines $ 277,60! $ 76 $ 277,68
Commercial mortgag 469,93t (881) 469,05!
Residential mortgag 106,34: (13€) 106,20¢
Home equity 363,24. 6,33t 369,57¢
Consumer indirec 626,41 26,33( 652,74¢
Other consume 21,20¢ 187 21,39:

Total $1,864,75. $ 31,91 1,896,66.
Allowance for loan losse (27,166

Total loans, ne $1,869,49:
December 31, 201:
Commercial busines $ 265,75: $ 15 $ 265,76¢
Commercial mortgag 470,31: (1,029 469,28«
Residential mortgag 113,10: (56) 113,04!
Home equity 320,65¢ 5,42¢ 326,08t
Consumer indirec 609,39( 26,97¢ 636,36¢
Other consume 22,89 177 23,07(

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

Total loans, ne $1,806,88:

Loans held for sale (not included above) were casegrentirely of residential real estate mortgagestotaled $201 thousand and $3.4 millior
as of June 30, 2014 and December 31, 2013, reselycti
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(4.) 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

Than 9C Total Past

30-59 Day: 60-89 Day:s Total
Past Due Past Due Days Due Nonaccrual Current Loans
June 30, 201«
Commercial busines $ 20068 $ — $ — $ 2,008 $ 3,58 $ 272,01 $ 277,60¢
Commercial mortgag — — — — 2,73¢ 467,20:. 469,93t
Residential mortgag 40¢ — — 40¢ 75¢€ 105,17¢ 106,34.
Home equity 23E 32 — 267 371 362,60" 363,24:
Consumer indirec 1,59( 324 — 1,91« 1,427 623,07 626,41¢
Other consume 13¢ 20 6 16E 6 21,03¢ 21,20¢
Total loans, gros $ 4377 $ 37€ $ 6 $ 4,75¢ $ 8,88° $1,851,10° $1,864,75
December 31, 201:
Commercial busines $ 556 % 19¢ $ — $ 757 $ 3474/ $ 261,52( $ 265,75
Commercial mortgag 80C — — 80C 9,66: 459,84¢ 470,31:
Residential mortgag 54z — — 542 1,07¢ 111,48: 113,10:
Home equity 75C 143 — 89:< 92t 318,84( 320,65¢
Consumer indirec 2,12¢ 47€ — 2,60t 1,471 605,31« 609,39(
Other consume 12€ 72 6 204 5 22,68¢ 22,89:
Total loans, gros $ 4908 $ 89C $ 6 $ 5801 $ 16,61¢ $1,779,68! $1,802,10!

There were no loans past due greater than 90 dalystél accruing interest as of June 30, 2014 @adember 31, 2013. There were $6
thousand in consumer overdrafts which were pasgdeater than 90 days as of June 30, 2014 and Desedih, 2013. Consumer overdrafts
overdrawn deposit accounts which have been refilsis loans but by their terms do not accruaéste

Troubled Debt Restructurings

A modification of a loan constitutes a troubled dedstructuring (“TDR”) when a borrower is experierg financial difficulty and the
modification constitutes a concession. The Compdfers various types of concessions when modifyarams, however, forgiveness of
principal is seldom granted. Commercial loans medifn a TDR may involve temporary interest-onlympents, term extensions, reducing the
interest rate for the remaining term of the loatierding the maturity date at an interest rate faven the current market rate for new debt
with similar risk, requesting additional collateradleasing 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- Posi-
Modification Modification Modification Modification
Outstanding Outstanding Outstanding QOutstanding
Number of Number of
Recorded Recorded Recorded Recorded
Contracts Investment Investment Contracts Investment Investment
June 30, 2014
Commercial busines 1 $ 1381 $ 1,381 1 $ 1381 $ 1,381
Commercial mortgag — — — — — —
Total 1 3 1,381 $ 1,381 1 $ 1381 $ 1,381
June 30, 2013
Commercial busines 1 $ 1270 $ 1,27¢ 3 $ 1462 $ 1,45
Commercial mortgag — — — — — —
Total 1 3 1,270 $ 1,27: 3 $ 1462 $ 1,45
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(4.) LOANS (Continued)

All of the loans identified as TDRs by the Compalwying the six months ended June 30, 2014 and 2@18 previously on nonaccrual status
and reported as impaired loans prior to restrusturhe modifications primarily related to exterglthe amortization periods of the loans.
Nonaccrual loans that are restructured remain oaceyual status, but may move to accrual states tifey have performed according to
restructured terms for a period of time. The TD&sslfication did not have a material impact onGloenpany’s determination of the allowance
for loan losses because the modified loans weraiiag and evaluated for a specific reserve botbrbednd after restructuring.

There were no loans modified as a TDR within thevjmus 12 months that defaulted during the six tm®ehded June 30, 2014 or 2013. For
purposes of this disclosure, a loan modified aDR Ts considered to have defaulted when the bomrdseomes 90 days past due.

Impaired Loans

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

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

June 30, 201+
With no related allowance recorde

Commercial busines $ 161¢ $ 2,146 $ — $ 182 $ —
Commercial mortgag 1,14 1,17 — 1,09: —
2,76( 3,31¢ — 2,91¢ —

With an allowance recorde
Commercial busines 1,971 1,98: 1,05¢ 1,831 —
Commercial mortgag 1,592 1,592 432 6,73: —

3,56: 3,574 1,48¢ 8,57( —
$ 6,32: $ 6,897 $ 148t $ 1148 $ —

December 31, 201:
With no related allowance recorde

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

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

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

@) Difference between recorded investment and unpandipal balance represents partial ch-offs.
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(4.) 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
June 30, 2014
Uncriticized $ 260,16:- $ 453,74
Special mentiol 7,70¢ 6,13¢
Substandar 9,737 10,05:
Doubtful — —
Total $ 277,60 $ 469,93¢
December 31, 201:
Uncriticized $ 250,55: $ 449,44
Special mentiol 6,311 6,89¢
Substandar 8,881 13,97(
Doubtful — —
Total $ 265,75: $ 470,31:

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

Residentia Consumer
Home Other
Mortgage Equity Indirect Consumel
June 30, 201«
Performing $105,58:¢ $362,87. $624,99: $21,19:
Non-performing 75€ 371 1,425 12
Total $106,34: $363,24: $626,41! $21,20:
December 31, 201:
Performing $112,02: $319,73: $607,91¢ $22,88:
Non-performing 1,07¢ 92t 1,471 11
Total $113,10: $320,65¢ $609,39( $ 22,89:
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(4.) 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

June 30, 201«
Loans:
Ending balanc $ 277,60¢ $ 469,93t $106,34: $363,24: $626,41¢ $21,20¢ $1,864,75:
Evaluated for impairmen

Individually $ 358 ¢ 273%¢ §$§ — $ — ¢ — $ — $ 6,32

Collectively $ 274,020 $ 467,20. $106,34. $363,24: $626,41¢ $21,20¢ $1,858,43
Allowance for loan losses
Ending balanc $ 540 $ 7,637 $ 61¢ $ 1607 $1144¢ $ 46C $ 27,16¢
Evaluated for impairmen

Individually $ 1056 $ 43z $ — $ — $ — $ — $ 1,48¢

Collectively $ 4346€ $ 7,201 % 61¢ $ 1607 $1144¢ $ 46C $ 25,67¢
June 30, 2013
Loans:
Ending balanc $ 257,78 $ 43851. $117,93¢ $301,42¢ $572,35( $24,10°7 $1,712,12
Evaluated for impairmen

Individually $ 504: $ 3077 $ — $ — $ — $ — $ 8,11¢

Collectively $ 252,74. $ 435,44( $117,93¢ $301,42¢ $572,35( $24,10°7 $1,704,00
Allowance for loan losses
Ending balanc $ 4758 $ 7,28 7010 $ 1,42¢ $ 11,098 $ 49C $ 25,59(
Evaluated for impairmen

Individually $ 95¢ $ 54 ¢ — ¢ — $ — $ — $ 15U

Collectively $ 379¢ $ 6571 $ 701 $ 1,42¢ $ 11,098 $ 49C $ 24,08(

The following table sets forth the changes in th@aaance for loan losses for the three
thousands)

and six mqmariods ended June 30, 2014 (in

Commercial Commercial Residentia Consumer
Home Other
Business Mortgage Mortgage Equity Indirect Consumel Total
Three months ended June 30, 201
Beginning balanc $ 468¢ $ 798 $ 672 $ 1,371 $11,98 $ 45€ $ 27,15
Charge-offs 3 16t& 69 15€ 2,331 224 2,94¢
Recoveries 68 6 8 29 99t 98 1,20¢
Provision (credit 64€ (18¢) 7 363 79€ 13C 1,75¢
Ending balanc $ 540 $ 7637 % 61€ $ 1607 $11,44¢ $ 46C $ 27,16¢
Six months ended June 30, 201
Beginning balanc $ 427 $ 7,747 $ 67€ $ 1367 $1223( $ 447 $ 26,73¢
Charge-offs 71 16E 147 262 4,78¢ 492 5,92¢
Recoveries 97 13 29 40 2,10( 211 2,49(
Provision 1,10: 42 60 462 1,90z 29t 3,86¢
Ending balanc $ 540 $ 7,637 $ 61€ $ 1,607 $11,44¢ $ 46C $ 27,16¢
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(4.) LOANS (Continued)

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

Commercial Commercial  Residentia Consumel
Home Other
Business Mortgage Mortgage Equity Indirect Consumel Total
Three months ended June 30, 201
Beginning balanc 5,167 $ 6,971 $ 66 $1,28: $11,31: $ 42€ $25,82]
Charge-offs 292 10€ 8t 53 1,92¢ 22¢ 2,69
Recoveries 20E 143 13 73 75¢ 71 1,26¢
Provision (credit (325) 117 10& 121 953 222 1,19:
Ending balanc $ 4758 $ 7,128 3 701 $1,42¢ $11,098 $ 49C $25,59(
Six months ended June 30, 201
Beginning balanc $ 488 $ 6581 $ 74C $1,282 $10,71t $ 51z $24,71«
Charge-offs 531 10¢ 247 322 3,641 481 5,331
Recoveries 242 157 3C 11C 1,56¢ 20¢ 2,311
Provision 16C 49¢€ 17¢€ 354 2,467 251 3,90z
Ending balanc $ 4758 $ 7,128 3 701 $1,42¢ $11,098 $ 49C $25,59(

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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(5.) GOODWILL AND OTHER INTANGIBLE ASSETS

The carrying amount of goodwill totaled $48.5 noiflias of June 30, 2014 and December 31, 2013. dbdwdll relates to the Company’s
primary subsidiary and reporting unit, Five StanBaThe Company performs a goodwill impairment tastin annual basis or more frequently
if events and circumstances warrant.

The Company’s other intangible assets, consistitigety of a core deposit intangible asset, werolisws (in thousands):

June 30 December 31

2014 2013
Gross carrying amount $2,04: $ 2,04C
Accumulated amortizatio (759 (579
Net carrying valut $1,29( $  1,46¢

Amortization expense for the core deposit intargibas $87 thousand and $176 thousand for the dmeésix months ended June 30, 2014,
$98 thousand and $199 thousand for the three andaiths ended June 30, 2013, respectively. Asié B0, 2014, the estimated core depos
intangible amortization expense for the remainde20d4 and each of the next five years is as faldiw thousands):

2014 (remainder of yea $16E
2015 29¢€
2016 251
2017 20t
2018 16C
2019 11¢

(6.) SHAREHOLDERS’ EQUITY
Common Stock

The changes in shares of common stock were asv®lior the six months ended June 30, 2014 and 2013:

Outstanding Treasury Issued

June 30, 201«

Shares outstanding at December 31, Z 13,829,35 332,24 14,161,59
Restricted stock awards issL 43,24: (43,247 —
Restricted stock awards forfeit (8,149 8,14¢ —
Stock options exercise 7,12¢ (7,125 —
Treasury stock purchas (9,109 9,102 —

Shares outstanding at June 30, 2 13,862,47 299,12: 14,161,59

June 30, 2013

Shares outstanding at December 31, 2 13,787,70 373,88t 14,161,59
Restricted stock awards issL 42,03t (42,03Y) —
Restricted stock awards forfeit (18,977 18,971 —
Stock options exercise 3,30(C (3,300 —
Treasury stock purchas (12,349 11,34¢ —
Director¢ retainer 5,672 (5,672) —

Shares outstanding at June 30, 2 13,808,39 353,20° 14,161,59
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(7.) ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

The following table presents the components of rotbenprehensive income (loss) for the six monthigasrended June 30, 2014 and 2013 (in
thousands):

Net-of-tax
Pre-tax
Amount Tax Effect Amount
June 30, 2014
Securities available for sale and transferred stbestr
Change in unrealized gain/loss during the pe $ 12,16¢ $ 4,821 $ 7,347
Reclassification adjustment for net gains inclubtedet income(® (1,527 (602) (919
Total securities available for sale and transfesclirities 10,64 4,21¢ 6,42¢
Amortization of pension and p«retirement items
Prior service cred (24) 9 (15)
Net actuarial losse 88 34 54
Total pension and pc-retirement obligation 64 25 39
Other comprehensive incor $10,71: $ 4,24¢ $ 6,461
June 30, 201
Securities available for sal
Change in unrealized gain/loss during the pe $(26,577) $(10,52%) $(16,04¢)
Reclassification adjustment for net gains inclugtedet income (1,224 (485) (739
Total securities available for s¢ (27,799 (12,010 (16,785
Amortization of pension and p«retirement items
Prior service cred (24) 9 (15)
Net actuarial losse 682 26¢ 413
Total pension and pc-retirement obligation 65€ 26C 39¢
Other comprehensive lo $(27,137) $(10,75() $(16,387)

@ Includes amounts related to the amortization/am of unrealized net gains and losses relatédet@ompany’s reclassification of
available for sale investment securities to thel helmaturity category. The unrealized net gaiss#s will be amortized/accreted over
remaining life of the investment securities as djustment of yield

Activity in accumulated other comprehensive incdifoss), net of tax, for the six month periods endede 30, 2014 and 2013 was as follows
(in thousands):

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

June 30, 201«

Balance at beginning of ye $  (5,33) $ (4,850 $ (10,18)
Other comprehensive income before reclassificat 7,34 — 7,34
Amounts reclassified from accumulated other

comprehensive incon (919 39 (880)
Net current period other comprehensive incc 6,42¢ 39 6,46

Balance at end of peric $ 1,097 $ (4,81) $ (3,720

June 30, 201:

Balance at beginning of ye $ 16,06( $ (12,80 $ 3,25:
Other comprehensive (loss) income before reclassifing (16,04¢) — (16,04¢)
Amounts reclassified from accumulated other

comprehensive incon (739 39¢ (347)
Net current period other comprehensive (loss) ire (16,785 39¢ (16,387
Balance at end of peric $ (725) $ (12,409 $ (13,139
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(7.) ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS) (Continued)

The following table presents the amounts reclassifiut of each component of accumulated other celngmsive income (loss) for the six
month periods ended June 30, 2014 and 2013 (irsémuls):

Amount Reclassified from

Details About Accumulated Other Accumulated Other Affected Line Item in the
Comprehensive Income Componen Comprehensive Income Consolidated Statement of Income
Six months endec
June 30,
2014 2013
Realized gain on sale of investment securities $ 1,262 $ 1,22¢ Netgain on disposal of investm
securities

Amortization of unrealized holding gains (losses) o
investment securities transferred from availabtesde to

held to maturity 25¢ — Interest incom
1,521 1,22¢ Total before ta
(602) (48E) Income tax expens
91¢ 73¢ Net of tax
Amortization of pension and p«retirement items
Prior service cred® 24 24 Salaries and employee bene
Net actuarial losse(®) (88 (682) Salaries and employee bene
(64) (65€) Total before ta
25 26C Income tax benef
(39 (39¢) Net of tax
Total reclassified for the peric $ 88C $ 341

(M These items are included in the computation bpeeodic pension expense. See Note 9 — Emplogeeft Plans for additional
information.
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(8.) SHARE-BASED COMPENSATION PLANS

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

The Company awarded grants of 22,642 shares ofatest common stock to certain members of manageheing the six months ended
June 30, 2014. Fifty percent of the shares subjegach grant will be earned based upon achieveaiem EPS performance requirement for
the Company’s fiscal year ended December 31, 2Dl remaining fifty percent of the shares will laereed based on the Company’s
achievement of a relative total shareholder retif6R") performance requirement, on a percentilsifiacompared to a defined group of peer
companies over a three-year performance perioddeDdeember 31, 2016. The shares earned based anhteement of the EPS and TSR
performance requirements, if any, will vest basedhe recipient’s continuous service to the Compamypecember 31, 2016.

The grant-date fair value of the TSR portion of élmeard granted during the six months ended Jun2@B4} was determined using the Monte
Carlo simulation model on the date of grant, assgrttie following (i) expected term of 2.87 yeai},r{sk free interest rate of 0.62%,

(iiif) expected dividend yield of 3.59% and (iv) eqted stock price volatility over the expected tefithe TSR award of 39.4%. The grant-date
fair value of all other restricted stock awardedgial to the closing market price of our commorlstin the date of grant.

In addition, the Company granted 11,600 sharessificted common stock to management during thensixths ended June 30, 2014. The
shares will vest after completion of a three-yeawvise requirement. The weighted average markeemi the restricted stock awards on the
date of grant was $21.26.

During the six months ended June 30, 2014, the @ompgranted 9,000 restricted shares of common stodkectors, of which 4,500 shares
vested immediately and 4,500 shares will vest afbenpletion of a one-year service requirement. Miaeket price of the restricted stock on the
date of grant was $22.82.

The restricted stock awards granted to managenmeindiaectors in 2014 do not have rights to diviceonddividend equivalents.

The following is a summary of restricted stock aavactivity for the six month period ended JuneZm4:

Weighted

Average

Market

Number of Price at
Shares Grant Date
Outstanding at beginning of year 65,04( $ 16.9¢
Grantec 43,24: 18.7¢
Vested (33,729 18.1%
Forfeited (8,149 19.7%
Outstanding at end of peri 66,41( $ 17.18

As of June 30, 2014, there was $730 thousand @fcognized compensation expense related to unvesseritted stock awards that is expe
to be recognized over a weighted average peridd@fears.
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(8.) SHARE-BASED COMPENSATION PLANS (Continued)

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

Weighted
Weighted Average
Average Remaining Aggregate
Number of Exercise Contractual Intrinsic
Options Price Term Value
Outstanding at beginning of year 192,93 $ 19.8:
Exercisec (7,125 18.4t
Expired (23,436) 23.6¢4
Outstanding and exercisable at end of pe 162,37. $ 19.3¢ 2.4 $ 661

The aggregate intrinsic value (the amount by witiehmarket price of the stock on the date of exerexceeded the market price of the stock
on the date of grant) of option exercises for ikamonths ended June 30, 2014 and 2013 was $32dhduand $7 thousand, respectively. The
total cash received as a result of option exeraiseler stock compensation plans for the six moatited June 30, 2014 and 2013 was $132
thousand and $59 thousand, respectively.

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

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

Three months endec Six months endec

June 30, June 30,
2014 2013 2014 2013
Salaries and employee benefits $ 75 $ (6 $ 15€ $ 79
Other noninterest expen 127 10¢ 14¢ 12€
Total shar-based compensation expel $ 20z $ 105 $ 30t $ 20¢

(9.) EMPLOYEE BENEFIT PLANS

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

Three months endec Six months endec
June 30, June 30,

2014 2013 2014 2013
Service cost $ 48C $ 51€ $ 95¢ $ 1,032
Interest cost on projected benefit obligat 573 50¢& 1,145 1,01C
Expected return on plan ass (1,030 (921) (2,059 (1,847)
Amortization of prior service cred (12 12 (24 (29
Amortization of net actuarial loss 44 341 88 682
Net periodic pension expen $ 55 $ 42¢ $ 111 $ 85¢

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

(10.) 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):

December 31

June 30,
2014 2013
Commitments to extend credit $444,61° $ 431,23t
Standby letters of crec 11,02( 8,61¢

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

The Company also extends rate lock agreementsrtoviers related to the origination of residentiartgage loans. To mitigate the interest
rate risk inherent in these rate lock agreemengsCompany may enter into forward commitments barsgividual residential mortgages. Rate
lock agreements and forward commitments are coresidgerivatives and are recorded at fair valuewBod sales commitments totaled $393
thousand at June 30, 2014. There were no forwaded sammitments outstanding as of December 31,.261&1dition, the net change in the
fair values of these derivatives was recognizedtlasr noninterest income or other noninterest espémthe consolidated statements of
income.

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

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

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

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

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

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

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

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

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

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

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

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

Commitments to extend credit and letters of creditCommitments to extend credit and fund letters eflitrare principally at current
interest rates, and, therefore, the carrying amapptoximates fair value. The fair value of comnatts is not material.
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(11.) 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
June 30, 201+
Measured on a recurring basis:
Securities available for sal
U.S. Government agencies and government
sponsored enterpris $ — $135,11° $ — $135,11°
Mortgagebacked securitie — 466,55! — 466,55!
Asse-backed securitie — 231 — 231
$ = $601,90¢ $ = $601,90¢
Measured on a nonrecurring basis
Loans:
Loans held for sal $ — $ 201 $ — $ 201
Collateral dependent impaired loz — — 2,07t 2,07t
Other asset:
Loan servicing right: — — 1,44¢ 1,44¢
Other real estate ownt — — 554 554
December 31, 201:
Measured on a recurring basis:
Securities available for sal
U.S. Government agencies and government
sponsored enterpris $ — $134,45:. $ — $134,45:
Mortgagebacked securitie — 474,54¢ — 474,54¢
Asse-backed securitie — 39¢ — 39¢
$ = $609,40( $ = $609,40(
Measured on a nonrecurring basis
Loans:
Loans held for sal $ — $ 3,381 $ — $ 3,381
Collateral dependent impaired loz — — 9,22 9,22
Other asset:
Loan servicing right: — — 1,56¢ 1,56¢
Other real estate ownq — — 333 333
$ — $ 3,381 $ 11,12¢ $ 14,50¢

There were no transfers between Levels 1 and 2glthnie six months ended June 30, 2014 and 2013e Tvere no liabilities measured at fair
value on a recurring or nonrecurring basis durirggdix month periods ended June 30, 2014 and 2013.
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(11.) 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 $2,07¢ Appraisal of collateral® Appraisal adjustmeni®  25%- 100% discoun
Discounted cash floy Discount rate 4.5%0C)
Risk premium rat 11.0%®)
Loan servicing right 1,44¢ Discounted cash floy Discount rate 5.2%0)
Constant prepayment re 12.4%B)
Other real estate ownt 554 Appraisal of collaters® Appraisal adjustment(@) 27%- 43% discoun

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

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

()  Weighted average

Changes in Level 3 Fair Value Measurements

There were no assets measured at fair value atuarireg basis using significant unobservable inguesel 3) as of or during the six months
ended June 30, 2014,

Disclosures about Fair Value of Financial Instrumeis

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

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

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

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

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

Time deposits:The fair value of time deposits was estimated uaidgscounted cash flow approach that applies greganarket interes
rates for similar maturity instruments. The faitues of the Company’s time deposit liabilities du take into consideration the value of
the Company’s long-term relationships with depasitavhich may have significant value.
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(11.) 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 June 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 $ 64,83 $ 64,83 $ 59,69: $ 59,69:
Securities available for sa Level 2 601,90: 601,90 609,40( 609,40(
Securities held to maturii Level 2 262,05 266,64( 249,78! 250,65°
Loans held for sal Level 2 201 201 3,381 3,381
Loans Level 2 1,867,42. 1,881,38! 1,797,65! 1,802,40
Loans(®) Level 3 2,07t 2,07t 9,227 9,227
Accrued interest receivahb Level 1 7,64 7,641 8,15( 8,15(
FHLB and FRB stocl Level 2 15,85¢ 15,85¢ 19,66: 19,66:
Financial liabilities:
Non-maturity deposit: Level 1 1,824,901 1,824,901 1,724,13 1,724,13
Time deposit: Level 2 625,17: 626,57¢ 595,92! 596,92¢
Shor-term borrowings Level 1 254,68: 254,68: 337,04 337,04
Accrued interest payab Level 1 3,65¢ 3,65¢ 3,407 3,407

(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, 2013. In addition, please read this section in conjunction with our Consolidated
Financial Statements and Notes to Consolidated Financial Statements contained herein.

FORWARD LOOKING INFORMATION

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

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

are not the exclusive means of identifying suctestants.

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

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

GENERAL

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

Our primary sources of revenue are net interesinec(predominantly from interest earned on ourdaamd securities, net of interest paid on
deposits and other funding sources), and nonirtteresme, particularly fees and other revenue ffirancial services provided to customer:
ancillary services tied to loans and deposits. Bess volumes and pricing drive revenue potential,tand to be influenced by overall
economic factors, including market interest ralesiness spending, consumer confidence, economwnaigrand 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 magsizerse effect on our results of operations amehtial condition.

Our business strategy is to maintain a communitknilosophy, which consists of focusing on andenstanding the individualized banking
needs of the businesses and residents of the coitiesume serve. We believe this focus allows uldanore responsive to our customers’
needs and provide a high level of personal sethiaedifferentiates us from our larger competitatgywing us to maintain long-standing and
broad based banking relationships with our custem@ur core customers are primarily comprised ofskbolds, small to medium sized
businesses and community organizations who prefeuild a banking relationship with a community kanat offers and combines high
quality, competitively-priced banking products witarsonalized service. We believe that our levgdestonal service provides us with a
competitive advantage over larger banks, which termbnsolidate decision-making authority outsioeal 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 stromgpetitor within our market area because
of our focus on community banking needs and cust@®evice, our comprehensive suite of deposit and 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
EXECUTIVE OVERVIEW

Summary of 2014 Second Quarter Results

Net income increased $182 thousand or 3% to $7lwmfor the second quarter of 2014 compared t® $Billion for the second quarter
2013. Net income available to common shareholderthe second quarter of 2014 was $6.7 milliors@A8 per diluted share, compared with
$6.5 million, or $0.47 per diluted share, for tieea@nd quarter of last year. Return on average coweqaity was 10.66% and return on avel
assets was 0.95% for the second quarter of 2014aed to 10.86% and 0.99%, respectively, for tleese quarter of 2013.

Net interest income totaled $23.1 million in thewad quarter 2014, up from $22.5 million in thea®t quarter 2013. Average earning as
were up $190.4 million, led by a $144.7 millioniiease in loans and a $45.9 million increase instmaent securities in the second quarter of
2014 compared to the same quarter in 2013. Thetgriowearning assets was offset by a narrowingmetest margin. Second quarter 2014
interest margin was 3.47%, a decrease of 16 basissgfrom 3.63% reported in the second quarte&0df3.

Noninterest income totaled $6.6 million in the setquarter of 2014, compared to $6.4 million in$lkeeond quarter of 2013. Included in th
totals are gains realized from the sale of investrsecurities. Exclusive of those gains, nonintareome was $5.6 million in the recently
completed quarter and $6.0 million in the seconakrgu of 2013. The decrease in noninterest incamngpared to the second quarter of 2013
was primarily due to lower service charges on dipesounts.

Noninterest expense in the second quarter of 28t $17.8 million compared with $17.5 millionthre second quarter of 2013. The incre
in noninterest expense was largely due to profassigervices associated with the pending acquis@fdScott Danahy Naylon Co., Inc. and the
hiring of additional loan officers and related pemsel as part of the Company’s expansion initiative

The provision for loans losses increased to $11Bomiin the second quarter of 2014 compared t@ $illion in the second quarter of 2013,
primarily a result of net loan growth combined whiigher net charge-offs in 2014. Net charge-offsrduthe recent quarter were $1.7 million,
up from $1.4 million in the second quarter of 20l8t charge-offs expressed as an annualized pageof average loans outstanding were
0.37% during the second three months of 2014 coeadpaith 0.33% in the second quarter of 2013.

The period end allowance for loan losses to toi@hé decreased to 1.43% at June 30, 2014 from lad@écember 31, 2013. Non-performing
loans declined by $7.7 million or 47% to $8.9 mitlior 0.47% of total loans when comparing June28@4 to December 31, 2013. The
decreases reflect meaningful improvement in comialemcortgage non-performing loans.

Our second quarter 2014 leverage ratio increas@d#o from 7.59% in the second quarter of 2018r Tirisk-based capital ratio was 10.95%
and 10.96% at June 30, 2014 and 2013, respectively.

Acquisition of Scott Danahy Naylon Co., Inc.

In May 2014 we entered into a definitive agreentergcquire Scott Danahy Naylon Co., Inc. (“SDN"Yu#l service insurance agency located
in Amherst, NY, a suburb of Buffalo. SDN providebraad range of insurance services to both persomhbusiness clients. Upon closing of
the acquisition, SDN will operate as a subsididriFinancial Institutions, Inc. and an affiliate Bive Star Bank.

Some of the attributes and benefits we expectatizeefrom the acquisition of SDN are:
e Strategic step in growing and diversifying noniestrincome
» Scalable platform provides opportunities to addIsindependent agencies in the futi
» Proven, experienced and capable management aligrigtve organic growth and capitalize on strateggportunities

»  Current business profile includes over 70% cemuial-related activities, providing potential sygies with Five Star Bank’'s commercial
lending busines

» Improves our presence in the Buffalo marketp!

The acquisition of Scott Danahy Naylon Co., Incswampleted on August 1, 2014.
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Expectations

Net interest income is expected to increase moelgraver the remainder of 2014. We anticipate @ndase in earning assets as we reme
focused on loan growth, which will be partly fundeith expected paydowns and liquidity from our s@@s portfolio. However, those
benefits to net interest income are expected foalbgally offset by continued downward pressurenehinterest margin. We plan to maintain a
disciplined approach to loan pricing, but asseldgieemain under pressure due to the low inteegstenvironment, while the opportunity for
deposit repricing is limited.

The commercial loan portfolio is expected to gramsistent with our strategic initiatives and coaéid support of middle market lending.
Automobile loan originations remain strong, reflegtthe positive impact from our investment in antdive dealer relationships. The home
equity portfolio is expected to increase as theeloorigination cost to customers and the converdpptication process has made these pro
an increasingly attractive alternative to residantiortgage loans, accordingly we expect run-offugpace new originations in the residential
mortgage portfolio.

We anticipate the increase in total loans will ngilyeoutpace growth in total deposits. This refiemtir continued focus on the overall cost of
funds, through the use of short-term borrowings/ek as the continued shift towards low- and notetiesnand deposits and money market
deposit accounts.

Noninterest income, excluding the impact of anyusigies gains and investments in limited partngrshis expected to be higher than re«
levels, reflecting our continued efforts to incred®th account and transaction-based fee inconezifally, we expect to see an increase in
revenue related to the acquisition of SDN, whicls wampleted on August 1, 2014. Management williooetto explore opportunities to
increase noninterest income from ndeposit related sources, which may include expanttia products and services we offer through gjia
acquisitions of insurance, wealth management amtigage banking businesses.

Noninterest expense, excluding costs associatddagduiring SDN and incremental expenses relat&Did operations going forward,
expected to remain around current levels as weirectenmitted to diligent expense control.

We do not expect significant changes in overakktigeality and allowance measurements.

The effective tax rate for 2014 is expected to fy@reximately 30%, primarily reflecting the impacistax-exempt income, tax advantaged
investments, and the formation of our real estatestment trust in early 2014.

RESULTS OF OPERATIONS
Net Interest Income and Net Interest Margin

Net interest income is the primary source of ouereie. Net interest income is the difference betwegerest income on inter-earning assel
such as loans and investment securities, and tbest expense on interest-bearing deposits armd btrrowings used to fund interest-earning
and other assets or activities. Net interest inctmaéfected 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 irsterates, including characteristics such as the
fixed or variable nature of the financial instrurtgrcontractual maturities and repricing frequesicie

Interest rate spread and net interest margin dizedtto measure and explain changes in net isténeome. Interest rate spread is the
difference between the yield on earning assetdlandate paid for interest-bearing liabilities thatd those assets. The net interest margin is
expressed as the percentage of net interest intmanerage earning assets. The net interest mexggeds the interest rate spread because
noninterest-bearing sources of funds (“net freal &) principally noninterest-bearing demand degsoaind 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 discussadatable equivalent basis.

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

Three months ended June 3( Six months ended June 3(

2014 2013 2014 2013
Interest income per consolidated statements ofigco $ 24,88 $ 2434: $ 49,94 $ 49,09(
Adjustment to fully taxable equivalent ba 701 65€ 1,39¢ 1,28¢
Interest income adjusted to a fully taxable eq@mtibasis 25,58¢ 24,99¢ 51,33¢ 50,37
Interest expense per consolidated statements oifia 1,78( 1,81¢ 3,56¢ 3,67¢
Net interest income on a taxable equivalent k $ 23,80 $ 23,18( $ 47,77¢ $ 46,69
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2014 Leverage Strategy

During the first quarter of 2014, we utilized th@peeds of short-term FHLB advances to purchade diglity investment securities of
approximately $50 million. Our purchase of investingecurities was comprised of mortgage-backedrgiesy) U.S. Government agencies and
sponsored enterprise bonds and tax-exempt munioguads. All of the securities purchased were ohlugedit quality with a low to moderate
duration. This strategy allowed us to increasdantetest income by taking advantage of the posititerest rate spread between the FHLB
advances and the newly acquired investment seesirfiuring the second quarter of 2014 we restradtthre leverage by selling approximately
$42 million of securities purchased in the firsager and utilizing the proceeds to fund growtloim home equity portfolio.

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

Net interest income on a taxable equivalent basithie three months ended June 30, 2014, was ##8i@n, an increase of $624 thousanc
3% versus the comparable quarter last year. Thiease in taxable equivalent net interest incomeattaibutable to favorable volume varian
(as changes in the balances and mix of earningsaasd interest-bearing liabilities added $1.7iomllto taxable equivalent net interest
income), partly offset by unfavorable rate variantas the impact of changes in the interest rate@mment and product pricing reduced
taxable equivalent net interest income by $1.liom)l

Actions by the Federal Open Market Committee offfbderal Reserve Board have compressed net intieceste and net interest margins for
the banking industry by maintaining low rates otefiast-earning assets. Throughout 2013 and thustéa014, margins in the banking
industry were pressured downward as higher-yieltiggcy assets rolled off and were reinvestederctirrent low rate environment. Low
interest rates, coupled with a competitive lendingironment, have proven challenging for the padiiity of the banking industry.

The net interest margin for the second quartel0d#iavas 3.47%, 16 basis points lower than 3.63%h®isame period in 2013. This
comparable period decrease was a function of asks Ipoint decrease in interest rate spread, cadbifth a lower contribution from net free
funds of one basis point (due principally to lowates on interest-bearing liabilities reducing vhkie of noninterest-bearing deposits and othe
net free funds). The lower interest rate spreadavast result of an 18 basis point decrease igithd on earning assets and a 3 basis point
decrease in the cost of interest-bearing liabditie

For the second quarter of 2014, the yield on aweesgning assets of 3.73% was 18 basis points Ith&arthe second quarter of 2013. Loan
yields decreased 33 basis points to 4.32%. Consindieect loans in particular, down 51 basis paqietgerienced lower yields given t
competitive pricing pressures in a low interest itvironment. The yield on investment securitiesdased 7 basis points to 2.45%. Overall,
earning asset rate changes reduced interest inbgi®&.2 million during the second quarter of 2044t that was more than offset by a
favorable volume variance that increased interesime by $1.8 million, which collectively drove 886 thousand increase in interest income.

The cost of average interest-bearing liabilitie® &3% in the second quarter of 2014 was 3 basigplower than the second quarter of 2013.
Rates on interest-bearing deposits were down 3 Ipaénts to 0.33% and the cost of short-term fugdiecreased 4 basis points to 0.36% for
the second quarter of 2014. The interest-bearaigliy rate changes resulted in $115 thousandwér interest expense, which was partly
offset by a $77 thousand volume-related increagsténest expense.

Average interest-earning assets were $2.75 bifbotthe second quarter 2014, an increase of $18dlibn or 7% from the comparable quarter
last year, with average loans up $144.7 million anerage securities up $45.9 million. The growthverage loans was comprised of increase
in most loan categories, with consumer and comrakli@ans up $100.4 million and $59.0 million, respeely, partially offset by a $14.7
million decrease in residential mortgage loans. giteavth in average securities was primarily a restibur previously described leverage
strategy.

Average interest-bearing liabilities of $2.15 lafliin second quarter of 2014 were $136.5 milliof@%r higher than the second quarter of 2013
On average, interest-bearing deposits grew $65IBmiwhile noninterest-bearing demand depositgr{acipal component of net free funds)
were up $36.5 million. The increase in average digpavas largely due to an increase in deposita fvar Certificate of Deposit Account
Registry Service (“CDARs") and Insured Cash Swe#pS”) programs. For further discussion of the CDARBNd ICS programs, refer to the
“Funding Activities—Deposits” section of this Maregent's Discussion and Analysis. Average short-teomowings increased $71.2 million
between the second quarter periods, largely dtfeetincremental borrowings associated with the iptesty mentioned 2014 leverage strategy.
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Analysis of Net Interest Income for the Six Months ended June 30, 2014 and June 30, 2013

Net interest income on a taxable equivalent basighe first six months of 2014 was $47.8 millian, increase of $1.1 million or 2% versus
same period last year. The increase in taxablevaluit net interest income was primarily attriblgaio a favorable volume variance (as
changes in the balances and mix of earning assdtmterest-bearing liabilities added $3.5 milliontaxable equivalent net interest income),
partially offset by an unfavorable rate variancetfee impact of changes in the interest rate enment and product pricing decreased taxable
equivalent net interest income by $2.5 million).

The net interest margin for the first six month2614 was 3.49%, 19 basis points lower than 3.6&%he same period last year. This
comparable period decrease was a function of a&is Ipoint decrease in interest rate spread t&3dlBing the first six months of 2014,
combined with a 2 basis point lower contributioonfr net free funds. The lower interest rate spreasl amnet result of a 21 basis point decreas
in the yield on earning assets and a 4 basis pleitriease in the cost of interest-bearing liabditie

The yield on earning assets was 3.76% for thedixstonths of 2014, 21 basis points lower thansémae period last year, primarily
attributable to a decrease in the yields on the famtfolio (down 35 basis points to 4.39%), pditiaffset by an increase in the yields on the
investment securities portfolio (up 6 basis poitis?.44%).

The cost on interest-bearing liabilities of 0.3386 the first six months of 2014 was 4 basis pdimtger than the same period in 2013. Rates or
interest-bearing deposits were down 3 basis ptin#s33% and the cost of short-term borrowings ei@eed 3 basis points to 0.37%.

Average interest-earning assets were $2.75 bifborthe first six months of 2014, an increase &2 million or 8% from the comparable
period last year, with average loans up $139.4onilhnd average securities up $57.0 million. Thengh in average loans was comprised of
increases in most loan categories, with consumgicammercial loans up $95.5 million and $59.8 millirespectively, partially offset by a
$15.9 million decrease in residential mortgage $oan

Average interest-bearing liabilities of $2.16 lafliin the first six months of 2014 were $137.3 imillor 7% higher than the first six months of
2013. On average, interest-bearing deposits gréa3%8illion, while noninterest-bearing demand détsosere up $39.5 million and average
short-term borrowings increased $77.1 million.
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The following tables set forth certain informatiaiating to the consolidated balance sheets atettefthe average yields earned on interest-
earning assets, as well as the average rates paidevest-bearing liabilities for the periods icatied (in thousands).

Three months ended June 3(

2014 2013
Average Average Average Average
Balance Interest Rate Balance Interest Rate
Interest-earning assets:
Federal funds sold and inter-earning deposit $ 94 $ — 0.01% $ 226 $ — 0.1%
Investment securitie®) ;
Taxable 621,96 3,35:¢ 2.1¢ 599,93: 3,06( 2.0¢
Tax-exempi® 253,88t 2,001 3.1f 230,02: 1,87¢ 3.2¢
Total investment securitie 875,85! 5,35¢ 2.4t 829,95! 4,93¢ 2.3¢
Loans:
Commercial busines 275,10! 2,912 4.2¢ 256,33. 2,85¢ 4.47
Commercial mortgag 473,88: 5,692 4.8 433,63: 5,391 4.9¢
Residential mortgag 108,53! 1,30¢ 4.81 123,26 1,55¢ 5.0t
Home equity 346,91: 3,42¢ 3.9¢ 299,23( 3,072 4.1%
Consumer indirec 651,15( 6,297 3.8¢ 595,23! 6,51¢ 4.3¢
Other consume 20,85¢ 59k 11.4¢ 24,08( 665 11.0¢
Total loans 1,876,43! 20,23( 4.32 1,731,77 20,06¢ 4.6t
Total interes-earning asse! 2,752,38! 25,58¢ 3.7t 2,561,95! 24,99¢ 3.91
Allowance for loan losse (27,557 (26,287)
Other nonintere-earning asse! 248,89¢ 253,43t
Total asset $2,973,73! $2,789,10.
Interest-bearing liabilities:
Deposits:
Interes-bearing deman $ 509,39t $ 151 0.12% $ 489,047 $ 17¢€ 0.1%
Savings and money mark 789,95¢ 232 0.1z 739,32¢ 242 0.1:
Time deposit: 629,94! 1,19¢ 0.7¢€ 635,58: 1,247 0.7¢
Total interes-bearing deposit 1,929,29 1,57 0.3t 1,863,95 1,66¢ 0.3¢€
Shor-term borrowings 224,80: 203 0.3€ 153,62t 152 0.4C
Total interes-bearing liabilities 2,154,101 1,78( 0.3t 2,017,58. 1,81¢ 0.3€
Noninteres-bearing demand depos 537,89! 501,35
Other nonintere-bearing liabilities 13,58: 13,25¢
Shareholder equity 268,15 256,90°
Total liabilities and sharehold¢ equity $2,973,73! $2,789,10.
Net interest income (t-equivalent) $23,80- $23,18(
Interest rate spree 3.4(% 3.55%
Net earning asse $ 598,28! $ 544,36t
Net interest margin (t-equivalent) 3.47% 3.65%
Ratio of average interest-earning assets to avéndgyest-
bearing liabilities 127.7% 126.9%

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

2014 2013
Average Average Average Average
Balance Interest Rate Balance Interest Rate
Interest-earning assets
Federal funds sold and intel-earning deposit $ 204 $ — 0.0 $ 27z $ — 0.2(%
Investment securitie@) ;
Taxable 638,15: 6,85¢ 2.1t 611,36 6,26 2.0t
Tax-exempi®® 251,91 3,98 3.17 221,73( 3,66¢ 3.31
Total investment securitie 890,06 10,84: 2.4¢ 833,09 9,931 2.3¢
Loans:
Commercial busines 270,14¢ 5,82 4.3t 257,63t 5,72¢ 4.4¢
Commercial mortgag 473,31 11,19¢ 471 425,98 10,68: 5.0¢
Residential mortgag 110,94 2,67¢ 4.8t 126,82- 3,20¢ 5.0¢€
Home equity 337,92! 6,711 4.0C 294,14( 6,09: 4.1¢
Consumer indirec 646,72( 12,88: 4.0z 591,67: 13,37( 4.5¢
Other consume 21,45¢ 1,20¢ 11.32 24,80 1,36¢ 11.1¢
Total loans 1,860,50 40,49" 4.3¢ 1,721,05 40,44 4.74
Total interes-earning asse! 2,750,77! 51,33¢ 3.7¢ 2,554,42! 50,37 3.97
Allowance for loan losse (27,157 (25,537
Other nonintere-earning asse! 245,96¢ 255,79:
Total asset $2,969,59. $2,784,68.
Interest-bearing liabilities:
Deposits:
Interes-bearing deman $ 510,23: $ 311 0.12% $ 491,83 $ 314 0.15%
Savings and money mark 775,95¢ 467 0.1z 716,63: 462 0.1:
Time depositt 624,06¢ 2,32¢ 0.7t 641,53: 2,56( 0.8C
Total interes-bearing deposit 1,910,25! 3,10z 0.3: 1,850,00. 3,33¢ 0.3¢€
Shor-term borrowings 249,47( 462 0.37 172,41! 34z 0.4C
Total interes-bearing liabilities 2,159,72! 3,56¢ 0.3t 2,022,411 3,67¢ 0.37
Noninteres-bearing demand depos 531,15¢ 491,68
Other nonintere-bearing liabilities 13,80( 14,20¢
Shareholder equity 264,90¢ 256,37
Total liabilities and sharehold¢ equity $2,969,59. $2,784,68
Net interest income (t-equivalent) $47,77¢ $46,69¢
Interest rate spree 3.4% 3.6(%
Net earning asse $ 591,05: $ 532,00¢
Net interest margin (t-equivalent 3.4%% 3.6&%
Ratio of average interest-earning assets to avéndgest-
bearing liabilities 127.3% 126.3%

@) Investment securities are shown at amortized gubireclude 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
June 30, 2014 vs. 201

Six months endec
June 30, 2014 vs. 201

Volume Rate Total Volume Rate Total
Increase (decrease) in:
Interest income:
Federal funds sold and inter-earning deposit $ — $ — $— $ — $ — $ —
Investment securitie!
Taxable 11¢ 17¢ 292 281 311 592
Tax-exempt 18¢ (62) 127 482 (165) 31¢
Total investment securitie 304 11€ 42( 764 14¢€ 91C
Loans:
Commercial busines 203 (14%) 58 273 A7) 98
Commercial mortgag 48¢ (193 29t 1,14 (627) 51€
Residential mortgag (180 (72) (252 (38¢) (141) (529
Home equity 47¢ (119 35€ 877 (259 61¢
Consumer indirec 58C (807) (221) 1,17¢ (1,66¢) (489)
Other consume (92) 21 (70 (187) 27 (160
Total loans 1,47¢ (1,309 16€ 2,891 (2,849 54
Total interest income 1,77¢ (1,199 58€ 3,66 (2,699 964
Interest expense:
Deposits:
Interes-bearing deman 7 (32 (25) 12 (15) (©)]
Savings and money mark 1€ (26) (10 37 (32 5
Time deposit: (12) (42) (53 (69) (167) (236)
Total interes-bearing deposit 12 (200 (88) (20) (219 (239
Shor-term borrowings 65 (15) 5C 144 (25) 11¢
Total interest expense 77 (115) (38) 124 (239) (115)
Net interest income $1,702  $(1,07¢) $624 $3,537 $(2,45f) $1,07¢

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 ofgbhillion and $3.9 million for the three and
six month periods ended June 30, 2014, comparédpaatvisions of $1.2 million and $3.9 million fdra corresponding periods in 2013,
respectively. See the “Allowance for Loan Lossa®d éNon-Performing Assets and Potential Problemnsdaections of this Management's

Discussion and Analysis for further discussion.
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Noninterest Income

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

Three months endec

Six months endec

June 30, June 30,
2014 2013 2014 2013

Service charges on deposits $ 2,241 $ 2,56¢ $ 4,491 $ 4,70¢
ATM and debit carc 1,257 1,317 2,431 2,56¢
Investment advisor 561 65C 1,12¢ 1,34¢
Company owned life insuran: 42F 43¢ 82¢ 85¢
Investments in limited partnershi 81 13€ 707 297
Loan servicing 17¢€ 152 33C 22t
Net gain on disposal of investment securi 94¢ 332 1,262 1,22¢
Net gain on sale of loans held for s 50 35 15t 23t
Net gain (loss) on disposal of other as: 24 38 (11) 39
Other 813 71C 1,617 1,432

Total noninterest incom $ 6,571 $ 6,37¢ $12,93¢ $12,92¢

Service charges on deposit accounts decreasedt$@25and or 13% in the second quarter of 2014 248 $housand or 5% for the six months
ended June 30, 2014, compared to the same perigats @arlier. Service charges on deposit accdan013 reflected a retail checking
account repositioning that involved simplifying thgite of products offered to customers and madtifims to the fee structure for our accou
As noted at that time, the income from service gbamon deposits subsequently stabilized as cussome¢ermined the optimal mix of our
products and services to best suit their bankirglse

ATM and debit card income decreased $60 thousas&win the second quarter of 2014 and $135 thousaBéb for the six months ended
June 30, 2014, compared to the same periods a&gdar. The decreases are primarily attributablewer transaction volumes due to card
reissuance associated with third-party securitadires.

Investment advisory income decreased $89 thousahd% and $225 thousand or 17%, respectively,arttihee and six months ended June
2014, compared to the same periods of 2013. Invaytadvisory income fluctuates mainly due to satdesme, which decreased during the
first half of 2014.

We have investments in limited partnerships, pritpamall business investment companies, and addouthese investments under the eq
method. Income from investments in limited parthgrs was $81 thousand and $707 thousand for tee #imd six months ended June 30,
2014, respectively. The income from these equitthoe investments fluctuates based on the performahthe underlying investments.

Loan servicing income increased $24 thousand a8 $iousand during the three and six months endgieel 30, 2014, compared to the same
periods a year earlier. The increases were a rekslower amortization of servicing rights consergtwith reduced refinancing activity in the
sold and serviced portfolio, combined with sma#ldjustments to the valuation allowance for cagitalimortgage servicing assets compared
the three and six months ended June 30, 2013alhadifset by lower fees collected due to a deseeia the sold and serviced portfolio.

We recognized préax gains on investment securities of $313 thouseomd the sale of five agency securities and oneigage backed securi
during the first quarter of 2014. During the secgndrter of 2014 we recognized gains of $949 thediseom the sale of one pooled trust
preferred security which had been classified aspeforming and 14 securities which we had acquimatie first quarter of 2014 as part of a
leverage strategy. The leverage strategy utilizedgeds from short-term Federal Home Loan Bankrah&to purchase high-quality
investment securities. We recognized pre-tax gamsvestment securities of $892 thousand and #332sand, respectively, during the first
and second quarters of 2013 from the sale of pdolest-preferred securities. The amount and tinoihgur sale of investments securities is
dependent on a number of factors, including oudent efforts to realize gains while managing dorgtpremium and credit risk.

Other noninterest income increased $103 thousat8%rin the second quarter of 2014 and $185 thalsat3% for the six months ended
June 30, 2014, compared to the same periods a&gdar. Merchant services income, dividends on BHtock and credit card correspondent
income comprised the majority of the comparabledases.
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Noninterest Expense

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

Three months endec Six months endec
June 30, June 30,

2014 2013 2014 2013
Salaries and employee benefits $ 9,06: $ 9,22¢ $18,31¢ $18,93¢
Occupancy and equipme 3,13¢ 3,03¢ 6,37 6,20¢
Professional service 1,38¢ 1,09: 2,35¢ 2,03(
Computer and data process 771 81z 1,50(C 1,51¢
Supplies and posta¢ 53t 60¢ 1,045 1,28¢
FDIC assessmen 38¢ 364 81C 725
Advertising and promotion 214 253 393 467
Other 2,30¢ 2,071 4,22: 3,881
Total noninterest expen: $17,80¢ $17,46: $35,02: $35,04¢

During the three and six month periods ended JOn@@L4, salaries and employee benefits decreas$ild3 thousand or 2% and $616
thousand or 3%, respectively, when compared tadnge periods one year earlier. A decrease in ealats primarily due to a decrease in
severance expense and a reduction in the numlifelt bine equivalent employees (“FTEs”) to 603 ahé 30, 2014 from 617 at June 30, 2013
Our FTEs decreased based on a combination of@itand selected branch closures. The decreaseplogee benefits was primarily due to
lower expense related to our defined benefit netinet plans, partially offset by higher medical aedital expenses. We recognized a combine
net periodic pension expense of $55 thousand ahdl tbusand, respectively, on our pension and gisement obligations during the three
and six months ended June 30, 2014 compared tothiép9and and $858 thousand, respectively, dunieghree and six months ended

June 30, 2013.

Occupancy and equipment expense increased by $in04and in the second quarter of 2014 and $17Gé#mablfor the six months ended
June 30, 2014, when compared to the same periadgear earlier. The increases were primarily relébehigher contractual service expenses

Professional fees increased $291 thousand in ttendequarter of 2014 and $326 thousand in the sinths ended June 30, 2014, compared t
the same periods a year earlier. The increaseslamgealy due to professional services associatél tive pending acquisition of SDN and the
hiring of additional loan officers and related pamsel as part of our expansion initiatives.

Supplies and postage expense decreased by $7aittbasd $241 thousand for the three and six manttied June 30, 2014, compared to the
same periods in 2013. The first quarter of 201 8ined expenses for additional print materials esldb our retail checking account
repositioning.

FDIC assessments increased $24 thousand or 7% settond quarter of 2014 and $85 thousand or 12%édasix months ended June 30,
2014, compared to the same periods a year edrhierincreased assessments are a direct result gfdlvth in our balance sheet.

Other noninterest expense was $2.3 million in #wad quarter of 2014 and $4.2 million for themsieanths ended June 30, 2014, representing
increases of $237 thousand and $341 thousand ctesge, from the same periods in 2013. The incesasere largely due to an increase in
electronic banking activities and deposit expenses.

The efficiency ratio for the second quarter of 28ds 60.15% compared with 59.38% for the secondeuaf 2013, and 58.54% for the six
months ended June 30, 2014, compared to 59.62%d@ame period a year ago. The efficiency rataaisulated by dividing total noninterest
expense, excluding other real estate expense aodiaation of intangible assets, by net revenuéndd as the sum of tax-equivalent net
interest income and noninterest income before aigisgand impairment charges on investment secairifie increase in the efficiency ratio
indicates that more resources are being utilizegbtwerate the same volume of income, while a dseregicates a more efficient allocation of
resources.

Income Taxes

We recorded income tax expense of $3.1 milliorhandecond quarter of 2014, compared to of $3.4amilh the second quarter of 2013. For
the six months ended June 30, 2014, income taxnerp®taled $6.2 million compared to $6.4 milliarthe same period of 2013. The effective
tax rates for the three and six month periods eddee 30, 2014 were 30.5% and 30.2%, respectivebgmparison to 33.1% and 33.0% for
the three and six months ended June 30, 2013,atasgg. Our lower effective tax rate reflects N&ork State tax savings generated by our
real estate investment trust, which became effectiwving February 2014. More information about i@al estate investment trust follows.
Effective tax rates are impacted by items of inc@neé expense that are not subject to federal te &taation. Our effective tax rates reflect
impact of these items, which include, but are moitéd to, interest income from tax-exempt secesitand earnings on company owned life
insurance.
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During February 2014, the Bank formed a wholly-od/sebsidiary, Five Star REIT, Inc. (the “REIT”), aoquire a portion of the Barkasset:
which will primarily be qualifying mortgage relatéoans. The Bank made an initial contribution ofrtgage related loans to the REIT in ret
for common stock of the REIT. The REIT expectsuocpase mortgage related loans from the Bank @riadic basis going forward. The
REIT entered into service agreements with the Bankdministrative and investment services. We ekge formation of the REIT to result
a lower effective tax rate for 2014.

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

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

Investment Securities Portfolio Compositior

June 30, 201+« December 31, 201.
Amortized Fair Amortized Fair
Cost Value Cost Value

Securities available for sale
U.S. Government agencies and governi-sponsored enterprise securit ~ $134,44¢ $135,11° $135,84( $134,45:
Mortgagebacked securitie:

Agency mortgac-backed securitie 465,31! 465,24( 482,30t 473,08:
Non-Agency mortgac-backed securitie — 1,31¢ — 1,467
Asse-backed securitie® — 231 18 39¢
Total available for sale securiti 599,76: 601,90: 618,16¢ 609,40(

Securities held to maturity:
State and political subdivisiol 262,05 266,64( 249,78! 250,65’
Total investment securitie $861,82( $868,54: $867,95: $860,05°

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

The available for sale (“AFS”) investment secustportfolio decreased $7.5 million from $609.4 roill at December 31, 2013 to $601.9
million at June 30, 2014. The AFS portfolio had netealized gains totaling $2.1 million at June 3014 compared to net unrealized losses o
$8.8 million December 31, 2013. The fair value afsiof the investment securities in the AFS poidfilictuate as market interest rates
change.

During the six months ended June 30, 2014 we rézedmains of $1.3 million from the sale of AFS wéfies with an amortized cost totaling
$60.1 million. The securities sold were comprisédre pooled trust preferred security, three mayggbacked securities and 17 agency
securities.

Impairment Assessment

We review investment securities on an ongoing Hasithe presence of OTTI with formal reviews penfied quarterly. Declines in the fair
value of held to maturity and available for 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 comprehensigerre. Evaluating whether the impairment
of a debt security is other than temporary involaesessing the intent to sell the debt securithiefikelihood of being required to sell the
security before the recovery of its amortized ¢xzstis. In determining whether the other-than-temgoimpairment includes a credit loss, we
use our best estimate of the present value of ftask expected to be collected from the debt ségaonsidering factors such as: the length of
time and the extent to which the fair value hasdess than the amortized cost basis, adverse toamglspecifically related to the security, an
industry, or a geographic area, the historicaliamglied volatility of the fair value of the secwijtthe 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 six months ended J8@e2014 and 2013.
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LENDING ACTIVITIES

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

Loan Portfolio Composition

June 30, 201« December 31, 201
% of % of
Amount Total Amount Total
Commercial business $ 277,68! 14.79% $ 265,76t 14.5%
Commercial mortgag 469,05! 24.7 469,28 25.€
Total commercia 746,74( 39.4 735,05( 40.1
Residential mortgag 106,20t 5.€ 113,04! 6.2
Home equity 369,57¢ 19.5 326,08t 17.¢
Consumer indirec 652,74 34.4 636,36¢ 34.7
Other consume 21,39: 1.1 23,07( 1.2
Total consume 1,043,71. 55.C 985,52 53.7
Total loans 1,896,66- 100.(% 1,833,61! 100.(%
Allowance for loan losse 27,16¢ 26,73t
Total loans, ne $1,869,49: $1,806,88:

Total loans increased $63.0 million to $1.90 biliat June 30, 2014 from $1.83 billion at Decemider2®13. The increase in loans was
attributable to organic growth, primarily in therhe equity and consumer indirect loan portfoliostiply offset by a decline in residential
mortgages.

Commercial loans increased $11.7 million and regavees] 39% of total loans as of June 30, 2014, wdtreSour continued commercial busine
development efforts.

Residential mortgage loans decreased $6.8 milb@06.2 million as of June 30, 2014 in comparigo$fl13.0 million as of December 31,
2013. This category of loans decreased as we eentmsell the majority of newly originated andmahced residential mortgages to the
secondary market rather than being added to otifofior coupled with our focus on home equity lemgli

Our home equity portfolio, which consists of hongeiiéy loans and lines, totaled $369.6 million agafie 30, 2014, up $43.5 million or 13%
compared to December 31, 2013. As of June 30, 2flirhome equity portfolio was comprised of $24@i6ion of home equity loans and
$127.0 million of home equity lines. This compat@$197.4 million of home equity loans and $128illiom of home equity lines as of
December 31, 2013. We continue to grow our hométyeqartfolio as the lower origination cost and genience to customers has made these
products an increasingly attractive alternativedoventional residential mortgage loans. We alsadhed a successful home equity campaigr
during the second quarter of 2014 which resulteatiginations of $53.6 million. As of June 30, 20&#proximately 79% of the loans in the
home equity portfolio were first lien positions.

The consumer indirect portfolio increased $16.4iomlto $652.7 million as of June 30, 2014, fron866! million as of December 31, 2013,
reflecting our continued focus on consumer indifentling. During the first six months of 2014, wemated $158.7 million in indirect auto
loans with a mix of approximately 42% new auto &88&b6 used auto. This compares with $141.9 milliomdirect auto loan originations with
an equal mix of new and used auto for the samegani2013.

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
$201 thousand and $3.4 million as of June 30, 20December 31, 2013, respectively.

We sell certain qualifying newly originated or redinced residential real estate mortgages on tlemdary market. Residential real estate
mortgages serviced for others, which are not iredlith our consolidated statements of financial @@ amounted to $225.4 million as of
June 30, 2014, a decrease from $237.9 million &ectmber 31, 2013, as runoff has outpaced pramugtithe first six months of 2014.
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Allowance for Loan Losses

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

Loan Loss Analysis

Three months ended June 3( Six months ended June 3(
2014 2013 2014 2013
Balance as of beginning of period $ 27,15. $ 25,827 $ 26,73¢ $ 24,71«
Chargeoffs:
Commercial busines 3 292 71 531
Commercial mortgag 165 10€ 165 10¢
Residential mortgag 69 85 147 247
Home equity 15€ 53 262 32z
Consumer indirec 2,331 1,92¢ 4,78¢ 3,64
Other consume 224 22¢ 498 481
Total charg-offs 2,94¢ 2,69¢ 5,92¢ 5,331
Recoveries
Commercial busines 68 20t 97 242
Commercial mortgag 6 142 13 157
Residential mortgag 8 13 29 30
Home equity 29 73 40 11C
Consumer indirec 99t 75¢ 2,10( 1,56¢
Other consume 98 71 211 20¢
Total recoverie! 1,204 1,26¢ 2,49( 2,311
Net charg-offs 1,74¢ 1,43C 3,43¢ 3,02¢
Provision for loan losse 1,75¢ 1,19: 3,86¢ 3,90z
Balance at end of peric $ 27,16¢ $ 25,59( $ 27,16¢ $ 25,59(
Net loan charc-offs to average loans (annualizt 0.37% 0.35% 0.37% 0.35%
Allowance for loan losses to total los 1.4%% 1.47% 1.4%% 1.47%
Allowance for loan losses to n-performing loan: 30€% 227% 30€% 227%

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

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

The adequacy of the allowance for loan losseshfestito ongoing management review. While managémealuates currently available
information in establishing the allowance for |dasses, future adjustments to the allowance mayebessary if conditions differ substantially
from the assumptions used in making the evaluationaddition, various regulatory agencies, asnéegral part of their examination process,
periodically review a financial institution’s all@amce for loan losses. Such agencies may 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 second quarter of 20&#éresented 0.37% of average loans on an anndélass compared to $1.4
million or 0.33% in the second quarter of 2013. far six months ended June 30, 2014 net chargesb$3.4 million represented 0.37% of
average loans compared to $3.0 million or 0.35%wvefrage loans for same period in 2013.

The allowance for loan losses was $27.2 millioduate 30, 2014, compared with $26.7 million at Ddoen31, 2013. The ratio of the
allowance for loan losses to total loans was 1.48%une 30, 2014, compared with 1.46% at Decenthe2@®L3. The ratio of allowance for
loan losses to non-performing loans was 306% at 30n 2014, compared with 161% at December 31,.2Z& higher allowance to non-
performing loans ratio at June 30, 2014 was drlwea reduction in non-performing loans. See therif@rforming Assets and Potential
Problem Loans” section for further discussion.
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Non-Performing Assets and Potential Problem Loans

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

Non-Performing Assets

June 30 December 31
2014 2013
Nonaccrual loans
Commercial busines $3,58¢ $ 3,47
Commercial mortgag 2,73¢ 9,66:
Residential mortgag 75€ 1,07¢
Home equity 371 92t
Consumer indirec 1,427 1,471
Other consume 6 5
Total nonaccrual loar 8,88t 16,61¢
Accruing loans 90 days or more delinqu 6 6
Total nor-performing loan: 8,891 16,62:
Foreclosed asse 554 338
Non-performing investment securiti — 12¢
Total nor-performing asset $9,44¢ $ 17,08t
Non-performing loans to total loat 0.47% 0.91%
Non-performing assets to total ass 0.32% 0.5¢%

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

Three months Six months
ended ended

June 30, 201. June 30, 201

Nonaccrual loans, beginning of peri $ 16,26« $ 16,61¢
Additions 4,25¢ 10,36:
Payment: (8,24%) (12,309
Charge-offs (2,856 (5,703
Returned to accruing stat (317 (777)
Transferred to other real estate or repossessetbs (219 (311
Nonaccrual loans, end of peri $ 8,88t $ 8,88

Non-performing assets include non-performing loansgdtwsed assets and non-performing investment iiesuNon-performing assets at
June 30, 2014 were $9.4 million, a decrease of §iflldon from $17.1 million at December 31, 201%elprimary component of non-
performing assets is non-performing loans, whichev$8.9 million or 0.47% of total loans at June 3014, a decrease of $7.7 million from
$16.6 million or 0.91% of total loans at Decembgr 3013. The decrease in non-performing loans wigsrby the resolution of a single
commercial mortgage which had been modified asubted debt restructuring and placed on nonacataslls during the fourth quarter 2013.
The loan had a principal balance of $6.8 milliorobMarch 31, 2014. Approximately $5.8 million, &%, of the $8.9 million in non-
performing loans as of June 30, 2014 were curréhtrgspect to payment of principal and intereat,were classified as non-accruing becausi
repayment in full of principal and/or interest wagertain. Included in nonaccrual loans are tradidiebt restructurings (“TDRs”) of $3.2
million at June 30, 2014. We had no TDRs that ve@euing interest as of June 30, 2014.

Foreclosed assets consist of real property formm@edgiged as collateral to loans, which we have iaeduhrough foreclosure proceedings or
acceptance of a deed in lieu of foreclosure. Fosed asset holdings represented eight propertasp $554 thousand at June 30, 2014 and
four properties totaling $333 thousand at Decertie2013.

During the second quarter of 2014 the last of émaining non-performing pooled trust preferred stieent security was sold. These securitie
had been transferred to non-performing status amsyprior to 2010 and included in non-performingeas at fair value.
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Potential problem loans are loans that are cugrgriforming, but information known about possibtedit problems of the borrowers causes
management to have concern as to the ability di bacrowers to comply with the present loan payntemhs and may result in disclosure of
such loans as nonperforming at some time in thedufThese loans remain in a performing status@uaevariety of factors, including payment
history, the value of collateral supporting thedit® and/or personal or government guaranteesaljiement considers loans classified as
substandard, which continue to accrue interestetpotential problem loans. We identified $13.9iomland $9.7 million in loans that
continued to accrue interest which were classéigdubstandard as of June 30, 2014 and Decemh20B3,, respectively.

FUNDING ACTIVITIES
Deposits

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

Deposit Composition

June 30, 201« December 31, 201
% of % of
Amount Total Amount Total
Noninteres-bearing demand $ 551,22¢ 22.5% $ 535,47: 23.1%
Interes-bearing deman 507,08: 20.7 470,73: 20.2
Savings and money mark 766,59: 31.: 717,92¢ 30.€
Certificates of deposit < $100,0 360,94 1475 369,91! 16.C
Certificates of deposit of $100,000 or m 264,23( 10.€ 226,00t 9.7
Total deposit: $2,450,07 100.(%  $2,320,05! 100.(%

We offer a variety of deposit products designedttract and retain customers, with the primary $oon building and expanding long-term
relationships. At June 30, 2014, total depositsevi.45 billion, representing an increase of $1&@il0on in comparison to $2.32 billion as of
December 31, 2013. Certificates of deposit were@fimately 26% of total deposits at June 30, 20dd Becember 31, 2013. Depositors
remain hesitant to invest in time deposits, sucteasificates of deposit, for long periods duelte bow interest rate environment. This has
resulted in lower amounts being placed in time dépdor generally shorter terms.

Nonpublic deposits, the largest component of ondiing sources, totaled $1.83 billion and $1.79dgillat June 30, 2014 and December
2013, respectively, and represented 75% and 7 A¢talfdeposits as of the end of each period, reéispde. We have managed this segment of
funding through a strategy of competitive pricihgttminimizes the number of customer relationsttips have only a single service high cost
deposit account.

As an additional source of funding, we offer a gayriof public (municipal) deposit products to thany towns, villages, counties and school
districts within our market. Public deposits gefignsange from 20% to 30% of our total depositsefiéis a high degree of seasonality in this
component of funding, because the level of depwesites with the seasonal cash flows for theseipabistomers. We maintain the necessary
levels of short-term liquid assets to accommodagestasonality associated with public depositsalimtblic deposits were $617.5 million and
$533.5 million at June 30, 2014 and December 3132fespectively, and represented 25% and 23%alfdeposits as of the end of each
period, respectively. The increase in public deggaturing the first six months of 2014 was duedtyrdo successful business development
efforts.

We had no traditional brokered deposits at Jun€@04 or December 31, 2013; however, we do pagieip the Certificate of Deposit
Account Registry Service (“CDARS") and Insured C&steep (“ICS”) programs, which enable depositonet®ive FDIC insurance coverage
for deposits otherwise exceeding the maximum iridaramount. CDARS and ICS deposits are considemradebed deposits for regulatory
reporting purposes. Through these programs, depiosétxcess of the maximum insurable amount areglavith multiple participating
financial institutions. Reciprocal CDARS depositeldCS deposits totaled $76.5 million and $59.4iam| respectively, at June 30, 2014,
compared to $61.3 million and $56.4 million, redpedy, at December 31, 2013.
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Borrowings

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

June 30, December 31
2014 2013
Shor-term borrowings
Repurchase agreemel $ 43,18! $ 39,04:
Shor-term FHLB borrowing 211,50( 298,00(
Total shor-term borrowing:s $254,68. $ 337,04

We classify borrowings as short-term or long-tennaccordance with the original terms of the agre@nihere were no long-term borrowings
outstanding as of June 30, 2014 or December 313.201

We have credit capacity with the FHLB and can baertlorough facilities that include amortizing andneadvances or repurchase agreements
We had approximately $21 million of immediate ctedipacity with FHLB as of June 30, 2014. We hagragimately $495 million in secured
borrowing capacity at the Federal Reserve Bank BH®iscount Window, none of which was outstandatglune 30, 2014. The FHLB and
FRB credit capacity are collateralized by secwsifrem our investment portfolio and certain qualfifyloans. We had approximately $120
million of credit available under unsecured fedéualds purchased lines with various banks at Jn@314. Additionally, we had
approximately $80 million of unencumbered liquidwseties available for pledging.

Federal funds purchased are short-term borrowlmjstypically mature within one to ninety days. 8tterm repurchase agreements are
secured overnight borrowings with customers. Stertt FHLB borrowings have original maturities afdehan one year and include overnigh
borrowings which we typically utilize to addres®sgtterm funding needs as they arise. Stema FHLB borrowings at June 30, 2014 consi

of $67.5 million in overnight borrowings and $144ndlion in short-term advances. Short-term FHLBrowings at December 31, 2013
consisted of $198.0 million in overnight borrowirgysd $100.0 million in short-term advances. Weaagd deposit inflows during the first half
of 2014 to pay down overnight FHLB borrowings oatsting at the end of 2013.

Shareholders’ Equity

Shareholders’ equity was $269.8 million at June2®14, an increase of $15.0 million from $254.8lionl at December 31, 2013. Net income
for the year increased shareholders’ equity by $tdllion, which was partially offset by common apieferred stock dividends declared of
$6.0 million. Accumulated other comprehensive inedantluded in shareholders’ equity increased $6lkom during the first six months of
2014 due primarily to lower net unrealized lossesecurities available for sale.

LIQUIDITY AND CAPITAL RESOURCES

Liquidity

The objective of maintaining adequate liquiditydsassure that we meet our financial obligatiorigese obligations include the withdrawal of
deposits on demand or at their contractual matuitigy repayment of matured borrowings, the abittjund new and existing loan

commitments and the ability to take advantage of besiness opportunities. We achieve liquidity bgimtaining a strong base of core
customer funds, maturing short-term assets, olityatw sell or pledge securities, lines-ofedit, and access to the financial and capitaketal

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

The primary sources of liquidity for the parent gy are dividends from the Bank and access tadiahand capital markets. Dividends
from the Bank are limited by various 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 linéth a correspondent bank.

Our cash and cash equivalents were $64.8 millicof dane 30, 2014, up $5.1 million from $59.7 roiflias of December 31, 2013. Our net
cash provided by operating activities totaled $28ilion and the principal source of operating waityi cash flow was net income adjusted for
noncash income and expense items. Net cash ugeebsting activities totaled $59.9 million, whiahciuded outflows of $65.9 million for net
loan originations, partially offset by inflows of 8 million from net investment securities trangats. Net cash provided by financing activi
of $41.6 million was attributed to a $130.0 millimcrease in deposits, partially offset by a $88iHion decrease in short-term borrowings anc
$6.0 million in dividend payments.
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Capital Resources

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

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

The Company’s and the Bank’s Tier 1 capital cossi$tshareholders’ equity excluding unrealized gand losses on securities available for
sale (except for unrealized losses which have de&rmined to be other than temporary and recodrageexpense in the consolidated
statements of income), goodwill and other intaregédsets and disallowed portions of deferred tsgtasTier 1 capital for the Company
includes, subject to limitation, $17.3 million afgberred stock at June 30, 2014 and December 3B. 2he Company and the Bank’s total
capital are comprised of Tier 1 capital for eactitgplus a permissible portion of the allowance lfan losses.

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

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

June 30, December 31
2014 2013
Total shareholders’ equity $ 269,82 $ 254,83¢
Less: Unrealized (loss) gain on securities avaglébt sale, net «
tax 1,292 (5,297
Net unrecognized gain on available for sale seesrit
transferred to held to maturity, net of 1 (207) (44)
Unrecognized net periodic pension & postretirement
benefits (costs), net of te (4,81)) (4,850
Disallowed goodwill and other intangible ass 49,82¢ 50,00:
Tier 1 capital $ 223,72 $ 215,02
Adjusted average total assets (for leverage cgpitadoses $2,928,43. $2,816,49.
Tier 1 leverage ratio (Tier 1 capital to adjustedrage total
assets 7.64% 7.65%
Total Tier 1 capita $ 223,72: $ 215,02
Plus: Qualifying allowance for loan loss 25,56¢ 24,85¢
Total risk-based capite $ 249,28! $ 239,87¢
Net risk-weighted asse! $2,043,52. $1,986,47.
Tier 1 capital ratio (Tier 1 capital to net r-weighted asset: 10.9%% 10.82%
Total risk-based capital ratio (Total risk-basedit to net risk-
weighted asset: 12.2(% 12.06%
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The Company’s and the Bank’s actual and requirgdlatory capital ratios were as follows (dollarghousands):

For Capital
Actual Adequacy Purpose Well Capitalized
Amount Ratio Amount Ratio Amount Ratio
June 30, 201«
Tier 1 leverage Compan' $223,72. 7.642% $117,13° 4.0(% $146,42. 5.0(%
Bank 211,70  7.2% 117,05¢ 4.0C 146,32  5.0C
Tier 1 capital: Compan' 223,72. 10.9¢ 81,74. 4.0C 122,61:  6.0C
Bank 211,70 10.3¢ 81,60 4.0C 122,40t  6.0C
Total risk-based capita Compan' 249,28! 12.2( 163,48. 8.0C 204,35. 10.0C
Bank 237,22t 11.6: 163,20t 8.0C 204,01 10.0C
December 31, 201
Tier 1 leverage Compan' $215,02: 7.65% $112,66( 4.0(% $140,82! 5.0(%
Bank 204,33t  7.21i 112,49t 4.0C 140,62:  5.0C
Tier 1 capital: Compan'  215,02: 10.8Z 79,45¢ 4.0C 119,18t  6.0C
Bank 204,33t 10.31 79,29. 4.0C 118,93°  6.0C
Total risk-based capita Compan'  239,87( 12.0¢ 158,91¢ 8.0C 198,64° 10.0C
Bank 229,13¢ 11.5¢ 158,58 8.0C 198,22¢ 10.0C

Basel Ill Capital Rules

On July 2, 2013, the FRB approved the final ruteplementing the Basel Committee on Banking Supienvis capital guidelines for U.S.
banks. Under the final rules, minimum requiremenitsincrease for both the quantity and qualitycafpital held by the Company. The rules
include a new common equity Tier 1 capital to neighted assets ratio of 4.5% and a common equély ITcapital conservation buffer of
2.5% of risk-weighted assets. The final rules atgse the minimum ratio of Tier 1 capital to risleiyhted assets from 4.0% to 6.0% and
require a minimum leverage ratio of 4.0%. Striagibility criteria for regulatory capital instrumenwere also implemented under the final
rules. On July 9, 2013, the FDIC also approvedramterim final rule, the regulatory capital reguments for U.S. banks, following the actions
of the FRB. On April 8, 2014, the FDIC adoptediaslfits interim final rule, which is identical Bubstance to the final rules issued by the |

in July 2013.

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

Dividend Restrictions

In the ordinary course of business we are depengsnt dividends from the Bank to provide fundstfe payment of dividends to shareholt
and to provide for other cash requirements. Bankégmilations may limit the amount of dividends thegty be paid. Approval by regulatory
authorities is required if the effect of divideratsclared would cause the regulatory capital oBtaek to fall below specified minimum levels.
Approval is also required if dividends declaredeed the net profits for that year combined withrétained net profits for the preceding two
years.
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Quantitative and qualitative disclosures about raarisk were presented at December 31, 2013 in t&rof the Company’s Annual Report on
Form 10-K for the year ended December 31, 2018leaswith the Securities and Exchange CommissiomMarch 12, 2014. The following is
an update of the discussion provided therein.

Portfolio Composition

There was no material change in the compositicasséts, deposit liabilities or borrowings from Deber 31, 2013 to June 30, 2014. See the
section titled “Analysis of Financial Condition” Part I, Item 2, “Management’s Discussion and Asalpf Financial Condition and Results of
Operations” for a discussion of asset, depositndowing activity during the period.

Net Interest Income at Risk

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

Net interest income at risk is measured by estimgatie changes in net interest income resulting firtstantaneous and sustained parallel s
in interest rates of different magnitudes over @goeof 12 months. The following table sets fottle estimated changes to net interest income
over the 12-month period ending June 30, 2015 asguimstantaneous changes in interest rates fogithem rate shock scenarios (dollars in
thousands):

Changes in Interest Rate

-100 bp +100 bg +200 bg +300 bg
Parallel Shifts in the Yield Curve
Change in net interest incor $(2,217) $1,457 $3,45¢ $3,37¢
% Change (2.37)% 1.56% 3.69% 3.6(%

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

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

Economic Value of Equity At Risk

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

The amount of change in economic value under diffeinterest rate scenarios depends on the chasticteof each class of financial
instrument, including the stated interest rateppead relative to current market rates or spreaedjkelihood of prepayment, whether the rate
is fixed or floating, and the maturity date of thetrument. As a general rule, fixed-rate finaneisdets become more valuable in declining rats
scenarios and less valuable in rising rate scesaribile fixed-rate financial liabilities gain iralue as interest rates rise and lose value as
interest rates decline. The longer the duratiotheffinancial instrument, the greater the impagtta change will have on its value. In our
economic value simulations, estimated prepaymestfagtored in for financial instruments with sthteaturity dates, and decay rates for non-
maturity deposits are projected based on histodatd (back-testing).
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The analysis that follows presents the estimatel E&gulting from market interest rates prevailihg given quarter-end (“Pre-Shock
Scenario”), and under other interest rate scenée@sh a “Rate Shock Scenario”) represented by uhates permanent, parallel shifts in
interest rates from those observed at June 30, 20dDecember 31, 2013. The analysis additionaggnts a measurement of the interest
sensitivity at June 30, 2014 and December 31, 2BY& amounts are computed under each respectiveSRoek Scenario and Rate Shock
Scenario. An increase in the EVE amount is consifié&vorable, while a decline is considered unfaluter.

June 30, 201« December 31, 201.
Percentagr Percentagt
EVE Change Change EVE Change Change

Rate Shock Scenario
Pre-Shock Scenari $493,80° $466,00¢

- 100 Basis Point 489,55¢ $ (4,249 (0.86)% 476,32. $10,31¢ 2.21%

+ 100 Basis Point 487,35: (6,456 (2.3 452,15! (13,857 (2.97)

+ 200 Basis Point 476,45¢ (17,349 (3.5)) 435,42: (30,589 (6.5€)

The Pre-Shock Scenario EVE was $493.8 million aeR0, 2014, compared to $466.0 million at DecemdieR013. The increase in the Pre-
Shock Scenario EVE at June 30, 2014, compared ¢temleer 31, 2013 resulted primarily from a more fatbte valuation of non-maturity
deposits, fixed-rate residential loans and mortdsggked securities that reflected alternative fngdind investment rate changes used for
discounting future cash flows.

The +200 basis point Rate Shock Scenario EVE isefrom $435.4 million at December 31, 2013 to688 million at June 30, 2014,
reflecting the more favorable valuation of non-miyudeposits. The percentage change in the EVEuamibom the Pre-Shock Scenario to the
+200 basis point Rate Shock Scenario decreased(6§d6)% at December 31, 2013 to (3.51)% at Jun@@D4. The decrease in sensitivity
resulted from an increased benefit in the valuatifbonon-maturity deposits in the +200 basis poiateRShock Scenario EVE as of June 30,
2014, compared to December 31, 2013.

ITEM 4.  Controls and Procedures
Evaluation of disclosure controlsand procedures

As of June 30, 2014, the Company carried out atuatian, under the supervision and with the pgrtition of the Company’s management,
including the Company’s Chief Executive Officer abdief Financial Officer, of the effectiveness lbétdesign and operation of the Company’
disclosure controls and procedures pursuant to R2del15(b), as adopted by the Securities and Exggh@ommission (“SEC”) under the
Securities Exchange Act of 1934 (“Exchange Act'asBd upon that evaluation, the Company’s Chief @kez Officer and Chief Financial
Officer concluded that the Company’s disclosureticds and procedures were effective as of the énldeoperiod covered by this report.

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

Changesin internal control over financial reporting

There were no changes in the Compargternal control over financial reporting thatomed during the quarter ended June 30, 201htha
materially affected, or are reasonably likely tatenally affect, the Company’s internal control o¥i@ancial reporting.
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PART Il. OTHER INFORMATION

ITEM 1. Legal Proceedings

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

ITEM 1A. Risk Factors

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

ITEM 6.  Exhibits

(a) The following is a list of all exhibits filedr aincorporated by reference as part of this Report:

Exhibit

Number Description Location
10.1 Supplemental Executive Retirement Agreement betvaancial Institutions, Inc. and Richard J. Haon: Filed Herewitt
31.1 Certification pursuant to Section 302 of the Sads-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 to18 U.S.C. Section 1350adapted pursuant to Section 906 of the Sarbanéesy@xt Filed Herewitt

of 2002
101.INS XBRL Instance Documet
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 , August 5, 2014
Martin K. Birmingham

President and Chief Executive Offic

(Principal Executive Officer

/s Kevin B. Klotzbach , August 5, 2014
Kevin B. Klotzbact

Executive Vice President, Chief Financial Officedal reasure

(Principal Financial Officer

/sl Michael D. Grover , August 5, 2014
Michael D. Grovel

Senior Vice President and Chief Accounting Offi

(Principal Accounting Officer
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Exhibit 10.1
SUPPLEMENTAL EXECUTIVE RETIREMENT AGREEMENT
This Supplemental Executive Retirement Agreemdnis (tAgreement) is made and entered into asMéy 21, 2014, by and between
Financial Institutions, Inc., a bank holding compahartered under the laws of the State of New Ytt& “* Company), and Richard J.
Harrison (the “ Executivé).
RECITALS
WHEREAS, the Executive is employed by the CompanigsaExecutive Vice President and Chief Opera@fficer; and

WHEREAS, the Company recognizes the contributiorisservice that the Executive has provided to the@any; and

WHEREAS, the Company desires to secure the cordisaevice of the Executive as an employee of tha2my through December 31,
2015 (the “ Vesting Dat®; and

WHEREAS, the Company believes that it is in thet liggrests of the Company and its shareholdepsdwide the Executive with a
supplemental retirement benefit;

NOW, THEREFORE, in consideration of the mutual etav@s herein contained, the parties hereby agréslaws:

Section 1. Supplemental Retirement Benefit

(a) Supplemental Retirement Benefit . Subject to terms and requirements of this Agregnbe Company hereby agrees to pay to tr
Executive a supplemental retirement benefit inaimount, at the times and in the form describedihgtiee “ Supplemental Retirement Benefit

.

(b) Total Supplemental Retirement Benefit Amount. Except as otherwise provided by this Section 1{®,amount of the
Supplemental Retirement Benefit shall be basedthemverage annual Compensation of the Executivihéoperiod of January 1, 2014 through
the Vesting Date (the * Average Annual CompensdtjohCompensatiori shall mean the base salary and the incentive théeFinancial
Institutions, Inc. Annual Incentive Plan (or angsessor plan thereto), each as earned by the BExedat the specified period. The * Annual
Supplemental Retirement Benefit AmoUrghall be determined by multiplying the Averagential Compensation by 40 percent, and then
subtracting $79,700; provided, however, the AniBigiplemental Retirement Benefit Amount shall béess than $67,200. The “ Total
Supplemental Retirement Benefit Amoumtill be the Annual Supplemental Retirement Benh&finount multiplied by ten; provided, however,
in the event of the death or Disability of the Extbee prior to the Vesting Date, the Total SuppletaéRetirement Benefit Amount will be
$672,000 for purposes of Section 2(a) and Sectfbp Rlotwithstanding the foregoing, and for the idamce of doubt, the provisions of this
Section 1(b) shall not affect the application oft8m 4(i).




(c) Time and Form of Payment. Except as otherwise provided by Section 2(a), payrkthe Supplemental Retirement Benefit will
be made in substantially equivalent biweekly instahts for the ten-year period commencing on thte dathe Company’s first regular payday
following April 1, 2017 (the “ Commencement Ddjein accordance with the Company’s regular paypobcedures in effect from time to
time, but in no event less frequently than monthiythe event that applicable employment taxeshenTiotal Supplemental Retirement Benefit
Amount are required to be withheld prior to the @oemcement Date, then payment of the Total Suppl&ahBetirement Benefit Amount less
the amount of employment taxes withheld therefrathbe made in substantially equal installmentsspraint to the terms of this Section.

(d) Requirements . Except as otherwise provided by Section 2(a)amtiSn 2(b), in order to be entitled to receiverpant of the
Supplemental Retirement Benefit, the Executive must

(i) remain in the continued employment of the Compthrough the Vesting Date;

(i) sign and not revoke a release and waiver loflalms against the Company, substantially infdren attached hereto as
Exhibit A, but with any necessary changes requingthw, no later than the Vesting Date, or if latbe end ofhe minimum period required |
law for the Executive to execute and not revokéngetease and waiver under the circumstances; and

(iii) comply with the covenants and restrictions fegth in Section 3(a) and Section 3(b), and thaserenced in Section 3(

Except as otherwise provided by Section 2(a) oti&e&(b), if the Executive does not fulfill all tie requirements of this Section 1(d), the
Executive will automatically forfeit his entitlemeto the Total Supplemental Retirement Benefit Amtou

Section 2. Effect of Certain Events

(a) Death . In the event of the death of the Executive attang following the date of this Agreement, the Gamy will pay the
amount of any unpaid portion of the Supplementdir®ment Benefit, in a lump sum, no later thanehd of the year in which the Executive’s
death occurred, or if later, the Tslay of the third month following the date of theeeutive’'s death. The Company shall make paymettiteto
beneficiary or beneficiaries properly designatedHzyExecutive on the form attached hereto as ExBitor if the Executive has not made s
a designation, or such beneficiary or all such beiagies have predeceased the Executive, thelnet&kecutive’s surviving spouse, or if there
is no surviving spouse at the time of the Exectlgideath, to the Executive’s estate.

(b) Disability . In the event of the Disability of the Executivefdre the Vesting Date, the Executive will be daditto receive the
Supplemental Retirement Benefit pursuant to thise&gent, with payment made in accordance with attteaimes provided by Section 1(c),
and subject to Section 2(a). " Disabilityneans the Executive is unable to perform the nadtduties of his position by reason of any medit
determinable physical or mental impairment which ba expected to result in death or which hasdastean be expected to last for a
continuous period of not less than 12 mon



(c) Change of Control . In the event of a Change of Control before thetvig Date, then if the Executive is entitled toaiee
benefits in connection with the Change of Contruder the Executive Agreement by and between thelxe and the Company, dated
May 22, 2013, and as amended from time to time‘(theecutive Agreemerid), then the Executive will forfeit the Total Sugphental
Retirement Benefit Amount, or if the Executive @ entitled to receive benefits in connection wite Change of Control under the Executive
Agreement, then subject to the terms of this Agegimncluding the requirements set forth in Secti¢d), the Executive will be entitled to
receive the Supplemental Retirement Benefit purtsieatihis Agreement, with payment made at the tipresided by Section 1(c), or earlier
payment pursuant to Section 2(a), if applicabléhange of Contrdl has the meaning given such term in the Execuligezement.

Section 3. Restrictive Covenants

(a) Non-competition .

(i) At all times prior to the date that the enfiretal Supplemental Retirement Benefit Amount haanbgaid to the Executiv
the Executive shall not engage, anywhere within Nenk State or in any area outside of New York &tatwhich the Company or any of its
subsidiaries, affiliates or joint ventures (colleety, the “Companies”) conducts business, whetlirctly or indirectly, or through any
employee, agent, attorney or any other personmy pating on behalf of the Executive, as principainer, officer, director, agent, employee,
consultant or partner, in the management of a balding company, commercial bank, savings banldittaion or any other financial
services provider that competes with the Compamidkeir products or programs (* Restricted Actest’), provided that the foregoing shall
not restrict the Executive from engaging in anytReted Activities which the Company directs thee€Eutive to undertake or which the
Company otherwise expressly authorizes. The foregshall not restrict the Executive from owningsléisan five percent of the outstanding
capital stock of any company which engages in Rastt Activities, provided that the Executive ig mtherwise involved with such company
as an officer, director, agent, employee or coastilfThe Executive agrees that this Section 3ta)stope of the territory covered, the actions
restricted thereby, and the duration of such coweage reasonable and necessary to protect theratg business interests of the Companies.

(i) The Company will not take action against theeEutive in the event of the Executive’s breacthaf Section 3(a) until
the Company has provided the Executive with writietice of the Executive’s breach of this Secti¢am) Znd the facts and circumstances
giving rise to such breach (a “ Notice of Bredytand allowed the Executive ten days to curebhnesach and for the Executive to provide the
Company with reasonable evidence of such cureNetice of Cur€’), but the Executive has failed to cure the breactl provide a Notice of
Cure as required; provided, however, no Notice r@faBh or opportunity to cure shall be required )fify its nature, the breach cannot
reasonably be expected to be cured within a terpdapd; (2) the Company reasonably expects then-aay delay in taking action could
cause the Company irreparable injury; (3) the Campgeas previously provided the Executiv



Notice of Breach with respect to similar facts airdumstances, which the Executive has repeior (4) any delay in action would violate
applicable laws or regulations; and provided furthewever, the Company may take action againsE&eeutive for a breach of this Section 3
(a) before the expiration of the ten-day cure pkifidche Company reasonably believes that the Bikezis not or is no longer diligently
pursuing a cure of the breach. Notwithstandingféinegoing, the Company shall have the right to ylalay payment under this Agreement
which is due to be made after the date of the Bxexis breach of this Section 3(a) and before the deadidir the Executive to provide a Not
of Cure, until the expiration of the applicable-day cure period. The Company shall send any Naftid¢&reach to the Executive at the most
recent address of the Executive that the Compasyhdile; the Executive shall send any Notice aféCto the person and at the address
specified in the related Notice of Breach, or ihapto the attention of the Chief Executive Offioéthe Company at the address of the
Company’s principal office. A Notice of Breach aad\otice of Cure may be delivered by hand or sgmhbans of overnight courier service,
facsimile or electronic transmission; notice givwnovernight courier shall be deemed given as efdéwy following the day on which sent, and
notice given by hand delivery, facsimile or elentootransmission shall be deemed given on the dayhach sent.

(b) Non-solicitation . At all times prior to the five-year anniversafytioe Commencement Date, the Executive shall nactly or
indirectly, without the written consent of the Caang (i) recruit or solicit for employment any empd®, representative or agent of the
Companies or encourage any such employee, repagisentr agent to leave his or her employment scatitinue his or her relationship with
the Companies, or (ii) solicit, induce or influeraxgy customer, supplier, lessor or any other pess@mtity which has a business relationship
with the Companies to discontinue or reduce therexdf such relationship with the Companies.

(c) Confidentiality . For the avoidance of doubt, the covenants reggrdonfidentiality set forth in the Executive Agneent shall
continue indefinitely in accordance with the tertimsreof, and nothing in this Agreement shall exdahseExecutive from the continuation of
obligations pursuant to such covenants, or hislifiglin the event of his breach of such covenants.

Section 4._Miscellaneous

(a) Withholding . The Company shall withhold from any and all paptsenade under this Agreement all applicable fddstate,
local or other taxes.

(b) Executive Acknowledgement . The Executive acknowledges that he has had theramity to discuss this Agreement with and
obtain advice from his private attorney, has hdticsent time to and has carefully read and fullyderstands all of the provisions of this
Agreement, and is knowingly and voluntarily entgrinto this Agreement.

(c) Entire Agreement; Amendment . Except for the Executive Agreement, this Agreemah supersede any and all existing oral or
written agreements, representations, or warrabtéseen the Executive and the Company relatingasstibject matter hereof. No provision of
this Agreement may be amended or modified unlesls amendment or modification is agreed to in wgitimd signed by the Executive and by
the Chairman of the Compée’s Management Development and Compensation Comir



(d) Governing Law . The validity, construction, interpretation, adimtration and effect of this Agreement shall beeyoed by the
substantive laws, but not the choice of law rutéghe State of New York.

(e) Construction . The failure of a party to insist upon strict adiree to any term of this Agreement on any occasliafl not be
considered a waiver thereof or deprive that pafthe right thereafter to insist upon strict adimeeto that term or any other term of this
Agreement. If any term or provision of this Agreamis declared illegal or unenforceable by any toficompetent jurisdiction and cannot be
modified to be enforceable, such term or provigiball immediately become null and void, leaving témainder of this Agreement in full
force and effect. Section headings are used h&reronvenience of reference only and shall nacatfthe meaning of any provision of this
Agreement. Whenever the context so requires, taefithe singular shall be deemed to include tbeaplnd vice versa. This Agreement may
be executed in any number of counterparts, eaehirh so executed shall be deemed to be an origindl such counterparts will together
constitute but one agreement.

(f) Section 409A . This Agreement and the payments hereunder a¥edetl to comply with Section 409A, and this Agreenshall
be administered and interpreted consistent with suent. The Company makes no representationet&itecutive regarding the taxation of
compensation under this Agreement, including, lmttimited to, the tax effects of Section 409A, dahd Executive shall be solely responsible
for the taxes imposed upon him with respect tachimpensation under this Agreement.

(9) Unfunded Arrangement . This Agreement shall be unfunded. The Companl} sbabe required to establish any special or
separate fund or to segregate any assets to desyperformance of its obligations under this Agneat.

(h) Regulatory Prohibition . Notwithstanding any other provision of this Agmeent to the contrary, any payments made to the
Executive pursuant to this Agreement, or otherwase,subject to and conditioned upon their compkanith Section 18(k) of the Federal
Deposit Insurance Act (12 U.S.C. 1828(k)) and 1R.R. Part 359.

(i) Clawback . Notwithstanding any other provision of this Agmeent to the contrary, in order to comply with SectiOD of the
Securities Exchange Act of 1934, as amended, andegulations promulgated, or national securitieshange listing conditions adopted, with
respect thereto (collectively, the * Clawback Reeguients’), if the Company is required to prepare an actiogrrestatement due to the
material noncompliance of the Company with anyritial reporting requirements under the securia@ss| then the Executive will forfeit if r
yet paid, any part of the Total Supplemental Retgat Benefit Amount that is considered tc“incentive-based compensation” (as defined
under the Clawback Requirements) received duriagttree-year period preceding the date on whiclCtirapany is required to prepare the
accounting restatement, based on the erroneousinlaecess of what would have been paid to the&xee under the accounting restatement
as determined by the Company in accordance witiCtheback Requirements and any policy adopted eyQtbmpany pursual




to the Clawback Requirements, and if the accounstatement covers any part of the period befee/esting Date, then the minimum
Supplemental Retirement Benefit amounts set fortBdction 1(b) will not apply, and the SupplemeRatirement Benefit amounts will be

determined pursuant to the formulae set forth ictiSe 1(b), taking into consideration any changéhtamount of Compensation resulting
from the accounting restatement.

IN WITNESS WHEREOF, the parties have executedAlgieement on the date first above written.
FINANCIAL INSTITUTIONS, INC.

By: /9 Martin K. Birmingham /s Richard J. Harrison

Martin K. Birmingham, Richard J. Harriso
Chief Executive Office



EXHIBIT A
RELEASE OF ALL CLAIMS

This Release of All Claims (this_“ Reled3as made and entered into as of , by Richard J. Harrison (the “ Executiyefor the
benefit of Financial Institutions, Inc., a bankdiaolg company chartered under the laws of the Stiaew York (the “ Company).

RECITALS

WHEREAS, the parties have mutually agreed upondiras and conditions of that certain Supplementalchtive Retirement
Agreement, by and between the Company and the Execdated (the * Agreeméptthe entirety of which is hereby incorporated
by reference herein;

NOW, THEREFORE, in exchange for the supplementaiement benefits to be provided to the Executiyeie Company under the
Agreement, the Executive hereby waives and relgageSompany from any and all claims that the Ekeeunay have as follows:

1. The Executive agrees that he is releasing amdngehis right to bring any legal claim of any ne¢ against the Company, and that |
releasing and waiving any and all claims, lial@ktiand obligations, both known and unknown, thiaeaut of or are in any way related to
events, acts, conduct, or omissions occurring atiare prior to or at the Executiv@termination of employment. This Release is inéehit be
interpreted in the broadest possible manner tadehll actual or potential legal claims that tke&utive may have against the Company,
except as expressly provided otherwise in Paragbapiow.

2. Specifically, the Executive agrees to fully dackver give up all of his legal rights and claiagainst the Company, including future
legal rights and claims, whether or not presentigvin to him, that are based on events occurringrbdfe signs this Release. The Executive
agrees that the legal rights and claims he is lyargiving include, but are not limited to, all righand claims under, as amended, Title VII of
the Civil Rights Act of 1964, the Age Discriminatiin Employment Act (the “ ADERA), the Older Workers Benefit Protection Act of 10@
OWBPA"), the Rehabilitation Act of 1973, the AmericanghwDisabilities Act, the Genetic Information Nosdrimination Act of 2008 (*
GINA "), the Equal Pay Act of 1963, the Sarbanes-Oxleydf 2002, the New York Human Rights Law, and amgilar federal, state, or local
statute, regulation, order, or common law. The Exee specifically agrees that he is releasingnetaof discrimination based upon age, race,
color, sex, sexual orientation or preference, rabsitatus, religion, national origin, citizenshigteran status, disability, genetic predisposition
or carrier status, and other legally protectedgmies.

3. Further, the Executive specifically acknowledtiest he is knowingly and voluntarily waiving arelgasing any rights that he may h
under the ADEA, and the consideration given fos Release, as provided in the Agreement, is intiaddio anything of value to which the
Executive is already entitled. The Executive alsknawledges that he has been advised of the falipwiith respect to the waiver of such
ADEA claims: (a) this Release does not apply to r@glyts or claims that may arise after the daté tthe Executive signs th



Release; (b) the Executive has been advised thettdidd consult with an attorney prior to signihggtRelease (although he may voluntarily
not do so); (c) the Executive has 21 days frondtite that he receives this Release in connectitnhis termination from employment to
consider this Release (although he may voluntaigy it earlier); (d) the Executive has seven dallswing the date he signs this Release to
revoke this Release by providing written noticeefocation to the Company as provided in Paragtdphelow; and (e) this Release will not
be effective until the date upon which the revamatyeriod has expired, which will be the eighth déter the date that this Release is signed b
the Executive, as provided by Paragraph 11 below.

4. The Executive also agrees that the legal rightsclaims he is giving up include his rights up@sramended, the Family and Medical
Leave Act of 1993, the Employee Retirement Incomeudity Act of 1974 (* ERISA), the federal Worker Adjustment and Retraining
Notification Act of 1989“ WARN "), the New York Worker Adjustment and Retrainingtification Act (“ NY WARN "), the New York
Labor Law (except unemployment insurance and mininmage claims), the New York Business CorporatiawlLand any similar federal,
state, or local statute, regulation, or order. ERecutive agrees that the legal rights and claimathe is giving up include all common law
rights and claims, such as a breach of expresamliad contract, tort (whether negligent or intentl), wrongful discharge, constructive
discharge, infliction of emotional distress, deftio® promissory estoppel, and any claim for framhjssion, or misrepresentation. The
Executive also agrees that he is giving up andvéaresleasing any right that he may have to atywniees for any of the rights and claims
described in this Release.

5. The Executive agrees that this Release appbiesmy to the Company, but also to the Companyésipcessors, successors and their
past, current and future parents, subsidiarieBiaaéis, related entities, joint ventures, andoélfheir members, shareholders, officers, directors
agents, attorneys, executives, partners, employemsggers, and assigns.

6. The claims that the Executive is giving up agléasing do ndhclude (a) his vested rights, if any, under anglijied retirement plan
or other benefit plans in which he may participate(b) his COBRA, unemployment insurance and wiwkeompensation rights, if any.
Nothing in this Release shall be construed to ¢sta waiver of: (1) any claims that the Execetiday have against the Company that ¢
from events that occur aftére date that he signs this Release; (2) the Execsitight to file an administrative charge withyagovernmental
agency alleging employment discrimination or chadieg the validity of this Release; (3) the Exeee' right to participate in any
administrative or court investigation, hearing aoqeeding; (4) any non-waivable claims that thedati®e may have under the Dodd-Frank
Wall Street Reform and Consumer Protection Ac{®rany other right that the Executive cannot waise matter of law. The Executive
agrees, however, to waive and release any rigieid@ive any individual remedy or to recover anyitthial monetary or non-monetary
damages as a result of any administrative chamyeplaint, or lawsuit filed by the Executive or ois behalf. In addition, this Release does no
affect the Executive’s rights as expressly cre@tethe Agreement and does not limit his abilityetdorce the Agreement.



7. The Executive represents and warrants thatf e aate that he signs this Release, he hasledtaiy charge, complaint, or action
against the Company in any forum. The Executivthfimracknowledges that this Release may be usadasplete defense in the future if he
brings a lawsuit based on any claim that he hasaseld.

8. The Executive acknowledges that he enters nsoRelease voluntarily and of his own free witidahat he has enough information to
decide whether to sign it. The Executive furthedenstands that if, for any reason, he believestthsiRelease is not entirely voluntary, or if
believes that he does not have enough informatti@m he should not sign this Release.

9. The Executive represents and warrants that fidéean advised to consult with an attorney of hisae before signing this Release,
that he has been given sufficient time to do so.

10. The Executive acknowledges that he has 21 datetays from the date that he receives this Relieasonnection with his terminati
from employment to execute this Release by sigaimdjdating it in the space designated below, atminiag it to the Company at the address
of its principal office at such time or such otlédress designated by the Company for such purpbseExecutive understands that if he si
this Release prior to the expiration of the 21-dalendar period for review, he acknowledges andemgthat he is doing so willingly.

11. The Executive acknowledges that even aftecchems and executes this Release, he will havensmlendar days to revoke his
acceptance. To revoke this Release, the Executigeratands that he must send written notice t€thmapany at the following address:
. The Executive also understandsifrhe does not revoke his acceptance, then theéa§ after the date that he signs this Releast
be the effective date of this Release and he matheoeafter revoke it.

12. If any provision of this Release, including thaiver of claims under any particular statute,udtidoe deemed unenforceable, the
remaining provisions shall, to the extent possibtecarried into effect, taking into account theayal purpose and spirit of this Release. Also,
if a court finds that this Release (or any poritbdiit) is illegal, void or unenforceable, the Extga agrees, promptly upon request of the
Company, to execute a second release that isdeglabnforceable, without further consideration,npegts or compensation.

13. This Release shall be governed and construadcmrdance with the laws of the State of New York.

* * * * *



BY SIGNING THIS RELEASE, THE EXECUTIVE ACKNOWLEDGES THAT HE WAS PROVIDED WITH 21 DAYS TO
CONSIDER THIS RELEASE AND HAD THE OPPORTUNITY TO RE VIEW THIS RELEASE CAREFULLY WITH AN
ATTORNEY OF HIS CHOICE. THE EXECUTIVE HAS READ THIS RELEASE, UNDERSTANDS ITS TERMS, AND
VOLUNTARILY AGREES TO THEM.

Dated
Richard J. Harriso
State of )
County of ) ss:
On this day of 0,2 , before me personally came Richard Jristar, to me known and known to me to be the

individual described herein and who executed tihegoing instrument, and the above-named persoroadkdged to me that said person
executed the same.

Notary Public



EXHIBITB

SUPPLEMENTAL EXECUTIVE RETIREMENT AGREEMENT
BENEFICIARY DESIGNATION
In accordance with the terms of the Supplementakhtive Retirement Agreement by and between Fiaahtstitutions, Inc., and me (the “

Agreement), I, hereby designate the following as the beciafy of any and all benefits payable under thee&grnent by reason of my death.
Subject to the provisions of the Agreement, thiséieiary Designation shall remain in effect unlspscifically revoked by me in writing.

Primary Beneficiaries

If one or more primary beneficiaries, as designgbeeldecease me, the remaining primary benefisidivieng at my death shall share solely or
equally, as applicable, in the benefits under thees@ment which would otherwise have been payalde¢h deceased primary beneficiaries. If
there are no primary beneficiaries living at myttieplease see secondary beneficiary election below

Full Name of Primary Beneficia Relationship to M Percentage She¢

Secondary Beneficiariggo take effect if no primary beneficiary survives me)

If one or more secondary beneficiaries, as destghatredecease me, the remaining secondary bemgfgcliving at my death shall share sol
or equally, as applicable, in the benefits payallder the Agreement which would otherwise have Ipagrable to such deceased secondary
beneficiaries.

Full Name of Secondary Beneficii Relationship to M Percentage Sh¢

| hereby revoke all prior Beneficiary Designatioifigny, made by me with respect to my benefitsarriie Agreement. | hereby confirm the
information and beneficiary designations indicaa®dve, and | understand that it is recommended dwisult with my personal financial, tax
and legal advisors before completing this form.

Date

Richard J. Harriso



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: August 5, 2014 /s Martin K. Birmingham
Martin K. Birmingham
President and Chief Executive Offic




Exhibit 31.2

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

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

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

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

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

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

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

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

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

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

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

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

Date: August 5, 2014 /sl Kevin B. Klotzbach
Kevin B. Klotzbact
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 June 30, 2014 and thietdest 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: August 5, 2014 /s Martin K. Birmingham
Martin K. Birmingham
President and Chief Executive Offic
(Principal Executive Officer

Date: August 5, 2014 /s Kevin B. Klotzbach
Kevin B. Klotzbact
Chief Financial Office
(Principal Financial Officer

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

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



