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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 equivalel
Securities available for sale, at fair va
Securities held to maturity, at amortized costr(faiue of $312,510 and $298,695, respectiv
Loans held for sal
Loans (net of allowance for loan losses of $27,48d $27,637, 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 deposit:
Shor-term borrowings
Other liabilities
Total liabilities

Shareholder equity:

Series A 3% preferred stock, $100 par value; 18#8es authorized and 1,492 shares issued and

outstanding

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

outstanding
Total preferred equit

Common stock, $0.01 par value; 50,000,000 sha®ared and 14,397,509 shares issued and

outstanding
Additional paic¢in capital
Retained earning
Accumulated other comprehensive |i
Treasury stock, at co- 230,717 and 279,461 shares, respecti
Total shareholde’ equity

Total liabilities and sharehold¢ equity

See accompanying notes to the consolidated finbsteiements.

March 31, December 31
2015 2014
(Unaudited)
$ 135,97. $ 58,15
639,27! 622,49:
306,25! 294,43t
65€ 75&
1,895,76. 1,884,36!
61,47¢ 61,00
36,33t 36,39
68,39¢ 68,63¢
52,94" 63,28
$3,197,07 $3,089,52
$ 559,64t $ 571,26(
611,10« 490,19(
922,09: 795,83!
611,85: 593,24
2,704,69! 2,450,52'
175,57 334,80«
30,12( 24,65¢
2,910,38: 2,809,98!
14¢ 14¢
17,19: 17,19:
17,34( 17,34(
144 144
72,19 72,95
206,93! 203,31
(5,615 (9,01))
(4,306) (5,20¢)
286,68 279,53:
$3,197,07 $3,089,52
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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
Insurance incom
ATM and debit carc
Investment advisor
Company owned life insuran
Investments in limited partnershi
Loan servicing
Net gain on sale of loans held for s
Net gain on disposal of investment securi
Net gain (loss) on disposal of other as:
Other
Total noninterest incorr

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

Preferred stock dividenc
Net income available to common shareholc

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

See accompanying notes to the consolidated finbsteiements.

Three months endec

March 31,

2015 2014
$20,137 $20,26°
4,86( 4,79z
24,997 25,05¢
1,62( 1,52t
23C 25¢
1,85( 1,78¢
23,14 23,27t
2,741 2,10¢
20,40¢  21,16¢
1,87¢ 2,25(
1,60¢ 41
1,19¢ 1,17¢
487 562
467 403
474 62€
167 154
69 10E
1,062 31:
4 (35)
887 764
8,297 6,357
10,22 9,25¢
3,69¢ 3,23t
96¢ 972
702 723
563 512
41¢ 422
23¢ 17¢
2,19¢ 1,91«
19,01: 17,21
9,692 10,31
2,891 3,09¢
$ 6,801 $ 7,21¢
365 36€
$ 6,43¢ $ 6,85:
$ 046 $ 0.5¢C
$ 046 $ 0.5¢C
$ 02 $ 0.1¢
14,06: 13,77:
14,11 13,82
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income (lduadited)

(Dollarsin thousands)

Net income

Other comprehensive income, net of t
Net unrealized gains on securities available ft&
Pension and pc-retirement obligation

Total other comprehensive income, net of
Comprehensive incomr

See accompanying notes to the consolidated finbsteiements.

Three months endec

March 31,
2015 2014
$ 6,801 $ 7,21¢
3,261 3,74¢
13t 19
3,39¢ 3,76¢
$10,19°  $10,98:
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Changes in Shareholdergguity (Unaudited)
Three months ended March 31, 2015 and 2014

(Dollarsin thousands,
except per share data)

Balance at January 1, 201«
Comprehensive incom
Net income
Other comprehensive income, net of
Purchases of common stock for treas
Shar-based compensation plal
Shar+-based compensatic
Stock options exercise
Restricted stock awards issued,
Excess tax benefit on share-based
compensatiol
Cash dividends declare
Series A 3% Preferr-$0.75 per shar
Series -1 8.48% Preferre-$2.12 per shar
Commor-$0.19 per shar
Balance at March 31, 201

Balance at January 1, 201!
Comprehensive incom
Net income
Other comprehensive income, net of
Purchases of common stock for treas
Sharebased compensation plal
Shar+-based compensatic
Stock options exercise
Restricted stock awards issued,
Excess tax benefit on share-based
compensatiol
Cash dividends declare
Series A 3% Preferr-$0.75 per shar
Series I-1 8.48% Preferre-$2.12 per shar
Commor-$0.20 per shar

Balance at March 31, 201!

Accumulated

Additional Other Total
Preferred Common Comprehensive Treasury Shareholders’
Paid-in Retained
Equity Stock Capital Earnings Loss Stock Equity
$17,34: $ 14z $67,57+ $186,13° $ (10,187 $(6,169) $ 254,83
— — — 7,21¢ — — 7,21¢
— — — — 3,76: — 3,76:
- - - - - (194 (1949
— — 10z — — — 10z
— — — — — 11C 11C
— — (502) — — 501 —
— — 6 — — — 6
— — — (1) — — (1)
- - - (365) - - (365)
— — — (2,615 — — (2,615)
$17,34: $ 14z $67,18. $190370 $ (6,42 $(5,75.) $ 262,86!
$17,34C $ 144 $72,95 $203,31: $  (9,011) $(5,208 $ 279,53
— — — 6,801 — — 6,801
— — — — 3,39¢ — 3,39¢
— — — — — (42) (42)
— — 102 — — — 10z
— — 3 — — 69 72
— — (874) — — 874 —
— — 4 — — — 4
— — — (1) — — D)
— — — (364) — — (364)
- - - (2,819 - - (2,817
$17,34C $ 144 $72,19. $206,930 $ (561 $(4,306 $ 286,68

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

(Dollarsin thousands)

Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation and amortizatic
Net amortization of premiums on securit
Provision for loan losse
Shar+based compensatic
Deferred income tax expen
Proceeds from sale of loans held for ¢
Originations of loans held for se
Increase in company owned life insural
Net gain on sale of loans held for s
Net gain on disposal of investment securi
Net (gain) loss on sale and disposal of other a
Decrease in other ass
(Decrease) increase in other liabilit
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 fa&
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 in sh-term borrowings
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 shiatets
Net cash provided by financing activiti

Net increase in cash and cash equival
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Supplemental informatiot

Cash paid for intere:

Cash paid for income tax

Noncash investing and financing activiti
Real estate and other assets acquired in settlevh&rens
Accrued and declared unpaid dividel
Increase in net unsettled security purchi
Loans transferred from held for sale to held fmestmen:

See accompanying notes to the consolidated finbsteiements.

Three months endec

March 31,

2015 2014
$ 6,801 $ 7,21¢
1,32¢ 1,01z
748 88t
2,741 2,10¢
103 10z
582 27¢
3,36¢ 4,80¢
(3,199 (3,07))
(467) (403)
(69) (105)
(1,067) (319)
(4) 35
7,702 4,891
(627) 3,111
17,93] 20,55(
(78,405 (95,366
(11,029 (5,73%)
38,07: 16,61"
5,04¢ 4,39¢
29,50¢ 19,47(
(14,190) (16,15%)
(7) 8

10¢ —
(1,029 (1,077)
(31,919 (77,85()
254,16t 213,36
(159,23)) (140,29
(41) (194
72 11C
4 6
(3,176) (2,98))
91,79¢ 70,00¢
77,82: 12,70¢
58,15! 59,69:
$ 135,97: $ 72,40:
$ 1,47: $ 1,65¢
— 3,10(
51 97
3,17¢ 2,981
6,222 2,791
— 852
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

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

Financial Institutions, Inc., (the “Parent”) isindncial holding company organized in 1931 underlétws of New York State (“New York” or
“NYS"). The Company offers a broad array of depdsitding and other financial services to individyaiunicipalities and businesses in
Western and Central New York through its wholly-@drNew York chartered banking subsidiary, Five 8tnk (the “Bank”). The Company
has also expanded its indirect lending networlktduide relationships with franchised automobileleisain the Capital District of New York
and Northern Pennsylvania. On August 1, 2014, tva@any acquired Scott Danahy Naylon Co., Inc. lls@rvice insurance agency locate:
Ambherst, New York. As a result of the acquisitibe Company now provides insurance and risk comgustervices through its wholly-owned
insurance subsidiary, Scott Danahy Naylon, LLC ('8P

Basis of Presentation

The consolidated financial statements include tw®ants of Financial Institutions, Inc. and its sidiaries. All significant intercompany
accounts and transactions have been eliminategnisotidation. The accounting and reporting policesform to U.S. generally accepted
accounting principles (“GAAP”). Certain informati@md footnote disclosures normally included in ficial statements prepared in conformity
with GAAP have been condensed or omitted pursuastith rules and regulations. However, in the opinf management, the accompanying
consolidated financial statements reflect all atipents of a normal and recurring nature necessarg fair presentation of the consolidated
statements of financial condition, income, compnsine income, changes in shareholders’ equity ast 8ows for the periods indicated, and
contain adequate disclosure to make the informatiesented not misleading. Prior years’ consoliiéiteancial statements are re-classified
whenever necessary to conform to the current ggagsentation. These consolidated financial setésrshould be read in conjunction with
Company’s 2014 Annual Report on Form 10-K for tearyended December 31, 2014. The results of opesatdr any interim periods are not
necessarily indicative of the results which mayekpected for the entire year.

Subsequent Events

The Company has evaluated events and transactopstiential recognition or disclosure through dag the financial statements were issued
Other than the closing of the Company’s $40.0 oillsubordinated note offering, as described in Ndte Subsequent Event, the Company
did not have any material recognizable subsequasrits.

Use of Estimates

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

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standardsr8assued Accounting Standards Update (“ASU”) N@1£09,Revenue from Contracts
with Customers (Topic 606SU 2014-09 implements a common revenue standatcttarifies the principles for recognizing reventibe

core principle of ASU 2014-09 is that an entity sldorecognize revenue to depict the transfer ofised goods or services to customers in ar
amount that reflects the consideration to whichehtity expects to be entitled in exchange for ¢hgsods or services. To achieve that core
principle, an entity should apply the following s$e (i) identify the contract(s) with a customaéi),iflentify the performance obligations in the
contract, (iii) determine the transaction pricg) @llocate the transaction price to the perforneamlgligations in the contract and (v) recognize
revenue when (or as) the entity satisfies a perdoia obligation. ASU 2014-09 will be effective the Company on January 1, 2017. In April
2015, the FASB proposed a one-year deferral ofélienue recognition standard’s effective date loerstities. The Company is evaluating the
potential impact on the Company’s financial statetse

In June 2014, the FASB issued ASU 2014-d@mpensation—Stock Compensation (Topic 7I8f pronouncement was issued to clarify the
accounting for share-based payments when the tefriars award provide that a performance target cbaldchieved after the requisite service
period. ASU 2014-12 will be effective for the Compaeginning January 1, 2016, though early adopigermitted. The adoption of ASU
2014-12 is not expected to have a significant ihpadhe Company’s financial statements.

-8-
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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 (Continued)

In January 2015, the FASB issued ASU 2015t8¢ome Statement—Extraordinary and Unusual Itembtpic 225-20) — Simplifying Income
Statement Presentation by Eliminating the Concépixtraordinary Items ASU 2015-01 eliminates from U.S. GAAP the conaapt
extraordinary items, which, among other thingsunemfl an entity to segregate extraordinary itemssittered to be unusual and infrequent f
the results of ordinary operations and show tha geparately in the income statement, net of fé&; emcome from continuing operations.
ASU 2015-01 will be effective for the Company beuirg January 1, 2016, though early adoption is jtegth ASU 2015-01 is not expected to
have a significant impact on the Company’s finansiatements.

In April 2015, the FASB issued ASU 2015-@&mplifying the Presentation of Debt Issuance Cobltisder ASU 2015-03 the Company will
present debt issuance costs in the balance shagedsiction from the related debt liability rattiean as an asset. Amortization of such costs
will continue to be reported as interest expensgJR015-03 will be effective for the Company bedgmgnlanuary 1, 2016, though early
adoption is permitted. Retrospective adoption dgauieed. The Company is evaluating the potentialaotpn the Company’s financial
statements.

(2.) BUSINESS COMBINATIONS
SDN Acquisition

On August 1, 2014, the Company completed the aitiguiof Scott Danahy Naylon Co., Inc., a full seresinsurance agency located in
Ambherst, New York. Consideration for the acquisitincluded both cash and stock totaling $16.9 amllincluding up to $3.4 million of futu
payments, contingent upon SDN meeting certain neegrerformance targets through 2017. The estinfatedalue of the contingent
consideration at the date of acquisition was $3IRom, which was estimated using a probability-gieed discounted cash flow model. As a
result of the acquisition, the Company recordeddgolb of $12.6 million and other intangible assefs$6.6 million. The goodwill is not
expected to be deductible for income tax purpd3esforma results of operations for this acquisiti@ve not been presented because the
of this acquisition was not material to the Compampnsolidated financial statements.

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

The following table summarizes the consideratioid far Scott Danahy Naylon Co., Inc. and the amsuitthe assets acquired and liabilities
assumed.

Consideration paic

Cash $ 8,10(
Stock 5,40(
Contingent consideratic 3,22i
Fair value of total consideration transfer 16,721
Fair value of assets acquire
Cash 10t
Identified intangible asse 6,64(
Premises and equipment, accounts receivable ard atket 1,09¢
Total identifiable assets acquir 7,83¢
Fair value of liabilities assume
Deferred tax liability 2,55¢
Other liabilities 1,17:
Total liabilities assume 3,72¢
Fair value of net assets acquil 4,11(
Gooduwill resulting from acquisitio $12,61"
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

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

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

Three months endec

March 31,
2015 2014

Net income available to common shareholc $ 6,43¢ $ 6,85¢
Weighted average common shares outstani

Total shares issue 14,397 14,16:

Unvested restricted stock awal (74) (64)

Treasury share (260) (325)

Total basic weighted average common shares outsta 14,06: 13,77:

Incremental shares from assum

Exercise of stock optior 22 22

Vesting of restricted stock awar 28 29

Total diluted weighted average common shares oudstg 14,11 13,82«

Basic earnings per common sh $ 0.4¢ $ 0.5C

Diluted earnings per common shi $ 0.4¢ $ 0.5C

There were approximately 14 thousand average sbalgsct to stock options which were excluded ftbmcomputation of diluted EPS for 1
three month periods ended March 31, 2014 becaeseffirct would be antidilutive.

(4.) INVESTMENT SECURITIES

The amortized cost and fair value of investmentstes are summarized below (in thousands):

Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value
March 31, 2015
Securities available for sale:
U.S. Government agencies and government sponsoterpases $176,64¢ $ 2,32¢ $ 304 $178,66¢
Mortgagebacked securitie:
Federal National Mortgage Associati 187,36¢ 3,061 437 189,99¢
Federal Home Loan Mortgage Corporat 25,89: 76¢ 8 26,65
Government National Mortgage Associat 46,58¢ 2,09: — 48,677
Collateralized mortgage obligatior
Federal National Mortgage Associati 76,40¢ 96¢ 58: 76,79«
Federal Home Loan Mortgage Corporat 90,87t 23: 1,521 89,58
Government National Mortgage Associat 26,96¢ 54E 12 27,49¢
Privately issuet — 1,16¢ — 1,16¢
Total collateralized mortgage obligatic 194,24 2,91¢ 2,11¢ 195,04¢
Total mortgag-backed securitie 454,09: 8,84t 2,561 460,37t
Asse-backed securitie — 231 — 231
Total available for sale securiti $630,74( $ 11,40( $ 2,86¢ $639,27!
Securities held to maturity:
State and political subdivisiol 285,63( 6,121 28 291,72:
Mortgagebacked securitie:
Federal National Mortgage Associati 3,25z 55 — 3,30¢
Government National Mortgage Associat 17,37: 12t 18 17,47¢
Total mortgag-backed securitie 20,62t 18C 18 20,78
Total held to maturity securitie $306,25! $ 6,301 $ 46 $312,51(

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

(4.) INVESTMENT SECURITIES (Continued)

Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value
December 31, 201.
Securities available for sale
U.S. Government agencies and government sponsoterpases $160,33: $ 1,11¢ $ 97t $160,47"
Mortgagebacked securitie:
Federal National Mortgage Associati 184,85 2,34¢ 1,26¢ 185,93
Federal Home Loan Mortgage Corporat 29,47¢ 79¢ 7 30,27(
Government National Mortgage Associat 48,80( 2,022 — 50,82
Collateralized mortgage obligatior
Federal National Mortgage Associati 76,24 48¢ 944 75,79:
Federal Home Loan Mortgage Corporat 89,62: 19¢ 2,58¢ 87,23%
Government National Mortgage Associat 29,95¢ 59¢ 40 30,51
Privately issuet — 1,21¢ — 1,21¢
Total collateralized mortgage obligatic 195,82« 2,50¢ 3,56¢ 194,75¢
Total mortgag-backed securitie 458,95¢ 7,66¢ 4,84( 461,78t
Asse-backed securitie — 231 — 231
Total available for sale securiti $619,29: $ 9,01¢ $ 5,81¢ $622,49:
Securities held to maturity:
State and political subdivisiol 277,27 4,231 12C 281,38:
Mortgagebacked securitie:
Federal National Mortgage Associati 3,27¢ 24 — 3,30z
Government National Mortgage Associat 13,88¢ 122 — 14,00¢
Total mortgag-backed securitie 17,16¢ 14¢€ — 17,31:
Total held to maturity securitie $294,43¢ $ 4,371 $ 12C $298,69!

Investment securities with a total fair value ofi8& million at March 31, 2015 were pledged asatelial to secure public deposits and for
other purposes required or permitted by law.

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

Three months endec

March 31,
2015 2014
Proceeds from sales $29,50¢ $19,47(
Gross realized gair 1,07: 313
Gross realized losst 11 —

The scheduled maturities of securities availabtesébe and securities held to maturity at MarchZR11L,5 are shown below (in thousands).
Actual expected maturities may differ from conttedtmaturities because issuers may have the gtlt or prepay obligations.

Amortized
Fair
Cost Value
Debt securities available for sale
Due in one year or le: $ 21 $ 22
Due from one to five yeal 153,57¢ 154,14!
Due after five years through ten ye 244,62: 250,79:
Due after ten yeal 232,51¢ 234,31!

$630,74( $639,27!

Debt securities held to maturity:

Due in one year or le: $ 23,34: $ 23,40¢
Due from one to five yeal 139,82! 142,29t
Due after five years through ten ye 123,91« 127,46
Due after ten yeal 19,17¢ 19,331

$306,25! $312,51(



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

(4.) INVESTMENT SECURITIES (Continued)

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

Less than 12 months 12 months or longer Total
Unrealized Unrealized Unrealized

Fair Fair Fair

Value Losses Value Losses Value Losses

March 31, 2015

Securities available for sale

U.S. Government agencies and government sponsotethbases  $15,44¢ $ 42 $25090 $ 26z $4053¢ $ 304
Mortgagebacked securitie:

Federal National Mortgage Associati 23,34¢ 107 34,82: 33C 58,171 437
Federal Home Loan Mortgage Corporat 1,71C 8 — — 1,71C 8
Collateralized mortgage obligatior
Federal National Mortgage Associati 4,87 22 21,11¢ 561 25,991 58:
Federal Home Loan Mortgage Corporat 8,53¢ 13 65,62 1,50¢ 74,15¢ 1,521
Government National Mortgage Associat — — 2,431 12 2,431 12
Total collateralized mortgage obligatic 13,401 35 89,17 2,081 102,58( 2,11¢
Total mortgag-backed securitie 38,46¢ 15C 123,99! 2,411 162,46: 2,561
Total available for sale securiti 53,91( 192 149,08 2,67: 202,99 2,86¢
Securities held to maturity:
State and political subdivisiol 5,48¢ 28 — — 5,48¢ 28
Mortgagebacked securitie:
Government National Mortgage Associat 2,18¢ 18 — — 2,18¢ 18
Total held to maturity securitie 7,67(C 46 — — 7,67( 46
Total temporarily impaired securiti $61,58(C $ 23 $149,08 $ 2,67 $210,66° $ 2,911

December 31, 201

Securities available for sale:

U.S. Government agencies and government sponsotechases  $34,99:  $ 77 $4107C $ 89 $ 76,068 $ 97F
Mortgagebacked securitie:

Federal National Mortgage Associati 2,24; 8 62,59: 1,25¢ 64,83 1,26¢
Federal Home Loan Mortgage Corporat 3,38 7 — — 3,38 7

Collateralized mortgage obligatior
Federal National Mortgage Associati 11,22¢ 24 25,64« 92( 36,87: 944
Federal Home Loan Mortgage Corporat — — 76,12¢ 2,58¢ 76,12¢ 2,58t
Government National Mortgage Associat — — 2,51( 40 2,51( 40
Total collateralized mortgage obligatic 11,22¢ 24 104,28( 3,54¢ 115,50¢ 3,56¢
Total mortgag-backed securitie 16,851 39 166,87. 4,801 183,72 4,84(
Total available for sale securiti 51,85 11€ 207,94. 5,69¢ 259,79: 5,81¢

Securities held to maturity:

State and political subdivisiol 18,03¢ 12C — — 18,03¢ 12C
Total temporarily impaired securiti $69,88¢ $ 23€¢ $207,94: $ 5,69¢ $277,83( $ 5,93t

The total number of security positions in the irte@nt portfolio in an unrealized loss position areh 31, 2015 was 74 compared to 122 at
December 31, 2014. At March 31, 2015, the Compauygositions in 33 investment securities with a¥alue of $149.1 million and a total
unrealized loss of $2.7 million that have been @oatinuous unrealized loss position for more thamonths. There were a total of 41
securities positions in the Company’s investmenmtfplio, with a fair value of $61.6 million and attl unrealized loss of $238 thousand at
March 31, 2015, that have been in a continuousalizesl loss position for less than 12 months. Até&eber 31, 2014, the Company had
positions in 51 investment securities with a faitue of $207.9 million and a total unrealized l06$5.7 million that have been in a continuous
unrealized loss position for more than 12 montheere were a total of 71 securities positions inGoenpany’s investment portfolio, with a fair
value of $69.9 million and a total unrealized l0§$236 thousand at December 31, 2014, that hadl ibege continuous unrealized loss position
for less than 12 months. The unrealized loss oestment securities was predominantly caused bygesaim market interest rates subsequent
to purchase. The fair value of most of the invesiinsecurities in the Company’s portfolio fluctuasssmarket interest rates change.
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(4.) INVESTMENT SECURITIES (Continued)

The Company reviews investment securities on awioggoasis for the presence of OTTI with formaliesus performed quarterly. When
evaluating debt securities for OTTI, managemensioars many factors, including: (1) the lengthiwfe and the extent to which the fair value
has been less than cost, (2) the financial condditd near-term prospects of the issuer, (3) whetieemarket decline was affected by
macroeconomic conditions, and (4) whether the Cambas the intention to sell the debt security bether it is more likely than not that it
will be required to sell the debt security befdeeanticipated recovery. The assessment of whé&f@i exists involves a high degree of
subjectivity and judgment and is based on the médion then available to management. There wampairment recorded during the three
months ended March 31, 2015 and 2014.

Based on management’s review and evaluation oEtimapany’s debt securities as of March 31, 2015d#i# securities with unrealized losses
were not considered to be OTTI. As of March 31,20he Company did not intend to sell any of theusigies in a loss position and believes
that it is not likely that it will be required t@k any such securities before the anticipatedweigoof amortized cost. Accordingly, as of

March 31, 2015, management has concluded that liseédosses on its investment securities are tearga@and no further impairment loss has
been realized in the Company’s consolidated statésraf income.

(5.) LOANS

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

Net Deferrec

Principal
Amount Loan Costs
Outstanding (Fees) Loans, Net

March 31, 2015
Commercial busines $ 277,42 $ 37 $ 277,46¢
Commercial mortgag 480,47¢ (1,259 479,22t
Residential mortgag 97,85( (133 97,71%
Home equity 380,07( 6,891 386,96
Consumer indirec 637,38l 24,83: 662,21:
Other consume 19,18¢ 18¢ 19,37:

Total $1,892,39 $ 30,56¢ 1,922,95.
Allowance for loan losse (27,19)

Total loans, ne $1,895,76.
December 31, 2014
Commercial busines $ 267,37 $ 32 $ 267,40¢
Commercial mortgag 476,40 (1,319 475,09:
Residential mortgag 100,24: (140 100,10:
Home equity 379,77 6,841 386,61
Consumer indirec 636,35 25,31¢ 661,67
Other consume 20,91t 197 21,11:

Total $1,881,07 $ 30,93 1,912,00:;
Allowance for loan losse (27,63))

Total loans, ne $1,884,36!

Loans held for sale (not included above) were casegrentirely of residential real estate mortgagestotaled $656 thousand and $755
thousand as of March 31, 2015 and December 31, 264gdectively.

-13-



Table of Contents

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

(5.) LOANS (Continued)
Past Due Loans Aging

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

Greater

30-59 Day:  6C-89 Days Than9C  Total Pasl

Total
Past Due Past Due Days Due Nonaccrual Current Loans
March 31, 2015
Commercial busines $ 801 $ — $ — $ 801 $ 4587 $ 272,03¢ $ 277,42
Commercial mortgag 56 28 — 84 3,411 476,98 480,47¢
Residential mortgag 314 — — 314 1,361 96,17¢ 97,85(
Home equity 577 10C — 677 672 378,72: 380,07(
Consumer indirec 1,16¢ 161 — 1,32¢ 994 635,06: 637,38
Other consume 73 26 8 107 39 19,03¢ 19,18
Total loans, gros $ 298 $ 31 $ 8 $ 3,30¢ $ 11,064 $1,878,01 $1,892,39
December 31, 201.
Commercial busines $ 28 $ — $ — $ 28 $ 4,28t $ 263,06 $ 267,37
Commercial mortgag 83 — — 83 3,02( 473,30 476,40°
Residential mortgag 321 — — 321 1,19¢ 98,72t 100,24:
Home equity 79¢ 67 — 86¢€ 463 378,44! 379,77
Consumer indirec 2,42¢ 402 — 2,831 1,16¢ 632,35 636,35’
Other consume 14¢€ 48 8 204 11 20,70( 20,91¢
Total loans, gros $ 380 $ 517 $ 8 $ 4337 $ 10,14¢ $1,866,59 $1,881,07

There were no loans past due greater than 90 dalystél accruing interest as of March 31, 2015 Betember 31, 2014. There were $8
thousand in consumer overdrafts which were pasgdeater than 90 days as of March 31, 2015 andrbieee31, 2014. Consumer overdrafts
are overdrawn deposit accounts which have beeassitied as loans but by their terms do not acirieeest.

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. Commeroiah$ modified in a TDR may involve temporary inggrenly payments, term extensions,
reducing the interest rate for the remaining tefrihe loan, extending the maturity date at an ggerate lower than the current market rate for
new debt with similar risk, requesting additionallateral, forgiveness of principal, releasing atdral for consideration, or substituting or
adding a new borrower or guarantor.

The following table presents information relatedd@ans modified in a TDR during the quarterly pdsdndicated (dollars in thousands).

Pre- Pos-
Modification Modification
QOutstanding Outstanding
Number of
Recorded Recorded
Contracts Investment Investment
March 31, 2015
Commercial busines — $ — $ —
Commercial mortgag 1 682 33C
Total 1 $ 682 $ 33C
March 31, 2014
Commercial busines — $ — $ —
Commercial mortgag — — —
Total — $ — $ —
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(5.) LOANS (Continued)

The loan identified as a TDR by the Company dutirgthree month period ended March 31, 2015 wasqusly on nonaccrual status and
reported as an impaired loan prior to restructurifitge modification primarily related to forgivenesfsprincipal. Nonaccrual loans that are
restructured remain on nonaccrual status, but mayerto accrual status after they have performedrdotg to the restructured terms for a
period of time. The TDR classification did not havenaterial impact on the Company’s determinatiothe allowance for loan losses because
the modified loans were impaired and evaluatedfspecific reserve both before and after restringjur

There were no loans modified as a TDR within thevjmus 12 months that defaulted during the threathmended March 31, 2015 or 2014.
For purposes of this disclosure, a loan modified &OR is considered to have defaulted when theolw@ar becomes 90 days past due.

Impaired Loans

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

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investment (1) Balance® Allowance Investment Recognize:
March 31, 2015
With no related allowance recorde
Commercial busines $ 1,461 $ 2,92( $ — $ 1,38¢ $ —
Commercial mortgag 1,20¢ 1,90¢ — 88( —
2,67(C 4,82¢ — 2,26¢ —
With an allowance recorde
Commercial busines 3,12¢ 3,12¢ 1,12( 2,93¢ —
Commercial mortgag 2,20z 2,20z 817 2,21¢ —
5,32¢ 5,32¢ 1,937 5,14¢ —

$ 7,99¢ $ 10,157 $ 1,937 $ 7,41 $ —

December 31, 201:
With no related allowance recorde

Commercial busines $ 1,40¢ $ 1,741 $ — $ 1,431 $ —
Commercial mortgag 781 92C — 1,014 —
2,18¢ 2,661 — 2,44¢ —

With an allowance recorde
Commercial busines 2,88( 2,88( 1,55¢ 1,99¢ —
Commercial mortgag 2,23¢ 2,23¢ 911 1,56( —
5,11¢ 5,11¢ 2,467 3,55¢ —

$ 7,30¢ $ 7,78C $ 2,467 $ 6,00: $ —

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

Credit Quality Indicators

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

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

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

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

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

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

Commercial Commercial
Business Mortgage
March 31, 2015
Uncriticized $ 261,44 $ 465,38:
Special mentiol 5,22¢ 5,59¢
Substandar 10,75¢ 9,49¢
Doubtful — —
Total $ 277,42 $ 480,47
December 31, 201.
Uncriticized $ 250,96: $ 460,88
Special mentiol 5,53( 5,411
Substandar 10,88¢ 10,11¢
Doubtful — —
Total $ 267,37 $ 476,40°

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
March 31, 2015
Performing $ 96,48¢ $379,39¢ $636,38! $19,13]
Non-performing 1,361 672 994 47
Total $ 97,85( $380,07( $637,38( $ 19,18
December 31, 201.
Performing $ 99,04: $379,31: $635,18! $ 20,89¢
Non-performing 1,194 462 1,16¢ 19
Total $100,24: $379,77: $636,35 $20,91¢
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

The following tables set forth the changes in th@aaance for loan losses for the three month periedded as of the dates indicated (in

thousands):

March 31, 2015
Allowance for loan losses
Beginning balanc
Charge-offs
Recoveries
Provision

Ending balanc:

Evaluated for impairmen
Individually
Collectively

Loans:

Ending balanc

Evaluated for impairmen
Individually
Collectively

March 31, 2014

Allowance for loan losses

Beginning balanc
Charge-offs

Recoveries
Provision

Ending balanc:

Evaluated for impairmen
Individually

Collectively

Loans:
Ending balanc:

Evaluated for impairmen
Individually

Collectively

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

$ 5621 $ 8,122 $ 57¢ $ 1,48 $11,38: $ 45 $ 27,637
1,141 60¢ 55 84 2,42: 25¢ 4,57(
48 89 33 10 1,10¢ 98 1,38:
867 554 10 19 1,13¢ 152 2,741
$ 539 $ 8,15¢ $ 55¢ $ 1,43 $ 11,208 $ 447 $ 27,19
$ 1,12 $ 817 $ = $ = $ = $ — $ 1,93i
$ 427 $ 7,33 % b5¢ $ 1,43( $ 11,208 $ 447 $ 25,25¢
$ 277,427 $ 480,47¢ $ 97,85( $380,07( $637,38( $19,18: $1,892,39
$ 458 $ 3411 $ — $ — $ — $ — $ 7,99¢
$ 272,840 $ 477,066 $ 97,85( $380,07( $637,38( $19,18: $1,884,39;
$ 427 $ 7,74 % 67¢ $ 1,367 $1223( $ 447 $ 26,73¢
68 — 78 10€ 2,45t 26¢ 2,97¢
29 7 21 11 1,10¢ 113z 1,28¢
45k 23C 53 99 1,104 16E 2,10¢
$ 468 $ 7980 $ 672 $ 1371 $1198 $ 45¢ $ 27,15:
$ 397 $ 92€ $ — $ — $ — $ — $ 1,32:
$ 429 $ 7,05 $ 672 $ 1,371 $1198: $ 456 $ 25,82¢
$ 268,30¢ $ 469,72! $110,29( $326,74: $620,91¢ $21,48¢ $1,817,47.
$ 3706 $ 954t % — $ — $ — $ — $ 13,25:
$ 264,60. $ 460,18( $110,29( $326,74« $620,91¢ $21,48¢ $1,804,22
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(5.) LOANS (Continued)

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 torage 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 largaartuas and involve a greater degree of risk thadeetal mortgage loans, potentially
resulting in higher losses on an individual custobeesis. Loan repayment is often dependent onubeessful operation and management of
the properties, as well as on the collateral saguthie loan. Economic events or conditions in ted estate market could have an adverse
impact on the cash flows generated by propertiesrs® the Company’s commercial real estate loauasom the value 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 unsecurea 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 ooirtg 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 banknypitd insolvency laws, may limit the amount whieim &e recovered on such loans.

(6.) GOODWILL AND OTHER INTANGIBLE ASSETS

The carrying amount of goodwill totaled $61.2 noiflias of March 31, 2015 and December 31, 2014 Cidmepany performs a goodwill
impairment test on an annual basis or more fredypdrdvents and circumstances warrant.

The Company has other intangible assets that aoetized, consisting of core deposit intangibles atiter intangibles (primarily related to
customer relationships acquired in connection WithCompany’s insurance agency acquisition). Chagthe gross carrying amount,
accumulated amortization and net book value, weifellows (in thousands):

March 31, December 31
2015 2014
Other intangibles assets
Gross carrying amoul $ 8,68: $ 8,68
Accumulated amortizatio (1,439 (1,19¢6)
Net book value $ 7,24% $ 7,48¢€

Amortization expense for total other intangibleeassvas $243 thousand and $89 thousand for the thoaths ended March 31, 2015 and
2014, respectively. As of March 31, 2015, the eatéd amortization expense of other intangible agsethe remainder of 2015 and each of
the next five years is as follows (in thousands):

2015 (remainder of yea $69¢
2016 864
2017 77¢
2018 68¢
2019 611
2020 53:
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(7.) SHAREHOLDERS' EQUITY
Common Stock

The changes in shares of common stock were asMolior the three month periods ended March 31, 201tb2014:

Qutstanding Treasury Issued

March 31, 2015

Shares outstanding at December 31, Z 14,118,04 279,46: 14,397,50
Restricted stock awards issL 49,08 (49,089 —
Restricted stock awards forfeit (2,277 2,271 —
Stock options exercise 3,722 (3,7272) —
Treasury stock purchas (1,797 1,791 —

Shares outstanding at March 31, 2! 14,166,79 230,71 14,397,50

March 31, 2014

Shares outstanding at December 31, 2 13,829,35 332,24: 14,161,59
Restricted stock awards issL 33,84 (33,849 —
Restricted stock awards forfeit (7,037%) 7,037 —
Stock options exercise 5,92¢ (5,925 —
Treasury stock purchas (9,107) 9,102 —

Shares outstanding at March 31, 2! 13,852,98 308,61« 14,161,59

(8.) ACCUMULATED OTHER COMPREHENSIVE LOSS

The following table presents the components of rotbenprehensive income for the three month perésdied March 31, 2015 and 2014 (in
thousands):

Pre-tax Net-of-tax
Amount Tax Effect Amount
March 31, 2015
Securities available for sale and transferred stbestr
Change in unrealized gain/loss during the pe $ 6,39¢ $ 2,43¢ $ 3,96(
Reclassification adjustment for net gains inclubtedet income® (1,139 (440 (699)
Total securities available for sale and transfeseclirities 5,251 1,99¢ 3,261
Amortization of pension and p«retirement items
Prior service cred (12 (5) )
Net actuarial losse 23€ 94 142
Total pension and pc-retirement obligation 224 89 13E
Other comprehensive incor $ 5,481 $ 2,08t $ 3,39¢
March 31, 2014
Securities available for sale and transferred stbestr
Change in unrealized gain/loss during the pe $ 6,65( $ 2,63¢ $ 4,01¢
Reclassification adjustment for net gains incluahedet income() (450 (178 (272)
Total securities available for sale and transfeseclirities 6,20( 2,45¢ 3,744
Amortization of pension and p«retirement items
Prior service cred (12 (5) @)
Net actuarial losse 44 18 26
Total pension and pc-retirement obligation 32 13 19
Other comprehensive incor $ 6,23 $ 2,46¢ $ 3,768

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

Activity in accumulated other comprehensive logs,af tax, for the three month periods ended M&Th2015 and 2014 was as follows (in
thousands):

Securities
Available for Accumulated
Pension Other
Sale and and Post- Comprehensive
Transferred retirement
Securities Obligations Loss
March 31, 2015
Balance at beginning of ye $ 1,62f $ (10,63¢) $ (9,01))
Other comprehensive income before reclassificat 3,96( — 3,96(
Amounts reclassified from accumulated other
comprehensive los (699) 13t (5649)
Net current period other comprehensive incc 3,261 13t 3,39¢
Balance at end of peric $ 4,88¢ $ (10,50)) $ (5,615
March 31, 2014
Balance at beginning of ye $ (5,339 $ (4,850 $ (10,18)
Other comprehensive income before reclassificat 4,01¢ — 4,01¢
Amounts reclassified from accumulated other
comprehensive los (272) 19 (259
Net current period other comprehensive incc 3,74 19 3,76:
Balance at end of peric $ (1,599 $ (4,83) $ (6,429

The following table presents the amounts reclassifiut of each component of accumulated other celnemsive loss for the three month
periods ended March 31, 2015 and 2014 (in thou3ands

Amount Reclassified from

Details About Accumulated Other Accumulated Other Affected Line Item in the
Comprehensive Loss Componen Comprehensive Los¢ Consolidated Statement of Incom«
Three months endec
March 31,
2015 2014
Realized gain on sale of investment securities $ 1,062 $ 31¢ Net gain on disposal of investm
securities

Amortization of unrealized holding gains (losses) o
investment securities transferred from availabte fo

sale to held to maturit 77 137 Interest incom
1,13¢ 45C Total before ta
(440 (17¢)  Income tax expens
69¢ 272 Net of tax
Amortization of pension and p«retirement items
Prior service cred® 12 12 Salaries and employee bene
Net actuarial losse®) (23€) (44)  Salaries and employee bene
(229) (32) Total before ta
89 13 Income tax benef
(13%) (19) Net of tax
Total reclassified for the peric $ 564 $ 258

() These items are included in the computation opreodic pension expense. See Note 10 — EmplBgeefit Plans for additional
information.
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(9.) SHARE-BASED COMPENSATION PLANS

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

The Company awarded grants of 36,384 shares ofatest common stock to certain members of manageheing the three months ended
March 31, 2015. Thirty percent of the shares suligeeach grant will be earned based upon achientoi@n EPS performance requirement
for the Company'’s fiscal year ended December 31520he remaining seventy percent of the sharddbwiéarned based on the Company’s
achievement of a relative total shareholder reftiFf8R”") performance requirement, on a percentilsibacompared to the SNL Small Cap
Bank & Thrifts Index over a three-year performapeeiod ended December 31, 2017. The shares eaased lon the achievement of the EPS
and TSR performance requirements, if any, will @sEebruary 25, 2018 assuming the recipient’sigoatis service to the Company.

The grantdate fair value of the TSR portion of the awardhged during the three month period ended Marci2815 was determined using
Monte Carlo simulation model on the date of grasguming the following (i) expected term of 2.8ange (i) risk free interest rate of 0.92%,
(i) expected dividend yield of 3.53% and (iv) eqted stock price volatility over the expected tefithe TSR award of 26.8%. The grant-date
fair value of all other restricted stock awardedgial to the closing market price of our commorlstin the date of grant.

The Company granted 12,700 additional shares tfetxl common stock to management during the threleths ended March 31, 2015.
These shares will vest after completion of a thyear service requirement. The average market pfitee restricted stock awards on the date
of grant was $22.79.

The restricted stock awards granted to manageme2tili5 do not have rights to dividends or dividegdivalents.

The following is a summary of restricted stock asvactivity for the three month period ended Mardéh2015:

Weighted

Average

Market

Number of Price at
Shares Grant Date
Outstanding at beginning of year 59,11 $ 17.2¢
Grantec 49,08 16.4:
Vested (6,57¢) 17.4:
Forfeited (2,27)) 21.1¢
Outstanding at end of peric 99,34¢ $ 16.7¢

As of March 31, 2015, there was $1.1 million oferognized compensation expense related to unvestizetted stock awards that is expecte
to be recognized over a weighted average peri@dsofears.
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(9.) SHARE-BASED COMPENSATION PLANS (Continued)

The Company uses the Black-Scholes valuation methedtimate the fair value of its stock option edga There were no stock options
awarded during 2015 or 2014. The following is a swary of stock option activity for the three mondraled March 31, 2015 (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 135,41t $ 19.2¢
Exercisec (3,729 19.4¢
Expired (8,649 21.0Z
Outstanding and exercisable at end of pe 123,04¢ $ 19.1: 1.8 $ 46¢

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 tire¢ months ended March 31, 2015 and 2014 wash®13adnd and $25 thousand, respectively
The total cash received as a result of option ésesainder stock compensation plans for the thim®hms ended March 31, 2015 and 2014 wa:
$72 thousand and $110 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

March 31,
2015 2014
Salaries and employee benefits $ 78 $ 81
Other noninterest expen 25 22
Total shar-based compensation expel $ 10¢ $ 10¢

(10.) EMPLOYEE BENEFIT PLANS

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

Three months endec

March 31,
2015 2014
Service cost $ 581 $ 47¢
Interest cost on projected benefit obligat 58: 574
Expected return on plan ass (2,209 (1,029
Amortization of prior service cred (12 (12
Amortization of net actuarial loss 23€ 44
Net periodic pension expen $ 18¢ $ 56

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 2015
fiscal year.
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(11.) COMMITMENTS AND CONTINGENCIES

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

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

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

December 31

March 31,
2015 2014
Commitments to extend credit $503,34¢ $ 450,34
Standby letters of crec 10,66¢ 8,57¢

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 which may require payrbg the customer of a termination
fee. Commitments may expire without being drawnmypberefore, the total commitment amounts do eaessarily represent future cash
requirements. Each customer’s creditworthinessatuated on a case-by-case basis. The amountlaferall obtained, if any, is based on
management’s credit evaluation of the borrowem&tg letters of credit are conditional lending coitnments issued by the Company to
guarantee the performance of a customer to apiiry. These standby letters of credit are primas#ued to support private borrowing
arrangements. The credit risk involved in issuitamdby letters of credit is essentially the sam#hasinvolved in extending loan facilities to
customers.

The Company also extends rate lock agreementsrtovibers related to the origination of residentiartgage loans. To mitigate the interest
rate risk inherent in these rate lock agreemenésCompany may enter into forward commitments bidrsgividual residential mortgages. Rate
lock agreements and forward commitments are coresidgerivatives and are recorded at fair valuewBod sales commitments totaled $1.1
million and $1.2 million at March 31, 2015 and Dex®er 31, 2014, respectively. In addition, the metrge in the fair values of these
derivatives was recognized as other noninteresiigcor other noninterest expense in the consotidstegements of income.

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

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

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

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

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

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

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

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

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

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

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

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

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

Assets Measured at Fair Value

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

Quoted Prices ir

Significant
Active Markets Other Significant
for Identical Observable Unobservable
Assets or
Liabilities Inputs Inputs
(Level 1) (Level 2) (Level 3) Total
March 31, 2015
Measured on a recurring basis:
Securities available for sal
U.S. Government agencies and government
sponsored enterpris $ — $178,66¢ $ — $178,66¢
Mortgagebacked securitie — 460,37t — 460,37t
Asse-backed securitie — 231 — 231
$ = $639,27¢ $ = $639,27
Measured on a nonrecurring basis
Loans:
Loans held for sal $ — $  65¢€ $ — $ 65€
Collateral dependent impaired loz — — 3,391 3,391
Other asset:
Loan servicing right: — — 1,32t 1,32¢
Other real estate ownt — — 13¢ 13¢
December 31, 201.
Measured on a recurring basis:
Securities available for sal
U.S. Government agencies and government
sponsored enterpris $ — $160,47" $ — $160,47!
Mortgagebacked securitie — 461,78t — 461,78t
Asse-backed securitie — 231 — 231
$ — $622,49¢ $ — $622,49¢
Measured on a nonrecurring basis
Loans:
Loans held for sal $ — $ 75 $ — $ 75t
Collateral dependent impaired loz — — 2,652 2,652
Other asset:
Loan servicing right: — — 1,35¢ 1,35¢
Other real estate ownq — — 194 194
$ — $ 758 $ 4,20¢ $ 4,96(

There were no transfers between Levels 1 and 2glthie three months ended March 31, 2015 and 2Z01ete were no liabilities measured at
fair value on a recurring or nonrecurring basisruthe three month periods ended March 31, 2082814.

-25-



Table of Contents

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

(12.) FAIR VALUE MEASUREMENTS (Continued)

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

Fair Unobservable Input
Asse Value Valuation Technigue Unobservable Input Value or Range
Collateral dependent impaired loans $3,391 Appraisal of collateral® Appraisal adjustments (. 0% - 100% discoun
Discounted cash floy Discount rate 4.4%G)
Risk premium rat 10.0%0)
Loan servicing right 1,32t Discounted cash floy Discount rate 4.8%0)
Constant prepayment ré 15.6%®)
Other real estate ownt 13¢ Appraisal of collatera® Appraisal adjustment®  19%- 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 three months
ended March 31, 2015.

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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(12.) FAIR VALUE MEASUREMENTS (Continued)

The following presents (in thousands) the carrdngpunt, estimated fair value, and placement ifdhievalue measurement hierarchy of the
Company’s financial instruments as of the dategcatdd.

Level in March 31, 2015 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 $ 135,97. $ 135,97. $ 58,15 $ 58,15
Securities available for sa Level 2 639,27! 639,27} 622,49: 622,49:
Securities held to maturi Level 2 306,25! 312,51( 294,43t 298,69!
Loans held for sal Level 2 65€ 65€ 75k 75k
Loans Level 2 1,892,37, 1,904,49: 1,881,71. 1,887,95!
Loans(®) Level 3 3,391 3,391 2,652 2,65
Accrued interest receivahb Level 1 9,11« 9,11« 8,10« 8,10¢
FHLB and FRB stocl Level 2 12,12¢ 12,12¢ 19,01« 19,01«
Financial liabilities:
Non-maturity deposit: Level 1 2,092,84. 2,092,84. 1,857,28! 1,857,28!
Time deposit: Level 2 611,85: 613,24! 593,24 593,79:
Shor-term borrowings Level 1 175,57: 175,57: 334,80 334,80
Accrued interest payab Level 1 4,24( 4,24( 3,86% 3,86:

(1) Comprised of collateral dependent impaired lo:

(13.) SEGMENT REPORTING

The Company has two reportable operating segmieaitking and insurance, which are delineated bgdimsolidated subsidiaries of Financial
Institutions, Inc. The banking segment includefthe Company’s retail and commercial bankingrapens. The insurance segment include:
the activities of SDN, a full service insurance ragethat provides a broad range of insurance ses\iz both personal and business clients.
Company operated as one business segment unditthasition of SDN on August 1, 2014, at which tithe new “Insurance” segment was
created for financial reporting purposes. Holdioghpany amounts are the primary differences betwegment amounts and consolidated
totals, and are reflected in the Holding Company @ther column below, along with amounts to elingnaalances and transactions between
segments.

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

Holding
Company anc Consolidatec
Banking Insurance Other Totals

March 31, 2015
Goodwill $ 48,53¢ $12,61° $ — $ 61,15:
Other intangible assets, r 1,045 6,19¢ — 7,243
Total asset(V) 3,176,43, 20,67° (32 3,197,07
December 31, 201.
Goodwill $ 48,53t $12,61° $ — $ 61,15:
Other intangible assets, r 1,12¢ 6,361 — 7,48¢
Total asset 3,065,10! 20,36¢ 4,04¢ 3,089,52.

(1) The negative balance for total assets in the difigl Company and Other” column results from thelation of holding company cash
held in deposit accounts at the Bank and otheassilcations
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(13.) SEGMENT REPORTING (Continued)

Three months ended March 31, 201

Holding
Company anc Consolidatec
Banking Insurance Other Totals

Net interest incom $ 23,147 $ — $ — $ 23,14
Provision for loan losse (2,74 — — (2,747
Noninterest incom 6,831 1,59: 227 8,291
Noninterest expens (17,279 (1,187 (545) (19,017
Income (loss) before income tax 9,95¢ 40€ (672) 9,69
Income tax (expense) bene (2,949 (159 217 (2,89
Net income (loss $ 7,00¢ $ 247 $ (455) $ 6,807

(14.) SUBSEQUENT EVENT

On April 15, 2015, the Company issued $40.0 millioaggregate principal amount of 6.0% fixed taflog rate subordinated notes due 2030
(the “Notes”) to certain accredited investors. Nuwtes will bear interest at a fixed rate of 6.0% year, payable semi-annually, for the first 10
years and, from April 15, 2025 to the April 15, PQBaturity date, the interest rate will reset gerdytto an annual interest rate equal to the
current threenonth London Interbank Offered Rate (LIBOR) plud43l%, payable quarterly. The Notes are redeematiiecbCompany at ar
quarterly interest payment date beginning on Alsil 2025 to maturity at par, plus accrued and uhjpaerest. The notes qualify as Tier 2
capital for regulatory purposes. The net processis this offering are intended for general corpgairposes, including but not limited to,
contribution of capital to the Bank to support botlganic growth and opportunistic acquisitions.

In connection with the Notes offering, the Compabyained ratings from Kroll Bond Rating Agency (t{f). Kroll assigned investment gra
ratings of BBB and BBB- for the Company’s seniosecured debt and subordinated debt, respectivetyaaenior deposit rating of BBB+ for
the Bank.
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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 readdnjunction with the more detailed and comprehendisclosures included in our
Annual Report on Form -K for the year ended December 31, 2014. In addjtpdease read this section in conjunction with Gansolidated
Financial Statements and Notes to Consolidated fired Statements contained here

FORWARD LOOKING INFORMATION

Statements and financial analysis contained indb@iment that are based on other than historatal ae forward-looking statements within
the meaning of the Private Securities LitigatiorfdR@ Act of 1995. Forward-looking statements pra&vidirrent expectations or forecasts of
future events and include, among others:

» statements with respect to the beliefs, plabgctives, goals, guidelines, expectations, gratidons, and future financial condition,
results of operations and performance of Finarngtitutions, Inc. and our subsidiaries; ¢

» statements preceded by, followed by or thdtuuhe the words “may,” “could,” “should,” “would,”elieve,

“estimate” “ plan” “projects” or similar expression:

anticipate,”

expect” “intend

These forward-looking statements are not guaramteisure performance, nor should they be relipdruas representing management’s view
as of any subsequent date. Forward-looking statenevolve significant risks and uncertainties aatual results may differ materially from
those presented, either expressed or implied srdttcument and our Annual Report on Form 10-Kilferfiscal year ended December 31,
2014, which we refer to as the Form 10-K, includibgt not limited to, those presented in the Manag&'s Discussion and Analysis of
Financial Condition and Results of Operations. &@cthat might cause such differences includeabeihot limited to:

» greater credit losses than anticipat

» changes in our tax strategies and the value ofleferred tax asset

« limited geographic concentratic

» failure to obtain accurate and complete informatibout or from customers and counterpar

» insurance industry risks on our insurance brokesadpsidiary

* environmental liability risk associated with ounééng activities;

» changes in the quality or composition of our loameestment portfolios

» risks through our indirect lendin

e changes in banking laws, regulations and regulgiomgtices

* new or changing tax and accounting rules and intééagons;

» legal and regulatory proceedings and related nsa

* abreach in security of our information systemsluding the occurrence of a cyber incident or acitficy in cyber security

» technological change

» failure of other companies to provide key compos@iftour business infrastructu

» incorrect modeling assumptions for business planpimrposes

» the failure to attract and retain skilled peo|

e interest rate risk, changes in interest rate mak@hanges in real estate vall

« conditions in the financial markets and economicditions generally

» the fiscal and monetary policies of the federalegament and its agencie

* goodwill impairment

e competition in our market area; a

» severe weather, natural disasters, acts of waramrism, and other external ever
We caution readers not to place undue reliancengricawardiooking statements, which speak only as of the datde, and advise readers-
various factors, including those described abowsldcaffect our financial performance and couldseaaur actual results or circumstances for
future periods to differ materially from those aipgated or projected. See also Item 1A, Risk Fadtothe Form 10-K for further information.

Except as required by law, we do not undertake spedifically disclaim any obligation to publiclglease any revisions to any forwdodking
statements to reflect the occurrence of anticipatatchanticipated events or circumstances afted#éte of such statements.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

GENERAL

Financial Institutions, Inc. (the “Parent”) is adincial holding company headquartered in New Y d&iteS providing banking and nonbanking
financial services to individuals, municipalitiesdabusinesses primarily in our Western and CeiteaV York footprint. We offer a broad array
of deposit, lending and other financial servicemtividuals, municipalities and businesses prihgan Western and Central New York throu
our wholly-owned New York chartered banking sulesigj Five Star Bank. Our indirect lending netwarkludes relationships with franchised
automobile dealers in Western and Central New Yibix,Capital District of New York and Northern Psylvania. We also offer insurance
services through our wholly-owned insurance subsydiScott Danahy Naylon, LLC (“SDN”), a full secd insurance agency which we
acquired during the third quarter of 2014. Refeesna this report to “the Company”, “we”, “our” tus” mean the consolidated reporting er
and references to “the Bank” mean Five Star Bank.

Our primary sources of revenue are net interesinec(interest earned on our loans and securit@frinterest paid on deposits and other
funding sources) and noninterest income, partibufaes and other revenue from insurance and fiahservices provided to customers or
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, economnatigrand 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 has been to maintain a coityrhank philosophy, which consists of focusingaord understanding the individualized
banking needs of individuals, municipalities andibhasses of the local communities surrounding oungry service areas. We believe this
focus allows us to be more responsive to our custsnmeeds and provide a high level of personalisethat differentiates us from larger
competitors, resulting in long-standing and broadda banking relationships. Our core customerprararily small to medium-sized
businesses, individuals and community organizatiséch prefer to build banking and insurance refathips with a community bank that
combines high quality, competitively-priced produand services with personalized service. Becaluseradentity and origin as a locally
operated bank, we believe that our level of persseaice provides a competitive advantage oveyelabanks, which tend to consolidate
decision-making authority outside local communities

A key aspect of our current business strategy festter a community-oriented culture where our aogrs and employees establish long-
standing and mutually beneficial relationships. Mééeve that we are well-positioned to be a stromgpetitor within our market area because
of our focus on community banking needs and cust@®eice, our comprehensive suite of deposit, Exashinsurance products typically fot
at larger banks, our highly experienced managemaeant and our strategically located banking cenWisbelieve that the foregoing factors all
help to grow our core deposits, which supportsrdratelement of our business strategy—the growWth diversified and high-quality loan
portfolio.

EXECUTIVE OVERVIEW
Summary of 2015 First Quarter Results

Net income decreased $418 thousand or 6% to $@li®mrfor the first quarter of 2015 compared toZillion for the first quarter of 201

Net income available to common shareholders fofitsequarter of 2015 was $6.4 million, or $0.4& pliluted share, compared with $i
million, or $0.50 per diluted share, for the figstarter of last year. Return on average equity®&8% and return on average assets was 0.89
for the first quarter of 2015 compared to 11.19% @r99%, respectively, for the first quarter of 201

Net interest income totaled $23.1 million in thesfiiquarter 2015, down from $23.3 million in thesfiquarter 2014. Average earning as

were up $69.1 million, led by a $65.9 million inase in loans in the first quarter of 2015 compaoetthe same quarter in 2014. The growth in
earning assets was offset by a lower net interasgim. First quarter 2015 net interest margin wd8%, a decrease of 9 basis points from
3.52% reported in the first quarter of 2014.

The provision for loans losses was $2.7 milliothie first quarter of 2015 compared to $2.1 milliorthe first quarter of 2014. Net charge-offs
during the recent quarter were $3.2 million, uprfr1.7 million in the first quarter of 2014. Netacbe-offs expressed as an annualized
percentage of average loans outstanding were OdaBitg the first three months of 2015 compared WiB¥ % in the first quarter of 2014. See
the “Allowance for Loan Losses” and “Non-PerformifAgsets and Potential Problem Loans” sectionsisfifanagement’s Discussion and
Analysis for further discussion regarding the irss in the provision for loan losses and net-elaffs.

Noninterest income totaled $8.3 million in the ffigaiarter of 2015, compared to $6.4 million in tinst quarter of 2014. Included in these tof
are net gains realized from the sale of investraeatrities totaling $1.1 million for the first quer of 2015 and $313 thousand for the first
quarter of 2014. Exclusive of those gains, nonegemcome was $7.2 million in the first quarte26f5 and $6.0 million in the first quarter of
2014. The higher noninterest income in the firsirter 2015 compared to the first quarter 2014 imanily a result of a $1.6 million increase in
insurance income, reflecting the contributions frBBIN.
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Noninterest expense in the first quarter of 201&léal $19.0 million compared with $17.2 millionthre first quarter of 2014. The increas¢
noninterest expense was largely due to expenseutsible to SDN, which we did not own in the fisiagiter of 2014, and the hiring of
additional personnel associated with our expanisiiatives.

The regulatory Common equity Tier 1 ratio and Toisi-based capital ratio were 9.66%, and 11.69%, resedgtfor the first quarter of 201
See the “Liquidity and Capital Management” sectibthis Management’s Discussion and Analysis fothfer discussion regarding regulatory
capital and the Basel lll capital rules, which beeaeffective January 1, 2015.

Issuance of Subordinated Notes

On April 15, 2015, after conclusion of our firstdal quarter in 2015, the Parent company issued$4illion in aggregate principal amount of
6.0% fixed to floating rate subordinated notes 2080 (the “Notes”) to certain accredited investditse Notes will bear interest at a fixed rate
of 6.0% per year, payable semi-annually, for th&t fLO years and, from April 15, 2025 to the Ag#l, 2030 maturity date, the interest rate will
reset quarterly to an annual interest rate equilddhen current three-month London Interbank @ffeRate (LIBOR) plus 3.944%, payable
quarterly. The Notes are redeemable by us at aasteyly interest payment date beginning on April 2825 to maturity at par, plus accrued
and unpaid interest. The notes qualify as Tiergitabfor regulatory purposes. The net proceedsftiois offering are intended for general
corporate purposes, including but not limited tmtcibution of capital to the Bank to support botlyanic growth as well as opportunistic
acquisitions. The Parent company contributed $84libn of net proceeds from this offering to thartk as additional paid-in capital to
support general corporate purposes.

In connection with the Notes offering, we obtaimatings from Kroll Bond Rating Agency (“Kroll”Kroll assigned investment grade rating:
BBB and BBB- for the Parent’s senior unsecured @it subordinated debt, respectively, and a selejposit rating of BBB+ for the Bank.

RESULTS OF OPERATIONS
Net Interest Income and Net Interest Margin

Net interest income is the primary source of ouergie. Net interest income is the difference betweterest 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 inctnadfected by changes in interest rates and &athount and composition of earning assets
and interest-bearing liabilities, as well as thes#évity of the balance sheet to changes in irdterates, including characteristics such as the
fixed or variable nature of the financial instrurtgrcontractual maturities and repricing frequesicie

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

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

Three months ended March 31

2015 2014
Interest income per consolidated statements ofigco $ 24,99 $ 25,05¢
Adjustment to fully taxable equivalent ba 752 69=
Interest income adjusted to a fully taxable eq@imbbasis 25,74¢ 25,75¢
Interest expense per consolidated statements oifia 1,85( 1,78¢
Net interest income on a taxable equivalent t $ 23,89¢ $ 23,97(
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Analysis of Net Interest Income for the Three Month Periods ended March 31, 2015 and 2014

Net interest income on a taxable equivalent basithie three months ended March 31, 2015, was $2Bli&n, a decrease of $71 thouse
versus the comparable quarter last year. The agemsigme of interestarning assets for the first quarter of 2015 ineeda$69.1 million or 39
compared to the first quarter of 2014. The incréasmarning assets was primarily due to a $65.8ianiincrease in average loans and a $3.4
million increase in average investment securities.

The net interest margin for the first quarter o120vas 3.43%, 9 basis points lower than 3.52%herstme period in 2014. This comparable
period decrease was a function of a 10 basis pleicitease in interest rate spread, which resulted & corresponding decrease in the yield on
earning assets.

For the first quarter of 2015 the yield on averagming assets of 3.69% was 10 basis points Idveer the first quarter of 2014. Loan yields
decreased 18 basis points to 4.27%. Commerciahéssiand consumer indirect loans in particular,rd@&and 22 basis points, respectively,
experienced lower yields because of competitiveigi pressures in a low interest rate environniim. yield on investment securities
increased 4 basis points to 2.47%. Overall, earagsgt rate changes reduced interest income byt#i6@dand during the first quarter of 2015,
which was mostly offset by a favorable volume vaci of $665 thousand.

The cost of average interest-bearing liabilities Wa883% for first quarter of 2015, unchanged from dame quarter of 2014. The cost of short-
term funding decreased one basis point to 0.37%hofirst quarter of 2015. Overall, interest-begriability rate and volume changes resultec
in $66 thousand of higher interest expense.

Average interest-earning assets were $2.82 bifboriirst quarter of 2015, an increase of $69.llioml or 3% from the comparable quarter last
year. The average volume of loans increased $6Bli8mor 4% in the first quarter of 2015 compartedhe same quarter in 2014. Lok
represented 67.8% of average interest-earningsadagng first quarter of 2015 compared to 67.1%rdythe first quarter of 2014. Loans
generally have significantly higher yields compatedecurities and federal funds sold and intebestring deposits and, as such, have a more
positive effect on the net interest margin. Thédyan average loans was 4.27% for the first quat@015, a decrease of 18 basis points
compared to 4.45% for the first quarter of 2014e Vleld on average loans was negatively impacteldwgr average spreads due to increasec
competition in loan pricing during 2015 compare@@d4.

Average interest-bearing liabilities of $2.24 taiiliin the first quarter of 2015 were $79.2 milli@n4% higher than the first quarter of 2014.
Average deposits increased $142.0 million or 6%henfirst quarter of 2015, compared to the sameteua 2014. Average interest-bearing
deposits increased $101.8 million in the first gelmof 2015 period compared to first quarter 204Hile average non-interest-bearing deposits
increased $40.2 million in the first quarter of 8Gbmpared to first quarter 2014. The ratio of agerinterest-bearing deposits to total averag
deposits was 77.9% in the 2015 quarter compar&8.8% in the 2014 quarter. The cost of averagedstbearing deposits was 0.33% for fi
quarter of 2015, unchanged from the same quart2d4. The decrease in the average cost of intbezstng deposits during the comparable
periods was primarily the result of decreasestierest rates offered on certain deposit productstdihe low interest rate environment.
Additionally, the relative proportion of higher-d¢a=ertificates of deposit to total average intetesdring deposits decreased to 30.2% in the
quarter of 2015 from 32.7% in same quarter in 2014.
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The following table sets forth certain informatiaiating to the consolidated balance sheets atettefthe average yields earned on interest-
earning assets, as well as the average rates paidevest-bearing liabilities for the periods icatied (in thousands).

Three months ended March 31

2015 2014
Average Average
Average Average
Balance Interest Rate Balance Interest Rate
Interest-earning assets
Federal funds sold and inter-earning deposit $ 124 — 0.1% $ 31 $ — 0.08%
Investment securitie®)
Taxable 630,63: 3,46 2.2C 654,51! 3,501 2.1¢
Tax-exempi® 277,23t 2,14¢ 3.1C 249,92 1,98¢ 3.1¢
Total investment securitie 907,87: 5,612 2.417 904,43° 5,48 2.4z
Loans:
Commercial busines 264,81 2,72¢ 417 265,13° 2,911 4.4~
Commercial mortgag 478,70! 5,551 4.7 472,73: 5,50¢ 4.7z
Residential mortgag 99,26¢ 1,17¢ 4.7: 113,39( 1,37: 4.8t
Home equity 386,04t 3,71z 3.9C 328,83: 3,28t 4.0t
Consumer indirec 661,72 6,42¢ 3.94 642,24 6,58¢ 4.1¢
Other consume 19,73¢ 55( 11.3( 22,06 61C 11.22
Total loans 1,910,29;  20,13" 4.27 1,844,39 20,26 4.4¢
Total interes-earning asset 2,818,28  25,74¢ 3.6¢ 2,749,14 25,75¢ 3.7¢
Allowance for loan losse (27,889 (26,750
Other nonintere-earning asse! 325,11; 243,00:
Total asset $3,115,511 $2,965,40!
Interest-bearing liabilities:
Deposits:
Interes-bearing deman $ 551,50: 15€ 0.11% $ 511,07 $ 16C 0.12%
Savings and money mark 839,21 217 0.1C 761,79¢ 23t 0.1z
Certificates of depos 602,11! 1,245 0.84 618,12¢ 1,13( 0.74
Total interes-bearing deposit 1,992,83 1,62( 0.3¢ 1,890,99: 1,52t 0.3¢
Shor-term borrowings 251,76¢ 23C 0.37 274,41 25¢ 0.3¢
Total interes-bearing liabilities 2,244.60. 1,85( 0.3¢ 2,165,41. 1,78¢ 0.3¢
Noninteres-bearing demand depos 564,50( 524,34t
Other nonintere-bearing liabilities 21,45: 14,01¢
Shareholder equity 284,95¢ 261,62:
Total liabilities and sharehold¢ equity $3,115,511 $2,965,40!
Net interest income (t-equivalent) 23,89¢ $23,97(
Interest rate spree 3.36% 3.46%
Net earning asse $ 573,68. $ 583,73
Net interest margin (t-equivalent) 3.4%% 3.52%
Ratio of average interest-earning assets to avéndgyest-
bearing liabilities 125.5¢% 126.9(%

@) Investment securities are shown at amortized eubfreclude no-performing securities
(@ The interest on t-exempt securities is calculated on a tax equivdlasis assuming a Federal tax rate of 3
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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 income not solely due to changemiame or rate has been allocated in
proportion to the absolute dollar amounts of thengfe in each (in thousands):

Three months endec
March 31, 2015 vs. 201

Volume Rate Total
Increase (decrease) in:
Interest income:
Federal funds sold and inter-earning deposit $ — $— $—
Investment securitie:
Taxable (130 92 (38)
Tax-exempt 213 (50) 163
Total investment securitie 83 42 12t
Loans:
Commercial busines 4 (189 (187)
Commercial mortgag 69 (249 45
Residential mortgag (16¢) (32) (199
Home equity 554 (125) 42¢
Consumer indirec 19¢€ (359) (15¢)
Other consume (65) 5 (60)
Total loans 582 (712) (130
Total interest income 665 (670 (5)
Interest expense:
Deposits:
Interes-bearing deman 12 (16) 4
Savings and money mark 22 (40) (18)
Certificates of depos (30) 147 117
Total interes-bearing deposit 4 91 95
Shor-term borrowings (21) (8) (29)
Total interest expense A7) 83 66
Net interest income $ 682 $(759) $ (71)

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 loatfglar. The provision for loan losses for the fitgtarter of 2015 was $2.7 million, compared to
$2.1 million for the same period in 2014. The dovealg of one $2.6 million commercial credit relaibip during the first quarter of 2015
resulted in an approximately $800 thousand increaser provision for loan losses.

See the “Allowance for Loan Losses” and “Non-Parfimg Assets and Potential Problem Loans” sectidriki® Managemens$' Discussion an
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

March 31,
2015 2014

Service charges on deposits $1,87¢ $ 2,25(
Insurance incom 1,60¢ 41
ATM and debit carc 1,19: 1,17¢
Investment advisor 487 562
Company owned life insurani 467 402
Investments in limited partnershi 474 62€
Loan servicing 167 154
Net gain on sale of loans held for s 69 10t
Net gain on disposal of investment securi 1,062 313
Net gain (loss) on disposal of other as: 4 (35
Other 887 764

Total noninterest incom $ 8,29 $ 6,351

Service charges on deposit accounts for the thmeehm ended March 31, 2015 decreased $371 thoesamglared to the same period in 2014.
The decrease was primarily due to a decrease ianttoeint of checking account overdraft activity.

Insurance income was $1.6 million for the first danof 2015 compared to $41 thousand for the fjtstrter of 2014, reflecting the
contributions from SDN, which was acquired durihg third quarter 2014 as part of the Company’sesgsato diversify its business lines and
increase noninterest income through additionabi@sed services.

Investment advisory income decreased $75 thousah8% for the first quarter of 2015 compared to£20hvestment advisory income
fluctuates mainly due to sales volume, which desgwdaluring the first quarter of 2015.

Company owned life insurance increased by $64 tnadisr 16% in the first quarter of 2015 comparethtosame period in 2014. This
increase was primarily due to new policies purctakeing the third and fourth quarters 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 $474 thousand and $626 thousand for the thonths ended March 31, 2015
2014, respectively. The income from these equitthoe investments fluctuates based on the performahthe underlying investments.

During the first quarter of 2015 we recognized gahs on investment securities totaling $1.1 millimm the sale of six agency securities and
nine mortgage backed securities. The gains reatimeidg the first quarter of 2014 resulted from siade of five agency securities and one
mortgage backed security. The amount and timinguofsale of investments securities is dependeiat mmmnber of factors, including our
prudent efforts to realize gains while managingation, premium and credit risk.

Other noninterest income increased $123 thousat@%rfor the first quarter of 2015 compared to 20Mérchant services income, online
payment fees and credit card correspondent incampiised the majority of the increase.
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Noninterest Expense

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

Three months endec

March 31,
2015 2014

Salaries and employee benefits $10,22: $ 9,25¢
Occupancy and equipme 3,69¢ 3,23¢
Professional service 96¢ 972
Computer and data process 702 723
Supplies and posta¢ 563 512
FDIC assessmen 41¢ 427
Advertising and promotion 23¢ 17¢
Other 2,19¢ 1,91«

Total noninterest expen: $19,01: $17,21

Salaries and employee benefits expense increasgddyythousand or 10% in the first quarter of 26dmpared to the same period in 2014.
increase of $1.0 million in salaries expense rédléte SDN acquisition and the hiring of additiopafsonnel associated with our expansion
initiatives. A decrease of $80 thousand in empldyerefits was primarily due to lower medical exgenpartially offset by higher expense
related to our defined benefit retirement plan. Wgcally experience lower medical claims in thesfiquarter each year under the Company’s
self-insured plan as more employees have convesthidjh-deductible heath plans. We recognized abdoad net periodic pension and post-
retirement expense of $183 thousand during thedirarter of 2015 compared to $56 thousand duhisgsame period in 2014.

Occupancy and equipment expense increased by #id6dand or 14% when comparing the first quart@0df5 to the same period in 2014.
The increase was primarily related to higher canttra service expenses and incremental expensastfi® SDN facility.

Other noninterest expense was $2.2 million in thet fluarter of 2015 compared to $1.9 million ie first quarter of 2014. Other noninterest
expense for the first quarter 2015 included aneiase of $153 thousand in intangible asset amadizattributable to the SDN acquisition.

Our efficiency ratio for the first quarter of 200&s 60.27% compared with 56.96% for the first qurast 2014. The higher efficiency ratio is a
result of higher noninterest expense. The effigienatio is calculated by dividing total noninterespense, excluding other real estate expens
and amortization of intangible assets, by net raeedefined as the sum of tax-equivalent net istdnreome and noninterest income before ne
gains on investment securities. An increase ireffieiency ratio indicates that more resourceshaiag utilized to generate the same volum
income, while a decrease indicates a more effic@#atation of resources.

Income Taxes

For the three months ended March 31, 2015, we dedoncome tax expense of $2.9 million, versus $dlllon a year ago. The effective tax
rates for the first quarters of 2015 and 2014 v2&8% and 30.0%, respectively. The decrease imied@x expense was primarily due to
lower pre-tax income. Effective tax rates are impddy items of income and expense that are ng¢siuto federal or state taxation. Our
effective tax rates reflect the impact of thesmiewhich include, but are not limited to, intenestome from taxexempt securities and earnil
on company owned life insurance. In addition, dteative tax rate reflects the New York State taxings generated by our real estate
investment trust, which commenced operations dufiglyruary 2014.

In March 2014, the New York legislature approvedraes in the state tax law that will be phasedvar dwo years, beginning in 2015. The
primary changes that impact us include the repetileoArticle 32 franchise tax on banking corparas (“Article 32”) for 2015, expanded
nexus standards for 2015 and a reduction in theocate tax rate for 2016. We expect the repealrt€la 32 and the expanded nexus stand
to lower our taxable income apportioned to New Yirl85% in 2015 from 100% in 2014. In addition, thew York state income tax rate will
be reduced from 7.1% to 6.5% in 2016.
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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

March 31, 2015 December 31, 201.
Amortized Fair Amortized Fair
Cost Value Cost Value

Securities available for sale
U.S. Government agencies and governi-sponsored enterprise securit ~ $176,64¢ $178,66¢ $160,33: $160,47"
Mortgagebacked securitie:

Agency mortgac-backed securitie 454,09: 459,20° 458,95¢ 460,57(
Non-Agency mortgac-backed securitie — 1,16¢ — 1,21¢
Asse-backed securitie — 231 — 231
Total available for sale securiti 630, 74( 639,27! 619,291 622,49:
Securities held to maturity:
State and political subdivisiol 285,63( 291,72 277,27 281,38
Mortgage-backed securitie 20,62¢ 20,787 17,16¢ 17,31:
Total held to maturity securitie 306,25! 312,51( 294,43t 298,69!
Total investment securitie $936,99! $951,78! $913,73: $921,18¢

The available for sale (“AFS”) investment secustortfolio increased $16.8 million or 3%, from 62 million at December 31, 2014 to
$639.3 million at March 31, 2015. The AFS portfdiad net unrealized gains totaling $8.5 million 32 million at March 31, 2015 and
December 31, 2014, respectively. The unrealizedsgai the AFS portfolio were predominantly causgdhanges in market interest rates. The
fair value of most of the investment securitiesha AFS portfolio fluctuates as market interestsathange.

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 saleusities below their cost that are deemed to beratian temporary are reflected in earnings a
realized losses to the extent the impairment &tedlto credit losses or the security is intendduktsold or will be required to be sold. The
amount of the impairment related to non-credittegldactors is recognized in other comprehensigerire. Evaluating whether the impairment
of a debt security is other than temporary involassessing the intent to sell the debt securithefikelihood of being required to sell the
security before the recovery of its amortized dizstis. In determining whether the OTTI includeseait loss, we use our best estimate of the
present value of cash flows expected to be coliefrtan the debt security considering factors sukhlee length of time and the extent to wt
the fair value has been less than the amortizetthesss, adverse conditions specifically relatetheosecurity, an industry, or a geographic «
the historical and implied volatility of the faialue of the security, the payment structure ofdlet security and the likelihood of the issuer
being able to make payments that increase in tiwegfufailure of the issuer of the security to makbkeduled interest or principal payments,
changes to the rating of the security by a ratipenay, and recoveries or additional declines inviaiue subsequent to the balance sheet date
The assessment of whether OTTI exists involvegh tiegree of subjectivity and judgment and is basethe information available to
management at a point in time.

Securities Deemed to be Other-Than-Temporarily Impaed
There were no securities deemed to be other-thapdrarily impaired during the three month periodderl March 31, 2015 and 2014.
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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

March 31, 2015 December 31, 201
% of % of
Amount Total Amount Total
Commercial business $ 277,46 14.4% $ 267,40¢ 14.(%
Commercial mortgag 479,22t 24.¢ 475,09: 24.¢
Total commercia 756,69( 39.2 742,50: 38.¢€
Residential mortgag 97,71% 5.1 100,10: 5.2
Home equity 386,96: 20.1 386,61! 20.2
Consumer indirec 662,21 34k 661,67 34.¢
Other consume 19,37: 1.C 21,11: 1.1
Total consume 1,068,54 55.€ 1,069,40! 55.¢€
Total loans 1,922,95. 100.(% 1,912,00; 100.(%
Allowance for loan losse 27,19 27,637
Total loans, ne $1,895,76: $1,884,36!

Total loans increased $11.0 million to $1.92 billiat March 31, 2015 from $1.91 billion at Decem®&r2014. The increase in loans was
attributable to organic growth, primarily in thenemercial loan portfolios.

Commercial loans increased $14.2 million and regavees] 39.3% of total loans as of March 31, 201'®salt of our continued commercial
business development efforts; although we beligadyxtion in the first quarter was lower due to hiaesh Northeast winter, which negatively
impacted commercial business activities.

Residential mortgage loans decreased $2.4 milbd$®¥.7 million as of March 31, 2015 in comparisoi$100.1 million as of December 31,
2014. This category of loans decreased as we eentmsell the majority of our newly originated aeéinanced residential mortgages to the
secondary market rather than adding them to oufggior

Our home equity portfolio, which consists of hongeiigy loans and lines, totaled $387.0 million asdresented 20.1% of total loans as of
March 31, 2015. Approximately 80% of the loanshia home equity portfolio were first lien positicas of March 31, 2015.

The consumer indirect portfolio totaled $662.2 imillas of March 31, 2015 and represented 34.5%taf lbans as of March 31, 2015. During
the first quarter of 2015, we originated $69.3 imillin indirect auto loans with a mix of approxireigt39% new auto and 61% used auto.
During the first quarter of 2014, we originated $7illion in indirect auto loans with a mix of ajppimately 42% new auto and 58% used
auto. Our origination volumes and mix of new anddugehicles financed fluctuate depending on gemeaaket conditions.

Loans Held for Sale and Loan Servicing Rights
Loans held for sale (not included in the loan pdidfcomposition table) were entirely comprisededidential real estate mortgages and totale
$656 thousand and $755 thousand as of March 35, &9d December 31, 2014, respectively.

We sell certain qualifying newly originated or refinced residential real estate mortgages on tlomdary market. Residential real estate
mortgages serviced for others, which are not iredlich the consolidated statements of financial @@ amounted to $210.3 million and
$215.2 million as of March 31, 2015 and December2B14, respectively, as runoff outpaced produditiatie first quarter of 2015.
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Allowance for Loan Losses

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

Loan Loss Analysis
Three months endec

March 31,
2015 2014

Balance as of beginning of period $27,63" $26,73¢
Chargeoffs:

Commercial busines 1,141 68

Commercial mortgag 60¢ —

Residential mortgag 55 78

Home equity 84 10€

Consumer indirec 2,42: 2,45¢

Other consume 25¢ 26¢

Total charg-offs 4,57( 2,97¢

Recoveries

Commercial busines 48 29

Commercial mortgag 89 7

Residential mortgag 33 21

Home equity 10 11

Consumer indirec 1,10¢ 1,10¢

Other consume 98 115

Total recoverie! 1,38: 1,28¢

Net charg-offs 3,18 1,69(
Provision for loan losse 2,741 2,10¢
Balance at end of peric $27,19: $27,15:
Net loan charc-offs to average loans (annualiz 0.6&% 0.31%
Allowance for loan losses to total los 1.41% 1.47%
Allowance for loan losses to n-performing loan: 24€% 167%

The allowance for loan losses represents the etgthsanount of probable credit losses inherent imMaan portfolio. We perform periodic,
systematic reviews of the loan portfolio to estienptobable losses in the respective loan portfolioaddition, we regularly evaluate prevail
economic and business conditions, industry conagatrs, changes in the size and characteristitsegportfolio and other pertinent factors.
The process we use to determine the overall alloe/éor loan losses is based on this analysis. Baséehis analysis, we believe the allowance
for loan losses is adequate as of March 31, 2015.

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

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

Net charg-offs of $3.2 million in the first quarter of 20t8presented 0.68% of average loans on an annudlasésl compared to $1.7 million
or 0.37% in the first quarter of 2014. The increimseet charge-offs was primarily driven by the feaoff during the first quarter of 2015 of
two commercial loan relationships totaling $1.7limil that had been previously reserved by the Campahe allowance for loan losses was
$27.2 million at March 31, 2015, compared with $2million at December 31, 2014. The ratio of tHewance for loan losses to total loans
was 1.41% at March 31, 2015, compared with 1.45%eatmber 31, 2014. The ratio of allowance for llmsses to non-performing loans was
246% at March 31, 2015, compared with 272% at Déezrdl, 2014.
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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

March 31, December 31
2015 2014
Nonaccrual loans
Commercial busines $ 4,587 $  4,28¢
Commercial mortgag 3,411 3,02(
Residential mortgag 1,361 1,19¢
Home equity 672 463
Consumer indirec 994 1,16¢
Other consume 39 11
Total nonaccrual loar 11,06« 10,14¢
Accruing loans 90 days or more delinqu 8 8
Total nor-performing loan: 11,07: 10,15:
Foreclosed asse 13¢ 194
Total nor-performing assel $11,21: $ 10,34:
Non-performing loans to total loai 0.58% 0.55%
Non-performing assets to total ass 0.35% 0.3%%

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 months ended March 31, 2015asdsllows (in thousands):

Nonaccrual loans at January 1, 2! $10,14¢
Additions 6,772
Payment: (1,297)
Charge-offs (4,446
Returned to accruing stat (64)
Transferred to other real estate or repossessetbs (51

Nonaccrual loans at March 31, 2C $11,06¢

Non-performing assets include non-performing loansfaneclosed assets. Non-performing assets at Magt¢cB015 were $11.2 million, an
increase of $864 thousand from $10.3 million atéeloer 31, 2014. The primary component of non-periieg assets is non-performing loans,
which were $11.1 million or 0.58% of total loand\rch 31, 2015, an increase of $919 thousand $dé11 million or 0.53% of total loans at
December 31, 2014. Included in non-performing lcanglarch 31, 2015 is one $2.6 million commercraldit relationship which we placed on
nonaccrual status during the first quarter of 2018s downgrade resulted in an increase in ouripi@v and allowance for losses of
approximately $800 thousand. The loans compridiigydredit relationship are performing in accordandth their contractual terms as of
March 31, 2015 and the Company continues to motiiisirelationship closely.

Approximately $5.4 million, or 48%, of the $11.1lkoin in nonperforming loans as of March 31, 2015 were curvétit respect to payment
principal and interest, but were classified as aooruing because repayment in full of principal/anéhterest was uncertain. Included in
nonaccrual loans are troubled debt restructuritibBRs”) of $1.8 million and $3.0 million at Marchl32015 and December 31, 2014,
respectively. We had no TDRs that were accruingrést as of March 31, 2015 or December 31, 2014.

Foreclosed assets consist of real property form@edgged as collateral for loans, which we haveuaed through foreclosure proceedings or
acceptance of a deed in lieu of foreclosure. Fossrl asset holdings represented three propertamp$139 thousand at March 31, 2015 anc
four properties totaling $194 thousand at Decer8tie2014.

Potential problem loans are loans classified astanbard that are currently performing, but infaiotaknown about possible credit problems
of the borrowers causes us to have concern ag tatiltity of such borrowers to comply with the gesloan payment terms and may result in
disclosure of such loans as nonperforming at same it the future. These loans remain in a perfoghstatus due to a variety of factors,
including payment history, the value of collatesapporting the credits, and/or personal or govemmgearantees. We identified $12.3 million
and $13.7 million in loans that continued to acdnierest which were classified as substandard &aeoch 31, 2015 and December 31, 2014,
respectively.
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FUNDING ACTIVITIES

Deposits

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

Deposit Composition

March 31, 2015 December 31, 201
% of % of
Amount Total Amount Total
Noninteres-bearing demand $ 559,64t 20.7% $ 571,26l 23.2%
Interes-bearing deman 611,10: 22.¢ 490,19( 20.C
Savings and money mark 922,09: 34.1 795,83! 32.t
Certificates of deposit < $100,0 344,99! 12.5 347,89¢ 14.2
Certificates of deposit of $100,000 or m 266,85 9.¢ 245,34. 10.C
Total deposit: $2,704,69! 100.(%  $2,450,52 100.(%

We offer a variety of deposit products designedttract and retain customers, with the primary $oon building and expanding long-term
relationships. At March 31, 2015, total depositsen®2.70 billion, representing an increase of $254illion for the quarter. Certificates of
deposit were approximately 23% and 24% of totabdép at March 31, 2015 and December 31, 2014¢otisly. Depositors remain hesitant
to invest in time deposits, such as certificatedegfosit, for long periods due to the low interag¢ environment. This has resulted in lower
amounts being placed in time deposits for genesdtyrter terms.

Nonpublic deposits, the largest component of ondiing sources, totaled $1.88 billion and $1.84djillat March 31, 2015 and December
2014, respectively, and represented 70% and 75@alfdeposits as of the end of each period, reéspde. We have managed this segment of
funding through a strategy of competitive pricihgttminimizes the number of customer relationsttijps have only a single service high cost
deposit account.

As an additional source of funding, we offer a ggriof public (municipal) deposit products to tbevhs, villages, counties and school districts
within our market. Public deposits generally rafrgen 20% to 30% of our total deposits. There isghldegree of seasonality in this
component of funding, because the level of depesities with the seasonal cash flows for theseipehbistomers. We maintain the necessary
levels of short-term liquid assets to accommodatestasonality associated with public depositsalTmtblic deposits were $821.9 million and
$607.5 million at March 31, 2015 and December 142 respectively, and represented 30% and 25%tafdeposits as of the end of each
period, respectively. The increase in public deggauring 2015 was due mainly to seasonal inflofvsanicipal deposits.

We had no traditional brokered deposits at March2B15 or December 31, 2014; however, we do ppdieiin 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, depiositxcess of the maximum insurable amount areglavith multiple participating
financial institutions. Reciprocal CDARS depositgldCS deposits totaled $83.5 million and $103.lioni, respectively, at March 31, 2015,
compared to $79.7 million and $67.1 million, redpedy, at December 31, 2014.

Borrowings

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

March 31, December 31
2015 2014
Shor-term borrowings
Repurchase agreeme! $ 33,27 $ 39,50/
Shor-term FHLB borrowing 142,30( 295,30(
Total shor-term borrowings $175,57. $ 334,80

We classify borrowings as short-term or long-tennaccordance with the original terms of the agre@nighere were no long-term borrowings
outstanding as of March 31, 2015 or December 31420

We have credit capacity with the FHLB and can baertlorough facilities that include amortizing andnteadvances or repurchase agreements
We had approximately $76 million of immediate ctedipacity with the FHLB as of March 31, 2015. Wl lapproximately $490 million in
secured borrowing capacity at the Federal Reseavk B'FRB”) discount window, none of which was dataling at March 31, 2015. The
FHLB and FRB credit capacity are collateralizedskbgurities from our investment portfolio and certqiialifying loans. We had approximat
$120 million of credit available under unsecuredei@l funds purchased lines with various banks &aoch 31, 2015. Additionally, we had
approximately $37 million of unencumbered liquidwseties available for pledgin
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Federal funds purchased are short-term borrowimagstypically mature within one to ninety days. 8Herm repurchase agreements are
secured overnight borrowings with customers. Sterts FHLB borrowings have original maturities afdehan one year and include overnigh
borrowings which we typically utilize to addres®satterm funding needs as they arise. Short-terraB-blorrowings at March 31, 2015
consisted of $9.0 million in overnight borrowingsda$133.3 million in short-term advances. Shontat&HLB borrowings at December 31,
2014 consisted of $129.0 million in overnight bavings and $166.3 million in short-term advances.

The Parent company has a revolving line of credh & commercial bank allowing borrowings up to $2fillion in total as an additional
source of working capital. At March 31, 2015, nocamts have been drawn on the line of credit.

LIQUIDITY AND CAPITAL MANAGEMENT

Liquidity

The objective of maintaining adequate liquiditydsassure that we meet our financial obligatiorigesSe obligations include the withdrawal of
deposits on demand or at their contractual matutigy 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 positis a result of its base of core customer depdEitsse core deposits are supplemented by
wholesale funding sources that include credit lwéh the other banking institutions, the FHLB aheé FRB.

The primary sources of liquidity for the parent gmamy are dividends from the Bank, subsidiariestgbution of their proportionate share of
current income taxes, and access to financial apiat markets. Dividends from the Bank are limibsdvarious regulatory requirements
related to capital adequacy and earnings trends BHEmk relies on cash flows from operations, ceodits, borrowings and short-term liquid
assets. As a secondary source of liquidity, themtasompany has the ability to draw up to $20.0iomilon a revolving credit line with a
commercial bank.

Cash and cash equivalents were $136.0 million &dav€h 31, 2015, up $77.8 million from $58.2 millias of December 31, 2014. Net cash
provided by operating activities totaled $17.9 ioilland the principal source of operating actigiégh flow was net income adjusted for
noncash income and expense items. Net cash ugeebsting activities totaled $31.9 million, whiahciuded outflows of $14.2 million for net
loan originations and $16.8 million from net invesnt securities transactions. Net cash providefinlaycing activities of $91.8 million was
attributed to a $254.2 million increase in depogitatly offset by a $159.2 million decrease inrstterm borrowings and $3.2 million in
dividend payments. The higher cash and cash eguitsabalance resulted from strong public depoBiaws at the end of the first quarter of
2015.

Capital Management

We actively manage capital, commensurate with islrprofile, to enhance shareholder value. We s¢stk to maintain capital levels for the
Company and the Bank at amounts in excess of thdawry “well-capitalized” thresholds. Periodigalive may respond to market conditions
by implementing changes to our overall balancetghesitioning to manage our capital position.

Banks and financial holding companies are subgeettious regulatory capital requirements adminésidy state and federal banking agen
Failure to meet minimum capital requirements cawltén certain mandatory and possibly additioniatigetionary actions by regulators that, if
undertaken, could have a direct material impaadwnconsolidated financial statements. Capital adey guidelines and, additionally for
banks, prompt corrective action regulations, ineajuantitative 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.

On April 15, 2015, after conclusion of our firss¢al quarter in 2015, the Parent company issued$4illion in aggregate principal amount of
subordinated notes to certain accredited invesg#s.the “Executive Overview” section of this Magagnt's Discussion and Analysis for
further discussion regarding the issuance of thedinated notes.

Shareholders’ equity was $286.7 million at March 3115, an increase of $7.2 million from $279.5limil at December 31, 2014. Net income
for the year increased shareholdemuity by $6.8 million, which was partially offsey common and preferred stock dividends declarekBd
million. Accumulated other comprehensive incomduded in shareholders’ equity increased $3.4 nmilloiring the first three months of 2015
due primarily to higher net unrealized gains orusigies available for sale.
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The final rules implementing the Basel CommitteeBamking Supervision’s (“BCBS”) capital guidelins U.S. banks became effective for
the Company on January 1, 2015, with full complendgth all of the final rule’s requirements phagsedver a multi-year schedule, to be fully
phased-in by January 1, 2019. As of March 31, 26ibCompany’s capital levels remained charactéraze“well-capitalized” under the new
rules. We continue to evaluate the potential impizat regulatory rules may have on our liquidityl aapital management strategies, including
Basel Il and those required under the Dodd-Fraok See the “Basel Il Capital Rules “ section befor further discussion.

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

March 31, December 31
2015 2014
Common shareholders’ equity $ 269,34¢ $ 262,19:
Less: Goodwill and other intangible ass(®) 62,38¢ 68,63¢
Net unrealized gain on investment securi@ 4,88¢ 1,62¢
Net periodic pension & postretirement benefits plan
adjustment: (10,507 (10,63¢)
Other 511 —
Common equity Tier 1 capit 212,06¢ n/a
Plus: Preferred stoc 17,34( 17,34(
Tier 1 Capital 229,40¢ 219,90:
Plus: Qualifying allowance for loan loss 27,19: 26,26:
Total regulatory capité®) $ 256,59¢ $ 246,16t
Adjusted average total assets (for leverage capitqdoses®) $3,048,19 $2,993,05!
Total risk-weighted assei®) $2,195,91 $2,099,62
Key Regulatory Capital Ratios®)
Tier 1 Leverage Ratio (Tier 1 capital to adjustedrage asset: 7.52% 7.35%
Common Equity Tier 1 Capital Ratio (Common equitgrTlcapital to
total risk-weighted asset: 9.6¢€ n/a
Tier 1 Capital Ratio (Tier 1 capital to total r-weighted assett 10.4¢ 10.47
Total Capital Ratio (Total risk-based capital ttataisk-weighted
assets 11.6¢ 11.72

() March 31, 2015 calculated net of deferred tax litds.

@ Includes unrealized gains and losses relateoet@bmpany’s reclassification of available for saleestment securities to the held to
maturity category

(®  March 31, 2015 calculated under Basel Il rulesicvibecame effective January 1, 20

Basel Ill Capital Rules

The FRB and the FDIC approved the final rules immating the BCBS'’s capital guidelines for U.S. tmrilinder the final rules, minimum
requirements will increase for both the quantitd goality of capital held by the Company. The rufesdude a new common equity Tier 1
capital to risk-weighted assets minimum ratio &4, raise the minimum ratio of Tier 1 capital tekriweighted assets from 4.0% to 6.0%,
require a minimum ratio of Total Capital to riskigleted assets of 8.0%, and require a minimum Tievérage ratio of 4.0%. A new capital
conservation buffer is also established abovedbalatory minimum capital requirements. This cdmitanservation buffer will be phased in
beginning January 1, 2016 at 0.625% of risk-weidlatgsets and will increase each subsequent year bgditional 0.625% until reaching its
final level of 2.5% on January 1, 2019. Strict #lility criteria for regulatory capital instrumentgere also implemented under the final rules.
The final rules also revise the definition and adtion of Tier 1 capital, Total Capital, and riglkeighted assets.

The phase-in period for the final rules becamectiffe for the Company on January 1, 2015, with ¢olinpliance with all of the final rules’
requirements phased in over a multi-year schetllee fully phased-in by January 1, 2019. As of dhad1, 2015, the Comparsytapital level
remained characterized as “well-capitalized” urttiernew rules.

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. Bankigmlations may limit the amount of dividends thegty be paid. Approval by regulatory
authorities is required if the effect of divideratsclared would cause the regulatory capital oB&ek 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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ITEM 3. Quantitative and Qualitative Disclosures About Market Risk

Quantitative and qualitative disclosures about raarisk were presented at December 31, 2014 in &rof the Company’s Annual Report on
Form 10K for the year ended December 31, 2014, as filaH thie Securities and Exchange Commission on May@&915. The following is &
update of the discussion provided therein.

Portfolio Composition

There was no material change in the compositicasséts, deposit liabilities or borrowings from Daber 31, 2014 to March 31, 2015. See
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 changesés on net interest income as well as econoalievof equity. At March 31, 2015, 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 March 31, 2016 m#sy instantaneous changes in interest rates éogithen rate shock scenarios (dollars in
thousands):

Changes in Interest Rate

-100 bg +100 bg +200 bg +300 bg
Change in net interest income $ (629 $1,38¢ $3,417 $2,764
% Change (0.65)% 1.45% 3.56% 2.9(%

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

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

Economic Value of Equity At Risk

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

The amount of change in economic value under diffeinterest rate scenarios depends on the chastickeof each class of financial
instrument, including the stated interest rateppead relative to current market rates or sprehaedjkelihood of prepayment, whether the rate
is fixed or floating, and the maturity date of thetrument. As a general rule, fixed-rate finaneisdets become more valuable in declining rats
scenarios and less valuable in rising rate scesaibile fixed-rate financial liabilities gain iralue as interest rates rise and lose value as
interest rates decline. The longer the duratiotiheffinancial instrument, the greater the impaetta change will have on its value. In our
economic value simulations, estimated prepaymestfagtored in for financial instruments with sthteaturity dates, and decay rates for non-
maturity deposits are projected based on histodatd (back-testing).
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The analysis that follows presents the estimatel E&gulting from market interest rates prevailihg given quarter-end (“Pre-Shock
Scenario”), and under other interest rate scenée@sh a “Rate Shock Scenario”) represented by uhates permanent, parallel shifts in
interest rates from those observed at March 315 200 December 31, 2014. The analysis additiopa#igents a measurement of the interest
rate sensitivity at March 31, 2015 and Decembe2814. EVE amounts are computed under each regpdte- Shock Scenario and Rate
Shock Scenario. An increase in the EVE amountiisicered favorable, while a decline is considemgf@dworable.

March 31, 2015 December 31, 201.
Percentage Percentagt
EVE Change Change EVE Change Change

Rate Shock Scenario
Pre-Shock Scenari $487,73( $476,73"

- 100 Basis Point 520,53: $ 32,80« 6.72% 489,18:¢ $ 12,44¢ 2.61%

+ 100 Basis Point 482,67" (5,055 (1.0 466,98: (9,752 (2.05)

+ 200 Basis Point 472,85 (14,879 (3.0%) 453,86¢ (22,867 (4.80)

The Pre-Shock Scenario EVE was $487.7 million atdd&1, 2015, compared to $476.7 million at Decen®ie 2014. The increase in the Pre
Shock Scenario EVE at March 31, 2015, comparedettebhber 31, 2014 resulted primarily from a morefakle 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 isegfrom $453.9 million at December 31, 2014 to2bg million at March 31, 2015,
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 increased toq#h 80)% at December 31, 2014 to (3.05)% at M&T, 2015. The decrease in
sensitivity resulted from an increased benefitim ¥aluation of non-maturity deposits in the +2@8ib point Rate Shock Scenario EVE as of
March 31, 2015, compared to December 31, 2014.

ITEM 4.  Controls and Procedures
Evaluation of disclosure controlsand procedures

As of March 31, 2015, the Company carried out aadweation, under the supervision and with the pgrdigon 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 Company’s internatcbover financial reporting that occurred durihg quarter ended March 31, 2015 that
have materially affected, or are reasonably likelynaterially affect, the Company’s internal cohtyeer financial reporting.
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ITEM 1. Legal Proceedings

The Company has experienced no material developnieiits legal proceedings from the disclosureuded in the Company’s Annual Report
on Form 10-K for the year ended December 31, 20ated March 6, 2015, as filed with the Securitied BExchange 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, 2014, dated May@015, as filed with the Securities and Exchabgmmission.

ITEM 6.  Exhibits

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

Exhibit

Number Description Location
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 Sad3-Oxley Act of 200.—Principal Financial Office Filed Herewitt
32 Certification pursuant to18 U.S.C. Section 1350ad@apted pursuant to Section 906 of the Sarbanésy@xct

of 2002 Filed Herewitt
101.INS XBRL Instance Documer
101.SCF  XBRL Taxonomy Extension Schema Docum
101.CAL  XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB  XBRL Taxonomy Extension Label Linkbase Docum
101.PRE  XBRL Taxonomy Extension Presentation Linkbase Doent
101.DEF  XBRL Taxonomy Extension Definition Linkbase Docurnh
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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 , May 5, 2015
Martin K. Birmingham

President and Chief Executive Offic

(Principal Executive Officer

/s Kevin B. Klotzbach , May 5, 2015
Kevin B. Klotzbact

Executive Vice President, Chief Financial Officedal reasure

(Principal Financial Officer

/sl Michael D. Grover , May 5, 2015
Michael D. Grovel

Senior Vice President and Chief Accounting Offi

(Principal Accounting Officer
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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: May 5, 2015 /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: May 5, 2015 /s Kevin B. Klotzbach
Kevin B. Klotzback
Chief Financial Office




Exhibit 32

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

Martin K. Birmingham, President and Chief Execut@icer, and Kevin B. Klotzbach, Chief Financiaffider of Financial Institutions, Inc.
(the “Company”), each certify in his capacity asodicer of the Company that he has reviewed thar@uly Report of the Company on Form
10-Q for the period ended March 31, 2015 and th#té best of his knowledge:

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

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

Date: May 5, 2015 /sl Martin K. Birmingham
Martin K. Birmingham
President and Chief Executive Offic
(Principal Executive Officer

Date: May 5, 2015 /s/ Kevin B. Klotzbach
Kevin B. Klotzbacl
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



