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PART I. FINANCIAL INFORMATION
ITEM 1. Financial Statements

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

September 3C

December 31

(Dollarsin thousands, except share and per share data) 2012 2011
(Unaudited)
ASSETS
Cash and cash equivaler
Cash and due from ban $ 76,95 $ 57,48¢
Federal funds sold and inter-bearing deposits in other bar 94 94
Total cash and cash equivale 77,04t 57,58:
Securities available for sale, at fair va 748,61t 627,51t
Securities held to maturity, at amortized costr(faiue of $20,118 and $23,964, respectiv 19,56+ 23,29;
Loans held for sal 1,411 2,41(
Loans (net of allowance for loan losses of $24,80d $23,260, respectivel 1,634,68 1,461,511
Company owned life insuran: 46,89( 45,55¢
Premises and equipment, | 36,65 33,08t
Goodwill and other intangible assets, 50,92« 37,36¢
Other asset 37,53( 48,01¢
Total asset $2,653,31 $2,336,35.
LIABILITIES AND SHAREHOLDERS ' EQUITY
Deposits:
Noninteres-bearing deman $ 490,70t $ 393,42:
Interes-bearing deman 472,02: 362,55!
Savings and money mark 673,88: 474,94
Time deposit: 695,10° 700,67¢
Total deposit: 2,331,711 1,931,59
Shor-term borrowings 38,28: 150,69¢
Other liabilities 31,47¢ 16,86
Total liabilities 2,401,47 2,099,15
Shareholder equity:
Series A 3% preferred stock, $100 par value; 15&8es authorized, 1,499 and 1,500 shares issued,
respectively 15C 15C
Series B-1 8.48% preferred stock, $100 par val08,dD0 shares authorized, 173,210 and 173,23E
shares issued, respectivi 17,32: 17,32:
Total preferred equit 17,47 17,47
Common stock, $0.01 par value, 50,000,000 shartheazed and 14,161,597 shares iss 14z 14z
Additional paic-in capital 67,56 67,24"
Retained earning 168,47: 158,07¢
Accumulated other comprehensive inca 5,161 94t
Treasury stock, at co— 376,308 and 358,481 shares, respecti (6,96¢) (6,697)
Total shareholde’ equity 251,84 237,19:
Total liabilities and sharehold¢ equity $2,653,31! $2,336,35:

See accompanying notes to the consolidated finbsteitements.
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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
Long-term borrowings
Total interest expens

Net interest incom
Provision for loan losse
Net interest income after provision for loan los
Noninterest income
Service charges on depos
ATM and debit carc
Broker-dealer fees and commissic
Company owned life insurani
Net gain on sale of loans held for s
Net gain on disposal of investment securi
Loan servicing
Impairment charges on investment secur
Net (loss) gain on disposal of other as:
Other
Total noninterest incom

Noninterest expens
Salaries and employee bene
Occupancy and equipme
Professional service
Computer and data process
Supplies and posta¢
FDIC assessmen
Advertising and promotion
Loss on extinguishment of de
Other
Total noninterest expen:
Income before income tax
Income tax expens
Net income
Preferred stock dividenc
Accretion of discount on Series A preferred st
Net income available to common shareholc
Earnings per common share (Note
Basic
Diluted
Cash dividends declared per common sl

Weighted average common shares outstani
Basic
Diluted

See accompanying notes to the consolidated finbsteiements.

Three months endec

Nine months endec

September 30 September 30
2012 2011 2012 2011
$21,04¢  $19,18( $60,09¢  $57,28¢

4,25] 4,594 12,38¢ 13,95%
25,29¢ 23,77¢ 72,48( 71,24
2,02¢ 2,72¢ 6,59¢ 8,85¢
171 172 45¢€ 354

— 25€ — 1,321
2,20( 3,15¢ 7,052 10,53¢
23,09¢ 20,61¢ 65,42¢ 60,70¢
1,764 3,48( 4,60¢ 5,61¢
21,33t 17,13¢ 60,82( 55,09:
2,29: 2,25 6,101 6,60¢
1,21¢ 1,115 3,36¢ 3,25¢
60¢ 541 1,63( 1,32¢
43¢ 427 1,30(C 967
32% 31¢ 981 65¢
59¢€ 2,34( 2,164 2,34
14z 64 64t 662

— — (97) _
(114) 7 (79 44
853 97C 2,47¢ 2,28¢
6,35: 8,03¢  18,49:  18,15¢
12,43¢ 9,11: 30,56¢ 26,38
2,91¢ 2,72z 8,40( 8,20¢
1,452 57C 3,24: 1,82
97¢€ 603 2,46: 1,854
89¢ 461 1,93( 1,33
35€ 437 957 1,217
261 477 49¢ 89t

— 1,08: — 1,08:
2,321 1,54¢ 5,80( 4,71¢
21,61¢ 17,01: 53,85t 47,51
6,07( 8,16: 25,45¢ 25,73¢
1,80¢ 2,66¢ 8,341 8,69

$ 4268 $549¢ $17,117 $17,03:
36¢ 36¢ 1,10t 1,50¢

— — — 1,30t

$ 389 $513( $16,01: $14,22:
$ 026 $ 038 $ 117 $ 1.1C
$ 026 $ 037 $ 11€¢ $ 1.0¢
$ 014 $ 01z $ 041 $ 0.3¢
13,70: 13,63t 13,69: 12,87¢
13,75¢ 13,70¢ 13,74¢ 12,96¢
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income (lduadited)

(Dollarsin thousands)

Net income

Other comprehensive incorr
Unrealized gains on securitie
Change in net unrealized securities gains arisiming period
Deferred tax expens
Reclassification adjustment for gains includednicoime before income tax
Related tax expen:
Change in net unrealized gains on securities, frigixc
Change in pension and p-retirement obligations
Change in net actuarial gain\lc
Related tax expen:
Change in pension and p-retirement obligations, net of t:
Other comprehensive incor
Comprehensive incomr

See accompanying notes to the consolidated finbsteitements.

Three months endec
September 30

Nine months endec
September 30

2012 2011

2012 2011

$4,265 $5,49¢

505: 7,73
(2,009 (3,069
(596) (2,340

$17,11°  $17,03}

8,04¢ 23,65
(3,189 (9,379
(2,079  (2,34)

23¢ 927 821 93(
2691 3,257 3,60¢  12,86¢
33¢ 14€ 1,007 43¢
(139) (58) (399) (179)
20¢ 88 60¢ 26°

2,89¢ 3,34¢

4,21¢ 13,12¢

$7,15¢ $8,84:

$21,33:  $30,16¢
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Changes in Shareholdergguity (Unaudited)
Nine months ended September 30, 2012 and 2011

(Dallarsin thousands,
except per share data)

Balance at January 1, 2011
Comprehensive incom
Net income
Other comprehensive income, net of
Total comprehensive incon
Purchases of common stock for treas
Issuance of common sto
Repurchase of warrant issued to U.S. Trea
Redemption of Series A preferred st(
Repurchase of Series-1 8.48% preferred stoc
Shar-based compensation plal
Sharebased compensatic
Stock options exercise
Restricted stock awards issued,
Excess tax benefit on share-based
compensatiol
Director¢ retainer
Accretion of discount on Series A preferred st
Cash dividends declare
Series A 3% Preferr-$2.25 per shar
Series A Preferre-$53.24 per shar
Series -1 8.48% Preferre-$6.36 per shar
Commot-$0.34 per shar

Balance at September 30, 201

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

Balance at September 30, 2012

See accompanying notes to the consolidated finbsteiements.

Additional Accumulated

Total

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

$53,78: $ 115 $26,02¢ $14459¢ $ (4,729 $(7.660 $ 212,14
— — — 17,03: — — 17,03:
— — — — 13,12¢ — 13,12¢
30,16¢
— — — — — (205) (20F)
— 29 43,09¢ — — — 43,12}
— — (2,08() — — — (2,08()
(37,519 - 68 - - - (37,44)
%  — — — — — (96)
— — 863 — — — 863
— — (28) — — 11¢ 91

— — (991) — — 991 —
— — 64 — — — 64
— — (12) 11C 98

1,30¢ - - (1,305) - - -
— — — @) — — @)
— — — (399) — — (399
— — — (1,108 — — (1,108
— — — (4,367) — — (4,367)
$17,47¢ $ 14z $67,01. $154,46. $ 8,407 $(6,64f) $ 240,85!
$17,470 $ 14z $67,247 $158,07¢ $ 94t $(6,692) $ 237,19
— — — 17,117 — — 17,11;
— — — — 4,21¢ — 4,21¢
21,33
— — — — — (554) (554)
@ — — — — — 2
— — 37: — — — 37%
- - (5) - - 31 26

— — (140) — — 14¢ —
— — 97 — — — 97
— — (10) 107 97
— — — 3) — — 3)
- - - (1,109 - - (1,107)
— — — (5,617 — — (5,617)
$17,47. $ 14z $67,56. $168,47: $ 5161 $(6,96f $ 251,84.
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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
Sharebased compensatic
Deferred income tax expen
Proceeds from sale of loans held for ¢
Originations of loans held for se
Increase in company owned life insural
Net gain on sale of loans held for s
Net gain on disposal of investment securi
Impairment charges on investment secur
Net loss (gain) on sale and disposal of other a
Loss on extinguishment of de
Decrease in other ass
Increase (decrease) in other liabilit
Net cash provided by operating activit
Cash flows from investing activitie
Purchases of investment securit|
Available for sale
Held to maturity
Proceeds from principal payments, maturities atid oa investment securitie
Available for sale
Held to maturity
Proceeds from sales of securities available far
Net loan origination:
Loans sold or participated to otht
Purchases of company owned life insura
Proceeds from sales of other as:
Purchases of premises and equipn
Net cash received in branch acquisit
Net cash used in investing activiti
Cash flows from financing activitie
Net increase in deposi
Net (decrease) increase in si-term borrowings
Repayments of lor-term borrowings
Proceeds from issuance of common stock, net chmssicost
Repurchase of preferred stc
Purchase of common stock for treas
Repurchase of warrant issued to U.S. Trea
Proceeds from stock options exerci:
Excess tax benefit on sh-based compensatic
Cash dividends paid to preferred sharehol
Cash dividends paid to common sharehols
Net cash (used in) provided by financing activi
Net increase in cash and cash equival
Cash and cash equivalents, beginning of pe
Cash and cash equivalents, end of pe

See accompanying notes to the consolidated finbsteiements.

Nine months endec

September 30

2012 2011
$ 17,117 $ 17,03
2,761 2,58(
3,95¢ 4,22
4,60¢ 5,61¢
373 863
3,68¢ 2,12:
42,84" 20,46«
(40,867 (19,070
(1,300 (967)
(981) (65S)
(2,169 (2,347)
91 —
79 (44)
— 1,08:
4,745 358
3,41¢ (216)
38,37( 31,04
(245,02() (130,58
(10,809) (12,01¢)
136,91: 126,90¢
14,47¢ 18,30¢
2,30: 10,077
(102,39)) (105,51,
— 13,03
(34) (18,034
54¢ 50¢
(4,559 (3,05¢6)
195,77¢ —
(12,782 (100,379
113,30: 100,78:
(112,41¢) 25,96!
— (26,767)
— 43,127
2 (37,549
(554) (205)
— (2,080
26 91
97 64
(1,10%) (1,750
(5,479 (3,806)
(6,127) 97,87:
19,46: 28,54
57,58 39,05¢
$ 77,048 $ 67,60
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

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

Financial Institutions, Inc., a financial holdingmpany organized under the laws of New York Stateyy York” or “NYS”), and its
subsidiaries provide deposit, lending and otheaarfaial services to individuals and businesses imtr@dkand Western New York. The Company
has also expanded its indirect lending networkttuide relationships with franchised automobilelelsain the Capital District of New York
and Northern Pennsylvania. Financial Institutidns, owns all of the capital stock of Five Star Baa New York State chartered bank, and
Five Star Investment Services, Inc., a financialises subsidiary offering noninsured investmeiwidoicts and investment advisory services.
References to “the Company” mean the consolidapdrting entities and references to “the Bank” miéiae Star Bank.

Basis of Presentation

The consolidated financial statements include te®ants of Financial Institutions, Inc. and its sidiaries. All significant intercompany
accounts and transactions have been eliminateghisotidation. The accounting and reporting policdesform 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 opirnf management, the accompanying
consolidated financial statements reflect all atipgnts of a normal and recurring nature necessarg fair presentation of the consolidated
statements of financial condition, income, compnsine income, shareholders’ equity and cash flawstfe periods indicated, and contain
adequate disclosure to make the information presembt misleading. Prior years’ consolidated finalhstatements are re-classified whenever
necessary to conform to the current year's preiental hese consolidated financial statements shbelread in conjunction with the
Company’s 2011 Annual Report on Form 10-K. The ltesaf operations for any interim periods are netessarily indicative of the results
which may be expected for the entire year.

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

Use of Estimates

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

Recent Accounting Pronouncements

In May 2011, the Financial Accounting Standardsrddthe “FASB”) issued Accounting Standards Upda&sU”) No. 2011-04,
“Amendments to Achieve Common Fair Value MeasurearahDisclosure Requirements in U.S. GAAP and #REhe provisions of ASU

No. 201:-04 provide a consistent definition of fair valuedacommon requirements for the measurement of eatbdure about fair value
between U.S. GAAP and International Financial ReépgrStandards (“IFRS”). The changes to U.S. GAARwaesult of ASU No. 2011-04 are
as follows: (1) the concepts of highest and bestamsl valuation premise are only relevant when oreggthe fair value of nonfinancial assets
(that is, it does not apply to financial assetamy liabilities); (2) extends the prohibition onpéying a blockage factor in valuing financial
instruments with quoted prices in active marke3¥,cfeates an exception to the basic fair valuesomeanent principles for an entity that holc
group of financial assets and financial liabilitiggh offsetting positions in market risks or coemgarty credit risk that are managed on the |

of the entity’s net exposure to either of thoskgiky allowing the entity, if certain criteria areet, to measure the fair value of the net asset or
liability position in @ manner consistent with howarket participants would price the net risk positi(4) aligns the fair value measurement of
instruments classified within an entity’s shareleotdequity with the guidance for liabilities; and (3)hances disclosure requirements for L

3 fair value measurements to disclose quantitatif@mation about unobservable inputs and assumgtised, to describe the valuation
processes used by the entity, and to qualitatifescribe the sensitivity of fair value measuremémtshanges in unobservable inputs and the
interrelationships between those inputs. In addjtemtities must report the level in the fair vahierarchy of items that are not measured at fa
value in the statement of condition but whoseValue must be disclosed. The Company adopted thaspons of ASU No. 2011-04 effective
January 1, 2012. The fair value measurement pangsbf ASU No. 2011-04 had no material impact eanG@ompany’s consolidated financial
statements. See Note 11 to the consolidated fiabsigEtements for the enhanced disclosures regoyréSU No. 2011-04.

-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 June 2011, the FASB issued ASU No. 2011-0Bre'sentation of Comprehensive Incomélie provisions of ASU No. 2011-05 allow an
entity the option to present the total of comprednemincome, the components of net income, andahgonents of other comprehensive
income either in a single continuous statemenbaffrehensive income or in two separate but conisecstiatements. In both options, an er

is required to present each component of net incaloreg with total net income, each component oéottomprehensive income along with a
total for other comprehensive income, and a tat@uant for comprehensive income. Under either metkatities are required to present on th
face of the financial statements reclassificatidjustments for items that are reclassified froneottomprehensive income to net income in th
statement(s) where the components of net incomehendomponents of other comprehensive incomerasepted. ASU No. 2011-05 also
eliminates the option to present the componentdher comprehensive income as part of the stateofartitanges in shareholders’ equity but
does not change the items that must be reportethér comprehensive income or when an item of atberprehensive income must be
reclassified to net income. ASU No. 2011-05 wasadite for the Company’s interim reporting periaggmning on or after January 1, 2012,
with retrospective application required. In Decenmi®@l1, the FASB issued ASU No. 2011-1Referral of the Effective Date for Amendments
to the Presentation of Reclassifications of Item$ @ Accumulated Other Comprehensive Income imétiing Standards Update No. 2011-
05.” The provisions of ASU No. 2011-12 defer indefinjtéhe requirement for entities to present reclassibn adjustments out of
accumulated other comprehensive income by compandratth the statement in which net income is presttand the statement in which ot
comprehensive income is presented. ASU No. 201ivhizh shares the same effective date as ASU Nbl-28, does not defer the
requirement for entities to present componentoaigrehensive income in either a single continutatesient of comprehensive income or in
two separate but consecutive statements. The Congulopted the provisions of ASU No. 2011-05 and A&bJ 2011-12 which resulted in a
new statement of comprehensive income beginninly thi interim period ended March 31, 2012. The ddopf ASU No. 2011-05 and ASU
No. 20112 had no material impact on the Company’s statgsngf income and financial condition.

In September 2011, the FASB issued ASU No. 2011F@8ting Goodwill for Impairment.”The provisions of ASU 2011-08 permit an entity
the option to first perform a qualitative assessnemietermine whether it is more likely than rwttthe fair value of a reporting unit is less
than its carrying amount. If an entity believesaassult of its qualitative assessment, thatrdge likely than not that the fair value of a
reporting unit is less than its carrying amoung, ¢fuantitative impairment test is required. Othseyno further impairment testing is required.
ASU No. 2011-08 includes examples of events aralipistances that may indicate that a reporting aifdit value is less than its carrying
amount. The provisions of ASU No. 2011-08 are ¢ifecfor annual and interim goodwill impairmentteperformed beginning in 2012. The
adoption of ASU No. 2011-08 did not have a matenmgdact on the Company’s consolidated financiakestents.

In July 2012, the FASB issued ASU No. 2012-0&sting Indefinite-Lived Intangible Assets for lamment.” The provisions of ASU

No. 201:-02 permit an entity to first assess qualitativetdes to determine whether it is more likely tham that an indefinite-lived intangible
asset is impaired as a basis for determining whétlenecessary to perform a quantitative impainttest, as is currently required by
GAAP. ASU No. 2012-02 is effective for annual anterim impairment tests performed for fiscal ydagginning after September 15,
2012. The Company does not have any indefinitedlinéangible assets other than goodwill, theretbeeadoption of ASU No. 2012-02 is
expected to have no material impact on the Compargnsolidated financial statements.

(2.) SUPPLEMENTAL CASH FLOW INFORMATION

Supplemental cash flow information addressing aedash payments and noncash investing and fingragitivities was as follows (in
thousands):

Nine months endec
September 30

2012 2011
Cash paymentt
Interest $ 8,04¢ $12,42¢
Income taxe: 3,78 5,191
Noncash investing and financing activiti
Real estate and other assets acquired in settlesh&o@ns $ 25C $ 237
Accrued and declared unpaid dividel 2,28i 2,00¢
Increase in net unsettled security transact 11,14¢ 1,341
Accretion of preferred stock discot — 1,30t
Net transfer of loans to held for si — 13,57¢
Assets acquired and liabilities assumed in bramcfuigition:
Loans and other non-cash assets, excluding gooamdlicore
deposit intangible ass 77,91: —
Deposits and other liabilitie 287,33: —
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

(3.) BRANCH ACQUISITIONS

On January 19, 2012, the Bank entered into agretsmeéth First Niagara Bank, National Associatiofifst Niagara”) to acquire four retail
bank branches in Medina, Brockport, Batavia andefab, New York (the “First Niagara Branches”) &ndr retail bank branches previously
owned by HSBC Bank USA, National Association (“HSB@® Elmira, Elmira Heights, Horseheads and Alhidlew York (the “HSBC
Branches”). First Niagara assigned its rights ®H$BC branches in connection with its acquisitbhiSBC’s Upstate New York banking
franchise. Under the terms of the agreements, #mk Bssumed all related deposits and purchasedlttied branch premises and certain
performing loans. The transaction to acquire thistRiagara Branches was completed on June 22, &0d 2he transaction to acquire the
HSBC Branches was completed on August 17, 2012 cdhwined assets acquired and deposits assumled iwd transactions were recorded
at their estimated fair values as follows:

Cash $195,77¢
Loans 75,63¢
Bank premises and equipme 1,93¢
Goodwill 11,59¢
Core deposit intangible as 2,04
Other asset 33¢
Total assets acquire $287,33:
Deposits assume $286,81¢
Other liabilities 512
Total liabilities assume $287,33:

The transactions were accounted for using the aitgui method of accounting and accordingly, asaetgiired, liabilities assumed and
consideration exchanged were recorded at thematad fair values on the acquisition dates. Fdiresare preliminary and in certain cases ar
subject to refinement for up to one year afterdlosing date of the acquisition as additional infation relative to fair values becomes
available.

The operating results of the acquired branchesidted in the Company’s consolidated statement afmefor the nine months ended
September 30, 2012 reflect only amounts from thpisiion dates through September 30, 2012, theoétitk third quarter. The operating
results of the acquired branches prior to the aitipm dates were not material for purposes of Rmpntal disclosure under the FASB
guidance on business combinations.

The Company acquired the loan portfolios at avalue discount of $824 thousand. The discount esgms expected credit losses, net of
market interest rate adjustments. The discounband receivable will be amortized to interest ineawer the estimated remaining life of the
acquired loans using the level yield method. The deposit intangible asset will be amortized omecelerated basis over a period of
approximately nine and a half years. The time diéposmium of $335 thousand will be accreted oberéstimated remaining life of the rele
deposits as a reduction of interest expense.

Preliminary goodwill of $11.6 million is calculated the purchase premium after adjusting for threvédue of net assets acquired and
represents the value expected from the synergeedent and the economies of scale expected frominorghihe operations of the acquired
branches with those of the Bank. All goodwill amtecdeposit intangible assets arising from thisuaitipn are expected to be deductible for
tax purposes.

The following table provides a reconciliation ofoglwill and other intangible assets, net:

Other

intangible
Goodwill assets, ne Total
Balance, December 31, 2011 $37,36¢ $ — $37,36¢
Addition: Branch acquisition 11,59¢ 2,042 13,64
Less: Amortization of core deposit intangible as — (86) (86)
Balance, September 30, 20 $48,96¢ $ 1,95¢ $50,92¢
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Notes to Consolidated Financial Statements (Unauditl)

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

The following table presents a reconciliation af #arnings and shares used in calculating basidianidd EPS (in thousands, except per shar
amounts).

Three months endec Nine months endec
September 30 September 30
2012 2011 2012 2011
Net income available to common shareholc $ 3,891 $ 5,13( $16,01: $14,22¢
Less: Earnings allocated to participating secug — 9 3 29
Net income available to common shareholders for $ 3,89 $ 5,121 $16,00¢ $14,19¢
Weighted average common shares outstani
Total shares issue 14,16: 14,16: 14,16: 13,40¢
Unvested restricted stock awal (99 () (11€) (164)
Treasury share (360) (35¢€) (359 (369)
Total basic weighted average common shares outsta 13,70: 13,63t 13,69: 12,87¢
Incremental shares from assum
Exercise of stock optior 4 — 4 3
Vesting of restricted stock awar 52 69 52 59
Exercise of warrar — — — 30
Total diluted weighted average common shares oudstg 13,75¢ 13,70« 13,74¢ 12,96¢
Basic earnings per common sh $ 0.2¢ $ 0.3¢ $ 1.17 $ 1.1C
Diluted earnings per common shi $ 0.2¢ $ 0.37 $ 1.1€ $ 1.0¢

For each of the periods presented, average shavgssto the following instruments were excludeshf the computation of
diluted EPS because the effect would be antidiéu

Stock options 29t 394 30¢ 372
Restricted stock awart — — 1 5
29t 394 31C 377

-11-



Table of Contents
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Notes to Consolidated Financial Statements (Unauditl)

(5.) INVESTMENT SECURITIES

The amortized cost and fair value of investments#es are summarized below (in thousands):

September 30, 2012
Securities available for sale
U.S. Government agencies and government sponsoterpases
State and political subdivisiol
Mortgage¢backed securitie:
Federal National Mortgage Associati
Federal Home Loan Mortgage Corporat
Government National Mortgage Associat
Collateralized mortgage obligatior
Federal National Mortgage Associati
Federal Home Loan Mortgage Corporat
Government National Mortgage Associat
Privately issuet
Total collateralized mortgage obligatic

Total mortgag-backed securitie
Asse-backed securitie

Total available for sale securiti

Securities held to maturity:
State and political subdivisiol

December 31, 2011
Securities available for sale
U.S. Government agencies and government sponsoterpases
State and political subdivisiol
Mortgagebacked securitie:
Federal National Mortgage Associati
Federal Home Loan Mortgage Corporat
Government National Mortgage Associat
Collateralized mortgage obligatior
Federal National Mortgage Associati
Federal Home Loan Mortgage Corporat
Government National Mortgage Associat
Privately issuet
Total collateralized mortgage obligatic
Total mortgag-backed securitie
Asse-backed securitie

Total available for sale securiti

Securities held to maturity:
State and political subdivisiol

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

Proceeds from sales
Gross realized gair
Gross realized losst
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Unrealized Unrealized

Amortized Fair

Cost Gains Losses Value
$ 96,28 $ 3,94 $ 3 $100,22:
177,48( 7,21¢ 7 184,68°
123,34t 4,731 — 128,07"
51,58¢ 1,86¢ — 53,45¢
60,34 4,01¢ — 64,36(
60,33¢ 1,46% 2 61,79
70,45¢ 1,81« — 72,27(
80,08¢ 1,91¢ 1 82,00(
102 69¢ — 801
210,98 5,891 3 216,86¢
446,25: 16,51( 3 462,76(
157 79: — 95C
$720,17: $ 28,46( $ 13 $748,61¢
$ 19,56« $ 554 $ — $ 20,11¢
$ 94,947 $ 2,77(C $ 5 $ 97,71
119,09¢ 5,33¢ 11 124,42:
98,67¢ 2,94¢ — 101,62
63,83¢ 1,017 — 64,85t
73,22¢ 3,37¢ — 76,60
28,33¢ 581 7 28,91
22,31¢ 67t 1 22,99:
103,97! 2,654 18 106,61:
327 1,762 — 2,08¢
154,95¢ 5,672 26 160,60!
390,70: 13,00¢ 26 403,68!
297 1,40( — 1,69
$605,04! $22,51¢ $ 42 $627,51¢
$ 23,297 $ 667 $ — $ 23,96/

Three months endec
September 30,

Nine months endec
September 30,

2012 2011 2012 2011
$63¢ $15,55: $2,30¢ $24,45:
59¢ 2,34( 2,16¢ 2,344
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(5.) INVESTMENT SECURITIES (Continued)

The scheduled maturities of securities availabtesébe and securities held to maturity at SepterBbeP012 are shown below (in thousands).
Actual expected maturities may differ from conttedtmaturities because issuers may have the agtlt or prepay obligations.

Amortized Fair
Cost Value
Debt securities available for sale
Due in one year or le: $ 29,30: $ 29,62¢
Due from one to five yeal 73,22( 76,26
Due after five years through ten ye 263,59: 274,45!
Due after ten yeal 354,05! 368,27:
$720,17: $748,61¢
Debt securities held to maturity:
Due in one year or le: $ 14,27 $ 14,34¢
Due from one to five yeal 4,37 4,66(
Due after five years through ten ye 82¢ 99C
Due after ten yeal 90 122
$ 19,56¢ $ 20,11¢

There were no unrealized losses in held to matsgturities at September 30, 2012 or December@1l,.2Jnrealized losses on investment
securities available for sale and the fair valuéhefrelated securities, aggregated by investrraegory and length of time that individual

securities have been in a continuous unrealizesigosition, were as follows (in thousands):

Less than 12 months 12 months or longer Total
Fair Unrealizec Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
September 30, 201:
U.S. Government agencies and government sponsoterpases $ — $ — $4,35¢ $ 3 $435¢ % 3
State and political subdivisiol 625 7 — — 62t 7
Mortgagebacked securitie:
Collateralized mortgage obligatior
Federal National Mortgage Associati — — 1,277 2 1,277 2
Government National Mortgage Associat 3,451 1 — — 3,45 1
Total collateralized mortgage obligatic 3,451 1 1,277 2 4,73¢ 3
Total mortgag-backed securitie 3,451 1 1,27 2 4,73¢ 3
Total temporarily impaired securiti $4,08. $ 8 $5,63¢ $ 5 $971t % 13
December 31, 201.
U.S. Government agencies and government sponsoterpases $2,177 $ 1  $524¢ 3% 4 $742° $ 5
State and political subdivisiol 452 2 64€ 9 1,09¢ 11
Mortgagebacked securitie:
Collateralized mortgage obligatior
Federal National Mortgage Associati — — 1,81 7 1,815 7
Federal Home Loan Mortgage Corporat — — 38¢ 1 38¢ 1
Government National Mortgage Associat 6,13¢ 18 — — 6,13¢ 18
Total collateralized mortgage obligatic 6,13¢ 18 2,20¢ 8 8,34: 26
Total mortgag-backed securitie 6,13¢ 18 2,20t 8 8,34: 26
Total temporarily impaired securiti $8,761 $ 21  $8,097 $ 21 $16,86¢ $ 42
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(5.) INVESTMENT SECURITIES (Continued)

The total number of security positions in the inwesnt portfolio in an unrealized loss position ap@mber 30, 2012 was 11 compared to 14
December 31, 2011. At September 30, 2012, the Coynipad positions in 7 investment securities withaerortized cost of $5.6 million and
unrealized loss of $5 thousand that have beercontinuous unrealized loss position for more thammbnths. There were a total of 4 securi
positions in the Company’s investment portfoliothnein amortized cost of $4.1 million and a totaleatized loss of $8 thousand at
September 30, 2012, that have been in a continumgslized loss position for less than 12 montlh& dnrealized loss on these investment
securities was predominantly caused by changesikehinterest rates, average life or credit speathsequent to purchase. The fair value o
most of the investment securities in the Compapwidfolio fluctuates as market interest rates cleang

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

During the nine months ended September 30, 20&@2;dmpany recognized an OTTI charge of $91 thousslated to a privately issued wh
loan CMO that was determined to be impaired dugredit quality. No impairment was recorded durihg hine months ended September 30,
2011.

Based on management’s review and evaluation of€tdmpany’s debt securities as of September 30, 2b&2jebt securities with unrealized
losses were not considered to be OTTI. As of SeipéerB0, 2012, the Company does not intend to egldabt securities which have an
unrealized loss, it is unlikely the Company will teguired to sell these securities before recomad/the Company expects to recover the €
amortized cost of these impaired securities. Adogigl, as of September 30, 2012, management hadur®ed that unrealized losses on its
investment securities are temporary and no fuithpairment loss has been realized in the Compagisolidated statements of income.
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(6.) LOANS
The Company’s loan portfolio consisted of the faliog as of the dates indicated (in thousands):

Net Deferrec

Principal
Amount Loan (Fees)
Outstanding Costs Loans, Net

September 30, 201.
Commercial busines $ 245,40« $ (97) $ 245,30°
Commercial mortgag 403,92 (809 403,12(
Residential mortgag 139,78! 19¢ 139,98«
Home equity 275,34! 3,86¢ 279,21:
Consumer indirec 538,05¢ 25,61¢ 563,67¢
Other consume 27,59¢ 88 27,68

Total $1,630,11! $ 28,87( 1,658,98!
Allowance for loan losse (24,30)

Total loans, ne $1,634,68.
December 31, 201.
Commercial busines $ 233,72 $ 10¢ $ 233,83¢
Commercial mortgag 394,03 (790 393,24«
Residential mortgag 113,86! 46 113,91:
Home equity 227,85! 3,91 231,76¢
Consumer indirec 465,80° 21,90¢ 487,71
Other consume 24,13¢ 16€ 24,30¢

Total $1,459,42. $ 25,35: 1,484,77
Allowance for loan losse (23,260

Total loans, ne $1,461,51

Loans held for sale (not included above) were cisegrentirely of residential real estate mortgagestotaled $1.4 million and $2.4 million
of September 30, 2012 and December 31, 2011, rixsglgc

-15-



Table of Contents
FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)
(6.) LOANS (Continued)

Past Due Loans Aging

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

Greater
30-59 Day: 60-89 Day: Than 9C Total Pas! Total
Past Due Past Due Days Due Nonaccrual Current Loans
September 30, 201;
Commercial busines $ 48 $ 17 $ — $ 65 $ 3,621 $ 241,71t $ 245,40
Commercial mortgag 24 — — 24 3,38¢ 400,51: 403,92-
Residential mortgag 99t — — 99t 1,59 137,19: 139,78!
Home equity 31¢ 82 — 401 92¢ 274,01! 275,34!
Consumer indirec 1,111 121 — 1,23 87¢ 535,95( 538,05¢
Other consume 15€ 22 3 182 2C 27,39¢ 27,59¢
Total loans, gros $ 2658 $ 24z $ 3 $ 290 $1043. $1,616,78 $1,630,11!
December 31, 201,
Commercial busines $ 35 $ — $ — $ 35 $ 1,25¢ $ 23243! $ 233,72
Commercial mortgag 16& — — 165 2,92¢ 390,94 394,03
Residential mortgag 517 — — 517 1,64¢ 111,70« 113,86!
Home equity 74¢ 68 — 817 682 226,35¢ 227,85:
Consumer indirec 984 92 — 1,07¢ 55¢ 464,17 465,80°
Other consume 10€ 10 5 121 — 24,01° 24,13¢
Total loans, gros $ 255 $ 17 $ 5 $ 2,731 $ 7,071 $1,449,62. $1,459,42.

There were no loans past due greater than 90 dalystdl accruing interest as of September 30, 204® December 31, 2011. There were $3
thousand and $5 thousand in consumer overdraftshwhére past due greater than 90 days as of Septe80b2012 and December 31, 2011,
respectively. Consumer overdrafts are overdrawmsiepccounts which have been reclassified as Ibanby their terms do not accrue
interest.

Troubled Debt Restructurings

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

The following presents information related to loamzdified in a TDR during the periods indicatedlf@s in thousands).

Three months endec Nine months endec
Pre- Pos*- Pre- Posi-
Modification Modification Modification Modification
Outstanding Outstanding Outstanding Outstanding
Number of Number of
Recorded Recorded Recorded Recorded
Contracts Investment Investment Contracts Investment Investment
September 30, 2012
Commercial busines 1 $ 10z $ 10z 3 $ 53¢ $ 53¢
Commercial mortgag — — — 4 64€ 64€
Total 1 $ 10z $ 103 7 $ 1,18¢ $ 1,18¢
September 30, 2011
Commercial busines 4 $ 75 $ 75 6 $ 14z $ 14z
Commercial mortgag — — — 1 28C 28C
Total 4 $ 75 $ 75 7 $ 422 $ 422
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(6.) LOANS (Continued)

All of the loans identified as TDRs by the Compavsre previously on nonaccrual status and repodechpaired loans prior to restructuring.
The modifications primarily related to extending timortization periods of the loans. All loansmastured during the three and nine months
ended September 30, 2012 are on nonaccrual setfsSeptember 30, 2012. Nonaccrual loans thateateuctured remain on nonaccrual
status, but may move to accrual status after tlaeg performed according to the restructured teona period of time. The TDR classification
did not have a material impact on the Company’smignation of the allowance for loan losses bec#lusenodified loans were impaired and
evaluated for a specific reserve both before atet adstructuring.

There were no loans modified as a TDR within thevimus 12 months that defaulted during the thresiree months ended September 30, 201
or 2011. For purposes of this disclosure, a loadifieal as a TDR is considered to have defaultednithe borrower becomes 90 days past

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 aeexaxprded investment and interest income recodrirempaired loans for the year-to-date
periods ended as of the dates indicated (in thals3an

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investment (1) Balance(l) Allowance Investment Recognizet
September 30, 201.
With no related allowance recorde
Commercial busines $ 997 $ 1,412 $ — $ 574 $ —
Commercial mortgag 1,432 1,75C — 1,07 —
2,42¢ 3,162 — 1,651 —
With an allowance recorde
Commercial busines 2,62¢ 2,62¢ 62C 1,64( —
Commercial mortgag 1,95¢ 1,95¢ 664 1,59( —
4,58( 4,58( 1,28¢ 3,23( —
$ 7,00¢ $ 7,742 $ 1,28/ $ 4,881 $ —
December 31, 2011
With no related allowance recorde
Commercial busines $ 342 $ 1,26¢ $ — $ 361 $ —
Commercial mortgag 60E 69¢€ — 583 —
947 1,96: — 944 —
With an allowance recorde
Commercial busines 917 917 43€ 1,03: —
Commercial mortgag 2,32¢ 2,328 644 2,17 —
3,24( 3,24( 1,08( 3,20¢ —
$ 4,18 $ 5,207 $ 1,08( $ 4,14¢ $ —

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

Credit Quality Indicators

The Company categorizes loans into risk categtased on relevant information about the abilitpofrowers to service their debt such as:
current financial information, historical paymenperience, credit documentation, public informatiand current economic trends, among
other factors such as the fair value of collatéFae Company analyzes commercial business and cariahmortgage 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 potemtiakness that deserves management’s close attetftleft
uncorrected, these potential weaknesses may fagigterioration 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 weakresdeerent in those classified as Substandard, thvifadded characteristic
that the weaknesses make collection or liquidatidull, on the basis of currently existing faotenditions, and values, highly
guestionable and improbable.

Loans not meeting the criteria above that are aealyndividually as part of the process descrilfaal/a are considered “Uncriticized” or
pass-rated loans and are included in groups of gemeous loans with similar risk and loss charasties.

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

Commercial Commercial
Business Mortgage
September 30, 201.
Uncriticized $228,16( $388,01:
Special mentiol 8,15: 8,23¢
Substandar 9,091 7,67¢
Doubtful — —
Total $245,40: $403,92:
December 31, 201.
Uncriticized $221,47" $383,70(
Special mentiol 7,44 2,38¢
Substandar 4,80¢ 7,94¢
Doubtful — —
Total $233,72° $394,03:

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 dreperforming. The following table sets fo
the Company’s retail loan portfolio, categorizeddayment status, as of the dates indicated (inséuds):

Residential
Home Consumer Other
Mortgage Equity Indirect Consumel
September 30, 201.
Performing $138,18¢  $274,41¢  $537,18.  $27,57¢
Non-performing 1,59 92¢ 87€ 20
Total $139,78! $275,34! $538,05¢ $27,59¢
December 31, 201,
Performing $112,22:  $227,17:  $465,24¢  $24,13¢
Non-performing 1,64+ 682 55¢ —
Total $113,86! $227,85: $465,80° $24,13¢
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(6.) LOANS (Continued)

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

Commercial Commercial Residential

Home Consumer Other
Business Mortgage Mortgage Equity Indirect Consumel Total

September 30, 201;
Loans:
Ending balanc $245,40: $403,92: $139,78! $275,34' $538,05¢( $27,59¢ $1,630,11!
Evaluated for impairmen

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

Collectively $241,78. $400,53¢ $139,78! $275,34' $538,05¢( $27,59¢ $1,623,10
Allowance for loan losses
Ending balanc $ 427¢ $ 6646 $ 79€ $ 1232 $10,80¢ $ 541 $ 24,30:
Evaluated for impairmen

Individually $ 62 $ o664 $§ — $ — $ — $ — $ 1,28

Collectively $ 365¢ $ 598 $ 79 $ 1,232 $1080¢ $ 541 $ 23,017
September 30, 201
Loans:
Ending balanc $223,70¢ $382,26°7 $116,39¢ $218,93t $445,29¢ $24,63¢ $1,411,24!
Evaluated for impairmen

Individually $ 238 $ 233 $ — $ — $ — $ — $ 471

Collectively $221,32¢ $379,93° $116,39¢ $218,93t $445,29¢ $24,63¢ $1,406,53!
Allowance for loan losses
Ending balanc $ 457¢ $ 626 $ 887 $ 1,15( $ 956¢ $ 53C $ 22,97
Evaluated for impairmen

Individually $ 103 $ 39¢ § — ¢ — $ — $ — $ 143

Collectively $ 353¢ $ 587 $ 887 $ 1,15 $ 956¢ $ 53C $ 21,54¢

The following table sets forth the changes in th@aance for loan losses for the three and ninetmperiods ended September 30, 2012 (in
thousands):

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

Three months ended September 30, 2012

Beginning balanc $ 436¢ $ 6,71 $ 801 $1,16¢ $10,61¢ $ 46C $24,12
Chargeoffs 337 27 47 8C 1,84¢ 201 2,53¢
Recoveries 5C 91 8 15 722 69 95t
Provision (credit 19¢ (129 34 132 1,31¢ 213 1,76¢

Ending balanc $ 427¢ $ 6,646 $ 79€ $1,23. $10,806¢ $ 541 $24,30:

Nine months ended September 30, 20:

Beginning balanc $ 403 $ 641¢ $ 85¢ $1,24: $10,18¢ $ 517 $23,26(
Chargeoffs 53¢ 374 28C 177 4,64¢ 60=E 6,62(
Recoveries 282 167 10€ 3t 2,19¢ 26¢& 3,05:
Provision (credit 494 437 112 132 3,072 361 4,60¢

Ending balanc $ 427¢ $ 6646 $ 79€ $1,23. $10,80¢ $ 541 $24,30:
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(6.) LOANS (Continued)

The following table sets forth the changes in th@asance for loan losses for the three and ninetimperiods ended September 30, 2011 (in
thousands):

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

Three months ended September 30, 20:

Beginning balanc $ 4011 $ 576 $ 957 $1,05( $ 8,31¢ $ 53z $20,63:
Chargeoffs 75 194 36 142 1,22¢ 20¢€ 1,881
Recoveries 61 15€ 45 21 371 90 74€
Provision (credit 581 53¢ (79 221 2,10¢ 11€ 3,48(

Ending balanc $ 457¢ $ 6,260 $ 887 $1,15( $ 956¢ $ 53C $22,97°

Nine months ended September 30, 2011

Beginning balanc $ 3712 $ 6431 $ 1,01t $ 97z $ 7,754 $ 584 $20,46¢
Chargeoffs 39C 572 48 404 3,571 687 5,672
Recoveries 32E 197 75 38 1,57¢ 354 2,56¢
Provision (credit 931 207 (159 544 3,81( 27¢ 5,61¢

Ending balanc $ 457¢ $ 6,260 $ 887 $1,15( $ 956¢ $ 53C $22,97°

Risk Characteristics

Commercial business loans primarily consist of oemsmall to mid-sized businesses in our marles ar a diverse 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 influed by general economic conditions and the regpitimpact on a borrower’s operations or on
the value of underlying collateral, if any.

Commercial mortgage loans generally have largaruas and involve a greater degree of risk thadeeal mortgage loans, inferring higher
potential losses on an individual customer basisnLrepayment is often dependent on the succegsduation and management of the
properties, as well as on the collateral secutiegdan. Economic events or conditions in the estdte market could have an adverse impsz
the cash flows generated by properties securin@tmpany’s commercial real estate loans and ondhes 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 generaheoac conditions, the characteristics of
individual borrowers, and the nature of the loaltateral.

Consumer indirect and other consumer loans mayl gnéater credit risk than residential mortgagens and home equities, as indirect
consumer loans are typically secured by depreciadsets, such as automobiles, and other consuares éoe typically unsecured. In such
cases, any repossessed collateral for a defawteslimer loan may not provide an adequate sounapaiyment of the outstanding loan
balance. In addition, consumer loan collectionsd@gendent on the borrowertontinuing financial stability, thus are moreelikto be affecte
by adverse personal circumstances such as johilloess or personal bankruptcy. Furthermore, th@ieation of various federal and state
laws, including bankruptcy and insolvency laws, riayt the amount which can be recovered on sueaingo
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(7.) SHAREHOLDERS' EQUITY
Common Stock
The changes in shares of common stock were asM®llor the nine month periods indicated:

Outstanding Treasury Issued

September 30, 201:

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

Shares outstanding at September 30, : 13,785,28 376,30t 14,161,59

September 30, 201

Shares outstanding at December 31, Z 10,937,50 410,61¢ 11,348,12
Shares issued in common stock offer 2,813,47! — 2,813,471
Restricted stock awards issL 53,07( (53,070 —
Stock options exercise 6,357 (6,357) —
Treasury stock purchas (10,467 10,461 —
Director¢ retainer 5,88¢ (5,889 —

Shares outstanding at September 30, : 13,805,83 355,76° 14,161,59

(8.) SHARE-BASED COMPENSATION PLANS

The Company maintains certain stock-based comgengalans that were approved by the Comparsjiareholders and are administered b
Board, or the Management Development and Compemns@ommittee of the Board. The share-based compengaans were established to
allow for the granting of compensation awards toaat, motivate and retain employees, executivie@f§ and non-employee directors who
contribute to the success and profitability of @@mpany and to give such persons a proprietaryesitén the Company, thereby enhancing
their personal interest in the Company’s success.

The Company awarded grants of 49,441 restrictecestia certain members of management during treemionths ended September 30, 2012
The weighted average market price of the restristedes on the date of grant was $17.42. Eithenace requirement or both service and
performance requirements must be satisfied befa@articipant becomes vested in the shares. Wapmlecable, the performance period for
the awards is the Company’s fiscal year ending Bseg 31, 2012. During the nine months ended Semes 2012, the Company granted
8,100 restricted shares of common stock to directafrwhich 4,050 shares vested immediately anBiddsbares will vest after completion of a
one-year service requirement. The market prich@féstricted stock on the date of grant was $1d.Ad restricted stock awards granted to
management and directors in 2012 do not have righiévzidends or dividend equivalents.

The following is a summary of restricted stock asvactivity for the nine months ended Septembe28Q2:

Weighted

Average

Market

Number of Price at
Shares Grant Date
Outstanding at beginning of year 166,65: $ 14.3¢
Grantec 57,54 17.32
Vested (94,43) 12.7¢
Forfeited (49,689 16.67
Outstanding at end of peric 80,08( $ 16.9]
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(8.) SHARE-BASED COMPENSATION PLANS (Continued)

The Company uses the Black-Scholes valuation methedtimate the fair value of its stock option edga There were no stock options
awarded during 2012 or 2011. The following is a suwary of stock option activity for the nine monthrsled September 30, 2012 (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 368,05¢ $ 20.7(
Grantec — —
Exercisec (1,650 15.8¢
Forfeited — —
Expired (44,539 24.5¢
Outstanding at end of peric 321,87 $ 20.1¢ 2.8 year $ 79
Exercisable at end of peric 321,87 $ 20.1¢ 2.8 year $ 79

As of September 30, 2012, all compensation expexiated to stock options had been fully recognized.

The aggregate intrinsic value (the amount by whiehmarket price of the stock on the date of eserekceeded the market price of the stock
on the date of grant) of option exercises for time months ended September 30, 2012 and 2011 wig&2and and $31 thousand,
respectively. The total cash received as a re$ulption exercises under stock compensation planthé nine months ended September 30,
2012 and 2011 was $26 thousand and $91 thousapiatérely. The tax benefits realized in connectidth these stock option exercises were
not significant.

The Company amortizes the expense related toatesirstock awards over the vesting period. Shasecbaompensation expense is included i
the consolidated statements of income under salarid employee benefits for awards granted to neamagt and in other noninterest expense
for awards granted to directors. The share-basegbensation expense included in the consolidatednstmts of income is as follows (in
thousands):

Three months endec Nine months endec
September 30 September 30
2012 2011 2012 2011
Stock options
Management Stock Incentive Pl $ 4 $ 28 $ 12 $ 51
Director Stock Incentive Ple — — — 14
Total stock option: 4 23 12 65
Restricted stock award
Management Stock Incentive PI 34 24¢ 24¢€ 694
Director Stock Incentive Ple 17 15 11E 104
Total restricted stock awar: 51 264 361 79¢€
Total shar-based compensatic $ 55 $ 287 $ 37& $ 86:
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(9.) EMPLOYEE BENEFIT PLANS
Defined Benefit Pension Plan

The Company participates in The New York State BasilRetirement System (the “System”), a definedefiepension plan covering many of
its employees, subject to the limitations relatethe plan closure effective December 31, 2006.Fdre=fits are based on years of service and
the employee’s highest average compensation diiviegonsecutive years of employment. The definedfit plan was closed to new
participants effective December 31, 2006. Only exyg@és hired on or before December 31, 2006 andmétgarticipation requirements on or
before January 1, 2008 are eligible to receive fisne

The components of the Company’s net periodic bergfiense for its pension plan were as followsHousands):

Three months endec Nine months endec
September 30 September 30

2012 2011 2012 2011
Service cost $ 51C $ 43¢ $ 1,52¢ $ 1,317
Interest cost on projected benefit obligat 504 507 1,51 1,52(
Expected return on plan ass (803) (664) (2,409 (1,990
Amortization of unrecognized prior service ¢ 5 5 15 14
Amortization of unrecognized lo: 343 152 1,02¢ 45€
Net periodic pension co $ 55¢ $ 43¢ $1,67¢ $ 1,315

The Company’s funding policy is to contribute, ahenimum, an actuarially determined amount that satisfy the minimum funding
requirements determined under the appropriatecsectf the Internal Revenue Code. The Companyfisatihe minimum required
contribution to its pension plan of $1.7 milliorr filne 2012 fiscal year by contributing $10.0 mifliprior to December 31, 2011.

(10.) COMMITMENTS AND CONTINGENCIES

The Company has financial instruments with off-baksheet risk established in the normal courdrisihess to meet the financing needs of
its customers. These financial instruments inclem@mitments to extend credit and standby lettergedit. These instruments involve, to
varying degrees, elements of credit and interastrisk extending beyond amounts recognized irfittzencial 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 essentidlfysame as that involved with extending loarsuiomers. 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 falhaw(in thousands):

September 3C December 31

2012 2011
Commitments to extend credit $ 419,38 $ 374,26t
Standby letters of crec 10,58¢ 8,85¢

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

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 agreementswvthe Company intends to sell the related loace aniginated, as well as closed residential
mortgage loans held for sale, the Company entéssfanward commitments to sell individual residahtnortgages. Rate lock agreements and
forward commitments are considered derivativesarrdecorded at fair value. The notional valueooiverd sales commitments totaled $2.1
million and $2.9 million at September 30, 2012 &wtember 31, 2011, respectively.
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(11.) FAIR VALUE MEASUREMENTS
Determination of Fair Value — Assets Measured at FaValue 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 &gtimputs other than quoted prices that are obblrfar the asset or liability (such as
interest rates, volatilities, prepayment speedsjitrisks, etc.) or inputs that are derived pipadly 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 wouldmgeicing the assets or liabilitie

Transfers between levels of the fair value hienate recorded as of the end of the reporting derio

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,.eeinputs, observable market-based parametelgafitan adjustments may be made to
ensure that financial instruments are recordedintélue. These adjustments may include amountsfliect 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 managembalieves the Company’s valuation methodologiesappropriate and consistent with other
market participants, the use of different methodi@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 purst@tite valuation hierarchy, is set forth below.

Securities available for saleSecurities classified as available for sale arenteg at fair value utilizing Level 2 inputs. Fbese
securities, the Company obtains fair value measengsrfrom an independent pricing service. Thevialue measurements consider
observable data that may include dealer quoteskeanapreads, cash flows, the U.S. Treasury yietde;dive trading levels, trade
execution data, market consensus prepayment speedg,information and the bond’s terms and coadg, 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 enfdir 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 comparablessael the income approach. Appraised and repodiegs may be discounted based
on management’s historical knowledge, changes ikeh@onditions from the time of valuation, anddeanagement’s expertise and
knowledge of the client and the client’s busin&sch discounts are typically significant and resBul Level 3 classification of the inputs
for determining fair value. Impaired loans are eswed and evaluated on at least a quarterly basedftitional impairment and adjusted
accordingly, based on the same factors identifiex/a.
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(11.) FAIR VALUE MEASUREMENTS (Continued)

Loan servicing rights: Loan servicing rights do not trade in an active keawith readily observable market data. As a tesué
Company estimates the fair value of loan serviciglts by using a discounted cash flow model tauwake 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,ludahg estimates of loan prepayment rates, servioasgs, ancillary income, impound
account balances, and discount rates. The signifitr@aobservable inputs used in the fair value nressant of the Company’s loan
servicing rights are the constant prepayment imtelsweighted average discount rate. Significanmemses (decreases) in any of those
inputs in isolation could result in a significantwer (higher) fair value measurement. Although 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 unoabeninputs, as well as significant managementrjueig and estimation.

Other real estate owned (Foreclosed asset®jonrecurring adjustments to certain commercial i@siential real estate properties
classified as other real estate owned are measiited lower of carrying amount or fair value, lessts to sell. Fair values are generally
based on third party appraisals of the propersylteg 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 resulaibhevel 3 classification of the inputs for
determining fair value. In cases where the carrgnmgunt exceeds the fair value, less costs toaseimpairment loss is recognized.
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Assets Measured at Fair Value

The following table presents for each of the faifexe hierarchy levels the Company’s assets thahagesured at fair value on a recurring and
non-recurring basis as of the dates indicatedch@sands).

Quoted Prices ir

Significant
Active Markets Other Significant
for Identical Observable Unobservable
Assets or
Liabilities Inputs Inputs
(Level 1) (Level 2) (Level 3) Total
September 30, 2012
Measured on a recurring basis:
Securities available for sal
U.S. Government agencies and government
sponsored enterpris $ — $100,22: $ — $100,22:
State and political subdivisiol — 184,68 — 184,68
Mortgagebacked securitie — 462,76( — 462,76(
Asse-backed securitie:
Trust preferred securitie — 76€ — 76€
Other — 184 — 184
$ = $748,61¢ $ = $748 61t
Measured on a nonrecurring basis
Loans:
Loans held for sal $ — $ 1,411 $ — $ 1,411
Collateral dependent impaired loe — — 3,29¢ 3,29¢
Other asset:
Loan servicing right — — 1,762 1,76:%
Other real estate own — — 303 302
$ — $ 1,417 $ 5,362 $ 6,77
December 31, 201
Measured on a recurring basis:
Securities available for sal
U.S. Government agencies and government
sponsored enterpris $ — $ 97,71. $ — $ 97,71.
State and political subdivisiol — 124,42 — 124,42:
Mortgage-backed securitie — 403,68! — 403,68!
Asse-backed securitie:
Trust preferred securitie — — 1,63¢€ 1,63¢
Other — 61 — 61
$ — $625,88. $ 1,63¢€ $627,51¢
Measured on a nonrecurring basis
Loans:
Loans held for sal $ — $ 2,41( $ — $ 2,41C
Collateral dependent impaired loe — — 2,16( 2,16(
Other asset:
Loan servicing right — — 1,97: 1,97:
Other real estate own — — 47E 47¢E
$ — $ 2,41 $  4,60¢ $ 7,01

There were no transfers between level 1 and hfothree and nine months ended September 30, Z& were no liabilities measured at
fair value on a recurring or nonrecurring basisrythe three or nine month periods ended SepteB8he2012 and 2011.
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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 ttedmine fair value (dollars in thousands).

Fair Unobservable Input
Assel Value Valuation Technique Unobservable Input Value or Range

Collateral dependent impaired loan Appraisal of collatera : . .
e . $3,29¢ (l)pp Appraisal adjustment® 16%-100% discoun

Discounted cash floy Discount rate 5.0% ®

Risk premium rati 10.2% ®

Loan servicing right 1,76: Discounted cash floy Discount rate 4.2% 3

Constant prepayment ri 28.4% ®

Other real estate owned Appraisal of collatera . . .
303 (l)p P Appraisal adjustment® 20%- 61% discoun

@ Fair value is generally determined through independppraisals of the underlying collateral, whiemerally include various Level 3
inputs which are not identifiabl

@) Appraisals may be adjusted by management for quiakt 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 ocuerirey basis using significant unobservable inguevel 3) as of or during the three months
ended September 30, 2012. The Company transfeirefithe assets classified as Level 3 assets aeDber 31, 2011 to Level 2 during the
three months ended March 31, 2012. The transfetteed®1.5 million of pooled trust preferred sedastout of Level 3 was primarily the result
of using observable pricing information or a thixarty pricing quote that appropriately reflects thie value of those securities, without the
need for adjustment based on our own assumptigiasding the characteristics of a specific secunityhe current liquidity in the market.

The reconciliation for all assets measured atfaline on a recurring basis using significant unoledgle inputs (Level 3) is as follows for the
periods indicated (in thousands):

Nine months endec

September 30
2012 2011
Securities available for sale, beginning of period $1,63¢ $ 57z
Sales (360) (1,679
Principal paydowns and oth — (54)
Total gains (losses) realized/unrealiz
Included in earning 331 1,61z
Included in other comprehensive inco (102 4,88¢
Transfers from Level 3 to Level (1,509 —
Securities available for sale, end of pet $ — $ 5,341
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(11.) FAIR VALUE MEASUREMENTS (Continued)

Disclosures about Fair Value of Financial Instrumens

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

Fair value estimates are made at a specific poititrie, based on available market information 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 @skes. In some cases, the fair value estimates tharsubstantiated 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 receivablen-moaturity deposits, shoterm borrowings and accrued interest payable.\Fedire estimate
for other financial instruments not included elsewehin 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 timgimefr 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.

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

Level in September 30, 201 December 31, 201
Fair Value Estimated Estimated
Measuremen Carrying Fair Carrying Fair
Hierarchy Amount Value Amount Value
Financial assets:
Cash and cash equivale Level 1 $ 77,04 $ 77,04 $ 57,58 $ 57,58
Securities available for sa Level Z 748,61¢ 748,61¢ 625,88: 625,88:
Securities available for sa® Level & — — 1,63¢ 1,63¢
Securities held to maturit Level 1 19,56+ 20,11¢ 23,29° 23,96¢
Loans held for sal Level 2 1,411 1,47¢ 2,41( 2,44:
Loans Level 2 1,631,38: 1,664,38: 1,459,35 1,490,99!
Loans® Level z 3,29¢ 3,29¢ 2,16( 2,16(
Accrued interest receivab Level 1 8,957 8,957 7,65t 7,65k
FHLB and FRB stocl Level 1 6,06¢ 6,06¢ 10,67 10,67
Financial liabilities:
Non-maturity deposit: Level 1 1,636,61, 1,636,61. 1,230,92. 1,230,92.
Time deposit: Level Z 695,10° 699,40: 700,67¢ 702,72(
Shor-term borrowings Level 1 38,28: 38,28. 150,69¢ 150,69¢
Accrued interest payab Level 1 4,21z 4,21z 5,201 5,207

(€3]
@

Comprised of trust preferred as-backed securitie!

Comprised of collateral dependent impaired lo
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ITEM 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

This Quarterly Report on Form 10-Q should be remaddnjunction with the more detailed and comprehendisclosures included in our
Annual Report on Form -K for the year ended December 31, 2011. In addifpdease read this section in conjunction with Gansolidated
Financial Statements and Notes to Consolidated féie Statements contained here

FORWARD LOOKING INFORMATION

Statements and financial analysis contained indb@iment that are not historical facts are forwaoling statements made pursuant to the
safe harbor provisions of the Private Securitiggyation Reform Act of 1995 (the “Act”). In additig certain statements may be contained in
our future filings with SEC, in press releases, endral and written statements made by or withapproval that are not statements of
historical fact and constitute forward looking staent within the meaning of the Act. Forward logkstatements describe our future plans,
strategies and expectations and are based onrcasstimptions. Words such as “may,” “could,” “stidputwould,” “believe,” “anticipate,”
“estimate,” “expect,” “intend,” “plan,” “target,” projects,” and other similar expressions are inéehic identify forward looking statements but

are not the exclusive means of identifying suctestants.

We caution readers not to place undue reliancengriaaward looking statements, which speak onlpfathe date made, and advise readers
various factors, including those identified under heading “Risk Factors” in Item 1A of Part | afrAnnual Report on Form 1R-for the yeal
ended December 31, 2011, could affect our finarpe@aiormance and could cause our actual resuts@rmstances for future periods to differ
materially from those anticipated or projected.

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

GENERAL

Financial Institutions, Inc. is a financial holdiogmpany headquartered in New York State that ges/banking and nonbanking financial
services to individuals and businesses primarilguinWestern and Central New York footprint. We dalso expanded our indirect lending
network to include relationships with franchisedoswiobile dealers in the Capital District of New X@nd Northern Pennsylvania. Through
our wholly-owned banking subsidiary, Five Star Bank provide a wide range of services, includingibesss and consumer loan and
depository services, as well as other traditiomallding services. Through our nonbanking subsidignye Star Investment Services, Inc., we
provide brokerage and investment advisory sentizasipplement our banking business. ReferencethéoCompany”, “we”, “our” or “us”
mean the consolidated reporting entity and refexema “the Bank” mean Five Star Bank.

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

Our business strategy has been to maintain a coityrhank philosophy, which consists of focusingaomd understanding the individualized
banking needs of the businesses, professionalsthed residents of the local communities surroug@iar banking centers. 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 customerprarerily comprised of households, small-
to medium-sized businesses, professionals and caityrarganizations who prefer to build a bankinttienship with a community bank that
offers and combines high quality, competitivelyged banking products and services with personabeedce. Because of our identity and
origin as a locally operated bank, we believe thatlevel of personal service provides a compeatitidvantage over larger banks, which ter
consolidate decision-making authority outside lamahmunities.

A key aspect of our current business strategy fester 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 stremgipetitor within our market area because
of our focus on community banking needs and cust@®erice, our comprehensive suite of deposit aad products typically found at larger
banks, our highly experienced management team ansti@tegically located banking centers. A cergeat of our strategy is generating core
deposits to support growth of a diversified anchkigiality loan portfolio.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Branch Acquisitions

On January 19, 2012, the Bank entered into agretsmeéth First Niagara Bank, National Associatiofifst Niagara”) to acquire four retail
bank branches in Medina, Brockport, Batavia andéfab, New York (the “First Niagara Branches”) dodr retail bank branches previously
owned by HSBC Bank USA, National Association (“HSB® Elmira, Elmira Heights, Horseheads and Alhidiew York (the “HSBC
Branches”). First Niagara assigned its rights ®H$SBC branches in connection with its acquisitbhiSBC’s Upstate New York banking
franchise. Under the terms of the agreements, #mkBssumed all related deposits and purchasedlttied branch premises and certain
performing loans. The transaction to acquire thstiNiagara Branches was completed on June 22, &0d Zhe transaction to acquire the
HSBC Branches was completed on August 17, 2012 coheined assets acquired and deposits assumled fwd transactions were recorded
at their estimated fair values as follows:

Cash $195,77¢
Loans 75,63¢
Bank premises and equipme 1,93¢
Goodwill 11,59¢
Core deposit intangible ass 2,04z
Other asset 33¢
Total assets acquire $287,33:
Deposits assume $286,81¢
Other liabilities 512
Total liabilities assume $287,33:

The transactions were accounted for using the aitigui method of accounting and accordingly, asaetgiired, liabilities assumed and
consideration exchanged were recorded at thematad fair values on the acquisition dates. Fdiresare preliminary and in certain cases ar
subject to refinement for up to one year afterdlosing date of the acquisition as additional infation relative to fair values becomes
available.

The operating results of the acquired branchesidted in our consolidated statement of income femtime months ended September 30, 2012
reflect only amounts from the acquisition datestigh September 30, 2012, the end of the third guart

We acquired the loan portfolios at a fair valuedimt of $824 thousand. The discount representsate credit losses, net of market interest
rate adjustments. The discount on loans receiwaiti®e amortized to interest income over the eata remaining life of the acquired loans
using the level yield method. The core depositrigible asset will be amortized on an accelerataishaver a period of approximately nine anc
a half years. The time deposit premium of $335 sland will be accreted over the estimated remailifie@f the related deposits as a reductior
of interest expense.

Preliminary goodwill of $11.6 million is calculatex the purchase premium after adjusting for threvédue of net assets acquired and
represents the value expected from the synergeedert and the economies of scale expected frominorghihe operations of the acquired
branches with those of the Bank. All goodwill amtecdeposit intangible assets arising from thisuaitipn are expected to be deductible for
tax purposes.

In anticipation of the branch acquisitions, we leged our balance sheet through the executionasf-érm FHLB advances in order to “pre-
acquire” investment securities. This strategy aldws to purchase securities over time and cairg dollar cost averaging strategy. Our
purchase of investment securities was comprisedorfgage-backed securities, U.S. Government ageacié sponsored enterprise bonds anc
tax-exempt municipal bonds. The cash receivedeatithe of closing the transactions was used todoayn the shorterm FHLB advances us

to fund the purchase of the investment securities.

Management Transition

In August, the Company announced a managementticenesulting from the retirement of Peter G. Hahrey as President and Chief
Executive Officer. As part of the transition, JdB@njamin, the Company’s Chairman and Interim ChEieécutive Officer announced the
promotion of Richard Harrison as Chief Operatindgicef and Martin Birmingham as President and Cbhfe€ommunity Banking, with a
combined 45 years of local banking experience.Hérrison and Mr. Birmingham were instrumental ia giructuring, negotiating and
integrating the branch office acquisitions.
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RESULTS OF OPERATIONS
Summary of Performance

Net income totaled $4.3 million for the third quarbf 2012 compared to $5.5 million for the thirgagter of 2011. Net income available
common shareholders for the third quarter of 2042 $8.9 million, or $0.28 per diluted share, coragawrith $5.1 million, or $0.37 per dilutt
share, for the third quarter of last year. Returragerage equity was 6.77% and return on averasggsasas 0.65% for the third quarter of 2
compared to 9.07% and 0.95%, respectively, fothird quarter of 2011.

Net income for the three and nine months endedeSdpdr 30, 2012 was reduced by expenses relatbd twranch acquisitions. F-tax
acquisition expenses were approximately $1.9 milfar the three months ended September 30, 20183u0dmillion for the nine months
ended September 30, 2012, consisting mainly ofegsibnal fees, computer and data processing ampiesipnd postage expended to facilitate
the purchase of the branches.

Net income for the three and nine months endedeSdpdr 30, 2012 was further reduced by expensesr@ttin connection with the retireme
of the Company’s former President and Chief Exeeubfficer. Pre-tax retirement-related expenseeweproximately $2.6 million for the
three and nine months ended September 30, 201&istiog of separation pay and a supplemental exectgtirement plan (“SERP”).

Net income for the nine months ended Septembe2@IR, totaled $17.1 million compared to $17.0 millfor the same period in 2011. For
first nine months of 2012 net income availabledmmon shareholders was $16.0 million, or $1.16diated share, compared with $14.2
million, or $1.09 per diluted share, for the fimihe months of 2011. Return on average equity wa2% and return on average assets was
0.92% for the nine months ended September 30, 20ipared to 9.95% and 1.01%, respectively, fostrae period in 2011.

Net Interest Income and Net Interest Margin

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

Interest rate spread and net interest margin dizedtto measure and explain changes in net iaténeome. 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 maxgieds 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 yetdgable yields, the yield on tax-exempt invesitreecurities is computed on a taxable
equivalent basis. Net interest income, interest satead, and net interest margin are discussedaxable equivalent basis.

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

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

2012 2011 2012 2011
Interest income per consolidated statements ofirgco $25,29¢ $23,77¢ $72,48( $71,24:
Adjustment to fully taxable equivalent ba 603 511 1,67¢ 1,55¢
Interest income adjusted to a fully taxable eq@mtibasis 25,90: 24,28¢ 74,15¢ 72,80:
Interest expense per consolidated statements oifria 2,20( 3,15¢ 7,052 10,53
Net interest income on a taxable equivalent t $23,70: $21,12¢ $67,10¢ $62,26¢
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Analysis of Net Interest Income for the Three Months ended September 30, 2012 and September 30, 2011

Net interest income on a taxable equivalent basithie three months ended September 30, 2012, 2&3 #illion, an increase of $2.6 millic
or 12% versus the comparable quarter last yearifidnease in taxable equivalent net interest inceag primarily attributable to favorable
volume variances (as changes in the balances andfraarning assets and interest-bearing liatsliidded $3.7 million to taxable equivalent
net interest income), partly offset by unfavoratsie variances (as the impact of changes in tleedst rate environment and product pricing
reduced taxable equivalent net interest incomelby illion).

The net interest margin for the third quarter of2@vas 3.96%, 6 basis points lower than 4.02%hersame period in 2011. This comparable
period decrease was a function of a 1 basis peiciteéise in interest rate spread, combined witbask point lower contribution from net free
funds (due principally to lower rates on interesiing liabilities reducing the value of nonintésbsaring deposits and other net free funds).
The lower interest rate spread was a net res@t3ff basis point decrease in the yield on earrssgta and a 29 basis point decrease in the cc
of interest-bearing liabilities.

The Federal Reserve left the Federal funds rathamged at 0.25% during 2010, 2011 and thus fa@22During 2011, the Federal Reserve
disclosed that shoterm interest rates would be held near zero thr@aidéast the middle of 2013, in anticipation of/Igrowth and little risk c
inflation. In April 2012, the Federal Reserve famttannounced that interest rates will likely remetiexceptionally low levels through late
2014.

The yield on earning assets was 4.32% for the thuatter of 2012, 30 basis points lower than tlvel tuarter of 2011. Loan yields decreased
35 basis points to 5.10%, also impacted by the lomterest rate environment. Residential mortgagk@nsumer indirect loans in particular,
down 49 and 68 basis points, respectively, expeeetower yields given the competitive pricing pua®s in a low interest rate environment.
The yield on investment securities dropped 35 hawiists to 2.60%, also impacted by the lower irgerate environment, prepayments of
mortgage-related investment securities and the ¢étgfanvesting the excess cash related to ourdiracquisitions into low yielding securities.
Overall, earning asset rate changes reduced ibiaoesne by $2.0 million.

The cost of average interest-bearing liabilitie® 6% in the third quarter of 2012 was 29 basiatpdower than the third quarter of 2011. The
average cost of interebearing deposits was 0.47% in 2012, 25 basis ptmntsr than 2011, reflecting the lower rate envinemt, mitigated b

a focus on product pricing to retain balances. &oimng costs decreased 67 basis points to 0.43¥%apity a result of the redemption of the
Company’s 10.20% junior subordinated debenturemduhe third quarter of 2011. The interest-beatialility rate changes resulted in
approximately $900 thousand of lower interest espen

Average interest-earning assets were $2.388 bilbotthe third quarter of 2012, an increase of $29fillion or 14% from the comparable
quarter last year, primarily due to a $244.3 millincrease in average loans. The growth in avdmges was comprised of increases in all loa
categories, with consumer loans up $148.5 millemmmercial loans up $72.9 million and residentiartgage loans up $22.9 million.

Average interest-bearing liabilities of $1.891ibifl in the third quarter of 2012 were $226.1 millior 14% higher than the third quarter of
2011. On average, interest-bearing deposits gr&8.$2nillion, while noninterest-bearing demand ds{so(a principal component of net free
funds) were up $71.7 million. The increases in agerdeposits were primarily attributable to redaibosits assumed in the branch acquisition:
Average borrowings increased $2.4 million betwdenthird quarter periods, with short-term borroveitggher by $13.0 million, offset by a
decrease in long-term funding. There was no longrebt outstanding during the first nine month2@f2. During the third quarter of 2011
we repaid all of our outstanding long-term debtJuding our 10.20% junior subordinated debentures.

Analysis of Net Interest Income for the Nine Months ended September 30, 2012 and September 30, 2011

Net interest income on a taxable equivalent basithe first nine months of 2012 was $67.1 millian,increase of $4.8 million or 8% vers

the same period last year. The increase in taxahlézalent net interest income was primarily atttétble to a favorable volume variance (as
changes in the balances and mix of earning assdtmterest-bearing liabilities added $8.3 millimntaxable equivalent net interest income),
partially offset by an unfavorable rate variancetfee impact of changes in the interest rate enment and product pricing decreased taxable
equivalent net interest income by $3.4 million).

The net interest margin for the first nine month@@l2 was 3.97%, 5 basis points lower than 4.0@tHe same period last year. The interest
rate spread was 3.86% during the first nine moaftZ)12 compared to 3.85% during the first nine therof 2011. This 1 basis point increase
in interest rate spread was offset by a 6 basist pigicrease in the contribution from net free fudd® higher interest rate spread was a net
result of a 32 basis point decrease in the yieldaming assets and a 33 basis point decrease oot of interest-bearing liabilities.

The yield on earning assets was 4.38% for therirst months of 2012. The yield was 32 basis pdow®r than the same period last year,
which is attributable to decreases in the yieldsheninvestment security portfolio (down 27 basisfs, to 2.70%) and loan portfolio (down 46
basis points to 5.13%).
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The cost of interest-bearing liabilities was 0.5&%¥sthe first nine months of 2012, 33 basis polatger than the same period in 2011. Rates ol
interest-bearing deposits were down 24 basis ptn@s53%. The cost of short-term borrowings desedsd basis points to 0.44%.

Average interest-earning assets were $2.259 bilbothe first nine months of 2012, an increas8&1§2.0 million or 9% from the comparable
period last year, with a $192.9 million increas@uerage loans partially offset by a $834 thousteutease in average securities. The grow
average loans was comprised of increases in comdoares (up $121.2 million, primarily indirect logp commercial loans (up $71.4 million)
and residential mortgage loans (up $361 thousand).

Average interesbearing liabilities of $1.803 billion in the firsine months of 2012 were $145.4 million or 9% higthan the first nine montt
of 2011. On average, interest-bearing deposits §EL6.8 million (attributable to increases of $5.8etail deposits and $58.5 million in
municipal deposits), while noninterdstaring demand deposits were up $49.6 million. Agerborrowings increased $28.6 million betweel
first nine months of 2012 and the same period ih12With short-term borrowings higher by $49.9 ruill, offset by a decrease in long-term
funding.
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The following tables sets forth certain informati@tating to the consolidated balance sheets dtette the average yields earned on interest-
earning assets, as well as the average rates paidevest-bearing liabilities for the periods icatied (in thousands).

Three months ended September 3l

2012 2011
Average Average Average Average
Balance Interest Rate Balance Interest Rate
Interest-earning assets
Federal funds sold and inter-earning deposit $ 166 $ — 0.1¢% $ 93 $ — 0.1%
Investment securitie®:
Taxable 551,77( 3,131 2.27 552,12¢ 3,64 2.64
Tax-exempi®@ 194,02¢ 1,728 3.5¢ 140,81! 1,45¢ 4.14
Total investment securitie 745,79¢ 4,85¢ 2.6( 692,94 5,10¢ 2.9t
Loans:
Commercial busines 248,06( 2,88¢ 4.62 216,98( 2,591 4,74
Commercial mortgag 409,88 5,672 5.51 368,07 5,25¢ 5.6€
Residential mortgag 141,80¢ 1,82¢ 5.1¢t 118,95: 1,67¢ 5.64
Home equity 271,13: 2,91¢ 4.2¢ 217,80¢ 2,39¢ 4.37
Consumer indirec 544,52 7,03¢ 5.14 450,81« 6,60¢ 5.82
Other consume 26,17¢ 71% 10.8¢ 24,64« 65C 10.47
Total loans 1,641,58 21,04¢ 5.1C 1,397,26: 19,18( 5.4t
Total interes-earning asse! 2,387,55. 25,90: 4.3 2,090,30! 24,28t 4.62
Allowance for loan losse (24,604 (21,119
Other nonintere-earning asse! 244 54¢ 225,66¢
Total asset $2,607,49 $2,294,85!
Interest-bearing liabilities:
Deposits:
Interes-bearing deman $ 42573¢ $ 15z 0.14 $ 36656 $ 144 0.1¢€
Savings and money mark 611,56 227 0.1¢ 436,33t 24¢ 0.2:
Time deposit: 695,68: 1,65( 0.9/ 706,43! 2,33¢ 1.31
Total interes-bearing deposit 1,732,98! 2,02¢ 0.47 1,509,33 2,72¢ 0.7z
Shor-term borrowings 157,97: 171 0.4z 145,00° 172 0.47
Long-term borrowings — — — 10,527 25€ 9.74
Total borrowings 157,97. 171 0.4: 155,53« 42¢ 1.1C
Total interes-bearing liabilities 1,890,95! 2,20( 0.4¢€ 1,664,87. 3,15¢ 0.7
Noninteres-bearing demand depos 447,20 375,51¢
Other nonintere-bearing liabilities 18,62¢ 14,081
Shareholder equity 250,71( 240,37¢
Total liabilities and sharehold¢ equity $2,607,49 $2,294,85!
Net interest income (t-equivalent) $23,70: $21,12¢
Interest rate spree 3.8% 3.8%%
Net earning asse $ 496,59 $ 425,43
Net interest margin (t-equivalent 3.9¢% 4.02%
Ratio of average interest-earning assets to avéndgest-
bearing liabilities 126.2(% 125.5%

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

Federal funds sold and inter-earning deposit

Investment securitie® :
Taxable
Tax-exempi®@
Total investment securitie
Loans:
Commercial busines
Commercial mortgag
Residential mortgag
Home equity
Consumer indirec
Other consume
Total loans
Total interes-earning asset

Allowance for loan losse
Other nonintere-earning asse!
Total asset

Interest-bearing liabilities:
Deposits:

Interes-bearing deman

Savings and money mark

Time deposit:

Total interes-bearing deposit

Shor-term borrowings
Long-term borrowings

Total borrowings

Total interes-bearing liabilities

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

Total liabilities and sharehold¢ equity

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

Ratio of average interest-earning assets to avéndgyest-

bearing liabilities

@ Jnvestment securities are shown at amortized qubireclude no-performing securities

Nine months ended September 3(

2012 2011
Average Average Average Average
Balance Interest Rate Balance Interest Rate
$ 11¢ ¢ — 0.21% $ 158 $ — 0.21%
524,75t 9,26¢ 2.3t 556,07 11,06: 2.6t
170,79¢ 4,794 3.74 140,31. 4,45: 4.2%
695,55¢ 14,06: 2.7 696,38t 15,51¢ 2.97
239,31¢ 8,34: 4.6€ 212,33 7,617 4.8(C
407,92¢ 16,74: 5.4¢ 363,54° 15,70: 5.7
123,93( 4,89¢ 5.27 123,56¢ 5,25( 5.67
249,04« 7,961 4.27 213,00: 7,09¢ 4.4¢
519,17! 20,21¢ 5.2(C 433,57t 19,67 6.07
24,39 1,93 10.61 24,86( 1,94: 10.4¢
1,563,78 60,09¢ 5.1: 1,370,89. 57,28¢ 5.5¢
2,259,46! 74,15¢ 4.3¢ 2,067,43! 72,80: 4.7C
(24,305 (20,912
240,03! 215,40¢
$2,475,19 $2,261,93;
$ 409,33: $ 44: 0.14 $ 384,65: $ 467 0.1¢€
557,80( 761 0.1¢ 446,35! 78% 0.24
696,05: 5,397 1.0 715,39( 7,607 1.42
1,663,18. 6,59¢ 0.5¢ 1,546,391 8,85¢ 0.77
139,33 45¢€ 0.4 89,41¢ 354 0.5:
— — — 21,26 1,321 8.2¢
139,33 45€ 0.4¢ 110,68« 1,67¢ 2.0z
1,802,51. 7,052 0.5z 1,657,08! 10,53 0.8t
411,03¢ 361,39¢
16,26¢ 14,53;
245,37- 228,92:
$2,475,19 $2,261,93;
$67,10¢ $62,26¢
3.8% 3.85%
$ 456,94¢ $ 410,35!
3.91% 4.02%
125.3% 124.7¢0

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

Three months endec Nine months endec
September 30, 2012 vs. 20 September 30, 2012 vs. 20
Increase (decrease) in Volume Rate Total Volume Rate Total
Interest income:
Federal funds sold and inter-earning deposit $ — $ — $ — $ — $ — $ —
Investment securitie:
Taxable 2 (514 (51€) (600) (1,199 (1,79
Tax-exempt 494 (229) 26E 89t (559 341
Total investment securitie 49z (743) (2517) 29t (1,749 (1,459
Loans:
Commercial busines 363 (70 293 94¢€ (220 72€
Commercial mortgag 583 (165) 41¢ 1,84¢ (807) 1,04z
Residential mortgag 303 (155) 14¢ 15 (369 (359
Home equity 57t (55) 52C 1,162 (299 86<
Consumer indirec 1,27(C (8449 42¢€ 3,56¢ (3,029 53¢
Other consume 41 22 63 (37) 31 (6)
Total loans 3,13t (1,267  1,86¢ 7,49¢ (4,689 2,81(
Total interest income 3,62 (2,010 1,617 7,79¢ (6,43¢) 1,35¢
Interest expense
Deposits:
Interes-bearing deman 22 (14 8 29 (53 (24
Savings and money mark 81 (202) (22) 17z (297) (24)
Time deposit: (35) (651) (686€) (20)) (2,019 (2,21%
Total interes-bearing deposit 68 (767) (699) 1 (2,269  (2,267)
Shor-term borrowings 15 (16 Q) 171 (69 10z
Long-term borrowings (12¢) (12¢) (25€) (660) (661) (1,32)
Total borrowings (113) (144 (257) (489) (7300 (1,219
Total interest expense (45) (911) (95€) (48¢) (2,999 (3,487)
Net interest income $3,67:  $(1,099 $2,57: $8,28: $(3,449 $4,83¢

Provision for Loan Losses

The provision for loan losses is based upon cledit experience, growth or contraction of speciigments of the loan portfolio, and the
estimate of losses inherent in the current loatfqlar. There were provisions for loan losses ofgbhillion and $4.6 million for the three and
nine month periods ended September 30, 2012, c&dpedth provisions of $3.5 million and $5.6 milliéor the corresponding periods in 2C
respectively. See “Allowance for Loan Losses” unthersection titled “Lending Activities” includecetein for additional information.
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Noninterest Income
The following table details the major categoriesofinterest income for the periods presentedhsands):

Three months endec Nine months endec
September 30 September 30
2012 2011 2012 2011
Service charges on deposits $2,29: $2,257 $ 6,101 $ 6,60¢
ATM and debit carc 1,21¢ 1,115 3,36¢ 3,25¢
Brokel-dealer fees and commissic 60¢ 541 1,63( 1,32¢
Company owned life insurani 43¢ 42z 1,30 967
Net gain on sale of loans held for s 325 31¢ 981 65¢
Net gain on disposal of investment securi 59¢ 2,34( 2,16¢ 2,347
Loan servicing 142 64 64= 662
Impairment charges on investment secur — — (92) —
Net (loss) gain on disposal of other as: (119 7 (79 44
Other 852 97C 2,47¢ 2,28¢
Total noninterest incom $6,35¢ $8,03¢ $18,49¢ $18,15¢

The components of noninterest income fluctuatedismussed below.

Service charges on deposit accounts were up $35ahd or 2% in the third quarter of 2012 and doa@&housand or 8% for the nine
months ended September 30, 2012, compared to it gariods a year earlier. The increase in secheeges on deposit accounts during the
third quarter reflects the accounts added fronbtla@ch acquisitions in June 2012 and August 20h2.year-to-date decrease was due to a
reduction in consumer non-sufficient funds charges.

ATM and debit card income was up $102 thousandoafid $112 thousand or 3%, respectively, in theetland nine months ended
September 30, 2012, compared to the same perid¥1df The increased popularity of electronic bagkind transaction processing has
resulted in higher ATM and debit card point-of-sas&ge income.

Broker-dealer fees and commissions were up $68tmalior 13% and $301 thousand or 23%, respectivellye three and nine months ended
September 30, 2012, compared to the same peridi¥14f Broker-dealer fees and commissions fluctoetmly due to sales volume, which
increased during 2012 as a result of improving maakd economic conditions and our renewed focuhisrine of business.

During the third quarter of 2011 we purchased alitexhal $18.0 million of company owned life insace. The increased amount of insurance
was largely responsible for the 2012 increasesinpany owned life insurance income when compareddaadhree and nine month periods in
2011.

Gains from the sale of loans held for sale incré&&thousand in the third quarter of 2012 and #B2Rsand for the nine months ended
September 30, 2012, compared to the same perigeisraarlier, due to increased origination voluelated primarily to refinancing activity, a
result of low interest rates.

Loan servicing income represents fees earned foicgey loans sold to third parties, net of amatian expense and impairment losses, if any
associated with capitalized loan servicing asde&tan servicing income was up $78 thousand in thid Huarter of 2012 and was down $17
thousand for the nine months ended September 3@, 20mpared to the same periods a year ago. Theaige in loan servicing income for-
third quarter of 2012 was primarily due to the afaentioned increase in loan origination volume laad sale margins.

We recognized pre-tax gains on investment secsirtiéb596 thousand and $2.2 million from the sélpomled trust-preferred securities in the
three and nine month periods ended September 3@, B8spectively. Each of the securities had bedtew down in prior periods and was
included in non-performing assets at the end ofjterter preceding its sale. We continue to monitermarket for the trugireferred securitie
and evaluate the potential for future dispositidiiee amount and timing of our sale of investmeatasties is dependent on a number of
factors, including our prudent efforts to realizgrg while managing duration, premium and credK.ri

Disposals of other assets resulted in a net lo$4 b4 thousand in the third quarter of 2012. Duthéir proximity to our existing locations we
consolidated four branches as part of the branghisitions. The majority of the loss on the dispasather assets was due to write-off of
leasehold improvements and other fixed assethéset branches that were closed.

Other noninterest income decreased $117 thousah2P6rin the third quarter of 2012 and increased&h8usand or 8% for the nine months
ended September 30, 2012, compared to the sanmelperiyear earlier. Other noninterest income ferttiird quarter of 2011 includes $152
thousand of insurance proceeds. Income from owsimrent in several limited partnerships compribedmajority of the year-to-date increase.
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Noninterest Expense
The following table details the major categoriesofhinterest expense for the periods presentetthidinsands):

Three months endec Nine months endec
September 30 September 30

2012 2011 2012 2011
Salaries and employee benefits $12,43¢ $ 9,11: $30,56¢ $26,38¢
Occupancy and equipme 2,91t 2,722 8,40( 8,20¢
Professional service 1,452 57C 3,24: 1,82t
Computer and data process 97¢ 603 2,46: 1,85¢
Supplies and posta¢ 89¢ 461 1,93( 1,33i
FDIC assessmen 35¢€ 437 957 1,217
Advertising and promotion 261 A7 49¢ 89t
Loss on extinguishment of de — 1,08: — 1,08:
Other 2,321 1,54¢ 5,80( 4,71¢
Total noninterest expen: $21,61¢  $17,01:  $53,85¢  $47,51¢

The components of noninterest expense fluctuatelisaassed below.

During the three and nine month periods ended &dye30, 2012, salaries and employee benefitsasexkby $3.3 million or 36% and $4.2
million or 16%, respectively, when compared to shene periods one year earlier. Included in salanelsemployee benefits for the three and
nine month periods ended September 30, 2012 armpiepsts of approximately $2.6 million that wareurred in association with the
retirement of our CEO. After adjusting for thes@enses, the increase in salaries and employeeitseioefthe three and nine months periods
ended September 30, 2012 when compared to theamods in 2011 are attributable to higher pensimsts along with increased staffing
levels. Full time equivalents increased by 8% fi®mb at September 30, 2011 to 623 at September03@, primarily due to the branch
acquisitions.

Professional fees, computer and data processingupmlies and postage, increased collectively by 8iillion in the third quarter of 2012 and
$2.6 million for the nine months ended September2BA2, when compared to the same periods oneegglier, due to expenses related to the
branch acquisition transactions. The managememitian described earlier also contributed to tieréase in professional fees.

Advertising and promotions costs were down $21@isaad or 45% in the third quarter of 2012 and #B@6sand or 44% for the nine months
ended September 30, 2012, compared to the sanwalperiyear earlier, due to the timing of marketiampaigns and promotions, coupled v
cost management strategies.

We redeemed all of the 10.20% junior subordinatltedtures during the third quarter of 2011. Assalteof the redemption, we recognized a
loss on extinguishment of debt of $1.1 million, ssting of a redemption premium of $852 thousardiawrite-off of the remaining
unamortized issuance costs of $231 thousand.

Other noninterest expense was $2.3 million in kil tquarter of 2012 and $5.8 million for the nmenths ended September 30, 2012,
representing increases of $775 thousand and $lliamrespectively, from the same periods in 20Ie increases in other noninterest
expenses were primarily related to the branch adtn transactions.

The efficiency ratio for the third quarter of 2002s 73.04% compared with 62.97% for the third cgraof 2011, and 64.29% for the nine
months ended September 30, 2012, compared to 60&8¥%e same period a year ago. Our higher effiyeratio was primarily the result of
the aforementioned branch acquisition and CEOQem#nt expenses. The efficiency ratio equals nomstexpense less other real estate
expense and amortization of intangible assetspgsantage of net revenue, defined as the sunx-afdaivalent net interest income and
noninterest income before net gains and impairroeatges on investment securities.

Income Taxes

We recorded income tax expense of $1.8 milliorhathird quarter of 2012, compared to of $2.7 wrillin the third quarter of 2011. For the
nine month period ended September 30, 2012, in¢armexpense totaled $8.3 million compared to $8llfam in the same period of 2011.
These changes were due in part to decreases ofrflidn and $276 thousand in pre-tax income fa three and nine month periods of 2012,
respectively, compared to the prior year. The d¢ffedax rates recorded for 2012 on a quarter-te-dad year-to-date basis were 29.7% and
32.8%, respectively, in comparison to the SepterBbeR011 quarter-to-date and year-to-date effedtix rates of 32.6% and 33.8%,
respectively. The lower effective tax rates in 20dte a result of the greater impact of tax-exeimgame on lower taxable income. Effective
tax rates are impacted by items of income and esgotat are not subject to federal or state taxa@ur effective tax rates reflect the impac
these items, which include, but are not limitedniterest income from tax-exempt securities andiags on company owned life insurance.
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ANALYSIS OF FINANCIAL CONDITION
INVESTING ACTIVITIES
Investment Securities

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

Investment Securities Portfolio Compositior

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

Securities available for sale:
U.S. Government agencies and governi-sponsored enterprise securit ~ $ 96,28 $100,22: $ 94,94° $ 97,71

State and political subdivisiol 177,48l 184,68 119,09¢ 124,42:

Mortgagebacked securitie:
Agency mortgag-backed securitie 446,15( 461,95¢ 390,37! 401,59¢
Non-Agency mortgag-backed securitie 10z 801 327 2,08¢
Asse-backed securitie® 157 95C 297 1,69
Total available for sale securiti 720,17: 748,61t 605,04! 627,51t

Securities held to maturity:
State and political subdivisiol 19,56 20,11¢ 23,29: 23,96¢
Total investment securitie $739,73! $768,73t $628,34. $651,48:

@ Includes non-performing investment securities. ‘B&m-Performing Assets and Potential Problem Loansder the section titled
“Lending Activitie?’ included herein for additional informatic

Investment securities available for sale incredeti .1 million or 19%, from $627.5 million at Decleen 31, 2011 to $748.6 million at
September 30, 2012. When comparing those samedgetite net unrealized gain on investment secsi@igilable for sale increased $6.0
million or 27%. As previously discussed, we leverdgur balance sheet through the execution of ¢bort FHLB advances in order to “pre-
acquire” investment securities in anticipationtad branch acquisitions. Our purchase of investreectrrities was comprised of mortgage-
backed securities, U.S. Government agencies antssped enterprise bonds and tax-exempt municipad$ar his strategy allowed us to
purchase securities over time and carry out adotiat averaging strategy.

Impairment Assessment

We review investment securities on an ongoing Hasithe presence of other-than-temporary impaitnf&TTI") with formal reviews
performed quarterly. When evaluating debt securitie OTTI, management considers many factorsudiob: (1) the length of time and the
extent to which the fair value has been less thai, €2) the financial condition and near-term pexds of the issuer, (3) whether the market
decline was affected by macroeconomic conditiond, (@) whether the Company has the intention tiatlseldebt security or whether it is more
likely than not that it will be required to selletlilebt security before its anticipated recovere @atsessment of whether OTTI exists involves ¢
high degree of subjectivity and judgment and isebdasn the information available to managementgatiat in time.

Securities Deemed to be Other-Than-Temporarily Impaed

There were no securities deemed to be other-thapdrarily impaired during the three months endegt@aber 30, 2012. Through the
impairment assessment process, we determined pratadely issued whole loan CMO was other-thangenarily impaired due to credit
quality at March 31, 2012 and recognized an OTHrgh of $91 thousand related to that security duttie first quarter of 2012. No
impairment was recorded in the three months or mioaths ended September 30, 2011.
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LENDING ACTIVITIES

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

Loan Portfolio Composition

September 30, 201, December 31, 201
% of % of
Amount Total Amount Total
Commercial business $ 245,30 14.¢% $ 233,83t 15.7%
Commercial mortgag 403,12( 24.2 393,24« 26.5
Total commercia 648,42 39.1 627,08( 42.2
Residential mortgag 139,98« 8.4 113,91: 7.7
Home equity 279,21: 16.€ 231,76¢ 15.€
Consumer indirec 563,67t 34.C 487,71: 32.¢€
Other consume 27,681 1.7 24,30¢ 1.€
Total consume 870,57- 52.t 743,78! 50.1
Total loans 1,658,98! 100.(% 1,484,771 100.(%
Allowance for loan losse 24,30: 23,26(
Total loans, ne $1,634,68: $1,461,51

Total loans increased $174.2 million to $1.659dnillas of September 30, 2012 from $1.485 billiowfaBecember 31, 2011. The majority of
the increase related to organic loan growth, howetiie increase also reflects loans acquired irbthach acquisition.

Commercial loans increased $21.3 million and regarees] 39.1% of total loans as of September 30,,201@sult of our continued commercial
business development efforts.

Residential mortgage loans increased $26.1 mittio$140.0 million as of September 30, 2012 in conspa to $113.9 million as of
December 31, 2011. This category of loans increasearesult of residential mortgage loans acquirélde branch acquisitions.

Our home equity portfolio, which consists of honggii¢y loans and lines, totaled $279.2 million asSeptember 30, 2012, up $47.4 million or
20% compared to December 31, 2011. At the timdasfileg, we acquired home equity loans and linealiteg $29.7 million in the branch
acquisitions. As of September 30, 2012, approxim&e% of the loans in the home equity portfoliore/érst lien positions.

The consumer indirect portfolio increased $76.0iomlto $563.7 million as of September 30, 2018nfr$487.7 million as of December 31,
2011. During the first nine months of 2012, we mrdged $242.2 million in indirect auto loans with @qual mix of new auto and used auto.
This compares with $192.7 million in indirect loanto originations with a mix of approximately 46%nanauto and 54% used auto for the s
period in 2011.

Loans Held for Sale and Loan Servicing Rights
Loans held for sale (not included in the loan mdidfcomposition table) totaled $1.4 million and4illion as of September 30, 2012 and
December 31, 2011, respectively, all of which wexsdential real estate loans.

We sell certain qualifying newly originated or redinced residential real estate mortgages on tlemdary market. Residential real estate
mortgages serviced for others, which are not iredlith the consolidated statements of financial d&@rd amounted to $280.6 million as of
September 30, 2012 and $297.8 million as of Dece®bg2011.
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Allowance for Loan Losses
The following table sets forth an analysis of th#wty in the allowance for loan losses for theipds indicated (in thousands).

Loan Loss Analysis

Three months endec Nine months endec
September 30, September 30,
2012 2011 2012 2011
Balance as of beginning of period $24,12( $20,63: $23,26( $20,46¢
Chargeoffs:
Commercial busines 337 75 53€ 39C
Commercial mortgag 27 194 374 572
Residential mortgag 47 36 28( 48
Home equity 80 142 177 404
Consumer indirec 1,84¢ 1,22¢ 4,64¢ 3,571
Other consume 201 20¢ 60t 687
Total charg-offs 2,53¢ 1,881 6,62( 5,672
Recoveries
Commercial busines 50 61 282 32t
Commercial mortgag 91 15¢ 167 197
Residential mortgag 8 45 10€ 75
Home equity 15 21 35 38
Consumer indirec 722 371 2,19t 1,57¢
Other consume 69 9C 26¢ 354
Total recoverie: 95t 74€ 3,05 2,56¢
Net charg-offs 1,58: 1,13¢ 3,561 3,107
Provision for loan losse 1,764 3,48( 4,60¢ 5,61¢
Balance at end of peric $24,30: $22,97" $24,30: $22,97;
Net loan charc-offs to average loans (annualizt 0.3¢% 0.32% 0.3(% 0.3(%
Allowance for loan losses to total los 1.4¢% 1.6(% 1.46% 1.6(%
Allowance for loan losses to n-performing loan: 23% 295% 233% 295%

The allowance for loan losses represents the etgthsanount of probable credit losses inherent imaan portfolio. We perform periodic,
systematic reviews of the loan portfolio to estienptobable losses in the respective loan portfolioaddition, we regularly evaluate prevail
economic and business conditions, industry conagatrs, changes in the size and characteristitsegbortfolio and other pertinent factors.
The process we use to determine the overall alloe/éor loan losses is based on this analysis. Basehis analysis, we believe the allowance
for loan losses is adequate as of September 3@, 201

Assessing the adequacy of the allowance for logsel® involves substantial uncertainties and isdoagen management’s evaluation of the
amounts required to meet estimated charge-offsdndan 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 Idasses, future adjustments to the allowance mayebessary if conditions differ substantially
from the assumptions used in making the evaluationaddition, various regulatory agencies, asnéegral part of their examination process,
periodically review a financial institution’s all@amce for loan losses. Such agencies may requirfintinecial institution to recognize additions
to the allowance based on their judgments aboatnmdition available to them at the time of theirrakaation.

Net charg-offs of $1.6 million in the third quarter of 20t@presented 0.38% of average loans on an annudlass compared to $1.1 million
or 0.32% in the third quarter of 2011. For the mmenths ended September 30, 2012 and 2011, nejesbfiis of $3.6 million and $3.1 millior
respectively, represented 0.30% of average loansdit periods. The provision for loan losses edeéenet charge-offs by $181 thousand anc
$1.0 million for the three and nine months endeptt&aber 30, 2012, respectively.

The allowance for loan losses was $24.3 millioBeptember 30, 2012, compared with $23.3 milliobetember 31, 2011 and $23.0 millior
September 30, 2011. The ratio of the allowancdoi@n losses to total loans was 1.46% at Septenheé?® 2, compared with 1.57% at
December 31, 2011 and 1.60% at September 30, Zatitributing to this ratio decline were the loahgained in the branch acquisitions,
which were recorded at fair market value as ofabguisition date with no allowance carried oveneaglired by U.S. generally accepted
accounting principles.
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Non-Performing Assets and Potential Problem Loans
The table below sets forth the amounts and categjofithe Company’s non-performing assets at ttesdadicated (in thousands).

Non-Performing Assets

September 3C December 31 September 3C
2012 2011 2011
Nonaccrual loans
Commercial busines $ 3,621 $  1,25¢ $ 2,38C
Commercial mortgag 3,38¢ 2,92¢ 2,33(
Residential mortgag 1,59 1,64¢ 1,99¢
Home equity 92¢ 682 501
Consumer indirec 87¢€ 55¢ 58€
Other consume 2C — —
Total nonaccrual loar 10,43: 7,071 7,798
Accruing loans 90 days or more delinqu 3 5 4
Total nor-performing loan: 10,43 7,07¢ 7,791
Foreclosed asse 303 47¢E 582
Non-performing investment securiti 76€ 1,63¢ 5,341
Total nor-performing asset $ 11,50¢ $ 9,18 $ 13,72(
Non-performing loans to total loat 0.6%% 0.48% 0.54%
Non-performing assets to total ass 0.42% 0.3%% 0.5&8%

Changes in the level of nonaccrual loans typicadfyresent increases for loans that reach a sppfist 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 periods indicated was as follows (in temds).

Three months Nine months

ended ended
September 3C September 3C

2012 2012
Nonaccrual loans, beginning of peri $ 11,33¢ $ 7,071
Additions 3,617 15,16¢
Payment: (1,599 (4,607
Chargeoffs (2,419 (6,282)
Returned to accruing stat (443 (67€)
Transferred to other real estate or repossessets (67) (250
Nonaccrual loans, end of peri $ 10,43: $ 10,43:

Non-performing assets include non-performing loangdtmsed assets and non-performing investment iiesulNon-performing assets at
September 30, 2012 were $11.5 million, an increa$2.3 million from the $9.2 million balance at&snber 31, 2011.

Non-performing loans were $10.4 million at Septemb&r2012, an increase of $3.4 million from the $million balance at December 31,
2011. Commercial non-performing loans increase@8 #illion from December 31, 2011 primarily due e taddition of two commercial
borrowers. As of September 30, 2012, these two certial borrowers comprised 48% of the total norfgrening commercial loan balance
and 32% of all non-performing loans. The ratio ohsperforming loans to total loans was 0.63% at&waper 30, 2012, compared to 0.48% at
December 31, 2011. The average of our peer gros@w#% of total loans at June 30, 2012, the neastnt period for which information is
available (Source: Federal Financial Institutiomsuaination Council — Bank Holding Company PerformaiReport as of June 30, 2012 —
Top-tier bank holding companies having consolidasskets between $1 billion and $3 billion).

Foreclosed assets consist of real property formm@edgiged as collateral to loans, which we have iaeduhrough foreclosure proceedings or

acceptance of a deed in lieu of foreclosure. Foesrl asset holdings represented 5 propertiestptdB03 thousand at September 30, 2012 ar
8 properties totaling $475 thousand at Decembe2@11].
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As of September 30, 2012, non-performing investrsentrities for which we have stopped accruing&sieconsisted of 6 securities with a
total fair value of $766 thousand, compared toddusties with a fair value of $1.6 million at Desker 31, 2011. The non-performing
investment securities are pooled trust preferredritées included in non-performing assets at¥aiue. During the first nine months of 2012
we recognized pre-tax gains totaling $2.2 milliconfi the sale of four securities that had been @vrittown in prior periods and classified as
non-performing. These securities had a fair valug865 thousand at December 31, 2011.

Potential problem loans are loans that are cugrgriforming, but information known about possibtedit problems of the borrowers causes
management to have concern as to the ability dif bacrowers to comply with the present loan payntemhs and may result in disclosure of
such loans as nonperforming at some time in thedufThese loans remain in a performing statusa@uaevariety of factors, including payment
history, the value of collateral supporting thedit® and/or personal or government guaranteesaljiement considers loans classified as
substandard, which continue to accrue interestetpotential problem loans. We identified $9.8 imilland $8.6 million in loans that continu
to accrue interest which were classified as sulstahas of September 30, 2012 and December 31, B&sdectively.

In addition, we currently have a large commeradadtionship with an Industrial Development Agencgject in our market area. The
relationship consists of a $14.5 million first lievortgage position and $3.6 million second lientgage on a manufacturing facility. Recent
events with the underlying third party tenant @& groject has resulted in our monitoring the creglétionship more closely and including the
first mortgage loan as “uncriticized—watch” and #eeond mortgage loan as “special mention” in oanlrating system. The loans are curren
as of September 30, 2012.

FUNDING ACTIVITIES
Deposits
The following table summarizes the composition of deposits at the dates indicated (dollars in $hods).

Deposit Composition

September 30, 201, December 31, 201
% of % of
Amount Total Amount Total
Noninteres-bearing demand $ 490,70t 21.1% $ 393,42: 20.2%
Interes-bearing deman 472,02: 20.2 362,55! 18.¢
Savings and money mark 673,88: 28.¢ 474,94 24.¢€
Time deposits < $100,0( 450,96: 19.2 486,49t 25.2
Time deposits of $100,000 or mc 244,14! 10.£ 214,18( 11.1
Total deposit: $2,331,71 100.%  $1,931,59 100.(%

We offer a variety of deposit products designedttract and retain customers, with the primary $oon building and expanding long-term
relationships. As of September 30, 2012, total depavere $2.332 billion, an increase of $400.liamlin comparison to $1.932 billion as of
December 31, 2011. The increase reflects depastmaed in the branch acquisitions, which at the tifinclosing totaled $286.8 million. Time
deposits were approximately 30% and 36% of totpbdits at September 30, 2012 and December 31, 28ddectively. Depositors remain
hesitant to invest in certificates of deposit fumg periods due to the low rate environment and, @sult, reduced both the amount they place
in time deposits and the maturity terms.

Nonpublic deposits represent the largest compaofemir funding. Total nonpublic deposits were $5.Blion and $1.541 billion as «
September 30, 2012 and December 31, 2011, resplyctMl of the deposits assumed in the branch itipns were nonpublic deposits. We
continue to manage this segment of funding thraugtrategy of competitive pricing and relationshgsed sales and marketing that minimize:
the number of customer relationships that have ardingle high-cost deposit account.

As an additional source of funding, we offer a ggriof public deposit products to the many towrilages, counties and school districts wit
our market. Public deposits generally range frof620 25% of our total deposits. As of September28,2, total public deposits were $546.7
million in comparison to $390.2 million as of Dedeen 31, 2011. There is a high degree of seasonalttyis component of funding, as the
level of deposits varies with the seasonal cashdlfor these public customers; however, our busideselopment efforts in this line of
business have been successful during 2012 andreswked in an increase in customers and relatbticpdeposits. We maintain the necessary
levels of short-term liquid assets and credit fhed to accommodate the seasonality associatédpuiblic deposits.
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Borrowings
The following table summarizes our borrowings athefdates indicated (in thousands):

September 3C December 31
2012 2011
Shor-term borrowings
Customer repurchase agreeme $ 38,28 $ 36,30
Federal funds purchas — 11,597
Shor-term FHLB borrowing: — 102,80(
Total shor-term borrowings $ 38,28 $ 150,69t

We classify borrowings as short-term or long-tennaccordance with the original terms of the agre@nihere were no long-term borrowings
outstanding as of September 30, 2012 or Decemher(31L.

We have credit capacity with the FHLB and can baertlorough facilities that include amortizing andneadvances or repurchase agreements
We had approximately $126.1 million of immediatedit capacity with FHLB as of September 30, 2012. Nad approximately $430.1 millic

in secured borrowing capacity at the Federal ResBank (“FRB”) Discount Window, none of which waststanding at September 30, 2012.
The FHLB and FRB credit capacity are collateralibgdsecurities from our investment portfolio andtaim qualifying loans. We had
approximately $114 million of credit available undmsecured federal funds purchased lines wittouarbanks as of September 30, 2012.

Funds are borrowed on an overnight basis througtirchase agreements with bank customers and fededs purchased from other financial
institutions. Customer repurchase agreement bongsvare collateralized by securities of U.S. Gorant agencies. These short-term
repurchase agreements amounted to $38.3 millior$368 million as of September 30, 2012 and Decer®be2011, respectively. Federal
funds purchased are short-term borrowings thataHyi mature within one to ninety days. There waoe-ederal funds purchased at
September 30, 2012. Federal funds purchased tdkateé million at December 31, 2011. Short-term BHiorrowings have original
maturities of less than one year and include ogétrhorrowings which we typically utilizes to adgseshort term funding needs as they
arise. There were no FHLB borrowings at Septembe812. FHLB borrowings totaled $102.8 millionDcember 31, 2011, and consiste
short-term advances.

As previously discussed, we leveraged our balaheetghrough the execution of short-term FHLB adearin order to “pre-acquire”
investment securities in anticipation of the braachuisitions. The cash received at the time dfiofpthe transactions was used to pay down
the short-term FHLB advances used to fund the @mselof the investment securities.

Shareholders’ Equity

Shareholders’ equity was $251.8 million at Septen3e 2012, an increase of $14.6 million from $23illion at December 31, 2011. Net
income for the first nine months of 2012 increaskedreholders’ equity by $17.1 million, which wastjgdly offset by common and preferred
stock dividends of $6.7 million. Accumulated otltemprehensive income included in shareholders'tgguéreased $4.2 million during the
first nine months of 2012 due primarily to highet mnrealized gains on securities available fog.sal

LIQUIDITY AND CAPITAL RESOURCES

Liquidity

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

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

Liquidity for the Bank is managed through the moriitg of anticipated changes in loans, the investrpertfolio, core deposits and wholesale
funds, as well as the results of its operationscapital expenditures. The strength of the Barlgidlity position is a result of its base of core
customer deposits. These core deposits are suppiedney wholesale funding sources that includeittiees with the other banking
institutions, the FHLB and the FRB.

The primary sources of liquidity for the parent gany are dividends from the Bank and access tadiahand capital markets. Dividends
from the Bank are limited by various regulatoryuiggments related to capital adequacy and eartiegds. The Bank relies on cash flows
from operations, core deposits, borrowings andtsieom liquid assets. Five Star Investment Servieéiss on cash flows from operations and
funds from the parent company when necessary.
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Our cash and cash equivalents were $77.0 millicof &&ptember 30, 2012, up $19.4 million from $5%ibion as of December 31, 2011. Net
cash provided by operating activities totaled $38ikion and the principal source of operating @ityi cash flow was net income adjusted for
noncash income and expense items. Net cash ugeebsting activities totaled $12.8 million, whiahciuded cash outflows of $102.4 million
for net loan originations and $102.1 million fromtmnvestment securities transactions, substaptiditet by $195.8 million in cash received
through the branch acquisitions. Net cash usedniay€ing activities of $6.1 million was attributerla $113.3 million increase in deposits,
partly offset by a $112.4 million decrease in shierim borrowings and $6.6 million in dividend paymee

Capital Resources

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 additionatigttionary actions by regulators that, if
undertaken, could have a direct material impaaiwnconsolidated 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.

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

The Company’s and the Bank’s Tier 1 capital cossi$tshareholders’ equity excluding unrealized gand losses on securities available for
sale (except for unrealized losses which have bdetarmined to be other than temporary and recodrdgeexpense in the consolidated
statements of income), goodwill and other intargddsets and disallowed portions of deferred tsgtasTier 1 capital for the Company
includes, subject to limitation, $17.5 million afgberred stock. The Company and the Bank’s totpitabare comprised of Tier 1 capital for
each entity plus a permissible portion of the adlaee for loan losses.

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

The following table reflects the ratios and theimponents (dollars in thousands).

September 3C December 31
2012 2011
Total shareholders’ equity $ 251,84: $ 237,19
Less: Unrealized gain on securities available &b snet of
tax 17,17¢ 13,57(
Unrecognized net periodic pension & postretiremen
benefits (costs), net of te (22,017 (12,625
Disallowed goodwill and other intangible ass 50,92 37,36¢
Disallowed deferred tax asst — 1,794
Tier 1 capita $ 195,75 $ 197,08t
Adjusted average total assets (for leverage capitgdoses $2,553,40! $2,282,75!
Tier 1 leverage ratio (Tier 1 capital to adjustedrage total
assets 7.67% 8.65%
Total Tier 1 capita $ 195,75 $ 197,08t
Plus: Qualifying allowance for loan loss 22,45¢ 20,23¢
Total risk-based capite $ 218,21¢ $ 217,32!
Net risk-weighted asse! $1,794,84. $1,616,11!
Tier 1 capital ratio (Tier 1 capital to net r-weighted asset: 10.91% 12.2(%
Total risk-based capital ratio (Total risk-basedita to net risk-
weighted asset: 12.1€6% 13.45%
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The Company’s and the Bank’s actual and requirgdlatory capital ratios were as follows (dollarghousands):

For Capital
Actual Adequacy Purpose Well Capitalized
Amount Ratio Amount Ratio Amount Ratio
September 30, 201.
Tier 1 leverage Compan'  $195,75 761% $ 102,13t 4.0% $127,67( 5.0(%
Bank 187,02 7.34 101,97¢ 4.0C 127,47 5.0C
Tier 1 capital; Compan' 195,75 10.9] 71,79«  4.0C 107,69: 6.0C
Bank 187,02¢ 10.4¢ 71,62¢ 4.0C 107,43¢ 6.0C
Total risk-based capita Compan' 218,21t 12.1¢€ 143,58t 8.0C 179,48 10.0C
Bank 209,43t 11.7( 143,25: 8.0C 179,06: 10.0C
December 31, 2011
Tier 1 leverage Compan'  $197,08t 8.6:% $ 91,31C 4.0(% $114,13t 5.0(%
Bank 184,63 8.1C 91,19: 4.0C 113,99( 5.0C
Tier 1 capital: Compan' 197,08t 12.2( 64,64t  4.0C 96,96 6.0C
Bank 184,63¢ 11.4¢ 64,44t  4.0C 96,66 6.0C
Total risk-based capita Compan'  217,32! 13.4¢ 129,29( 8.0C 161,61: 10.0C
Bank 204,81 12.71 128,89( 8.0C 161,11: 10.0C

Regulatory capital ratios decreased as of SepteBthe2012 when compared to December 31, 2011 pitymeer a result of the branch
acquisitions. Goodwill of $11.6 million and corepasit intangibles of $2.0 million were recordedcconjunction with the branch acquisitions.
Such goodwill and intangibles are excluded frormutatpry capital as calculated under regulatory antiag practices.

During the second quarter of 2012, U.S. bankingleggrs issued proposed rules for the U.S. adomtidhe Basel 11l regulatory capital
framework. The proposals narrow the definition apital, increase the minimum levels of requireditedydntroduce capital buffers and
increase the risk weights for various asset clagesed on our current capital composition anditewee believe that we would be in
compliance with the requirements as set forth engiroposed rules if they were in effect at SepterBbe2012.

Dividend Restrictions

In the ordinary course of business the Compangeddent upon dividends from the Bank to proviaelfufor the payment of dividends to
shareholders and to provide for other cash req@ntsn Banking regulations may limit the amount igfdinds that may be paid. Approval by
regulatory authorities is required if the effectddfidends declared would cause the regulatorytabpf the Bank to fall below specified
minimum levels. Approval is also required if divitks declared exceed the net profits for that yeartined with the retained net profits for
preceding two years.
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Our primary market risk is interest rate risk, whis defined as the potential variability of ourréags that arises from changes in market
interest rates and the magnitude of the changarging points along the yield curve. Changes inkeginterest rates, whether they are
increases or decreases, can trigger repricingslaages in the pace of payments for both assetBadnil@ties, which individually or in
combination may affect our net income, net intemlestme and net interest margin, either positivelyegatively.

The principal objective of the Company’s interegerrisk management is to evaluate the interestrisit inherent in certain assets and
liabilities, determine the appropriate level okrie the Company given its business strategy, tipgranvironment, capital and liquidity
requirements and performance objectives, and mathagisk consistent with the guidelines approvedhe Company’s Board of Directors.
The Company’s management is responsible for rewigwiith the Board its activities and strategies, ¢ffect of those strategies on net interes
income, the fair value of the portfolio and theeeffthat changes in interest rates will have orptittfolio and exposure limits. Management
develops an Asset-Liability Policy that meets st objectives and regularly reviews the actigitdé the Bank.

The primary tool the Company uses to manage irtteagsrisk is a “rate shock” simulation to meastinerate sensitivity of the balance sheet.
Rate shock simulation is a modeling technique ugestimate the impact of changes in rates onntietdst income and the economic value of
equity. The Company measures net interest incomiskaby estimating the changes in net interestiime resulting from instantaneous and
sustained parallel shifts in interest rates ofaedéht magnitudes over a period of twelve and twémiy months. This simulation is based on
management’s assumption as to the effect of inteats changes on assets and liabilities and assarparallel shift of the yield curve. It also
includes certain assumptions about the futuremgioif loans and deposits in response to changeseirest rates. Further, it assumes that
delinquency rates would not change as a resulhafiges in interest rates, although there can tassurance that this will be the case. While
this simulation is a useful measure as to netastancome at risk due to a change in interessy#tes not a forecast of the future results and i
based on many assumptions that, if changed, cauwiskeca different outcome.

In addition to the changes in interest rate scesdisted above, the Company typically runs otltenarios to measure interest rate risk, which
vary depending on the economic and interest rate@ments.

The Company has experienced no significant chaimgesrket risk due to changes in interest ratesesithe Company’s Annual Report on
Form 10-K for the year ended December 31, 201 Eddstarch 9, 2012, as filed with the Securities Brdhange Commission.

ITEM 4. Controls and Procedures
Evaluation of disclosure controlsand procedures

As of September 30, 2012, the Company carried matvaluation, under the supervision and with théigpation of the Company’s
management, including the Company'’s Interim Chieddtitive Officer and Chief Financial Officer, oktleffectiveness of the design and
operation of the Company’s disclosure controls mtedures pursuant to Rule 13a-15(b), as adoptéuebSecurities and Exchange
Commission (“SEC”) under the Securities Exchangedkd 934 (“Exchange Act”). Based upon that evaargtthe Interim Chief Executive
Officer and Chief Financial Officer concluded thia¢ Company’s disclosure controls and procedures efective as of the end of the period
covered by this report.

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

Changesin internal control over financial reporting

There were no changes in the Company’s internakabover financial reporting that occurred durihg quarter ended September 30, 2012
that have materially affected, or are reasonakBlyito materially affect, the Company’s internahtrol over financial reporting.
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PART Il. OTHER INFORMATION

ITEM 1. Legal Proceedings

The Company has experienced no material develognieits legal proceedings from the disclosuretuded in the Company’s Annual Report
on Form 10-K for the year ended December 31, 20ated March 9, 2012, as filed with the Securitied BExchange Commission.

ITEM 1A. Risk Factors

In addition to the other information set forth mstreport, you should carefully consider the fesiscussed under Part I, Item 1A, “Risk
Factors” in the Company’s Annual Report on FornKlfdr the year ended December 31, 2011, dated May@012, as filed with the
Securities and Exchange Commission, as supplemanttdpdated by the discussion below. These factutsl materially adversely affect ¢
business, financial condition, liquidity, resulfsoperations and capital position, and could causeactual results to differ materially from our
historical results or the results contemplatedhgyforward-looking statements contained in thiorep

An interruption or loss in the service of any of ou executive officers may negatively impact our abity to achieve key business objectivt
in support of our plan.

Our future success depends to a significant demmdbe skills, experience and efforts of our kegaive officers. The loss of the services of
any of these individuals could harm our busingsany key executive officers leave us or are sefipinjured and unable to work, our busines:
and ability to execute our business plan coulddrened.

On August 27, 2012, Mr. Peter G. Humphrey retiredPeesident and Chief Executive Officer of the Camp We are uncertain as to how long
it will take us to find a qualified permanent reggaent for the Chief Executive Officer positionlwihe skills and industry experience that we
need. An unsuccessful or prolonged search tchidl key leadership position could have an adveffeeteon our business.
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ITEM 6.  Exhibits
(8) The following is a list of all exhibits filed or @@rporated by reference as part of this Rej

Exhibit
Number Description Location

10.1 Amendment No. 1 to Assignment, Purchase and Assampigreement, effective as of August 1&iled Herewith
2012, by and between Five Star Bank and First NaBank, National Associatic

10.2 Separation and release agreement between Findmstialitions, Inc. and Peter G. Humphi Filed Herewith

10.3 Supplemental Executive Retirement Agreement betwaancial Institutions, Inc. and Peter G. Filed Herewith
Humphrey

31.1 Certification pursuant to Section 302 of the Sadsa@xley Act of 2002 - Principal Executive Filed Herewith
Officer

31.2 Certification pursuant to Section 302 of the Sadsa@®xley Act of 2002 - Principal Financial Filed Herewith
Officer

32 Certification pursuant to18 U.S.C. Section 1350adapted pursuant to Section 906 of the Filed Herewith
Sarbane-Oxley Act of 200z

*101.INS XBRL Instance Documer

*101.SCH XBRL Taxonomy Extension Schema Docum

*101.CAL XBRL Taxonomy Extension Calculation Linkbase Docutr

*101.LAB XBRL Taxonomy Extension Label Linkbase Docum

*101.PRE XBRL Taxonomy Extension Presentation Linkbase Doent

*101.DFE XBRL Taxonomy Extension Definition Linkbase Docurh

* Pursuant to Rule 406T of Regulation S-T, the iinfation in this exhibit shall not be deemed to filed” for purposes of Section 18 of 1
Securities Exchange Act of 1934, or otherwise stthifethe liability of that section, and shall h& incorporated by reference into any
registration statement, prospectus or other doctifiled under the Securities Act of 1933, or the@éies Exchange Act of 1934, exct
as shall be expressly set forth by specific refeedn such filings
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SIGNATURES

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

FINANCIAL INSTITUTIONS, INC.

/s/ John E. Benjamin , November 6, 201
John E. Benjamil

Interim Chief Executive Office

(Principal Executive Officer

/9 Karl F. Krebs , November 6, 201
Karl F. Krebs

Executive Vice President and Chief Financial Offi

(Principal Financial and Principal Accounting O€ig
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Exhibit 10.1

AMENDMENT NO. 1 TO ASSIGNMENT,
PURCHASE AND ASSUMPTION AGREEMENT

THIS AMENDMENT NO. 1 TO ASSIGNMENT, PURCHASE AND AS SUMPTION AGREEMENT , dated as of August 16, 2012
(this “ Amendment), is by and between First Niagara Bank, Natioks$ociation, a national banking association wistpitincipal office in
Buffalo, New York (“_Assignor’), and Five Star Bank, a New York State chartdvadk with its principal office in Warsaw, New Yofk
Purchaset).

RECITALS

WHEREAS, Assignor entered into the Purchase andiAption Agreement dated as of July 30, 2011 (tRerhary Purchase Agreement
") by and among HSBC Bank USA, National Associatiamational banking association (* HSBICHSBC Securities (USA) Inc., a Delaware
corporation (“ HSF), and HSBC Technology & Services (USA) Inc., ad@eare corporation (* HTS1and collectively with HSBC and HSI,
the “ HSBC Seller$) and Assignor;

WHEREAS, pursuant to, and on the terms and conwitiet forth in, the Primary Purchase Agreemenfgsignor agreed to purchase
from the HSBC Sellers, and the HSBC Sellers agteaell to Assignor, those assets identified arfihdd in the Primary Purchase Agreement
as the “ Purchased Assétand referred to and defined in the Primary Pusehagreement and in this Amendment as the * PrirRarghased
Assets’ and (ii) the HSBC Sellers agreed to transfer ssignor, and Assignor agreed to assume, thoséitieband obligations identified and
defined in the Primary Purchase Agreement as th&stimed Liabilities and referred to and defined in the Primary Purcageement and i
this Amendment as the * Primary Assumed Liabilities

WHEREAS, the Primary Purchase Agreement permitsgfss, on the terms and conditions set forth theert assign its right to
purchase a portion of the Primary Purchased Assetsts obligations to assume the related portidhePrimary Assumed Liabilities to a
third party purchaser;

WHEREAS, Assignor and Purchaser entered into amgAsgnt, Purchase and Assumption Agreement datetluary 19, 2012 (the “
APA Agreement);

WHEREAS, pursuant to, and on the terms and comwitiet forth in, the APA Agreement, Assignor assibits right to purchase a
portion of the Primary Purchased Assets and itgjatibns to assume the related portion of the Aymasumed Liabilities to Purchaser, and
Purchaser agreed to acquire such portion of thedPyi Purchased Assets and to assume the relatedmpoi the Primary Assumed Liabilities,
on the terms and conditions set forth in the APAe&®gnent; and in a letter dated January 19, 201&ased to Assignor, the HSBC Sellers
consented to such assignment, subject to the tefsisch consent and to the rights of the HSBC 8etteconsent to any future amendment of
the APA Agreement, as provided in Section 14.1¢bgr

WHEREAS, Assignor and the HSBC Sellers amendedPthmary Purchase Agreement pursuant an Amendméesd deoril 30, 2012 (th
“ Eirst Amendmen”) among Assignor and the HSBC Selle




WHEREAS, Assignor and the HSBC Sellers amendedestdted the Primary Purchase Agreement, as améydbé First Amendmer
pursuant to the Purchase and Assumption Agreenmeon@ Assignor and the HSBC Sellers, as amendedestated as of May 17, 2012 (the “
Restated Primary Purchase Agreenignh copy of which is attached hereto_as Exhibit A

WHEREAS, Assignor and Purchaser desire to amendf#e Agreement on the terms set forth in this Anmaedt, subject to the conse
of the HSBC Sellers in accordance with Section bdthe APA Agreement.

NOW, THEREFORE, in consideration of the premises thie mutual promises and obligations set fortleinethe parties, intending to
legally bound, agree as follows:

1. Defined Terms

(a) Except as otherwise expressly provided inAmmendment, terms used in this Amendment as defiereds have the respective
meanings assigned to them in the APA Agreement.

(b) The term “ Assumed Depositin Section 1.1 of the APA Agreement is hereby aderl and restated to read as follows:
“Assumed Deposits” shall mean deposits (as defind® U.S.C. § 1813(l)) that are held by HSBC oy ahits Subsidiaries in connection with
the Transferred Business, including demand depasiténgs accounts, money market deposit accommiisial fund and reserve fund sweep
accounts, negotiable order of withdrawal accowusjficates of deposit, deposits acquired throtightelephone or the internet or other
electronic media and, subject to Section 7.11, IRAployee Pension Plan and Keogh accounts, inajualityy debit accounts related thereto, in
each case, that are listed on Schedule 1.1(ap@eed pursuant to Section 7.12), excluding: ()cttired deposits; (ii) brokered deposits;

(ii) unclaimed deposits subject to unclaimed propstatute/escheatment; (iv) deposits constitutimamey orders, certified and official checks
and other items in the process of clearing; (v)odép by state, county and municipal governmenheigs and authorities; and (vi) deposits
constitute Excluded Deposits.

(c) The term “_Categorized Custonids added to Section 1.1 of the APA Agreement sinall have the meaning specified in
Exhibit 8.10attached to this Amendment and added as Exhibitt8.the APA Agreement.

(d) The term “ Credit Documentdn Section 1.1 of the APA Agreement is hereby adedl and restated to read as follows: “ Credi
Documents shall mean all credit support, reimbursement egrents and related documents (including, but natdd to, any collateral
documents) related to the Letters of Credit and@tluments evidencing or securing a Purchased dpoaniProcess Loan in the possession of
HSBC or its Subsidiaries (regardless of where kdaincluding in file or imaging systems of HSBCitsrSubsidiaries), including, without
limitation, all original notes, reimbursement agnemts, security agreements, deeds of trust, matgagan agreements, and corresponding
reports, certifications and disclosures required\pplicable Law, guarantees, sureties and insurgoteies (including title insurance policie
applications and credit information, financial infaation, insurance information, signature cardsn&rmation on obligors and borrowers and
guarantors, taxpayer identification number cedificns and records relating thereto, and all medifons, waivers and consents relating to an
of the foregoing.
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(e) The term “ Designated Loan Los$ds added to Section 1.1 of the APA Agreement aradl siean any Losses, including but
limited to, enforcement and collection costs angegses and any amounts not recovered by the haofldeDesignated Purchased Loan under
Designated Purchased Loan after the due date thérexach case arising out of, related to or t@smifrom, the failure of Assignor to deliver
(or to cause the HSBC Sellers to deliver) an a¢euwdginal or copy of the relevant promissory naotgether with any and all amendments
thereto.

(f) The term “_Designated Purchased Ldas added to Section 1.1 of the APA Agreement sinall mean each Purchased Loan for
which the applicable Seller Entity does not timeédfiver to Purchaser, in accordance with Secti@(c§.of the Restated Primary Purchase
Agreement, an accurate original or copy of thevaai¢ promissory note, together with any and all ladmeents thereto.

(9) The term “ Eligible Customéris added to Section 1.1 of the APA Agreement sinall mean (i) a Banking Center Customer
whose primary mailing address is located in WesiigreCounty or (ii) a Banking Center Customer whdésignated by the HSBC Sellers’
internal classification system as a “Premier Inddional” customer and who is registered for the ESkellers’ “Global View/Global Transfer”
functionality or who is registered on the HSBC &l “Global Customer Directory.”

(h) The term “ Excluded Depositsn Section 1.1 of the APA Agreement is hereby adexl and restated to read as follows: “
Excluded Depositsshall mean any and all deposits of HSBC and ifdiates that are not Assumed Deposits, includingg, not limited to:
(i) any proprietary deposits of HSBC or any ofAffiliates booked at the Banking Centers, (ii) aigposits associated with the Retained
Businesses (including deposits booked at the Bankenters), (i) deposits acquired through theghbne or the internet or other electronic
media from Persons with primary addresses locaté¢ioel Designated Footprint that are not Bankingt€e@ustomers, (iv) any deposits that
become Excluded Deposits pursuant to Section ,7(\{)lany deposits of Retained Employees, (vi) dépdhat, as of the date that is three
(3) Business Days prior to the Closing Date, algeqi to a legal hold or levy, including those hoft levies placed on such deposits as a r
of an attachment, garnishment, in-arrears chilghsttporder and other legal actions, (vii) depobkétd in an account designated by HSBC's
internal classification system as a “Premier” dépascount if the relationship manager assigneslitth deposit account is located in a branch
of Seller other than a Banking Center and (viiipakgits of Banking Center Customers who (a) havenagey mailing address (based on the
HSBC Sellers’ records) within a country listed_azh8dule 1.1(pdr (b) have a primary mailing address (based onBBC Sellers’ records)
outside the United States and not having a UnitateS tax identification number recorded on the BS&llers’ account records for such
Banking Center Customer.
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(i) The term “_InProcess Loansis added to Section 1.1 of the APA Agreement sinall mean all applications (and related
documentation) for Loans from the HSBC Sellers thatlld otherwise constitute Purchased Loans ifsypant to such applications, credit were
extended, or the commitment to extend credit bedagedly binding, prior to the Closing Date, otltlean the Retained In-Process Loans. To
avoid doubt, In-Process Loans shall not includdiegtions for Student Loans, Loans to Retained Exygés or Mortgage Loans guaranteed b
the Veterans’ Administration or the Federal Houshaministration or for loans to HSBC or its Subsigés or any of their Affiliates.

() The term “_Letter of Creditin Section 1.1(a) of the APA Agreement is heraloyended and restated to read as follows: “ Lette
of Credit” shall mean letters of credit, including any staydetters of credit, issued by HSBC in connectioth the Transferred Business, in
each case that are listed on Schedule 2.1(b)@@yvided the Letters of Credit shall not incluatey letter of credit under which a draw has kt
made and which has not, within 60 days of such dieen reimbursed by the customer.

(k) The term “ Mortgage Loahis added to Section 1.1 of the APA Agreement sinall mean a Loan secured by a first or second
mortgage, any home equity loan or any home equigydf credit. References in the APA Agreementntmftgage loan” or “mortgage loans”
shall be construed to be references to a “Mortdage” as defined in the preceding sentence.

() The term “ Net Book Valuéin Section 1.1 of the APA Agreement is hereby adexl and restated to read as followhtet Book
Value” shall mean the book value net of any associalledvance, reserve or other contra-asset accoumgfiested in the applicable HSBC
Seller's books and records, determined in accorlarnth GAAP consistently applied; provided, howewbat no Federal, state, local, or
foreign income tax assets or tax liabilities shallreflected; provided, further, that for purposgthe Closing Payment the Net Book Value of
fixed assets shall reflect the depreciation of duad assets in accordance with GAAP, consistesiylied, until the Closing Date, as if held-
for-sale accounting treatment with respect to st assets did not apply, regardless of therneat of such fixed assets on the applicable
HSBC Seller’s books and records.

(m) The term “ Outside Datein Section 1.1 of the APA Agreement is hereby aded and restated to read as follows: “ Outside
Date” shall mean August 31, 2012.

(n) The term “ Repurchase Prités added to Section 1.1 of the APA Agreement sinall mean, with respect to any Designated
Purchased Loan, the unpaid principal balance obémgignated Purchased Loan plus accrued interdgtemelties, if any, as reflected in
Purchaser’s books and records; provided, howelat no Federal, state, local, or foreign incomeatssets or tax liabilities shall be reflected;
provided, further, that the treatment of the Deatgd Purchased Loans on the books and recordgdfdaer shall be in a manner consistent
with the treatment of other similar loans on thelsand records of Purchaser.
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(o) The term “ Restricted Itenidss added to Section 1.1 of the APA Agreement shall have the meaning specified in Section 7.7
which shall be amended and restated to read asigll‘Notwithstanding anything in this Agreementlie contrary, this Agreement shall not
constitute an agreement to assign any Purchased, Asssumed Agreement, Assumed Deposits or otheurAed Liability, or any claim or
right or any benefit arising thereunder or resgltinerefrom if an attempted assignment thereofauit the consent of a third party thereto,
would constitute a breach thereof or in any wagefthe rights of an HSBC Seller or its Subsidmtlereunder or be contrary to Applicable
Law (any item so restricted from transfer or assignt, a “ Restricted Itef). If any such consent or approval is not obtainedigysor will use
commercially reasonable efforts to cause the HSBI&Sto use its reasonable best efforts (whichi stwd require Assignor or such HSBC
Seller to pay any money or other consideratiomioRerson or to initiate any claim or proceedingiast any Person) to secure an arrangeme
reasonably satisfactory to Purchaser ensuringRththaser will receive the benefits under the ages for which such consent is being sot
following the Closing; providedhowever, that Assignor shall have no obligation to obtairio cause the HSBC Seller to obtain such consen
or approval or to provide or cause an HSBC Setigirovide such an alternative arrangement other ti undertaking to use reasonable best
efforts to obtain or provide the same as set fiortihis Section 7.and Purchaser shall remain obligated to closertimsactions contemplated
herein, subject to the other provisions hereof, ahdll have no remedy for failure of Assignorime HSBC Seller to obtain any such conser
approval or to provide any such alternative arramgyg.”

(p) The term “ Retained Businessda Section 1.1(a) of the APA Agreement is her@oyended and restated to read as follows: “
Retained Businesséshall mean the following businesses (whereverdooted by HSBC and its Affiliates, including withine Designated
Footprint) and the current and future Relationshigsociated therewith: (i) the Middle-Market anddeaCorporate Banking Business, (ii) the
Private Banking Business, (iii) the Student LoarsiBass, (iv) the Direct Banking Business, andlfe)tiusiness of providing Banking Related
Services to Categorized Customers and Eligible @usts whose Relationships are excluded from thesfeared Business pursuant to the
processes referred to_in Section 8.1Retained Businesses” shall also include thermss of providing other financial services (inchgli
Banking Related Services) to customers of suchiEtaBusinesses and their Related Persons.

(q) The term “ Retained Rrocess Loansis added to Section 1.1 of the APA Agreement sinalll mean all applications (and
related documentation) for Mortgage Loans, inclgdime potential Mortgage Loan associated therewitht, have been submitted to the HSBC
Sellers after July 31, 2012.

2. Change to Purchased Assets and Excluded As&stased in the APA Agreement, Purchased Asseitt ¢ include In-Process
Loans; (ii) shall not include Mortgage Loans orafied with or guaranteed by the Veterans Adminisinabr the Federal Housing
Administration; and (iii) shall exclude books, red® and other data primarily relating to the Exeldid\ssets or Excluded Liabilities. As usei
the APA Agreement, Excluded Assets shall includeRletained In-Process Loans, the Letters of Ceaulitthe Restricted Items.
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3. Change to Section 2.1(a)(11ection 2.1(a)(11) shall be amended and restatexhd as follows: “all books, records and ottegad
relating primarily to the Transferred Business/udig all files (including suspicious activity reqts to the extent permitted by Applicable
Law), customer and supplier lists, mailing listsc@unting records, documentation or records primegiating to the Transferred Business
(other than those primarily relating to the Exclddessets or Excluded Liabilities) or the administma of the Assumed Agreements and the
Assumed Deposits, real property files with respe®urchased Real Property and Real Property Léasdsding lease documentation,
maintenance records, plans and permits, to theeixtéhe possession of the HSBC Sellers or artheaif respective Subsidiaries), catalogs,
printed materials and all technical and other dal@ing to the Transferred Business other thacdg)orate minute books and, except for
Forms W-8 and W-9 and similar tax forms providedht HSBC Sellers or any of their respective Subsies by customers of the Transferred
Business, income tax records of the HSBC Selleengrof their respective Subsidiaries, (b) persbfiles and records and (c) books and
records to the extent relating to accounts thageliexminated prior to Closing; providelowever, that the HSBC Sellers and their respective
Subsidiaries shall have the right to retain copfesll such books, records and other data thapareof the Purchased Assets to the extent
reasonably necessary for, and solely for use imection with, tax, regulatory, litigation or otHegitimate, non-competitive purposes.”

4. Change to Closing Documents and Deliveriésand solely to the extent that Section 8.3(cthe Restated Primary Purchase
Agreement results in a change to the timing ofvgeiés that would otherwise be made by the HSB@&gbursuant to Section 4.2(a)(7) of the
APA Agreement, Purchaser consents to such charggégror shall upon Purchaser’s request use its ermatly reasonable efforts to cause
the HSBC Sellers to comply with Section 8.3(c)l# Restated Primary Purchase Agreement.

5. Change Reqgarding Letters of Credit

(a) In recognition that Purchased Assets shallntide Letters of Credit: (i) Section 2.1(a)(9)tbé APA Agreement is hereby
amended and restated to read “Intentionally Oniitg) a new Section 2.1(b)(10) is hereby added toAR& Agreement, to read in its entir
as follows: “the Letters of Credit as set forth@chedule 2.1(b)(10QJ; (iii) the term “Assumed Agreement&i Section 1.1 of the APA shall n
include Letters of Credit; (iv) the term “Assumeditters of Credit” in Section 1.1 of the APA is Heyaleleted; (v) a new Exhibit 8,4n the
form of Exhibit 8.4 attached to this Amendmenthéseby added to the APA Agreement; and (vi) Se@idrof the APA Agreement is hereby
amended and restated to read as follows: “AssigndrPurchaser agree to enter into an agreemerit lfiteyim Processing Agreemef) in
substantially the form attached hereto as Exhildit 8n the Closing Date providing procedures witlpees to the handling of the Letters of
Credit and draws thereunder following the ClosirageD Purchaser agrees, and the Interim Procesgjregfent shall provide, that following
the Closing Date, Purchaser shall reimburse Assifprany draws under the Letters of Credit thatlewnored by Assignor pursuant to
Section 8.4 of the Primary Purchase Agreement.rdwighe for payment of Purchaser’s obligation unidhés Section 8.4 and the Interim
Processing Agreement, if a reimbursement is naratise made pursuant to the terms of the Interiot€ssing Agreement, Purchaser shall
issue in favor of Assignor an irrevocable standitel of credit, in form and substance reasonattgptable to Assignor (the * Stabg
Facility "), in an aggregate face amount equal to the maxiramount that may be drawn under the Letters ofliCassociated with the
Banking Centers (subject to any adjustments thgtimgorovided in the Interim Processing Agreemdhteimbursement by Purchaser to
Assignor pursuant to the Interim Processing Agredrigenot received by the [second (2nd) Businesyg Edlowing Assignor’s request for
reimbursement, Assignor shall be entitled to dravtiee Stand-by Facility for any such unreimburseants. On the Closing Date, Assignor
shall cause HSBC to transfer and assign its rightker any Credit Documents related to the LettEGredit associated with the Banking
Centers transferred on the Closing Date. In thetethat Assignor or the HSBC Sellers receive aimbersements from customers under the
Letters of Credit, Assignor shall, or shall cause HSBC Sellers to, reasonably promptly transmihsamounts to Purchaser. Following the
Closing Date, Assignor shall use commercially reabte efforts to cause the HSBC Sellers not towesngy Letter of Credit that is scheduled
to expire and to send a notification of non-renefmatice period permitting) with respect to anyteef Credit that is subject to “automatic”
renewals. For clarity, Purchaser shall have nouesepagainst Assignor or the HSBC Sellers for rapayt of amounts properly drawn under
Stand-by Facility except to the extent of any dduign to transmit reimbursements as provided alioteis Section 8.4 or in the Interim
Processing Agreement. Purchaser acknowledgegii&t3$BC Sellers shall retain all customer feescaatad with the Letters of Credit that
have been or that hereafter are paid to the HSBIErSeAssignor agrees to reasonably cooperatet@ande commercially reasonably efforts to
cause the HSBC Sellers to reasonably cooperate Ruitchaser’s efforts, if any, to transfer any &esttof Credit after the Closing Date to
Purchaser.”
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(b) At the Closing Purchaser shall cause to bewgrecand delivered the Stand-By Facility and Imefirocessing Agreement (as
each of such terms is defined in Section 8.4 oRA Agreement as amended and restated pursuéinistdAmendment).

(c) At the Closing Assignor shall cause to be etetand delivered the Interim Processing Agreert@nsuch terms is defined in
Section 8.4 of the APA Agreement as amended andtegspursuant to this Amendment).

6. Change to Section 7.1 of APA Agreemefihe following sentence is hereby added at theofi@kction 7.1(b) of the APA Agreement:
“To the extent that such books, records and othartbat are related to the Transferred Busineaseréd Banking Center Customers, Purch
shall maintain such books, records and other dad@¢ordance with its record retention policieg,ibuno event for a period less than seven
(7) years from the Closing Date.”

7. Change to Section 7.9(a) of the Restated PrifRarghase AgreemenPurchaser consents to the amendment of Secti®(®@), 7.9
(d) and 7.9(e) and the addition of Section 7.9(a{9he Restated Primary Purchase Agreement.

8. Verix Cash Advance Terminal®urchaser agrees that the HSBC Sellers may reMenne cash advance terminals from the Banking
Centers at the HSBC Sellers’ sole expense; prowiuedf the removal occurs after the Closing Datesh removal will occur after normal
business hours and in a manner so as not to umagalgdnterfere with the operations of the appliealBanking Center.

9. Special Procedures for Categorized Custom&msew Section 8.10, captioned " Special Proceslfwe Categorized Customérss
hereby added to the APA Agreement and shall reddllasvs:

(a) The parties acknowledge that Assignor and t8BEi Sellers agreed to the process summarized iibESh10whereby the
HSBC Sellers used their reasonable best effoiitetatify Categorized Customers and afford sucharuet options as to where such custoser
eligible deposit and loan accounts will be mairgdin
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(b) Assignor agrees to use its reasonable bestgffnd to cause the HSBC Sellers to use thesoresble best efforts, to effect the
valid election of any Categorized Customer who priypcompleted and returned a required “Transfardpxion Form” ¢r who confirmed the
election orally with a customer service represéraatf the HSBC Sellers) by April 27, 2012, incladj as applicable, on the Update Date and
in connection with the delivery of any Final ClogiBtatement, adjusting Schedule 1.1(a) (Assumea$&dks), Schedule 1.1(h) (Purchased
Overdrafts), Schedule 2.1(a)(6) (Purchased Lo&@t)edule 2.1(a)(8) (CRA Assets) and Schedule Z1i@p)Letters of Credit) to reflect any
applicable additions or removals of accounts oeGatized Customers.

10. Reactive Exclusion of Eligible Customet§ prior to May 11, 2012, an Eligible Customentacted an HSBC Seller and indicated
that he or she would like to maintain his or helalenship with the HSBC Sellers, Assignor shallsathe HSBC Sellers to take any actions |
deems necessary to cause such Eligible Custonmite ®elationship with the HSBC Sellers to be ageld from, as applicable, the Purchaset
Assets and Assumed Liabilities.

11. Designated Purchased Loans

(a) Following the Closing Date, if at any time fméncipal of or interest on a Designated Purchaszh shall have been due and
unpaid by the obligor thereunder for sixty (60) slajurchaser may, in its sole discretion, and tes than thirty (30) days after such
Designated Purchased Loan becomes sixty (60) destdpe (or, with respect to any Designated PuethBsans that are sixty (60) days or
more past due as of the date on which the Desidriiechased Loan Schedule is delivered, withintti80) days of such delivery date), no
the HSBC Sellers and Assignor that such Designatedhased Loan has become sixty (60) days pasirdlipresent such Designated
Purchased Loan to the HSBC Sellers for possiblerayase. Purchaser shall, upon the written reqpidhe HSBC Sellers delivered to
Purchaser not later than fifteen (15) days aftangpaotified of such Designated Purchased Loahsseh Designated Purchased Loan to the
HSBC Sellers at the Repurchase Price of such DatsdrPurchaser Loan as of the date of such sdle HSBC Sellers elect to repurchase a
Designated Purchased Loan, the parties agreedct ¢ffe repurchase as promptly as reasonably pahefiter such election. The parties agre
work in good faith to effect the intention of ttf8&ction 13 with a view towards minimizing Desigmbt@an Losses and other Losses. Within
two (2) Business Days of the Closing Date, Assigtall cause the HSBC Sellers to use reasonabietieds deliver to Purchaser, for
informational purposes only, a schedule (the “ Beated Purchased Loan Schedilisting each of the Designated Purchased Loans
transferred on the Closing Date.

(b) Clause (3) of Section 13.2(a) of the APA Agreeiris hereby amended and restated to read aws/folfany of (i) the Excluded
Liabilities, (i) Liens that are not Permitted Lign(iii) the conduct of the Retained Business dfierClosing Date, (iv) the conduct of the Non-
Assigned Transferred Business after the Closin@)oany Designated Loan Losses.”
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12. Notices All notices, request, demands and other commtinitarequired hereunder shall be in writing anallde deemed to have
been duly given or made if delivered personallyt & facsimile transmission or telex confirmeadniriting within two (2) Business Days, or
sent by registered or certified mail, postage pickes follows:

If to Purchaser tc

With a copy to

With an additional copy tc

If to Assignor:

With a copy to

Peter G. Humphre

President and Chief Executive Offic
Five Star Banl

220 Liberty Stree

Warsaw, NY 1456

Facsimile: (585) 7€-1108

John L. Rizzo General Counsel Five Star B
220 Liberty Street Warsaw, NY 14569 Facsimile: (688¢-1108

James M. Jenkins, Esq. Harter Secrest & Emery L&F Bausch & Lomb Plac
Rochester, NY 14604 Facsimile: (585) -6500

First Niagara Bank 726 Exchange Street Suite
Buffalo, New York 14210 Fax: (716) 8-5158 Attention: Kristy Berne
First Vice President & Assistant General Cout

Pepper Hamilton LLP 3000 Two Logan Square Eighteand Arch Streel
Philadelphia, PA 191(-2799 Fax: (215) 9¢-4750
Attention: Michael Friedman, Es

Any party may change the address or fax numbethiclwsuch communications are to be sent to it bingiwritten notice of change of addr
to the other parties in the manner provided abovegifring notice.

13. Governing Law The execution, interpretation, and performancthisf Amendment shall be governed by the laws ef3tate o
New York without giving effect to any conflict ads provision or rule (whether of the State of Néwvk or any other jurisdiction) that wou
cause the application of the law of any other flicon other than the State of New York.
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14. Third Party BeneficiariesThis Amendment shall not benefit or create aghtror cause of action in or on behalf of any persiner
than Assignor and Purchaser, provided that the HSBI@&rs are express third party beneficiariedisf Amendment and shall have the right to
enforce the provisions of this Agreement againgtarty hereto to the same extent as if they weyarty to this Agreement but only to the

extent the provisions sought to be enforced byHBBC Sellers do not enlarge their rights or expidwedobligations or liabilities of Assignor
under the Restated Primary Purchase Agreement.

15. CounterpartsThis Amendment may be executed in any numbeoohterparts, each of which shall be deemed to lirigimal as
against any party whose signature appears thea@oall of which shall together constitute one dresame instrument. This Amendment ¢
become binding when two or more counterparts henedividually or taken together, shall bear thgnsitures of all of the parties reflected
hereon as the signatories. The execution and dglofehis Amendment may be effected by facsimil@oy other electronic means such as
“.pdf” or “.tiff” files.

16. Headings The headings used in this Amendment are inséotgolrposes of convenience of reference only &adl ot limit or
define the meaning of any provisions of this Ameedin

17. Ratification of APA AgreementExcept as expressly amended hereby, the APA Agratcontinues in full force and effect.

[Remainder of page left intentionally blank]
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IN WITNESS WHEREOF , the parties hereto have caused this Amendmdre &xecuted by their duly authorized officers athefdatt
and year first above written.

ASSIGNOR:

FIRST NIAGARA BANK, NATIONAL ASSOCIATION

By: /s/ John R. Koelmel
Name: John R. Koelm
Title: President and Chief Executive Offic

PURCHASER:

FIVE STAR BANK

By: /9 Peter G. Humphrey
Name: Peter G. Humphre
Title: President and Chief Executive Offic
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Exhibit 10.2

SEPARATION AGREEMENT AND RELEASE OF ALL CLAIMS

This Separation Agreement and Release of all Cléimis “Agreement”)s entered into by and between Financial Instingjdnc., a ban
holding company chartered under the laws of theeQtBNew York, having its principal office at 22berty St., Warsaw, New York 14569,
and its subsidiaries and affiliates (collectived§erred to as the “Company”); and Peter G. Humplitley “Executive” or “you”), an individual
residing at 1446 South Rd., Scottsville, New Ydr&546.

1. Resignation/RetirementYou agree that your retirement from the Companyg @ffective at the close of business on Augus@¥2
(the “Separation Date”), and that by virtue of yoetirement, you resigned your employment in gilazaties with the Company.

2. Final Compensation and Benefitgéou will receive your regular wages and employtrefated benefits through August 31, 2012, all
of which will be paid in accordance with the Comganegular payroll schedule and benefit policiad @ractices. Your payment for
employmentrelated benefits through August 31, 2012 will imdupayment for fourteen (14) accrued but unusedtiaacdays, in the amount
Twenty-Two Thousand Eight Hundred Sixty Dollars &mwity-Five Cents ($22,860.45). You will receiveBwages and benefits even if you
decide not to sign this Agreement.

3. Termination of Compensation and Benefiixcept as specifically described in Paragrapbléwp, all of your compensation and
employment-related benefits will end on August23112. Notwithstanding, pursuant to Section 10(ahefFinancial Institutions, Inc. 1999
Management Stock Incentive Plan, all of your outdiiag, unexercised stock options are immediatesfackas of the “Effective Date” of this
Agreement as defined in Paragraph 26, below andlraaxercised at any time prior to the earlie(&f:the expiration date of each such stock
option; or (b) 13 months from the “Effective Dat&"this Agreement as defined in Paragraph 26, be¥m will receive additional informatic
regarding your rights to insurance continuationy(atr expense) and your retirement benefits. Teetttent that you have such rights, nothin
this Agreement will impair them. By signing this ié@ment, you agree that upon receipt of the amalessribed in Paragraph 2, you have
received all wages, benefits and other compensdtierto you.

4. Company Property

a) By no later than August 31, 2012, you shallnreto the Company all documents (and all copiesethf and other property
belonging to the Company that you have in your @ssi®n or control, with the exception of any prayénat the Company authorizes you in
writing to retain. The documents and property tadtarned by you include, but are not limited tbfikes, correspondence, meail, memorand:
notes, notebooks, drawings, records, plans, fotgcaports, studies, analyses, compilations &, gabposals, agreements, financial
information, research and development informateustomer information, marketing information, openaal and personnel information,
specifications, code, software, databases, competerded information, tangible property and equeptincluding, but not limited to,
facsimile machines, mobile telephones and serversjijit cards, entry cards, identification badges leeys; and any materials of any kind
which contain or embody any proprietary or confiidrinformation of the Company (and all reprodoat thereof in whole or in part). You
agree to make a diligent search to locate any dacbments, property and informatic




b) If you have used any computer, server, or e-syatem owned by you or a member of your immedidtehily to receive, store,
review, prepare or transmit any Company confidéotigroprietary data, materials or informatiorenhon or before August 31, 2012, you s
provide the Company with a computer-useable comfldfuch information and then permanently deletd expunge such confidential or
proprietary information from those systems. Youeagtio provide a signed and notarized certificatiat you have complied with this provisi
on or before September 4, 2012, or in the altereapirovide a signed and notarized certificatioroobefore September 4, 2012 that there wa:
no Company confidential or proprietary data, matesi information on any computer, server or e-ragiitem owned by you or a member of
your immediately family, and therefore that no cogyor deletion was necessa

¢) You and the Company will arrange, at a time ralljuconvenient, for you to remove personal itenosif your office and to have
a Company representative download personal docsffitad from the computer in your office and prawithose documents/files to you on a
CD, thumb drive or other mutually acceptable steragpdia. At this time, you will also identify itero§ Humphrey family memorabilia that
you claim were loaned to the Company so a detetinimaan be made which items to return to )

d) Although you will return the Company cell phame later than September 28, 2012, the Companyalldiv you to retain the cell
phone number for your personal use, at your expamskboth parties agree to execute any documentssary to accomplish the transfer of
that cell phone number. You will bear the expemskzay any fees associated with that transfer.

5. Separation Benefitdn consideration of your acceptance of the tesfithis Agreement, including but not limited to tbleligations
imposed by Paragraphs 9 through 14 of this Agre¢isuah the Release of All Claims contained in Paalg6 of this Agreement, the Compe
will provide you with the separation benefits désed in this Paragraph 5.

a) You will receive a separation pay benefit intibtal amount of $1,000,000.00 less required pageductions and withholdings.
Subject to the requirements of Paragraph 27, gparation pay benefit will be paid in equal montinigtallments for a period of twenty four
(24) months in accordance with the Company'’s raguégroll schedule and practice. These installmetitdegin on the Company’s first
regular pay period after October 1, 2012 provided fave executed this Agreement and the revocp&dnd set forth in Paragraph 26 has
expired with no revocation.

b) Within 30 days after the “Effective Date” of shigreement as defined in Paragraph 26 below, yitbweseive a lump-sum cash
payment equal to $349,950, less required payralldiéons and withholdings.
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¢) The Board of Directors of the Company has deitsththat pursuant to the discretion provided urgkstion 9(b)(1) of the
Financial Institutions, Inc. 2009 Management Sthaentive Plan (the “2009 Plan”), the 4,525 shafa®stricted stock granted to you on
February 15, 2012 will become 100% vested as oftfffective Date” of this Agreement as defined iar&graph 26, below.

d) The Board of Directors of the Company has deitegththat pursuant to the discretion provided ur@kstion 9(b)(2) of the 2009
Plan, as soon as performance can be determinéldef@012 performance year (which shall be deterdharzesoon as practicable following
December 31, 2012, but in no event later than DéeerBl, 2013), a pro-rated portion of the 7,72 eshaf restricted stock granted to you on
February 17, 2012 will become vested.

e) You will be entitled to the compensation anddjis set forth in the Supplemental Executive Retient Agreement attached to
this Agreement as Exhibit A.

f) The Company will transfer title of the 2011 BMB%0xi (valued at $42,800) to you, without furthensideration, and you will k
responsible for all taxes and registration feesupen such transfer.

The Company makes no representations to you regathe taxability and/or tax implications of thig#ement. You are solely
responsible for any tax consequences associatbdheitpayments made pursuant to this Agreemerdardgss of whether the Company shc
have contributed and withheld taxes from the anm®patd (including Social Security and Medicare)uNagree to defend, indemnify,
reimburse and hold the Company harmless for anyafitidxes, contributions, withholdings, fees, asseents, interest, costs, penalties and
other charges that may be imposed on the Compatiyebipternal Revenue Service, the New York Stabe Department or any other federal,
state or local taxing authority by reason of thgrnpants above, the absence of withholdings and diethiscmade from certain payments above
and/or your non-payment or late payment of taxes dad you alone assume all liability for all sachounts.

You agree that you are not entitled to any othenmensation or benefits of any kind or descriptiamf the Company, its successors,
assigns, affiliates or related companies, or fremarmler any employee benefit plan or fringe ber@éih sponsored by the Company, its
successors, assigns, affiliates or related compaaiker than as described in this Agreement, diiey) but not limited to as described in
Paragraph 3, and except for vested benefits uhdearty qualified retirement plans in which you jggvate.

You acknowledge and agree that, in the absenddésoAgreement, you are not entitled to any of #gasation benefits set forth in this
Paragraph 5.



6. RELEASE OF ALL CLAIMS

a) By signing this Agreement you agree that youreleasing and waiving your right to bring any legiaim of any nature against
the Company. The claims you are giving up inclumg,are not limited to, claims related, directlyimdirectly, to ownership interests in the
Company and your employment relationship with tleengany, including your separation from employmd@iis Agreement is intended to be
interpreted in the broadest possible manner taudehll actual or potential legal claims you mayehagainst the Company, except as expre
provided otherwise in Paragraph 6(d).

b) Specifically, you agree that you are fully andefver giving up all of your legal rights and claimgainst the Company, whethe
not presently known to you, that are based on svectturring before you sign this Agreement. Yoweaghat the legal rights and claims you
are waiving include all rights and claims underaa®nded, Title VIl of the Civil Rights Act of 196the Age Discrimination in Employment
Act of 1967 (the “ADEA"), the Older Workers BeneHRtotection Act of 1990 (the “OWBPA”), the Rehatation Act of 1973, the Civil Rights
Acts of 1866 and 1991, the Americans With Disaie#itAct of 1990 (the “ADA"), the Genetic InformaticNondiscrimination Act of 2008
(“GINA"), the Equal Pay Act of 1963, the New Yorkukhan Rights Law and any similar federal, stateoal statute, regulation, order or
common law. You specifically agree that you areasing claims of discrimination based upon ages, re@lor, sex, sexual orientation or
preference, marital status, religion, national iorigitizenship, veteran status, disability, gemgtiedisposition or carrier status and other lggall
protected categories.

c¢) You also agree that the legal rights and clgimsare giving up include your rights under, as ageel, the Family and Medical
Leave Act of 1993 (“FMLA"), the Employee Retiremdntome Security Act of 1974 (“ERISA"), the fedekiflorker Adjustment and
Retraining Notification Act of 1989 (“WARN"), the &v York Worker Adjustment and Retraining NotifiaatiAct (“NY WARN?"), the New
York Labor Law (except unemployment insurance amumum wage claims), the New York Business Corgorataw and any similar
federal, state or local statute, regulation, omtesommon law. You agree that the legal rights @adns you are giving up include all common
law rights and claims, such as a breach of expresaplied contract, tort (whether negligent orimtional), wrongful discharge, constructive
discharge, infliction of emotional distress, defsio® promissory estoppel, and any claim for framhjssion or misrepresentation, breach of
express or implied duties, or violation of publipy or policies, practices, or procedures of @@mmpany. You also agree that you are giving
up and forever releasing any right you may haattimrneys’ fees for any of the rights and claimsatiéed in this Paragraph 6.

d) The claims you are giving up and releasing danwude your vested rights, if any, under any diediretirement plan in which
you participate, and your COBRA, unemployment iasge and worke’ compensation rights, if any. Nothing in this Agreent shall be
construed to constitute a waiver of: (i) any clayos may have against the Company that arise faents that occuafter the date that you
sign this Agreement; (ii) your right to file an athistrative charge with any governmental agencggitig employment discrimination or
challenging the validity of this release of alliog; (iii) your right to participate in any admitrigtive or court investigation, hearing or
proceeding; or (iv) any other right that you carwaive as a matter of law. You agree, however,dovevand release any right to receive any
individual remedy or to recover any individual mtarg or nonmonetary damages as a result of any administratigege, complaint or lawst
filed by you or anyone on your behalf. In addititime release of all claims set forth in this Agreaitdoes not affect your rights as expressly
created by this Agreement, and does not limit yahility to enforce this Agreement or to challenige énforceability of this Agreement.
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e) You agree that the release of all claims desdrib this Paragraph 6 applies not only to the Camgpbut also to the Company’s
predecessors, successors and their past, curi@fiitane parents, subsidiaries, related entitind,al of their members, shareholders, officers,
directors, agents, attorneys, employees, and assign

7. No Pending Action You represent that, as of the date that you tignAgreement, you have not filed any charge, daimpor action
in any forum against the Company. This Agreement beaused as a complete defense in the futureuifoyimg a lawsuit based on any claim
that you have released, and if the Company prewagsich lawsuit, you will pay for all costs inceid by the Company, including reasonable
attorney’s fees.

8. Future CooperationYou agree that upon reasonable request of thep@oyn you will do whatever is necessary to assarerderly
transition of your work and responsibilities and@¢asonably cooperate with any requests by the @oynfor information about the business of
the Company or your involvement and participatioeréin. You further agree that you will fully cosgte with any investigation, audit or
review by the Company or any federal, state orlloegulatory, quasi-regulatory or self-governinghearity (including, without limitation, the
Securities and Exchange Commission) as any su@stigation, audit or review relates to events oidents that occurred during your
employment with the Company, as well as with litiga or other proceedings involving matters thaturced during your employment by the
Company. Such cooperation shall include, but ndirbiéed to (taking into account your personal gmdfessional obligations, including those
to any new employer or entity to which you provedgvices), being available to meet and speak Witbeos or employees of the Company
and/or the Company’s counsel at reasonable timg$ogations, executing accurate and truthful docusyegiving accurate and truthful
testimony, and taking such other actions as magorebly be requested by the Company and/or the @aytgppcounsel to effectuate the
foregoing. You shall be entitled to reimbursemeptn receipt by the Company of suitable documeartafor reasonable and necessary trave
and other expenses that you may incur at the speeduest of the Company and as approved by timep@oy in advance and in accordance
with its policies and procedures established frionetto time. You may also receive reasonable cosgieon from the Company for time
expended while assisting the Company with resgeciviestigations, audits, reviews, litigations tnar proceedings. However, you and the
Company agree that no compensation shall be paithéocontent or substance of any testimony.

9. Confidential Information You shall keep secret and retain the confidentlire of all Confidential Information (as defined
Paragraph 9(b) below) of or belonging to the Conypaamd take such other precautions with respeceétbers the Company, in its sole
discretion, may reasonably request.




a) You shall not at any time, whether before oerafie termination of your employment, use, copscldse or make available any
Confidential Information to any individual, corptian, partnership, trust, governmental body or pthaity; except that you may use, copy or
disclose any Confidential Information (i) to thetemxt it becomes publicly available through no faultyour part, and (ii) to the extent you are
required to do so pursuant to applicable law ospant to a final order of a court or arbitratorihgyurisdiction thereof; provided, however,
that prior to such disclosure you shall promptlyifygache Company in writing of any such order oquest to disclose and shall cooperate fully
with the Company in protecting against any suchldsire by narrowing the scope of such disclosnt#a obtaining a protective order with
respect to the permitted use of the Confidentidrimation.

b) For purposes of this Agreement, “Confidentidbimation” shall mean all information pertainingtte business and operations
of the Company that is not generally availableh® public and the Company desires to keep conii@emicluding, but not limited to,
information relating to the Company’s productsyssss, suppliers, business partners, operatioesareh, trade secrets, intellectual property,
finances and all documents and other tangible itetaging to or containing any such information.uvacknowledge that the Confidential
Information is vital, sensitive, confidential ancbprietary to the Company.

10. NonrCompetition. You agree and acknowledge as follows:

a) You agree that the Company is engaged in ayhighthpetitive business, and the success of the @oynim the marketplace
depends upon its good will and reputation. You agnat reasonable limits on your ability to engegactivities competitive with the Compa
are warranted to protect the Company’s substaintiaktment in developing and maintaining its statuhe marketplace, reputation and good
will.

b) For a period of two (2) years following the Segtimn Date, you shall not engage, anywhere withéwv York State or in any area
outside of New York State in which the Company amtd business, whether directly or indirectly,footigh any employee, agent, attorney ol
any other person or party acting on your behalfyragipal, owner, officer, director, agent, empey consultant or partner, in the managemer
of a bank holding company, commercial bank, savbagsk, credit union or any other financial servipesvider that competes with the
Company or their products or programs (“Restricketvities”), provided that the foregoing shall tiegr restrict you from engaging in any
Restricted Activities which the Company directs yowndertake or which the Company otherwise exgyesuthorizes in writing, nor shall the
foregoing restrict you from owning less than 5%t outstanding capital stock of any company thgages in Restricted Activities, provided
that you are not otherwise involved with such comypas an officer, director, agent, employee or atiast. You agree that this Paragraph, the
scope of the territory covered, the actions resttichereby, and the duration of such covenante®onable and necessary to protect the
legitimate business interests of the Company. kgogses of this Agreement, “Restricted Activiti@s'any area outside of New York State in
which the Company conducts business shall be lihiddines of business, products, services or pogrthat the Company offers, sells or
provides outside of New York State.



11. NonSaolicitation. You agree that for a period of two (2) yearsdaiing the Separation Date:

a) You will not, directly or indirectly, canvassligit or accept, in any manner, the business gff@rson (i) who or which is or was
a client, customer, supplier or other businessawrdf the Company and/or (ii) with whom or whiabuyacquired a relationship during your
employment with the Company. In making the foregainvenant, you acknowledge that the Company legittmate interest in preventing
you from exploiting or appropriating the Comp’s goodwill as it relates to the Company’s cliemtigsstomers, suppliers, and other business
contacts, which goodwill has been created and miaied at the Company’s expense.

b) You will not, directly or indirectly (i) inducany party who or which is a customer, supplier,dggror other business contact of
the Company to patronize any business directiydiréctly in competition with the Company; or i@quest or advise any party who or which
is a customer, supplier, vendor or other busineagact of the Company, or its or their succesgorgjithdraw, curtail, cancel or modify any
such customer’s or vendor’s business with suchyenti

¢) You will not (i) employ, or knowingly permit argompany or business directly or indirectly cor&dlby you, to employ, any
person who was employed by the Company or itsai at or within one year prior to terminationyofir employment or (ii) in any manneti
seek to induce any such person to leave his cemetoyment with the Company.

You acknowledge that the limitations set forthhistParagraph are reasonable.

12. Intellectual PropertyYou agree that all copyrights, trademarks, tnaames, servicemarks, and other intangible or axttlial
property rights that you invented, conceived, depetl or enhanced during your employment that rétetiee business or operations of the
Company or that result from any work you perfornfimdthe Company are the sole property of the Compas the case may be, and you
hereby waive any right or interest that you mayeothise have in respect thereof. Upon the reasomafleest of the Company, you shall
execute, acknowledge and deliver any instrumedboument reasonably necessary or appropriate &ejfect to this Paragraph and, at the
Company’s cost, do all other acts and things ressligmecessary to enable the Company, as the cagbento exploit the same or to obtain
patents or similar protection with respect thereto.

13. No Derogatory Statement¥ou agree that you will not directly or indirecthake, or cause to be made, any written or oaééstent
or other communication that is derogatory or diagarg to the Company or the Company’s predecessocsessors or their past, current or
future parents, subsidiaries, related entitiegnyr of their members, shareholders, officers, tiirsg agents, attorneys, employees, or assigns.
The inclusion of specific individuals in this prsion (including, but not limited to, shareholdearfficers, directors, agents, attorneys and
employees) to protect them from derogatory or depiag remarks is a material term of this Agreenaamt intended to make such individuals
third-party beneficiaries of this particular praeis of the Agreement, with all applicable rightsetaforce its terms in the event of a violation.
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The Company agrees that the members of its Boabdrettors and its Senior Management (specificalljief Executive Officer, Chief
Operating Officer, Chief Financial Officer, Directof Human Resources, Chief Information Officer f/amdPresident and Chief of Community
Banking) will not directly or indirectly make, oaase to be made, any written or oral statementh@r@ommunication that is derogatory or
disparaging to you. Communications between theviddals listed above in their official capacitidsa$ not violate this provision.

Nothing in this Agreement is intended to or shadlyent or limit you or members of the Company’s Boaf Directors and Senior
Management (as defined above) from providing temtiyrin response to a valid subpoena, court ordgylatory request or other judicial,
administrative or legal process or otherwise asired by law. Both parties will notify the otherwriting as promptly as practicable after
receiving any request for testimony or informatiomesponse to a subpoena, court order, regulagopyest or other judicial, administrative or
legal process or otherwise as required by law,rddga the anticipated testimony or information tofdrovided and at least fourteen (14) days
prior to providing such testimony or informatiorr,(d such notice is not possible under the circtamses, with as much prior notice as is
possible).

14. Confidentiality of AgreementYou agree that you will keep the terms of thig@gment, the benefit being paid under it and tbheda
its payment, confidential and that you shall netttise such information, except that you may dgeckhis information to your spouse, attori
accountant or other professional advisor to whomn poist make the disclosure in order for them taeemprofessional services to you. You
will instruct them, however, to maintain the comdndiality of this information just as you must miaim such confidentiality.

15. Interim Obligations You understand and agree that the obligationtageed in Paragraphs 9 to 14 above are materigigions of
this Agreement, for which good and sufficient cdesation is provided. However, you also acknowlealge agree that those provisions could
be undermined and/or rendered ineffective if yde tactions that would be violations of Paragrapts P4 of this Agreement after the
Effective Date of this Agreement, between the gatewere presented with a draft of this Agreem@niglust 24, 2012) and the Effective Date
of this Agreement (the “Interim Period”). Accordiggas a material inducement for the Company tetrethtis Agreement, you represent and
warrant that, during the Interim Period, you did and will not take any actions, directly or inditly, that would be violations of this
Agreement if they occurred after the Effective Dat¢his Agreement. This includes, but is not lieitto, disclosing confidential information,
engaging in Restricted Activities, soliciting custers or employees of the Company, making derogatatgments concerning the Company o
any of the entities/individuals listed in Paragrd®, and/or disclosing the terms of this Agreenugrthe amounts or benefits to be paid under
this Agreement (other than as allowed in Paragfah




16. RemediesYou acknowledge that the Company will suffer matgirreparable harm as a result of any breaehctivenants containt
in Paragraphs 9 through 14 of this Agreement faciwvlan adequate monetary remedy does not exish aachedy at law may prove to be
inadequate. Accordingly, in the event of an actuahreatened breach by you of any provision of fkgreement, the Company shall, in
addition to any other remedies permitted by lawebttled to obtain remedies in equity, includimgthout limitation, specific performance,
injunctive relief, a temporary restraining ordardéor permanent injunction in any court of compejerisdiction, to prevent or otherwise
restrain a breach of Paragraphs 9 through 14 sfAgreement, without the necessity of proving daesagosting bond or other security, and tc
recover any and all costs and expenses, includiagonable attorneys’ fees, incurred in enforcimgAlgreement against you, and you hereby
consent to the entry of such relief and agreemobhtest such entry. You hereby agree and cotisansuch injunctive relief may be sought in
any state or federal court located in Monroe CouNBw York. Such relief shall be in addition to amat in substitution of any other remedies
available to the Company. The existence of anyrctai cause of action by you against the Compangtheér predicated on this Agreement, or
otherwise, shall not constitute a defense to tfiereement by the Company of said covenants. Yoaeagrat you shall not defend on the basis
that there is an adequate remedy at law. You futthderstand and agree that for the purpose ofdaisty an appropriate injunctive remedy,
the time periods of the restrictions set forth ardgraphs 10 and 11 above shall be extended biraeyperiod that you are found to be in
breach of said covenants. In the event that a @fwdmpetent jurisdiction determines that therretidns contained in this Agreement are
unenforceable in whole or in part for any reasoaoluding, without limitation, the duration, scopgdaemedies set forth above, then same sha
not be void, but rather shall be enforced to thterxthat same is deemed to be enforceable bycsaid, as if originally executed in that form
by the parties hereto. In the event that a coucbafipetent jurisdiction determines that you hawabhed any of the covenants contained this
Agreement, you agree that (i) the Company shaléhavfurther obligation to make any further paymeotyou under Paragraph 5 of this
Agreement and you will be liable to the Companydoy payments already made under Paragraph S5&ppabove. In the event a court of
competent jurisdiction determines that the Compaag/breached this Agreement, in addition to angrattmedies available to you in law ol
equity, you shall be entitled to recover any an@d@dts and expenses, including reasonable attsrfess, incurred in enforcing this Agreem
against the Company.

17. Future EmploymentYou agree that neither you, nor anyone actingaur behalf, will apply for or seek employment witte
Company in the future. You agree that in the eyentapply for or seek employment with the Companihe future, the Company is under no
obligation to consider that application and mayydsaid application based on this Agreement.
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18. No Admission of Liability You agree that neither any payment under thigé&grent, nor any term or condition of it, shall be
construed by either you or the Company, at any,tesean admission of liability or wrongdoing by thempany.

19. Binding Nature The rights and benefits of the Company underAlgieement shall be transferable to, or enforcebpler against,
the Company'’s successors and assigns. You agrethihagreement also binds all persons who migled a legal right or claim on your
behalf, such as your heirs, personal represensatind assigns, now and in the future.

20. Governing Law/InterpretatiariThis Agreement shall be governed, construedjraedpreted, and the rights of you and the Company
shall be determined in accordance with New York, laithout regard to its conflicts of laws principleexcept to the extent that the law of the
United States governs any matter set forth heieiwhich case such Federal law shall govern. Thiggsafurther agree that, whenever possi
each provision of this Agreement shall be integuiéh such a manner as to be effective and valittuapplicable law, but if any provision of
this Agreement is held to be prohibited by or idainder applicable law, such provision shall keffiective only to the extent of such
prohibition or invalidity, without invalidating theemainder of such provision or the remaining psmns, which shall be fully severable and
given full force and effect. However, in the evirg Release of All Claims in Paragraph 6 of thisesgnent or any portion thereof is
determined by any court, arbitrator or agency afipetent jurisdiction to be unenforceable for argsmn, then the Company shall have the
option to rescind this entire Agreement, and immatedy recover from you any payments made purswaRatagraph 5 above, or to require tha
you execute another release that is legal and ezdbte, without further consideration, paymentsampensatior

21. Scope of Agreemeni¥ou agree that no promise, inducement or othexeagent not expressly contained or referred this t
Agreement has been made conferring any benefit yponYou also agree that this Agreement contdiesshtire agreement between the
Company and you regarding your termination and sgoies and renders null and void any and all primontemporaneous oral or written
understandings, statements, representations origgenincluding the Executive Agreement betweenamai Financial Institutions, Inc. dated
July 2, 2012 and attached to this Agreement astibdBi

22. Leqgal ProceedingDisputes arising under this Agreement shall kerdhexclusively by the state or federal courtstedan Monroe
County, New York. Neither party waives any rightriay have to remove such an action to the UnitateSDistrict Court located in Monroe
County, New York.

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

24. Attorney ConsultationYou are advised to consult with an attorney afrychoice before signing this Agreement. By sigrtimg
Agreement, you acknowledge that you have had aortyqty to do so.
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25. Period to Consider Agreementou represent and warrant that the Company hangiou a reasonable period of time, of at least
twenty-one (21) days, to consider all the termthisf Agreement and for the purpose of consultingpah attorney. A draft of this Agreement
was first given to you on August 24, 2012. If yoeeute this Agreement prior to the expiration & #1-day period, you represent and warran
that you have freely and willingly elected to do $he parties further agree that changes to thisemgent after August 24, 2012, whether
material or immaterial, do not restart theddy period. The Company reserves the right to wativdts offer of this Agreement at any time a
the expiration of the 2#lay review period or if you take actions during thterim Period that would be in violation of Paraghs 9 to 14 of th
Agreement if they were taken after the EffectivaeDaf this Agreement.

26. Revocation Period; Effective Datéfter you have accepted this Agreement, you kalve an additional 7 calendar days in which to
revoke your acceptance. If you do not revoke yageptance, then thet8 day after the date of ygmasire will be the “Effective Datajf the
Agreement, and you may not thereafter revoke itteMmke this Agreement, you agree to send writtgica to: Jack Benjamin, Chair of the
Board of Directors, Five Star Bank, 220 Libertye®tr Warsaw, NY 14569. You acknowledge and agrateiftlyou exercise your right to
revoke this Agreement, your resignation of emplogtweaill remain valid and effective on the Separatidate and you will not be entitled to-
separation benefits in Paragraph 5.

27. Section 409A

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

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

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

d) To the extent any reimbursement provided urliierAgreement is includable in your income, sudémbeirsements shall be paid
to you not later than December 31st of the yedoiohg the year in which you incur the expense tredamount of reimbursable expenses
provided in one year shall not increase or decrdasamount of reimbursable expenses to be providadsubsequent year.

11



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

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

29. DoddFrank Clawback Notwithstanding any other provision of this Agment to the contrary, in order to comply with SectlOD
of the Securities Exchange Act of 1934, as ameraiedi any regulations promulgated, or national sgesiexchange listing conditions
adopted, with respect thereto (collectively, théaiack Requirements”), if the Company is requii@@repare an accounting restatement du
to the material noncompliance of the Company with Bnancial reporting requirements under the séiesrlaws, then you any shall return to
the Company, or forfeit if not yet paid, the amoahany “incentive-based compensation” (as defineder the Clawback Requirements)
received during the three-year period precedingltite on which the Company is required to prefgagetcounting restatement, based on the
erroneous data, in excess of what would have baiehtp you under the accounting restatement asrdieted by the Company in accordance
with the Clawback Requirements and any policy agidfly the Company pursuant to the Clawback Reqeinésn

30. Waiver of Jury Trial EACH PARTY KNOWINGLY, VOLUNTARILY, AND INTENTIONALL Y WAIVES ITS RIGHT TO A
TRIAL BY JURY TO THE EXTENT PERMITTED BY LAW IN ANY  ACTION OR OTHER LEGAL PROCEEDING ARISING OUT
OF OR RELATING TO THIS AGREEMENT. THIS WAIVER APPLI ES TO ANY ACTION OR OTHER LEGAL PROCEEDING,
WHETHER SOUNDING IN CONTRACT, TORT OR OTHERWISE. EA CH PARTY ACKNOWLEDGES THAT IT HAS RECEIVED
THE ADVICE OF COMPETENT COUNSEL.

31.BY SIGNING THIS AGREEMENT, YOU ACKNOWLEDGE THAT YOU HAVE HAD THE OPPORTUNITY TO REVIEW
THIS AGREEMENT CAREFULLY WITH AN ATTORNEY OF YOUR C HOICE, THAT YOU HAVE READ THIS AGREEMENT,
THAT YOU UNDERSTAND ITS TERMS, AND THAT YOU VOLUNTA RILY AGREE TO THEM.
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IN WITNESS WHEREOF, the Executive and the Company by its duly authdragent, have hereunder executed this Agreement anc
intend to be legally bound by its provisions.

Peter G. Humphrey Financial Institutions, Inc., on
behalf of itself and its subsidiaries
and affiliates

/sl Peter G. Humphrey (By) /9 John E. Benjamin

Date: August 29, 201 Name John E. Benjamil

Date August 29, 201:

STATE OF NEW YORK)
COUNTY OF ) ss:

On the day of , 2012, before me,uhdersigned, personally appeakster G. Humphrey personally known to me or proved to me
the basis of satisfactory evidence to be the iddiai whose name is subscribed to the within instminand acknowledged to me that he
executed the same in the capacity, and that bsitnigture on the instrument, the individual, orpleeson upon behalf of which the individual
acted, executed the instrument.

NOTARY PUBLIC

STATE OF NEW YORK)
COUNTY OF ) ss:

On the day of , 2012, before me,uhdersigned, personally appeared personally known to me ooyed to
me on the basis of satisfactory evidence to bénttiigidual whose name is subscribed to the withstiument and acknowledged to me that
he/she executed the same in the capacity, anthyHas/her signature on the instrument, the indigidor the person upon behalf of which the
individual acted, executed the instrument and leeisla dfinancial Institutions, Inc. , described in, and who, on behalf of
Financial Institutions, Inc. and its subsidiariesl affiliates, executed the within instrument.

NOTARY PUBLIC
13



Exhibit 10.3
EXHIBIT A
SUPPLEMENTAL EXECUTIVE RETIREMENT AGREEMENT

This Supplemental Executive Retirement Agreemdns (tAgreement) is made and entered into as of August __, 2042and between
Financial Institutions, Inc. (* the Compafiy a bank holding company chartered under the lafitbe State of New York, and Peter G.
Humphrey (the “ Executiv®.

RECITALS

WHEREAS, the Board of Directors of the Company (tfBoard”) recognizes the decades of leadership and setividehe Executive
has provided to the Company; and

WHEREAS, the Board has previously contemplated igiog a supplemental retirement arrangement folgkecutive, but the Executive
and the Company never entered into any such amaerngte and

WHEREAS, the Board believes that it is in the betgrests of the Company and its shareholdersaeighe the Executive with a
supplemental retirement agreement;

NOW, THEREFORE, in consideration of the mutual ces@s herein contained, the parties hereby agrédlaws:
Supplemental Retirement Payment

Benefit AmountProvided that the Executive signs and does notkettoe separation agreement and release of athglai
between the Executive and the Company (the “ S&éparAgreement), then the Company hereby agrees to pay to tleeiive an
aggregate payment of $1,500,000 over a ten-yeadyevhich shall be payable as set forth below {tBepplemental Retirement
Payments).

Time and Form of PaymerRayment of the the Supplemental Retirement Paymélitsegin on the Company’s first regular
payday following October 1, 2014 and will be madeiubstantially equivalent payments over the tear-period following such date in
accordance with the Company’s regular payroll pdoces in effect from time to time, but in no eviss frequently than monthly. If the
Executive does not sign the Separation Agreemesigas and revokes the Separation Agreement,tiieeBxecutive shall automatically
forfeit the Supplemental Retirement Payments.

Effect of Certain Events

Death of the Executiveln the event of the death of the Executive attamg following the date of this Agreement, the
Executive’s surviving spouse shall be entitledeoeive an amount equal to the full amount of thepRmental Retirement Payments
minus the amount, if any, of Supplemental RetirenRayments that have already been paid to the Exec&ayment will be made in t
form a lump-sum cash payment no later than theoétitke year in which the Executive’s death occuwethe 15" day of the third month
following the date of the Executive’s death, ifelatlf the Executive does not have a surviving speaat the time of his death, payment
shall instead be made to the Execl’s estate




Disability of the Executiveln the event of the Disability of the Executiteaay time following the date of this Agreemeng
Executive shall be entitled to receive an amoungétp the full amount of the Supplemental Retirateayments minus the amount, if
any, of Supplemental Retirement Payments that heady been paid to the Executive. Payment wilhiagle in the form a lump-sum
cash payment no later than the end of the yedreoEkecutive’s Disability or the % day of the thmonth following the date of the
Executive’s Disability, if later. “ Disability shall mean that the Executive (i) is unable tgage in any substantial gainful activity by
reason of any medically determinable physical ontaldmpairment that can be expected to resuleiatld or can be expected to last for a
continuous period of not less than 12 months,ipis(iby reason of any medically determinable jitaisor mental impairment that can be
expected to result in death or can be expecteaktddr a continuous period of not less than 12thmrreceiving income replacement
benefits for a period of not less than three moatiger an accident and health plan covering emplogéthe Company.

Change of Control of the Companin the event of a Change of Control of the Conypdime Executive shall be entitled to
receive an amount equal to the full amount of thepfemental Retirement Payments minus the amduantyi of Supplemental
Retirement Payments that have already been péaiicttBxecutive. Payment will be made in the formrap-sum cash payment as soor
administratively practicable following the datetb& Change of Control, but in no event later thanl@ys thereafter. * Change of Control
" shall mean the first occurrence of one or mortheffollowing events:

Any one person, or more than one person actinggasup, acquires ownership of stock of the Comphay, together
with stock held by such person or group, constitme@re than 50 percent of the total fair marketiealr total voting power of the stock
the Company. If any one person, or more than onsopeacting as a group, is considered to own ni@ne 50 percent of the total fair
market value or total voting power of the stocklef Company, the acquisition of additional stockhry same person or persons shall nc
be considered to cause a change in the ownerstiife @orporation. An increase in the percentagearfk owned by any one person, or
persons acting as a group, as a result of a traosac which the Company acquires its stock inrexxge for property will be treated as
acquisition of stock for purposes of this Section.

Any one person, or more than one person actinggasup, acquires (or has acquired during the 12tmpariod
ending on the date of the most recent acquisitioauzh person or persons) ownership of stock oCthvpany possessing 30 percent or
more of the total voting power of the stock of @empany. If any one person, or more than one peaasting as a group, is considered to
effectively control a corporation within the meagiof Treasury Regulation Section 1.409A-3(i)(5)(¥)e acquisition of additional
control of the corporation by the same person @ is not considered to cause a change in tbetigé control of the corporation.
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A majority of members of the Board is replaced dgrany 12month period by directors whose appointment ortela
is not endorsed by a majority of the members oBbard before the date of such appointment or ielect

Any one person, or more than one person actinggasup, acquires (or has acquired during the 12tmpariod
ending on the date of the most recent acquisitioauth person or persons) assets from the Compabyave a total gross fair market
value equal to or more than 50 percent of the tpads fair market value of all of the assets ef@mmpany immediately before such
acquisition or acquisitions. For this purpose, griasr market value means the value of the as$eteedCompany, or the value of the
assets being disposed of, determined without regaady liabilities associated with such assetdwithstanding the foregoing, there is
no Change of Control event under this Section vithere is a transfer to an entity that is controtdgdhe shareholders of the Company
immediately after the transfer. A transfer of as¢stthe Company is not treated as a change iovtlnership of such assets if the assets
are transferred to: (A) a shareholder of the Comfanmediately before the asset transfer) in exgledor or with respect to its stock;
(B) an entity, 50 percent or more of the total eadu voting power of which is owned, directly odirectly, by the Company; (C) a
person, or more than one person acting as a gtioapowns, directly or indirectly, 50 percent ornmof the total value or voting power
all the outstanding stock of the Company; or (Deatity, at least 50 percent of the total valueating power of which is owned, direc
or indirectly, by a person described in (C) above.

A Change of Control is intended to qualify as adiege in the ownership of a corporation” or a “chaimgthe ownership of a substantial

portion of a corporation’s asset@$ defined in Section 409A of the Internal Reve@ode of 1986, as amended, and the treasury regusadin:
other official guidance issued thereunder (colledi, “Section 409A"), and this Agreement shalldmbministered and interpreted to the extent
possible in a manner consistent with that inteat.purposes of the foregoing, persons will be abergd acting as a group in accordance with
Sections 13(d)(3) and 14(d)(2) of the SecuritiesHaxnge Act of 1934, as amended, and Section 409A.

Miscellaneous

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

Notices. Any notice, consent, request or other commurdcatiade or given in connection with this Agreenshdll be in
writing and shall be deemed to have been duly giwieen delivered or mailed by registered or cedifieail, return receipt requested, or
by facsimile or by hand delivery, to those listeddw at their following respective addresses @uah other address as each may specif
by notice to the others:



If to the Company, to:

Financial Institutions, Inc.
Attention: Chairman of the Board
220 Liberty St.

Warsaw, NY 14569

If to the Executive, to:

Peter G. Humphrey
1446 South Rd.
Scottsville, NY 14546

No Mitigation; No Set-Off Against Benefit¥he Executive shall not be required to mitigaendges or the amount of any
payment provided for under this Agreement by seaghifer employment or otherwise, nor shall the amhofiany payment provided for
in this Agreement be reduced by any compensatiomedaby the Executive as a result of employmerarmther employer after the date
of termination of the Executive’'s employment wittetCompany. In addition, the Company’s obligationder this Agreement shall not
be affected by any set-off, counterclaim, recoupm@efense or other claim, right or action whica @ompany may have against the
Executive.

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

Entire Agreement; Amendmerithis Agreement shall supersede any and all egisiral or written agreements,
representations, or warranties between the Exexatid the Company relating to the subject mattexdiieNo provision of this
Agreement may be amended or modified unless suemdment or modification is agreed to in writing aighed by the Executive and
by the Chairman of the Board.

Governing Law The validity, construction, interpretation, adimstration and effect of this Agreement shall begyoed by th
substantive laws, but not the choice of law rutéghe State of New York.

Construction. The failure of a party to insist upon strict adiree to any term of this Agreement on any occastiatli not be
considered a waiver thereof or deprive that pairthe right thereafter to insist upon strict adimeesto that term or any other term of this
Agreement. If any term or provision of this Agreamis declared illegal or unenforceable by any toficompetent jurisdiction and
cannot be modified to be enforceable, such terpgravision shall immediately become null and voah\ing the remainder of this
Agreement in full force and effect. Section headiage used herein for convenience of referenceanmdyshall not affect the meaning of
any provision of this Agreement. Whenever the carde requires, the use of the singular shall g to include the plural and vice
versa. This Agreement may be executed in any numfbesunterparts, each of which so executed sleatldemed to be an original, and
such counterparts will together constitute but ageeement.



Section 409A This Agreement and the payments hereunder axrdetl to comply with Section 409A, and this Agreeime
shall be administered and interpreted consistetfit suich intent. The Company makes no representatite Executive regarding the
taxation of the compensation under this Agreenieal,iding, but not limited to, the tax effects aion 409A, and the Executive shall
be solely responsible for the taxes imposed uponviith respect to his compensation under this Agesd.

Unfunded ArrangementThis Agreement shall be unfunded. The Companif shaibe required to establish any special or
separate fund or to segregate any assets to dhsyserformance of its obligations under this Agreat.

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

(signature page immediately follows)
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IN WITNESS WHEREOF, the parties have executedAlgissement on the date first above written.
FINANCIAL INSTITUTIONS, INC.

By: /¢/ John E. Benjamin /sl Peter G. Humphrey

Name (print): John E. Benjam Peter G. Humphre
Its: Chairman of the Boai



Exhibit 31.1

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

[, John E. Benjamin, 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 eonditate a material fact necessan
to make the statements made, in light of the cistarnces under which such statements were madmislieading with respect to
the period covered by this repc

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

4.  The registrant’s other certifying officer(s) anare responsible for establishing and maintainmiisglosure 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 materialrinégion relating to the registrant, including ithsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihieh this report is
being preparec

(b) Designed such internal control over financédarting, or caused such internal control overrfgial reporting to be
designed under our supervision, to provide readeradsurance 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 registragislosure controls and procedures and presentgsi report our
conclusions about the effectiveness of the disctosantrols 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 reportitigat 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 céoptrer 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 sigmiifiole in the
registran’s internal control over financial reportir

Date: November 6, 2012 /s/ John E. Benjamin
John E. Benjami
Interim Chief Executive Office
(Principal Executive Officer




Exhibit 31.2

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

I, Karl F. Krebs, 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 eonditate a material fact necessan
to make the statements made, in light of the cistarnces under which such statements were madmislieading with respect to
the period covered by this repc

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

4.  The registrant’s other certifying officer(s) anare responsible for establishing and maintainmiisglosure 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 materialrinégion relating to the registrant, including ithsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihieh this report is
being preparec

(b) Designed such internal control over financédarting, or caused such internal control overrfgial reporting to be
designed under our supervision, to provide readeradsurance 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 registragislosure controls and procedures and presentgsi report our
conclusions about the effectiveness of the disctosantrols 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 reportitigat 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 céoptrer 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 sigmiifiole in the
registran’s internal control over financial reportir

Date: November 6, 2012 /sl Karl F. Krebs
Karl F. Krebs
Executive Vice President and Chief Financial Offi




Exhibit 32

Certification pursuant to
18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbanéx«ley Act of 2002

John E. Benjamin, Interim Chief Executive Officand Karl F. Krebs, Executive Vice President ande€hRinancial Officer of Financial
Institutions, Inc. (the “Company”), each certifyhis capacity as an officer of the Company thah&® reviewed the Quarterly Report of the
Company on Form 10-Q for the period ended Septe@®e2012 and that to the best of his knowledge:

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

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

Date: November 6, 2012 /sl John E. Benjamin
John E. Benjami
Interim Chief Executive Office
(Principal Executive Officer

Date: November 6, 2012 /s Karl F. Krebs

Karl F. Krebs
Executive Vice President and Chief Financial Offi
(Principal Financial Officer

The purpose of this statement is solely to compth Witle 18, Chapter 63, Section 1350 of the Udi8tates 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 Secusitérd Exchange Commission or its staff upon
request



