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PART I. FINANCIAL INFORMATION
ITEM 1. Financial Statements

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

(Dallarsin thousands, except share and per share data)
ASSETS

Cash and cash equivaler

Cash and due from ban

Federal funds sold and inter-bearing deposits in other bar

Total cash and cash equivale

Securities available for sale, at fair va
Securities held to maturity, at amortized costr(faiue of $18,260 and $18,478, respectiv
Loans held for sal
Loans (net of allowance for loan losses of $2582d $24,714, respectivel
Company owned life insurani
Premises and equipment, |
Goodwill and other intangible assets,
Other asset

Total asset

LIABILITIES AND SHAREHOLDERS’ EQUITY

Deposits:

Noninteres-bearing deman

Interes-bearing deman

Savings and money mark

Time deposit:

Total deposit:
Shor-term borrowings
Other liabilities
Total liabilities

Shareholder equity:
Series A 3% preferred stock, $100 par value; 15&8es authorized and 1,499 shares is
Series B-1 8.48% preferred stock, $100 par val0e,ad0 shares authorized, 172,695 and 173,210sshi
issued, respective
Total preferred equit

Common stock, $0.01 par value, 50,000,000 shate®ared and 14,161,597 shares iss
Additional paic-in capital
Retained earning
Accumulated other comprehensive inca
Treasury stock, at co- 357,639 and 373,888 shares, respecti

Total shareholde’ equity

Total liabilities and sharehold¢ equity

See accompanying notes to the consolidated finbsteiements.

March 31, December 31
2013 2012
(Unaudited)
$ 84,697 $ 60,34:
94 94
84,79: 60,4 3¢
853,43 823,79t
17,747 17,90¢
2,14z 1,51¢
1,691,46. 1,681,01,
47,80¢ 47,38¢
37,32, 36,61¢
50,28¢ 50,38¢
42,65¢ 44 80¢
$2,827,65: $2,763,86!
$ 494,36. $ 501,51«
529,11! 449,74«
748,48 655,59¢
637,53 654,93¢
2,409,49 2,261,79.
139,62( 179,80t
23,61: 68,36¢
2,572,72! 2,509,96:
15C 15C
17,26¢ 17,32:
17,41¢ 17,47:
14z 142
67,31¢ 67,71(
175,55 172,24
1,13 3,25
(6,647 (6,929
254,93( 253,89
$2,827,65! $2,763,86!
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Income (Unaudited)

(In thousands, except per share amounts)
Interest income
Interest and fees on loa
Interest and dividends on investment secur
Total interest incom

Interest expenst
Deposits
Shor-term borrowings
Total interest expens

Net interest incom
Provision for loan losse
Net interest income after provision for loan los
Noninterest income
Service charges on depos
ATM and debit carc
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 gain on disposal of other ass
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
Other
Total noninterest expen
Income before income tax
Income tax expens
Net income

Preferred stock dividenc
Net income available to common shareholc

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

See accompanying notes to the consolidated finbsteitements.

Three months endec

March 31,

2013 2012
$20,37¢  $19,53¢
4,36¢ 3,91¢
24,74¢ 23,45(
1,671 2,39¢
19C 111
1,861 2,50¢
22,887 20,94:
2,70¢ 1,38
20,17¢ 19,55¢
2,141 1,83¢
1,24¢ 1,07;
69¢ 587
41t 42¢
20C 332
892 331
73 94
— (99
1 6
88:¢ 852
6,55° 5,451
9,70¢ 9,05¢
3,16¢ 2,77(
937 711
704 60C
68C 45¢
361 297
214 101
1,81( 1,66¢
17,58 15,65
9,147 9,35(
2,99¢ 3,15¢
$6,14¢ $ 6,19¢
36¢ 36¢
$ 5781 $ 5,821
$ 04z $ 0.4:
$ 04z $ 0.4c
$ 0.1¢ $ 0.1:
13,71, 13,67¢
13,76, 13,73
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income (lduadited)

Three months endec

March 31,

(Dallarsin thousands) 2013 2012
Net income $ 6,14¢ $ 6,19¢
Other comprehensive loss, net of t

Net unrealized losses on investment secut (2,319 (1,259

Pension and pc-retirement obligation 19¢ 202
Total other comprehensive lo (2,116 (1,057)
Comprehensive incon $ 4,03: $ 5,14

See accompanying notes to the consolidated finbsteitements.
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Changes in Shareholdergguity (Unaudited)
Three months ended March 31, 2013 and 2012

(Dallarsin thousands,
except per share data)

Balance at January 1, 2012
Comprehensive incom
Net income
Other comprehensive loss, net of
Total comprehensive incon
Purchases of common stock for treas
Sharebased compensation plai
Shar+-based compensatic
Stock options exercise
Restricted stock awards issued,
Excess tax benefit on share-based
compensatiol
Cash dividends declare
Series A 3% Preferr-$0.75 per shar
Series -1 8.48% Preferre-$2.12 per shar
Commor-$0.13 per shar
Balance at March 31, 201:

Balance at January 1, 201.
Comprehensive incom
Net income
Other comprehensive loss, net of
Total comprehensive incon
Purchases of common stock for treas
Repurchase of Series-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
Cash dividends declare
Series A 3% Preferr-$0.75 per shar
Series [-1 8.48% Preferre-$2.12 per shar
Commor-$0.18 per shar
Balance at March 31, 201:

See accompanying notes to the consolidated finbsteiements.

Accumulated

Additional Other Total
Preferred Common Comprehensive Treasury Shareholders’
Paid-in Retained

Equity Stock Capital Earnings Income (Loss) Stock Equity
$17,47. $ 14z $67,247 $158,07¢ $ 94t  $(6,697) $ 237,19
— — — 6,19¢ — — 6,19¢
— — — — (1,052 — (1,057)
5,14
— — — — — (525) (525)
— — 142 — — — 142
- - (5) - - 31 26
— — (721) — — 721 —
— — 13C — — — 13C
— — — (1) — — (1)
— — — (36¢) — — (36¢)
- - - (1,780) - - (1,780)
$17,47: $ 14z $66,79: $162,12( $ (107) $(6,465) $ 239,96.
$17,47. $ 14z $67,71( $172,24. $ 3,25  $(6,927) $ 253,89
- - - 6,14¢ - - 6,14¢
— — — — (2,116 — (2,116
4,03
— — — — — (229) (229)
(52 — @ — — — (539
— — 10z — — — 10z
— — 2) — — 15 13
— — (49€) — — 49¢ —
— — 6 — — — 6
— — — 0 — — Q)
- - - (367) - - (367)
— — — (2,479 — — (2479
$17,41¢ $ 14z $67,31¢ $17555 $ 1,137 $(6,64]) $ 254,93(
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows (Unaudited)

(Dallarsin thousands)
Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net caskigenl by operating activitie:
Depreciation and amortizatic
Net amortization of premiums on securit
Provision for loan losse
Share-based compensatic
Deferred income tax expen
Proceeds from sale of loans held for ¢
Originations of loans held for s¢
Increase in company owned life insural
Net gain on sale of loans held for s
Net gain on disposal of investment securi
Impairment charges on investment secur
Net gain on sale and disposal of other as
Decrease in other ass
Decrease in other liabilitie
Net cash provided by operating activit
Cash flows from investing activitie
Purchases of investment securiti
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 fa
Net loan origination:
Purchases of company owned life insura
Proceeds from sales of other as:
Purchases of premises and equipn
Net cash used in investing activiti
Cash flows from financing activitie
Net increase in deposi
Net decrease in sh-term borrowings
Repurchase of preferred stc
Purchase of common stock for treas
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 provided by financing activiti
Net increase in cash and cash equival
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Supplemental informatio

Cash paid for intere:

Cash paid for income tax

Noncash investing and financing activiti
Real estate and other assets acquired in settleshbrens
Accrued and declared unpaid dividel
(Decrease) increase in net unsettled security piges

See accompanying notes to the consolidated finbsteitements.

Three months endec

March 31,

2013 2012
$ 6,14¢ $ 6,19¢
1,051 874
1,32¢ 1,30(
2,70¢ 1,38t
10z 14z
1,70z 344
10,28¢ 14,35(
(10,712 (13,66()
(415) (42€)
(200) (339)
(892) (331)
— 91
(1) (6)
2,192 3,69(
(857) (1,359
12,44« 12,26:
(124,15) (99,33))
(1,076) (3,25¢6)
45,06 44,99;
1,48: 2,85¢
952 36C
(13,570) (37,209
(7) (8
23¢ 332
(1,717 (661)
(92,78)) (91,92%)
147,70: 134,97
(40,180 (33,35)
(53) —
(229 (525)
13 26
6 13C
(36€) (369)
(2,19 (1,776)
104,69: 99,10¢
24,35t 19,44:
60,4 3¢ 57,58
$ 84,79 $ 77,02
$ 1,81 $ 2,90:
14C 60
41C 71
2,83¢ 2,14¢
(43,979 21,63:
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

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

Financial Institutions, Inc., a financial holdingmapany organized under the laws of New York State York” or “NYS”), and its
subsidiaries provide deposit, lending and othearfaial 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 investmewidoicts and investment advisory services.
References to “the Company” mean the consolidapdrting entities and references to “the Bank” miéiae Star Bank.

Basis of Presentation

The consolidated financial statements include tw®ants of Financial Institutions, Inc. and its sidiaries. All significant intercompany
accounts and transactions have been eliminategnisotidation. The accounting and reporting policiesform to U.S. generally accepted
accounting principles (“GAAP”). Certain informati@md footnote disclosures normally included in ficial statements prepared in conformity
with GAAP have been condensed or omitted pursuastith rules and regulations. However, in the gpirnf management, the accompanying
consolidated financial statements reflect all atipents of a normal and recurring nature necessarg fair presentation of the consolidated
statements of financial condition, income, compnsine income, 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 shbalread in conjunction with the
Company’s 2012 Annual Report on Form 10-K. The ltesaf operations for any interim periods are netessarily indicative of the results
which may be expected for the entire year.

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

Use of Estimates

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

Reclassifications

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

Recent Accounting Pronouncements

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

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

(2.) BRANCH ACQUISITIONS

On January 19, 2012, the Bank entered into 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 (in trends):

Cash $195,77¢
Loans 75,63¢
Bank premises and equipme 1,93¢
Goodwill 11,167
Core deposit intangible as 2,04
Other asset 601
Total assets acquire $287,16:
Deposits assume $286,81¢
Other liabilities 34z
Total liabilities assume $287,16:

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. During the three months ended Marc2813, the Company recorded a decrease to the éstirffar value of liabilities assumed ¢
an increase to the related deferred income taxesdnapon information obtained subsequent to theisitign. In addition to changes in those
assets and liabilities, the revisions resulted iedaction in goodwill approximating $432 thousand.

The Company acquired the loan portfolios at avalue discount of $824 thousand. The discount egms 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. Theetdeposit premium of $335 thousand will be acdreteer the estimated remaining life of
the related deposits as a reduction of interestesg. The core deposit intangible asset will berinedl on an accelerated basis over the
estimated average life of the core deposits.

All goodwill and core deposit intangible assetsiag from this acquisition are expected to be dedlecfor tax purposes.

-9-
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FINANCIAL INSTITUTIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unauditl)

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

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

Three months endec

March 31,
2013 2012

Net income $ 6,14¢ $ 6,19¢

Less: Preferred stock dividen 36¢€ 36¢

Net income available to common shareholc 5,781 5,821

Less: Earnings allocated to participating secug — 2

Net income available to common shareholders for $ 5,781 $ 5,82¢
Weighted average common shares outstani

Total shares issue 14,16: 14,16:

Unvested restricted stock awal (80) (127

Treasury share (365) (360)

Total basic weighted average common shares outsta 13,717 13,67¢

Incremental shares from assum

Exercise of stock optior 7 3

Vesting of restricted stock awar 43 55

Total diluted weighted average common shares oudstg 13,761 13,73

Basic earnings per common sh $ 0.4z $ 0.4:

Diluted earnings per common shi $ 0.4z $ 0.4z

Stock options covering 151 thousand and 318 thalisammon shares were excluded from the computafidiluted EPS for the three mon
ended March 31, 2013 and 2012, respectively, smegwere antidilutive.

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

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

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
March 31, 2013
Securities available for sale
U.S. Government agencies and government sponsoterpases $125,01¢ $ 3,48¢ $ 101 $128,40¢
State and political subdivisiol 211,98t 6,15( 262 217,87
Mortgagebacked securitie:
Federal National Mortgage Associati 158,19¢ 3,91¢ 26& 161,84¢
Federal Home Loan Mortgage Corporat 41,31« 1,39: — 42,70%
Government National Mortgage Associat 51,61¢ 3,23¢ — 54,854
Collateralized mortgage obligatior
Federal National Mortgage Associati 69,37 1,46¢ 14z 70,69
Federal Home Loan Mortgage Corporat 110,46: 1,10:% 747 110,81¢
Government National Mortgage Associat 62,61« 1,94: 42 64,51«
Privately issuet 29 1,092 — 1,121
Total collateralized mortgage obligatic 242 47 5,601 931 247,14
Total mortgag-backed securitie 493,60 14,14« 1,19¢ 506,55°
Asse-backed securitie 62 53¢ — 60C
Total available for sale securiti $830,67! $24,32: $ 1,55¢ $853,43
Securities held to maturity:
State and political subdivisiol $ 17,74 $ bBit $ — $ 18,26(
December 31, 201:
Securities available for sale
U.S. Government agencies and government sponsoterpases $128,09° $ 3,667 $ 69 $131,69!
State and political subdivisiol 188,99° 6,28t 72 195,21(
Mortgagebacked securitie:
Federal National Mortgage Associati 147,94t 4,39¢ 18¢ 152,15:
Federal Home Loan Mortgage Corporat 65,42¢ 1,43( — 66,85¢
Government National Mortgage Associat 56,16¢ 3,27¢ — 59,44¢
Collateralized mortgage obligatior
Federal National Mortgage Associati 60,80t 1,86t 2 62,66¢
Federal Home Loan Mortgage Corporat 78,58 1,911 — 80,49:
Government National Mortgage Associat 70,98¢ 2,16¢ — 73,157
Privately issuet 73 1,02t — 1,09¢
Total collateralized mortgage obligatic 210,44¢ 6,96¢ 2 217,41!
Total mortgag-backed securitie 479,98t 16,07: 19C 495,86¢
Asse-backed securitie 121 902 — 1,02¢
Total available for sale securiti $797,20: $ 26,92¢ $ 331 $823,79¢
Securities held to maturity:
State and political subdivisiol $ 17,90¢ $ b57¢ $ — $ 18,47¢

For the three months ended March 31, 2013, prodeenfssales of securities available for sale w&®25thousand and gross realized gains
were $892 thousand. For the three months endedhVBdrc2012, proceeds from sales of securities @biailfor sale were $360 thousand and
gross realized gains were $331 thousand.

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

(4.) INVESTMENT SECURITIES (Continued)

The scheduled maturities of securities availabtesébe and securities held to maturity at March2811L,3 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: $ 20,80: $ 20,89¢
Due from one to five yeal 95,75¢ 99,82
Due after five years through ten ye 365,31 373,33t
Due after ten yeal 348,80: 359,38(
$830,67! $853,43
Debt securities held to maturity:
Due in one year or le: $ 12,74( $ 12,81¢
Due from one to five yeal 4,212 4,47¢
Due after five years through ten ye 70¢€ 852
Due after ten yeal 87 11€
$ 17,74 $ 18,26(

There were no unrealized losses in held to matsggurities at March 31, 2013 or December 31, 20hPealized losses on investment
securities available for sale and the fair valuthefrelated securities, aggregated by investnaegory and length of time that individual

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

Less than 12 month 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
March 31, 2013
U.S. Government agencies and government sponsoterpases $2785 % 95 $2,91: $ 6 $30,76¢ $ 101
State and political subdivisiol 26,53: 262 — — 26,53: 262
Mortgagebacked securitie:
Federal National Mortgage Associati 37,06: 26& — — 37,06: 26E
Collateralized mortgage obligatior
Federal National Mortgage Associati 12,69: 14C 1,10z 2 13,79¢ 142
Federal Home Loan Mortgage Corporat 46,77( 747 — — 46,77( 747
Government National Mortgage Associat 3,33: 42 — — 3,33: 42
Total collateralized mortgage obligatic 62,79¢ 92¢ 1,102 2 63,89¢ 931
Total mortgag-backed securitie 99,85¢ 1,19¢ 1,102 2 100,96: 1,19¢
Total temporarily impaired securiti $154,24t $ 1551 $4,012 $ 8 $158,26: $ 1,55¢
December 31, 201
U.S. Government agencies and government sponsoterpases $ 13,26F $ 67 $2,967 $ 2 $1623: % 69
State and political subdivisiol 8,471 72 — — 8,471 72
Mortgagebacked securitie:
Federal National Mortgage Associati 25,20( 18¢ — — 25,20( 18¢
Collateralized mortgage obligatior
Federal National Mortgage Associati — — 1,17 2 1,17: 2
Total collateralized mortgage obligatic — — 1,17: 2 1,17¢ 2
Total mortgag-backed securitie 25,20( 18¢ 1,17: 2 26,37: 19C
Total temporarily impaired securiti $ 4693 $ 327 $4,14C 3 4 $5107¢ $ 331

-12-



Table of Contents

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

(4.) INVESTMENT SECURITIES (Continued)

The total number of security positions in the irte@nt portfolio in an unrealized loss position areh 31, 2013 was 104 compared to 52 at
December 31, 2012. At March 31, 2013, the Compauygositions in 6 investment securities with a ¥aiue of $4.0 million and a total
unrealized loss of $8 thousand that have beercantinuous unrealized loss position for more thambnths. There were a total of 98
securities positions in the Company’s investmenmtfplio, with a fair value of $154.2 million andtatal unrealized loss of $1.6 million at
March 31, 2013, that have been in a continuousalizesl loss position for less than 12 months. Tirealized 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 Compapgisfolio fluctuates as market interest rates cleang

The Company reviews investment securities on amwioggoasis for the presence of other-than-tempamapairment (“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 cimdit and (4) whether the Company has the intetiticgell the debt security or whether it
is more likely than not that it will be requiredgell the debt security before its anticipated vecy. The assessment of whether OTTI exists
involves a high degree of subjectivity and judgmeemd is based on the information then availabl@anagement.

No impairment was recorded in the three months @hierch 31, 2013. During the three months endedcMad, 2012, the Compal
recognized an OTTI charge of $91 thousand relatedprivately issued whole loan CMO that was deieechto be impaired due to credit
quality.

Based on management’s review and evaluation o€tmpany’s debt securities as of March 31, 2013d#i# securities with unrealized losses
were not considered to be OTTI. As of March 31,20ke Company does not have the intent to sello@itlye securities in a loss position and
believes that it is not likely that it will be reiged to sell any such securities before the ardieip recovery of amortized cost. Accordingly, ¢
March 31, 2013, management has concluded that lireédosses on its investment securities are tearg@and no further impairment loss has
been realized in the Company’s consolidated statesrad income.
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(5.) LOANS
The Company’s loan portfolio consisted of the faliog as of the dates indicated (in thousands):

Net Deferrec

Principal
Amount Loan (Fees)
Outstanding Costs Loans, Net

March 31, 2013
Commercial busines $ 259,05 $ 8 $ 259,06
Commercial mortgag 425,58t (957) 424,63!
Residential mortgag 126,05¢ 17C 126,22¢
Home equity 287,84 4,381 292,22!
Consumer indirec 563,42¢ 27,01: 590,44(
Other consume 24,58 11¢ 24,70(

Total $1,686,55 $ 30,73¢ 1,717,29i
Allowance for loan losse (25,82)

Total loans, ne $1,691,46.
December 31, 2012
Commercial busines $ 258,70t $ (32) $ 258,67
Commercial mortgag 414,28 (95¢) 413,32
Residential mortgag 133,34: 17¢ 133,52(
Home equity 282,50: 4,14¢ 286,64¢
Consumer indirec 559,96 26,83( 586,79
Other consume 26,65’ 107 26,76¢

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

Total loans, ne $1,681,01;

Loans held for sale (not included above) were casegrentirely of residential real estate mortgagestotaled $2.1 million and $1.5 million
of March 31, 2013 and December 31, 2012, respdgtive
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(5.) LOANS (Continued)

Past Due Loans Aging

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

Greater
30-59 Day: 60-89 Day: Than 9C Total Past Total
Past Due Past Due Days Due Nonaccrual Current Loans
March 31, 2013
Commercial busines $ 206 $ — $ — $ 206 $ 561¢ $ 253,23( $ 259,05
Commercial mortgag 523 — — 52: 2,761 422,29t 425,58t
Residential mortgag 292 — — 293 1,75¢ 124,00¢ 126,05¢
Home equity 38¢ 86 — 474 59¢ 286,77. 287,84
Consumer indirec 1,08¢ 95 — 1,17¢ 1,007 561,24. 563,42¢
Other consume 79 19 5 103 14 24,46 24,58
Total loans, gros $ 257F $ 20 $ 5 $2,78 $ 11,767 $1,672,011 $1,686,55
December 31, 201,
Commercial busines $ 16C $ — $ — $ 16C $ 3,41 $ 255,13 $ 258,70¢
Commercial mortgag 331 — — 331 1,79¢ 412,15: 414,28
Residential mortgag 37¢ — — 37¢€ 2,04( 130,92! 133,34:
Home equity 67k 10 — 68t 93¢ 280,87¢ 282,50:
Consumer indirec 1,661 163 — 1,82¢ 891 557,24 559,96:
Other consume 127 35 18 18C 25 26,45: 26,657
Total loans, gros $ 333 $ 206 $ 18 $355€ $ 9,107 $1,662,79 $1,675,45

There were no loans past due greater than 90 dalystél accruing interest as of March 31, 2013 Betember 31, 2012. There were $5
thousand and $18 thousand in consumer overdrafthwiere past due greater than 90 days as of M#kcB013 and December 31, 2012,
respectively. Consumer overdrafts are overdrawmsiepccounts which have been reclassified as Ibanhby 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 faven the current market rate for new debt
with similar risk, requesting additional collateradleasing collateral for consideration, or substig or adding a new borrower or guarantor.

The following table presents information relateda@ans modified in a TDR during the three monthqeés indicated (dollars in thousands).

Pre- Posk-
Modification Modification
Outstanding Outstanding
Number of
Recorded Recorded
Contracts Investment _Investment
March 31, 2013
Commercial busines 2 $ 18¢ $ 181
Commercial mortgag — — —
Total 2 $ 18¢ $ 181
March 31, 2012
Commercial busines 2 $ 43¢ $ 435
Commercial mortgag 1 46 46
Total 3 $ 47¢ $ 47¢
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(5.) LOANS (Continued)

All of the loans identified as TDRs by the Compavsre previously on nonaccrual status and repodetpaired loans prior to restructuring.
The modifications primarily related to extending timortization periods of the loans. All loansmastured during the three months ended
March 31, 2013 were classified as nonaccrual &8asth 31, 2013. Nonaccrual loans that are restradttemain on nonaccrual status, but 1
move to accrual status after they have performedrding to the restructured terms for a periodrobt The TDR classification did not have a
material impact on the Company’s determinatiorhefdllowance for loan losses because the modifi@asl were impaired and evaluated for a
specific reserve both before and after restructurin

There were no loans modified as a TDR within thevimus 12 months that defaulted during the threathmended March 31, 2013 or 2012.
For purposes of this disclosure, a loan modified @OR is considered to have defaulted when theol@r becomes 90 days past due.

Impaired Loans

Management has determined that specific commdo@ak on nonaccrual status and all loans that hadeheir terms restructured in a troul
debt restructuring are impaired loans. The follayiable presents the recorded investment, unpaidipal balance and related allowance of
impaired loans as of the dates indicated and aeerxprded investment and interest income recodrindmpaired loans for the three month
periods ended as of the dates indicated (in th@lsan

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investment (1) Balance®) Allowance Investment Recognizet
March 31, 2013
With no related allowance recorde
Commercial busines $ 1,07¢ $ 1,48¢ $ — $ 96C $ —
Commercial mortgag 827 91¢ — 88t —
1,90¢: 2,40z — 1,84¢ —
With an allowance recorde
Commercial busines 4,54( 4,54( 1,33t 2,957 —
Commercial mortgag 1,94( 1,94( 657 1,14t —
6,48( 6,48( 1,997 4,102 —

$ 8,38t $ 8,88: $ 1,99: $ 5,947 $ —

December 31, 2012
With no related allowance recorde

Commercial busines $ 962 $ 1,42 $ — $ 75t $ —
Commercial mortgag 911 1,002 — 1,31( —
1,87¢ 2,42 — 2,06t —

With an allowance recorde
Commercial busines 2,45( 2,45( 664 2,11« —
Commercial mortgag 88¢ 88¢ 31C 1,85¢ —
3,33¢ 3,33¢ 974 3,97 —

$ 521 $ 5,76¢ $ 974 $ 6,037 $ —

@ Difference between recorded investment and unpaidipal balance represents partial ch-offs.
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(5.) 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 weakresgerent in those classified as Substandard, tvttadded characteristic
that the weaknesses make collection or liquidatidull, on the basis of currently existing faotenditions, and values, highly
guestionable and improbable.

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

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

Commercial Commercial
Business Mortgage
March 31, 2013
Uncriticized $241,84¢ $410,67:
Special mentiol 5,53¢ 7,691
Substandar 11,667 7,21¢€
Doubtful — —
Total $ 259,05 $ 425,58t
December 31, 201;
Uncriticized $240,29: $400,57¢
Special mentiol 6,591 6,49¢
Substandar 11,82« 7,211
Doubtful — —
Total $ 258,70t $414,28:.

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

Residential
Home Consumer Other
Mortgage Equity Indirect Consumel
March 31, 2013
Performing $124,29¢ $287,24¢ $562,42: $24,56"
Non-performing 1,75¢ 59¢ 1,007 14
Total $126,05¢ $287,84« $563,42¢ $24,58:
December 31, 201;
Performing $131,30: $281,56: $559,07: $26,63:
Non-performing 2,04( 93¢ 891 25
Total $133,34: $282,50: $559,96:¢ $26,65"
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(5.) LOANS (Continued)

Allowance for Loan Losses

The following table sets forth, by loan class, leand the related allowance for loan losses dseofiates indicated and the changes in the
allowance for loan losses for the three month pisriended as of the dates indicated (in thousands):

Commercial Commercial Residential

Home Consumer Other
Business Mortgage Mortgage Equity Indirect Consumel Total
March 31, 2013
Allowance for loan losses
Beginning balanc $ 488 $ 658 $ 74C $ 1,28 $10,71f $ 51z $ 24,71
Chargeoffs 23¢ 3 162 26¢ 1,71¢ 252 2,64:
Recoveries 37 14 17 37 80¢& 137 1,04
Provision 48~ 37¢ 73 233 1,51( 29 2,70¢
Ending balanc: $ 5167 $ 6971 $ 668 $ 128: $1131: $ 42¢ $ 25,82
Evaluated for impairmen
Individually $ 133 $ 657 $ — $ — $ — $ — $ 1,99
Collectively $ 383 $ 6314 $ 668 $ 128: $1131: $ 42 $ 23,83
Loans:
Ending balanc $259,05: $425,58t $126,05¢ $287,84: $563,42¢ $24,58. $1,686,55.
Evaluated for impairmen
Individually $ 561¢ $ 2767 $ — $ — $ — $ — $ 8,38t
Collectively $253,43¢ $422,81¢ $126,05¢ $287,84: $563,42¢ $24,58. $1,678,16
March 31, 2012
Allowance for loan losses
Beginning balanc $ 403¢ $ 641¢ $ 858 $ 1,242 $10,18 $ 517 $ 23,26(
Chargeoffs 55 12C 10€ 4 1,39t 314 1,99¢
Recoveries 77 15 70 9 727 214 1,117
Provision (credit 32¢ 47¢% — 34 47¢ 70 1,38¢
Ending balanc $ 438 $ 6,788 $ 822 $ 1281 $ 999¢ $ 487 $ 23,76
Evaluated for impairmen
Individually $ 554 $ 672 $§ — $ — $ — $ — & 122
Collectively $ 383 $ 6,11€¢ $ 822 $ 1,281 $ 999¢ $ 487 $ 22,53
Loans:
Ending balanc $233,69( $407,29: $112,09¢ $232,92¢( $485,24« $23,32¢ $1,494,57
Evaluated for impairmen
Individually $ 186 $ 304 $ — $ — $ — $ — $ 4,90t
Collectively $231,82° $404,25; $112,09¢ $232,92( $485,24. $23,32¢ $1,489,67!
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(5.) LOANS (Continued)

Risk Characteristics

Commercial business loans primarily consist of soemsmall to mid-sized businesses in our marles ar a diverse range of industries. These
loans are of higher risk and typically are maderenbasis of the borrower’s ability to make repagitrfeom the cash flow of the borrower’s
business. Further, the collateral securing thedoaay depreciate over time, may be difficult toragge and may fluctuate in value. The credit
risk related to commercial loans is largely inflaed by general economic conditions and the regpitipact on a borrower’s operations or on
the value of underlying collateral, if any.

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

Residential mortgage loans and home equities (cgegpof 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@élyproperty 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 loalteteral.

Consumer indirect and other consumer loans mayl gnéater credit risk than residential mortgagane and home equities, particularly in the
case of other consumer loans which are unsecured e case of indirect consumer loans, secuyedkebreciable assets, such as automobile
or boats. In such cases, any repossessed colliieetiefaulted consumer loan may not providedetgaate source of repayment of the
outstanding loan balance. In addition, consumar tmdlections are dependent on the borrower’s oairtg financial stability, and thus are
more likely to be affected by adverse personaboistances such as job loss, illness or personétinatey. Furthermore, the application of
various federal and state laws, including banknypttd insolvency laws, may limit the amount whietm &e recovered on such loans.

(6.) GOODWILL AND OTHER INTANGIBLE ASSETS

The carrying amount of goodwill totaled $48.5 noitlias of March 31, 2013 and December 31, 2012gdbewill relates to the Company’s
primary subsidiary and reporting unit, Five StanBaThe Company performs a goodwill impairment tesain annual basis or more frequently
if events and circumstances warrant.

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

Amortization expense for the core deposit intaregibhs $101 thousand for the three months endedhVBdrc2013. There was no amortization
expense for the three months ended March 31, 284 af March 31, 2013, estimated core deposit intadagmortization expense for each of
the next five years is as follows:

2013 (remainder of yea $ 28t
2014 341
2015 29¢€
2016 251
2017 20t
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(7.) SHAREHOLDERS' EQUITY
Common Stock
The changes in shares of common stock were asM®llor the three month periods indicated:

Outstanding Treasury Issued

March 31, 2013

Shares outstanding at December 31, Z 13,787,70 373,88t 14,161,59
Restricted stock awards issL 33,03¢ (33,039 —
Restricted stock awards forfeit (6,237 6,237 —
Stock options exercise 80C (800) —
Treasury stock purchas (11,349 11,34¢ —

Shares outstanding at March 31, 2! 13,803,95 357,63¢ 14,161,59

March 31, 2012

Shares outstanding at December 31, 2 13,803,11 358,48 14,161,59
Restricted stock awards issL 48,74 (48,747 —
Restricted stock awards forfeit: (9,749 9,74¢ —
Stock options exercise 1,65(C (1,650 —
Treasury stock purchas (31,519 31,51¢ —

Shares outstanding at March 31, 2! 13,812,24 349,35t¢ 14,161,59

(8.) ACCUMULATED OTHER COMPREHENSIVE INCOME
The following table presents the components of rotbenprehensive loss for the three month periodg#ted (in thousands):

Pre-tax Net-of-tax
Amount Tax Effect Amount
March 31, 2013
Net unrealized losses on investment securi
Net unrealized losses arising during the pe $(2,947) $(1,166)  $(1,77¢)
Reclassification adjustment for gains includednicoime (892) (359 (539
Net unrealized losses on investment secut (3,839 (1,519 (2,315
Pension and pc-retirement obligations
Amortization of prior service bene (12 5) @)
Amortization of actuarial losst 341 13t 20€
Pension and pc-retirement obligations, ni 32¢ 13C 19¢
Other comprehensive lo $(3,505)  $(1,389 $(2,116)
March 31, 2012
Net unrealized losses on investment securi
Net unrealized losses arising during the pe $(1,837) $ (728)  $(1,109
Reclassification adjustment for gains includednicoime (33)) (137) (200
Reclassification adjustment for impairment charigetided in incom 91 36 55
Net unrealized losses on investment secut (2,077 (823 (1,259
Pension and pc-retirement obligations
Amortization of prior service bene (12 (5) (7
Amortization of actuarial losst 347 13€ 20¢
Pension and pc-retirement obligations, ni 33t 13: 202
Other comprehensive lo $(1,747) $ (690 $(1,059)
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(8.) ACCUMULATED OTHER COMPREHENSIVE INCOME (Contin ued)

The following table presents the changes in eadlpoment of accumulated other comprehensive incéoss)( net of tax, for the three months
ended March 31, 2013 (in thousands):

Net Unrealizec

Gains and

Losses on Pension and
Investment Post-retirement
Securities Obligations Total
Balance at beginning of year $ 16,06( $(12,807) $ 3,25¢
Other comprehensive loss before reclassificat (1,77¢ 19¢ (1,579
Amounts reclassified from accumulated other comgmsive
income (539 — (539
Net current period other comprehensive | (2,319 19¢ (2,116
Balance at end of peric $ 13,74¢ $(12,60¢) $1,13d

The following table presents the amounts reclassifiut of each component of accumulated other celemsive income (loss) for the three
months ended March 31, 2013 (in thousands):

Amount
Reclassified fron

Accumulated

Other
Details About Accumulated Other Comprehensive Affected Line Item in the
Comprehensive Income Component Income Consolidated Statement of Incomt
Realized gain on sale of investment Net gain on disposal of investme
securities $ 89z securities
(359 Income tax expens
$ 53¢ Net of tax
Pension and pc-retirement obligation
Amortization of prior service
benefit® $ (12 Salaries and employee bene
Amortization of actuarial loss¢? 341 Salaries and employee bene
32¢ Total before ta
(130 Income tax expens
$ 19¢ Net of tax

@ These items are included in the computation opeeibdic pension cost. See Note 10 — Employee BePleins for additional
information.

(9.) SHARE-BASED COMPENSATION PLANS

The Company maintains certain stock-based comgengalans that were approved by the Comparsjyiareholders 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 grant of compensation awards to atfnaotivate and retain employees, executive affieend 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 33,035 restrictedestia certain members of management during tlee ttmonths ended March 31, 2013.
Fifty percent of the shares subject to each gradlhbe earned based upon achievement of an EP8&rpeathce requirement for the Company’s
fiscal year ended December 31, 2013. The remaififiggoercent of the shares will be earned basethenCompanys achievement of a relati
total shareholder return (“TSR”) performance reguient, on a percentile basis, compared to a defirmgb of peer companies over a three-
year performance period ended December 31, 20Xk5shares earned based on the achievement of thariEPESR performance requireme
if any, will vest based on the recipient’s continaservice to the Company on December 31, 2015rdsigcted stock awards do not have
rights to dividends or dividend equivalents.
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(9.) SHARE-BASED COMPENSATION PLANS (Continued)

The grant-date fair value of the TSR portion of éineard granted during the three months ended Mait¢cR013 was determined using the
Monte Carlo simulation model on the date of grassuming the following (i) expected term of 2.8&rge (ii) risk free interest rate of 0.42%,
(iii) expected dividend yield of 3.59% and (iv) eqted stock price volatility over the expected tefithe TSR award of 37.2%. The grant-date
fair value of all other restricted stock awardedsial to the closing market price of our commomwlstn the date of grant.

The following is a summary of restricted stock aavactivity for the three months ended March 31,3201

Weighted

Average

Market

Number of Price at
Shares Grant Date
Outstanding at beginning of year 79,58( $ 16.8¢
Grantec 33,03t 16.0¢
Vested (30,049 16.6
Forfeited (6,237 17.1¢
Outstanding at end of peric 76,33( $ 16.5¢

As of March 31, 2013, there was $675 thousand céeognized compensation expense related to unvesgaitted stock awards that is
expected to be recognized over a weighted averagedoof 2.0 years.

The Company uses the Black-Scholes valuation methedtimate the fair value of its stock option edga There were no stock options
awarded during 2013 or 2012. The following is a swary of stock option activity for the three mondraled March 31, 2013 (dollars in
thousands, except per share amounts):

Weighted
Weighted Average
Average Remaining Aggregate
Number of Exercise Contractual Intrinsic
Options Price Term Value
Outstanding at beginning of year 319,27! $ 20.22
Exercisec (800 15.8¢
Expired (29,616 21.6¢
Outstanding and exercisable at end of pe 288,85¢ $ 20.0¢ 2.6 year $ 177

As of March 31, 2013, all compensation expensdeaélto stock options had been fully recognizedrevipus periods.

The aggregate intrinsic value (the amount by whiehmarket price of the stock on the date of eserekceeded the market price of the stock
on the date of grant) of option exercises for tire¢ months ended March 31, 2013 and 2012 waso$3dhd and $2 thousand, respectively.
The total cash received as a result of option ésesainder stock compensation plans for three msamtbed March 31, 2013 and 2012 was
thousand and $26 thousand, respectively.

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

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

Three months endec

March 31,
2013 2012
Salaries and employee benefits $ 85 $ 127
Other noninterest expen 17 15
Total shar-based compensation expel $ 10z $ 142
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(10.) EMPLOYEE BENEFIT PLANS
The components of the Company’s net periodic bergfiense for its pension and post-retirement abbgs were as follows (in thousands):

Three months endec

March 31,
2013 2012
Service cost $ 51€ $ 50¢
Interest cost on projected benefit obligat 50¢ 50¢
Expected return on plan ass (921) (803)
Amortization of prior service bene (12 (12
Amortization of actuarial loss¢ 341 347
Net periodic benefit expen: $ 42¢ $ 54€

The net periodic benefit expense is recorded asrgponent of salaries and employee benefits in dnsaidated statements of income. The
Company’s funding policy is to contribute, at a miom, an actuarially determined amount that witissg the minimum funding requirements
determined under the appropriate sections of IatdRevenue Code. The Company has no minimum regdjaoetribution for the 2013 fiscal
year, but elected to contribute $8.0 million togension plan prior to December 31, 2C

(11.) COMMITMENTS AND CONTINGENCIES

The Company has financial instruments with off-baksheet risk established in the normal courdrisihess to meet the financing needs of
its customers. These financial instruments 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 essentiléysame as that involved with extending loarmugiomers. The Company uses the same crec
underwriting policies in making commitments and ditional obligations as for on-balance sheet imsgnts.

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

December 31

March 31,
2013 2012
Commitments to extend credit $432,39! $ 435,94¢
Standby letters of crec 8,917 9,22:

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

The Company also extends rate lock agreementsrtovbers related to the origination of residenti@rtgage loans. To mitigate the interest
rate risk inherent in these rate lock agreementswthe 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 derivativesaaedecorded at fair value. Forward sales commitsietaled $1.4 million and $1.8

million at March 31, 2013 and December 31, 2018peetively. In addition, the net change in the Vaiues of these derivatives was recogn
as other noninterest income or other nonintergstese in the consolidated statements of income.
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(12.) 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 feniital assets or liabilities that the reportingtgrnas the ability to access
at the measurement da

. Level 2- Inputs other than quoted prices included in Léviiat are observable for the asset or liabiétther directly or indirectly.
These might include quoted prices for similar aseetiabilities in active markets, quoted pricesifientical or similar assets or
liabilities in markets that are not active, inpatker than quoted prices that are observable toasiset or liability (such as interest
rates, volatilities, prepayment speeds, credistiskc.) or inputs that are derived principallynfiror corroborated by market data by
correlation or other mear

. Level 3- Unobservable inputs for determining the fair wswf assets or liabilities that reflect an ensityivn assumptions about -
assumptions that market participants would useiaging 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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(12.) 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.

Assets Measured at Fair Value

The following tables present 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 indicatedchsands).

Quoted Prices ir

Significant
Active Markets Other Significant
for Identical Observable Unobservable
Assets or
Liabilities Inputs Inputs
(Level 1) (Level 2) (Level 3) Total
March 31, 2013
Measured on a recurring basis:
Securities available for sal
U.S. Government agencies and government
sponsored enterpris $ — $128,40¢ $ — $128,40¢
State and political subdivisiol — 217,87: — 217,87:
Mortgagebacked securitie — 506,55 — 506,55°
Asse-backed securitie:
Trust preferred securitie — 344 — 344
Other — 25€ — 25€
$ — $853,43 $ — $853,43°
Measured on a nonrecurring basis
Loans:
Loans held for sal $ — $ 2,14: $ — $ 2,14:
Collateral dependent impaired loe — — 4,48¢ 4,48¢
Other asset:
Loan servicing right — — 1,65¢ 1,654
Other real estate ownt — — 371 371
$ — $ 2,14 $ 6,51 $ 8,65¢
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(12.) FAIR VALUE MEASUREMENTS (Continued)

Quoted Prices ir

Significant
Active Markets Other Significant
for Identical Observable Unobservable
Assets or
Liabilities Inputs Inputs
(Level 1) (Level 2) (Level 3) Total
December 31, 201:
Measured on a recurring basis:
Securities available for sal
U.S. Government agencies and government
sponsored enterpris $ — $131,69! $ — $131,69!
State and political subdivisiol — 195,21( — 195,21(
Mortgage-backed securitie — 495,86¢ — 495,86¢
Asse-backed securitie:
Trust preferred securitie — 754 — 754
Other — 26¢ — 26¢
$ — $823,79¢ $ — $823,79¢
Measured on a nonrecurring basis
Loans:
Loans held for sal $ — $ 1,51¢ $ — $ 1,51¢
Collateral dependent impaired loe — — 2,36¢ 2,36¢
Other asset:
Loan servicing right — — 1,71¢ 1,71¢
Other real estate own — — 184 184
$ — $ 1,51¢ $ 4,260 $ 5,78t

There were no transfers between Levels 1 and 2glthie three months ended March 31, 2013. There n@fiabilities measured at fair value
on a recurring or nonrecurring basis during the¢tmonth periods ended March 31, 2013 and 2012.

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

Fair Unobservable Input
Assel Value Valuation Technique Unobservable Input Value or Range
Collateral dependent impaired loans Appraisal of collaters . . .
P P $4,48¢ mpp Appraisal adjustment®@ 16%- 100% discout

Discounted cash flov Discount rate 4.8% ®
Risk premium rati 10.1% ©®
Loan servicing right 1,65¢ Discounted cash flov Discount rate 4.4% )
Constant prepayment ri 28.0%
Other real estate owned Appraisal of collaters . . .
371 mpp Appraisal adjustment® 6% - 53% 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 qigkt factors such as economic conditions and esgichliquidation 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 March 31, 2013. The Company transferred #tleoassets classified as Level 3 assets at DesreBih 2011 to Level 2 during the three
months ended March 31, 2012. The transfers of the &illion of pooled trust preferred securitieg ofiLevel 3 was primarily the result of
using observable pricing information or a thirdtparicing quote that appropriately reflects thi fealue of those securities, without the need
for adjustment based on our own assumptions reggttie characteristics of a specific security erdbrrent liquidity in the market.
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(12.) FAIR VALUE MEASUREMENTS (Continued)

Disclosures about Fair Value of Financial Instrumets
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 March 31, 2013 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 $ 84,79 $ 84,79: $ 60,43¢ $ 60,43¢
Securities available for sa Level 2 853,43° 853,43° 823,79¢ 823,79¢
Securities held to maturit Level 2 17,74° 18,26( 17,90¢ 18,47¢
Loans held for sal Level 2 2,14: 2,15¢ 1,51¢ 1,547
Loans Level 2 1,686,97! 1,707,69 1,678,64 1,701,41
Loans® Level 3 4,48¢ 4,48¢ 2,36¢ 2,36¢
Accrued interest receivab Level 1 9,00¢ 9,00¢ 7,84: 7,84:
FHLB and FRB stocl Level 2 10,56¢ 10,56¢ 12,32: 12,32:
Financial liabilities:
Non-maturity deposit: Level 1 1,771,95 1,771,95 1,606,85! 1,606,85!
Time deposit: Level 2 637,53¢ 640,43¢ 654,93¢ 658,34:
Shor-term borrowings Level 1 139,62( 139,62( 179,80¢ 179,80¢
Accrued interest payab Level 1 3,86¢ 3,86¢ 3,81¢ 3,81¢

@ Comprised of collateral dependent impaired lo.
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ITEM 2. Management'’s Discussion and Analysis of Fiancial Condition and Results of Operations

This Quarterly Report on Form 10-Q should be read in conjunction with the more detailed and comprehensive disclosures included in our
Annual Report on Form 10-K for the year ended December 31, 2012. In addition, please read this section in conjunction with our Consolidated
Financial Statements and Notes to Consolidated Financial Statements contained herein.

FORWARD LOOKING INFORMATION

Statements and financial analysis contained indb@iment that are not historical facts are forwaoling statements made pursuant to the
safe harbor provisions of the Private Securitiggation Reform Act of 1995 (the “Act”Forward looking statements describe our futureq
strategies and expectations and are based onrcassimptions. Words such as “may,” “could,” “stigutwould,” “believe,” “anticipate,”
“estimate,” “expect,” “intend,” “plan,” “target,” grojects,” and other similar expressions are inéehith 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 undes heading “Risk Factors” in Item 1A of Part | afrAnnual Report on Form 1K-for the yeal
ended December 31, 2012, could affect our finarm@alormance and could cause our actual resuts@rmstances for future periods to differ
materially from those anticipated or projected.

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

GENERAL

Financial Institutions, Inc. is a financial holdiogmpany headquartered in New York State that ges/banking and nonbanking financial
services to individuals and businesses primaritated in our Western and Central New York footphiie have also expanded our indirect
lending network to include relationships with fraised automobile dealers in the Capital DistricNefv York and Northern Pennsylvania.
Through our wholly-owned banking subsidiary, Fivar®8ank, we provide a wide range of services uiditlg business and consumer loan anc
depository services, as well as other traditiomallding services. Through our nonbanking subsidigne Star Investment Services, Inc., we
provide brokerage and investment advisory sentizassipplement our banking business. ReferencethéoCompany”, “we”, “our” or “us”

mean the consolidated reporting entity and refarsitag “the Bank” mean Five Star Bank.

Our primary sources of revenue, are net interestnre (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 ralesiness spending, consumer confidence, economnaigrand competitive conditions within
the marketplace. We are not able to predict marketest rate fluctuations with certainty and osset/liability management strategy may not
prevent interest rate changes from having a 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 surrougdiar banking centers. We believe this
focus allows us to be more responsive to our custsnmeeds and provide a high level of personalicethat differentiates us from larger
competitors, and results in long-standing and bimeskd banking relationships. Our core customerpr@marily comprised of households,
small- to medium-sized businesses, professionalsammunity organizations who prefer to build akiag relationship with a community
bank that offers and combines high quality, contivetiy-priced banking products and services withspaalized service. We believe that our
level of personal service provides us with a coitipetadvantage over larger banks, which tend twsotidate decision-making authority
outside local communities.

A key aspect of our current business strategy fester a community-oriented culture where our cogrs and employees establish long-
standing and mutually beneficial relationships. Mééeve that we are well-positioned to be a stromgpetitor within our market area because
of our focus on community banking needs and cust@®evice, our comprehensive suite of deposit and products typically found at larger
banks, our highly experienced management team ansti@tegically located banking centers. A cereat of our strategy is generating core
deposits to support growth of a diversified anchkigality loan portfolio.
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2012 Branch Acquisitions

On January 19, 2012, the Bank entered into agretsmeéth First Niagara Bank, National Associatiofifst Niagara”) to acquire four retail
bank branches in Medina, Brockport, Batavia andefab, New York (the “First Niagara Branches”) dndr retail bank branches previously
owned by HSBC Bank USA, National Association (“HSB@® Elmira, Elmira Heights, Horseheads and Alhidlew York (the “HSBC
Branches”). First Niagara assigned its rights ®H$SBC branches in connection with its acquisitbriSBC’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 thistfiagara Branches was completed on June 22, &0d 2he transaction to acquire the
HSBC Branches was completed on August 17, 2012 coheined assets acquired and deposits assumled iwd transactions were recorded
at their estimated fair values as follows (in thenas):

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

The transactions were accounted for using the aitiui method of accounting and accordingly, asaetgiired, liabilities assumed and
consideration exchanged were recorded at 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. During the three months ended Marc2813, the Company recorded a decrease to the éstirffar value of liabilities assumed ¢
an increase to the related deferred income taxesdoapon information obtained subsequent to theisitign. In addition to changes in those
assets and liabilities, the revisions resulted ieduction in goodwill approximating $432 thousand.

The Company acquired the loan portfolios at avalue discount of $824 thousand. The discount egms 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. Thretdeposit premium of $335 thousand will be acdreteer the estimated remaining life of
the related deposits as a reduction of interestesg. The core deposit intangible asset will berinedl on an accelerated basis over the
estimated average life of the core deposits.

All goodwill and core deposit intangible assetsiag from this acquisition are expected to be dgdigcfor tax purposes.
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RESULTS OF OPERATIONS
Summary of Performance

Net income for the first quarter of 2013 was $6illiom compared to $6.2 million for the first quartof 2012. Net income available to comn
shareholders was $5.8 million, which resulted imems of $0.42 per diluted share for both thet fipgarter of 2013 and 2012. Return on
average equity was 9.75% and return on averagésagsas 0.90% for the first quarter of 2013, comgare10.36% and 1.06%, respectively,
the first quarter of 2012.

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 &athount and composition of earning assets
and interest-bearing liabilities, as well as thes#évity of the balance sheet to changes in irsterates, including characteristics such as the
fixed or variable nature of the financial instrurtgrcontractual maturities and repricing frequesicie

Interest rate spread and net interest margin dizedtto measure and explain changes in net 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 maxgigeds the interest rate spread because
noninterest-bearing sources of funds (“net freal&lij principally noninterest-bearing demand deggoaind stockholders’ equity, also support
earning assets. To compare tax-exempt asset 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

March 31,
2013 2012
Interest income per consolidated statements ofmeco $24,74¢ $23,45(
Adjustment to fully taxable equivalent ba 62€ 507
Interest income adjusted to a fully taxable eq@mtibasis 25,37¢ 23,95%
Interest expense per consolidated statements oifia 1,861 2,50¢
Net interest income on a taxable equivalent t $23,51¢ $21,44¢

Net interest income on a taxable equivalent basithie three months ended March 31, 2013, was $88i6n, an increase of $2.1 million «
10% versus the comparable quarter last year. Tdrease in taxable equivalent net interest incomepwianarily attributable to favorable
volume variances (as changes in the balances andfraarning assets and interest-bearing liatsliidded $3.9 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 incomelbg illion).

During the first quarter of 2013, we utilized th@peeds of short-term FHLB advances to purchade-duiglity investment securities as part of
a leverage strategy of approximately $100 milli@uor purchase of investment securities was compo$eabrtgage-backed securities, U.S.
Government agencies and sponsored enterprise bodsx-exempt municipal bonds. All of the secesitpurchased were of high credit
quality with a low to moderate duration. This st@t allowed us to increase net interest incomeking advantage of the positive interest rate
spread between the FHLB advances and the newlyradgavestment securities. While the underlyingel@ge strategy contributed to a lower
net interest margin, it successfully increasedmetest income by approximately $270 thousandhénfirst quarter 2013.

The net interest margin for the first quarter o12@vas 3.73%, 32 basis points lower than 4.05%h@isame period in 2012. This comparable
period decrease was a function of a 28 basis pleicitease in interest rate spread, combined withasi$ point lowecontribution from net fre
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 resataif basis point decrease in the yield on earrssgta and a 22 basis point decrease in the cc
of interest-bearing liabilities.

The Federal Reserve has left the Federal fundsiretieanged at 0.25% since 2010. During 2011, therfaé Reserve disclosed that short-term
interest rates would be held near zero througbastIthe middle of 2013, in anticipation of low\gtb and little risk of inflation. In April 2012,
the Federal Reserve further announced that inteaest will likely remain at exceptionally low ldgghrough late 2014.
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For the first quarter of 2013, the yield on averagming assets of 4.03% was 50 basis points |tvaerthe first quarter of 2012. Loan yields
decreased 41 basis points to 4.83%. Commerciahbéssiand consumer indirect loans in particulah dotvn 68 basis points, experienced
lower yields given the competitive pricing pressuirea low interest rate environment. The yieldrorestment securities dropped 44 basis
points to 2.39%, also impacted by the lower intera® environment, prepayments of mortgage-relsegstment securities and the previously
mentioned leverage strategy. Overall, earning aasetchanges reduced interest income by $2.50omitluring the first quarter of 2013, but t
was more than offset by a favorable volume varighaedrove a $3.9 million increase in interesbime.

The cost of average interest-bearing liabilitie® &7% in the first quarter of 2013 was 22 basisfgdower than the first quarter of 2012,
reflecting the lower rate environment, mitigatedabfpcus on product pricing to retain balances. ddst of short-term funding decreased 6
basis points to 0.40% for the first quarter of 203e interesbearing liability rate changes resulted in $7148and of lower interest expen
which was partly offset by a $66 thousand voluniateg increase in interest expense.

Average interest-earning assets were $2.547 bilbofirst quarter 2013, an increase of $421.8iomllor 20% from the comparable quarter las
year, with average loans up $210.2 million and agersecurities up $211.4 million. The growth inrage loans was comprised of increase

all loan categories, with consumer loans up $18tlkon, commercial loans up $43.3 million and Etial mortgage loans up $16.3 million.
The growth in average securities was a result\@sting excess cash from the branch acquisitiombawed with the previously described
leverage strategy.

Average interest-bearing liabilities of $2.027ibifl in first quarter of 2013 were $326.9 million1¥% higher than the first quarter of 2012. Or
average, interest-bearing deposits grew $232.6omjlwhile noninterest-bearing demand depositgitecipal component of net free funds)
were up $94.8 million. The increase in average digpavas primarily attributable to retail deposissumed in the branch acquisitions. Averag
short-term borrowings increased $94.3 million betwéhe first quarter periods.
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The following table sets forth certain informatiaiating to the consolidated balance sheets atettefthe average yields earned on interest-
earning assets, as well as the average rates paidevest-bearing liabilities for the periods icatied (in thousands).

Three months ended March 31

2013 2012
Average Average Average Average
Balance Interest Rate Balance Interest Rate
Interest-earning assets
Federal funds sold and inter-earning deposit $ 32 $ — 021% $ 94 $ — 0.2%
Investment securitie®:
Taxable 622,92: 3,20z 2.0¢ 479,56: 2,97 2.4¢
Tax-exempi®@ 213,34t 1,79¢ 3.37 145,32( 1,44¢ 3.9¢
Total investment securitie 836,27( 4,99 2.3¢ 624,88: 4,421 2.8¢
Loans:
Commercial busines 258,95¢ 2,871 4.5(C 231,86! 2,72 4.7
Commercial mortgag 418,24 5,28¢ 5.12 402,00° 5,50z 5.5C
Residential mortgag 130,42! 1,65( 5.0¢€ 114,16¢ 1,547 5.4z
Home equity 288,99: 3,021 4.2¢ 233,55( 2,49t 4.3C
Consumer indirec 588,06 6,852 4.7: 494,86: 6,65( 5.41
Other consume 25,53t 70C 11.17 23,55¢ 61E 10.5(
Total loans 1,710,22 20,37¢ 4.8% 1,500,00: 19,53¢ 5.2¢
Total interes-earning asse! 2,546,81 25,37t 4.0z 2,124,98! 23,95% 4.5:
Allowance for loan losse (24,785 (23,83¢)
Other nonintere-earning asse! 258,17 241,58t
Total asset $2,780,20! $2,342,73
Interest-bearing liabilities:
Deposits:
Interes-bearing deman $ 494,65 $ 13¢ 0.1% $ 392,35] $ 14¢ 0.1%%
Savings and money mark 693,68: 22C 0.1z 507,54: 283 0.2z2
Time deposit: 647,55; 1,31 0.8 703,37: 1,96¢ 1.12
Total interes-bearing deposit 1,835,88! 1,671 0.37 1,603,26: 2,39¢ 0.6(
Shor-term borrowings 191,41. 19C 0.4C 97,09: 111 0.4¢€
Total interes-bearing liabilities 2,027,30. 1,861 0.37 1,700,36. 2,50¢ 0.5¢
Noninteres-bearing demand depos 481,90¢ 387,15:
Other nonintere-bearing liabilities 15,167 14,70:
Shareholder equity 255,83. 240,51¢
Total liabilities and sharehold¢ equity $2,780,20! $2,342,73
Net interest income (t-equivalent) $23,51¢ $21,44¢
Interest rate spree 3.66% 3.94%
Net earning asse $ 519,51t $ 424,61
Net interest margin (t-equivalent 3.7%% 4.05%
Ratio of average interest-earning assets to avéndgest-
bearing liabilities 125.6% 124.9%

@ Jnvestment securities are shown at amortized qubireclude no-performing securities
@ The interest on t=exempt securities is calculated on a tax equivdlasts assuming a Federal tax rate of 3
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The following table presents, on a tax equivaledi$, the relative contribution of changes in vadsrand changes in rates to changes in net
interest income for the periods indicated. The glean interest not solely due to changes in volomeate has been allocated in proportion to
the absolute dollar amounts of the change in eadhgusands):

Three months endec
March 31, 2013 vs. 201,

Increase (decrease) in Volume Rate Total
Interest income:
Federal funds sold and inter-earning deposit $ — $ — $ —
Investment securitie:
Taxable 792 (562) 23C
Tax-exempt 59¢ (253) 34¢€
Total investment securitie 1,391 (81%) 57€
Loans:
Commercial busines 30¢€ (162) 144
Commercial mortgag 21€ (433) (217)
Residential mortgag 21C (107) 103
Home equity 581 (55) 52€
Consumer indirec 1,15¢ (959) 202
Other consume 53 32 85
Total loans 2,521 (1,679 843
Total interest income 3,917 (2,499 1,41¢
Interest expense
Deposits:
Interes-bearing deman 33 (42) (8)
Savings and money mark 83 (14¢€) (63)
Time deposit: (14€) (510 (65€)
Total interes-bearing deposit (30 (697) (727)
Shor-term borrowings 96 (17) 79
Total interest expense 66 (714) (64¢)
Net interest income $3,84¢€ $(1,779) $2,067

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. The provision for loan losses for the fitgtarter of 2013 was $2.7 million, compared to
$1.4 million for the same period in 2012. The dovaalg of a $3.4 million commercial credit relatioipstiuring the first quarter of 2013
resulted in a $570 thousand increase in the pavifsr loan losses. See the “Allowance for Loandsss and “Non-Performing Assets and
Potential Problem Loans” sections of this Managdmddiscussion and Analysis for further discussion.
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Noninterest Income
The following table details the major categoriesofinterest income for the periods presentedhsands):

Three months endec

March 31,
2013 2012

Service charges on deposits $2,141 $1,83¢
ATM and debit carc 1,24¢ 1,077
Brokel-dealer fees and commissic 69¢ 587
Company owned life insurani 41E 42€
Net gain on sale of loans held for s 20C 338
Net gain on disposal of investment securi 892 331
Loan servicing 73 94
Impairment charges on investment secur — (92)
Net gain on disposal of other ass 1 6
Other 882 852

Total noninterest incom $6,55: $5,451

The components of noninterest income fluctuatedismussed below.

Service charges on deposit accounts and ATM anitl cldal income increased $306 thousand and $11&#mal, respectively, when compa
the first quarter of 2013 to the same quarteryjaat. These increases reflect volume related growfibes resulting from the 2012 branch
acquisitions.

Broker-dealer fees and commissions were up $112stval or 19% for the first quarter of 2013 compaoe2012. Broker-dealer fees and
commissions fluctuate mainly due to sales voluntachvincreased during the first quarter of 2012 assult of favorable market conditions
and new business opportunities.

Gains from the sale of loans held for sale were3§h8usand lower than in the first quarter of 2@L2 to decreased origination volume.

Noninterest income in the first quarter 2013 inelddjains totaling $892 thousand from the sale reftlsecurities compared to gains of $
thousand from the sale of one security in the {jitsrter of 2012. All of the gains resulted frore #ale of pooled trust-preferred securities that
were written down in prior periods and includedon-performing assets prior to their sale.

No impairment was recorded in the first quarte2@f3. During the first quarter of 2012, we recogdian OTTI charge of $91 thousand rel:
to a privately issued whole loan CMO that was deieed to be impaired due to credit quality.
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Noninterest Expense
The following table details the major categoriesofhinterest expense for the periods presentetthidinsands):

Three months endec

March 31,
2013 2012

Salaries and employee benefits $ 9,70¢ $ 9,05¢
Occupancy and equipme 3,16¢ 2,77(C
Professional service 937 711
Computer and data process 704 60C
Supplies and posta¢ 68C 45¢
FDIC assessmen 361 297
Advertising and promotion 214 101
Other 1,81( 1,66¢

Total noninterest expen: $17,58¢ $15,65:

The $1.9 million increase in noninterest expendaénfirst quarter of 2013 over the first quarteR012 was primarily attributable to
incremental operating costs associated with th 20anch acquisitions. The components of nonintergsense fluctuated as discussed below

Salary and employee benefits increased $653 thdusarn for the first quarter of 2013, compare@@4d2, reflecting higher salaries expense
due to an increased number of employees and anrarélincreases, as well as a corresponding inereagayroll-related taxes. Full time
equivalent employees totaled 621 and 566 at Mat¢l2@13 and 2012, respectively.

Occupancy and equipment, computer and data progeasd supplies and postage, increased collectbyefy7 25 thousand in the first quarter
of 2013 when compared to the same period one yehere The increase was primarily related to thangh in the branch network related to
2012 branch acquisitions.

Professional fees increased by $226 thousand ifirtteuarter of 2013 compared to the same parid012, due in part to executive
management transitions and other corporate goveenaitiatives.

FDIC assessments increased $64 thousand durirfjgheuarter of 2013 compared to the same quéattryear, a direct result of the growth in
our balance sheet.

Advertising and promotions costs were up $113 énfitst quarter of 2013 compared to the same pexigéar earlier due to the timing of
marketing campaigns and new product launches.

Other noninterest expense was $1.8 million in tret quarter of 2013 compared to $1.7 million ie fivst quarter of 2012. The first quarter of
2013 included $101 thousand of core deposit intdegimortization expense related to the 2012 brarguisitions. There was no amortizatior
expense for the first quarter of 2012.

The efficiency ratio for the first quarter of 200@&s 59.87% compared with 58.59% for the first qeraof 2012. The efficiency ratio is
calculated by dividing total noninterest expensejwaling other real estate expense and amortizafiémangible assets, by net revenue,
defined as the sum of tax-equivalent net interestrne and noninterest income before net gainsrapdirment charges on investment
securities. An increase in the efficiency ratioidades that more resources are being utilized teigge the same volume of income, while a
decrease would indicate a more efficient allocatibresources.

Income Taxes

For the three months ended March 31, 2013, we dedoncome tax expense of $3.0 million, versus $dIon a year ago. The change in
income tax was due in part to lower pre-tax incagng the first quarter of 2013. The effective tates for the first quarter of 2013 and 2012
were 32.8% and 33.7%, respectively. The lower #&ffecax rate for the first quarter of 2013 wa®sault of the greater impact of tax-exempt
income on lower taxable income. Effective tax ratesimpacted by items of income and expense teat@ subject to federal or state taxat
Our effective tax rates reflect the impact of thiésms, which include, but are not limited to, ime&t income from tax-exempt securities and
earnings on company owned life insurance.
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ANALYSIS OF FINANCIAL CONDITION

INVESTING ACTIVITIES

Investment Securities

'Lhe follodwi)ng table sets forth selected informatiegarding the composition of our investment sei@sriportfolio as of the dates indicated (in
thousands):

Investment Securities Portfolio Compositior

March 31, 2013 December 31, 201
Amortized Fair Amortized Fair
Cost Value Cost Value

Securities available for sale
U.S. Government agencies and governi-sponsored enterprise securit ~ $125,01¢ $128,40¢ $128,09° $131,69!

State and political subdivisiol 211,98¢ 217,87: 188,99 195,21(

Mortgagebacked securitie:
Agency mortgag-backed securitie 493,58 505,43t 479,911 494,77(
Non-Agency mortgag-backed securitie 29 1,121 73 1,09¢
Asse-backed securitie®) 62 60C 121 1,02%
Total available for sale securiti 830,67! 853,43 797,20: 823,79t

Securities held to maturity:
State and political subdivisiol 17,74 18,26( 17,90t 18,47¢
Total investment securitie $848,42. $871,69' $815,10¢ $842,27:

@ Includes non-performing investment securities. ‘S&m-Performing Assets and Potential Problem Loansler the section titled

“Lending Activitie?” included herein for additional informatic

Investment securities available for sale incre#296 million or 4%, from $823.8 million at Decemi#., 2012 to $853.4 million at March !
2013. As previously discussed, we utilized the peats from short-term FHLB advances to purchase-digtity investment securities as part
of a leverage strategy of approximately $100 milli@ur purchase of investment securities was caegrof mortgage-backed securities, U.S.
Government agencies and sponsored enterprise bodsx-exempt municipal bonds. This strategy albws to increase net interest income
by taking advantage of the positive interest ratead between the FHLB advances and the newly @extjiivestment securities.

Impairment Assessment

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

or principal payments, any changes to the ratinth@Security by a rating agency, and recoverieslditional declines in fair value subsequen
to the balance sheet date. The assessment of wiitHe exists involves a high degree of subjecyidhd judgment and is based on the
information available to management at a pointriret

Securities Deemed to be Other-Than-Temporarily Impaed

There were no securities deemed to be other-thapdrarily impaired during the three months endedd#&1, 2013. During the three months
ended March 31, 2012, we recognized an OTTI chaf§®1 thousand on a privately issued whole loarQCtiat we determined was other-
than-temporarily impaired due to credit quality.
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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

March 31, 2013 December 31, 201,
% of % of
Amount Total Amount Total
Commercial business $ 259,06: 15.1% $ 258,67 15.2%
Commercial mortgag 424,63! 24.7 413,32 24.2
Total commercia 683,69° 39.¢ 671,99 39.4
Residential mortgag 126,22¢ 7.4 133,52( 7.€
Home equity 292,22! 17.C 286,64¢ 16.€
Consumer indirec 590,44( 34.4 586,79 34.4
Other consume 24,70( 1.4 26,76¢ 1.€
Total consume 907,36! 52.¢ 900,20° 52.¢
Total loans 1,717,229 100.(% 1,705,72 100.(%
Allowance for loan losse 25,82 24,71«
Total loans, ne $1,691,46. $1,681,01.

Total loans increased $11.6 million to $1.717 billat March 31, 2013 from $1.706 billion as of Daber 31, 2012. The increase in loans wa:
attributable to organic growth, primarily in thenemercial loan portfolio.

Commercial loans increased $11.7 million and regres] 40% of total loans as of March 31, 2013 saltef our continued commercial
business development efforts.

Residential mortgage loans decreased $7.3 milbcl26.2 million as of March 31, 2013 in compariso$133.5 million as of December 31,
2012. This category of loans decreased as the ityagédmewly originated and refinanced residentradrtgages were sold to the secondary
market rather than being added to our portfoliaypted with our focus in home equity lending.

Our home equity portfolio, which consists of honggi¢y loans and lines, totaled $292.2 million advisfrch 31, 2013, up $5.6 million or 2%
compared to December 31, 2012. We continue to gravwhome equity portfolio as the lower originatmost and convenience to customers
made these products an increasingly attractivenatizve to conventional residential mortgage lodssof March 31, 2013, approximately 71%
of the loans in the home equity portfolio weretflisn positions.

The consumer indirect portfolio increased $3.6iomllto $590.4 million as of March 31, 2013, fron8833 million as of December 31, 2012.
During the first quarter of 2013, we originated $brillion in indirect auto loans with an equal noiknew and used auto. This compares with
$72.3 million in indirect auto loans originated lwé mix of approximately 46% new auto and 54% wmed for the same period in 2012.

Loans Held for Sale and Loan Servicing Rights
Loans held for sale (not included in the loan pdidfcomposition table) were entirely comprisededidential real estate mortgages and totale
$2.1 million and $1.5 million at March 31, 2013 dddcember 31, 2012, respectively.

We sell certain qualifying newly originated or redinced residential real estate mortgages on tlemdary market. Residential real estate
mortgages serviced for others, which are not iredlith the consolidated statements of financial d&@rd amounted to $265.9 million as of
March 31, 2013 and $273.3 million as of December2812.
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Allowance for Loan Losses
The following table sets forth an analysis of th#wty in the allowance for loan losses for theipds indicated (in thousands).

Loan Loss Analysis
Three months ended March 31

2013 2012
Balance as of beginning of period $ 24,71« $ 23,26(
Chargeoffs:
Commercial busines 23¢ 55
Commercial mortgag 3 12C
Residential mortgag 162 10€
Home equity 26¢ 4
Consumer indirec 1,71¢ 1,39¢
Other consume 252 314
Total charg-offs 2,64: 1,99/
Recoveries
Commercial busines 37 77
Commercial mortgag 14 15
Residential mortgag 17 70
Home equity 37 9
Consumer indirec 80¢& 727
Other consume 137 214
Total recoverie: 1,047 1,117
Net charg-offs 1,59¢ 882
Provision for loan losse 2,70¢ 1,38¢
Balance at end of peric $ 25,82 $ 23,76!
Net loan charc-offs to average loans (annualiz: 0.3¢% 0.24%
Allowance for loan losses to total los 1.5(% 1.56%
Allowance for loan losses to n-performing loan: 22(% 28%

The allowance for loan losses represents the etgthsanount of probable credit losses inherent iM@an portfolio. We perform periodic,
systematic reviews of the loan portfolio to estienptobable losses in the respective loan portfolioaddition, we regularly evaluate prevail
economic and business conditions, industry conagatrs, changes in the size and characteristitsegbortfolio and other pertinent factors.
The process we use to determine the overall allowéaor loan losses is based on this analysis. Baselis analysis, we believe the allowance
for loan losses is adequate as of March 31, 2013.

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

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

Net charg-offs of $1.6 million in the first quarter of 20t8presented 0.38% of average loans on an annudlassl compared to $882
thousand or 0.24% in the first quarter of 2012. ptwvision for loan losses exceeded net charffeby $1.1 million for the three months enc
March 31, 2013, compared to $503 thousand fordhgesperiod in 2012. See the “Non-Performing AsartsPotential Problem Loanséctior
for further discussion.

The allowance for loan losses was $25.8 millioMatch 31, 2013, compared with $24.7 million at Deber 31, 2012. The ratio of the
allowance for loan losses to total loans was 1.80%arch 31, 2013, compared with 1.45% at DecerBlbgeR012. The ratio of the allowance
for loan losses for originated loans to total araged loans was 1.56% at March 31, 2013, compaitbdlvwb1% at December 31, 2012. The
ratio of allowance for loan losses to non-perfomgnimans was 220% at March 31, 2013, compared wWit#®at December 31, 2012.
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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

March 31, December 31
2013 2012
Nonaccrual loans
Commercial busines $ 5,61¢ $ 3,41
Commercial mortgag 2,761 1,79¢
Residential mortgag 1,75¢ 2,04(
Home equity 59¢ 93¢
Consumer indirec 1,007 891
Other consume 14 25
Total nonaccrual loar 11,76: 9,107
Accruing loans 90 days or more delinqu 5 18
Total nor-performing loan: 11,76¢ 9,12¢
Foreclosed asse 371 184
Non-performing investment securiti 343 753
Total nor-performing asset $12,48( $ 10,06:
Non-performing loans to total loat 0.6% 0.52%
Non-performing assets to total ass 0.44% 0.3€%

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 the three months ended March 31, 2013asdsllows (in thousands):

Nonaccrual loans at January 1, 2! $ 9,107
Additions 7,552
Payment: (1,639
Chargeoffs (2,476
Returned to accruing stat (379
Transferred to other real estate or repossessets (410

Nonaccrual loans at March 31, 2C $11,76:

Non-performing assets include non-performing loangdtmsed assets and non-performing investment iiesulNon-performing assets at
March 31, 2013 were $12.5 million, an increase2#3nillion from the $10.1 million balance at Ded#n 31, 2012. The primary component
of non-performing assets is non-performing loartsictvwere $11.8 million or 0.69% of total loandvidrch 31, 2013, an increase of $2.7
million from $9.1 million or 0.53% of total loans Becember 31, 2012. The Company'’s ratio of norigpering loans to total loans continues
to compare favorably to its peer group averagechhias 2.19% of total loans at December 31, 202ntost recent period for which
information is available (Source: Federal Finanmatitutions Examination Council — Bank Holding i@pany Performance Report as of
December 31, 2012 — Top-tier bank holding compah#&sng consolidated assets between $1 billion&hhbillion).

The increase in non-performing loans during thet fijuarter of 2013 was due to the addition of areitrelationship consisting of commercial
business and commercial mortgage loans with unaidipal balances totaling $3.4 million. The Compé#ad internally downgraded the
relationship to substandard status from speciatioeduring the fourth quarter of 2012. The furtdemwngrade necessitated a specific
allocation that increased our allowance for loggeapproximately $570 thousand in the first quanfe2013.

Approximately $6.3 million, or 53%, of the $11.8lloin in nonperforming loans as of March 31, 2013 were curvétit respect to payment
principal and interest, but were classified as aooruing because repayment in full of principal/anéhterest was uncertain. Included in
nonaccrual loans are troubled debt restructurifigdRs”) of $801 thousand and $636 thousand at M&%H2013 and December 31, 2012,
respectively. We had no TDRs that were accruingrést as of March 31, 2013 or December 31, 2012.

Foreclosed assets consist of real property form@egiged as collateral to loans, which we have iaeduhrough foreclosure proceedings or
acceptance of a deed in lieu of foreclosure. Fosst asset holdings represented 7 propertiesngtdi71 thousand at March 31, 2013 and 5
properties totaling $184 thousand at December G122
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Non-performing investment securities for which we hat@pped accruing interest were $343 thousand athiVail, 2013, compared to $753
thousand at December 31, 2012. Non-performing invesst securities are included in non-performingetssat fair value and are comprised of
two pooled trust preferred securities at March28i1,3. There have been no securities transferradrigperforming status since the first quarte
of 2009. During the first quarter of 2013, we reciagd gains totaling $892 thousand from the satbrefe ABS securities. The three securities
had a fair value of $373 thousand at December @12 2We continue to monitor the market for thesmigges and evaluate the potential for
future dispositions.

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 df 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 $10.9iomland $13.8 million in loans that
continued to accrue interest which were classéigdubstandard as of March 31, 2013 and Decemb@032, respectively. The decrease in
potential problems relates to the $3.4 million dreelationship discussed above which migrateddie-performing classification at March 31,
2013.

In addition, we currently have a large commeradationship with an Industrial Development Agencgject in our market area. The
relationship consists of a $13.9 million first lieTortgage position and $3.5 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 #ezond mortgage loan as “special mention” in oanlrating system. The loans are curren
as of March 31, 2013.

FUNDING ACTIVITIES
Deposits
The following table summarizes the composition wf deposits at the dates indicated (dollars in shads).

Deposit Composition

March 31, 2013 December 31, 201,
% of % of
Amount Total Amount Total
Noninteres-bearing demand $ 494,36. 20.8% $ 501,51« 22.2%
Interes-bearing deman 529,11! 22.C 449,74 19.€
Savings and money mark 748,48:. 31.1 655,59¢ 28.¢
Time deposits < $100,0( 411,66: 17.C 432,50t 19.2
Time deposits of $100,000 or mc 225,87! 9.4 222,43. 9.8
Total deposit: $2,409,49 100.%6  $2,261,79. 100.(%

We offer a variety of deposit products designedttmact and retain customers, with the primary $ocn building and expanding long-term
relationships. At March 31, 2013, total depositsev2.409 billion, an increase of $147.7 milliorcomparison to $2.262 billion as of
December 31, 2012. Public deposit balances incde®e8.6 million during the first quarter of 2018adlargely to the seasonality of municipal
cash flows. Time deposits were approximately 26%208% of total deposits at March 31, 2013 and Déegr81, 2012, respectively.
Depositors remain hesitant to invest in time degpsuch as certificates of deposit, for long psidue to the low interest rate environment.
This has resulted in lower amounts being placeihvie deposits for generally shorter terms.

Nonpublic deposits, the largest component of ondiing sources, represented 74% of total depositsaaled $1.777 billion and $1.8!
billion at March 31, 2013 and December 31, 2012peetively. We have managed this segment of funiiraugh a strategy of competitive
pricing that minimizes the number of customer refeghips that have only a single service high destsit account.

We had no traditional brokered deposits at March2B13 or December 31, 2012, however, we do ppétieiin the Certificate of Deposit
Account Registry Service (“CDARS”) and Insured C&steep (“ICS”) programs, which enable depositonet®ive FDIC insurance coverage
for deposits otherwise exceeding the maximum iridaramount. CDARS deposits are considered brokaéeedsits for regulatory reporting
purposes. Through these programs, deposits in €xdé¢se maximum insurable amount are placed withtiple participating financial
institutions. Reciprocal CDARS deposits totaled.86Rillion and $61.0 million at March 31, 2013 dbdcember 31, 2012, respectively. ICS
deposits totaled $39.3 million and $18.1 milliorvirch 31, 2013 and December 31, 2012, respectively
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As an additional source of funding, we offer a gayriof public (municipal) deposit products to thany towns, villages, counties and school
districts within our market. Public deposits gefignsange from 20% to 27% of our total depositsefiéis a high degree of seasonality in this
component of funding, because the level of depwesites with the seasonal cash flows for theseipabistomers. We maintain the necessary
levels of short-term liquid assets to accommodatestasonality associated with public depositsalTmtblic deposits were $632.9 million and
$454.2 million at March 31, 2013 and December 8122 respectively, and represented 26% and 20%tafdeposits as of the end of each
period, respectively.

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

March 31, December 31
2013 2012
Shor-term borrowings
Customer repurchase agreeme $ 39,62( $ 40,80¢
Shor-term FHLB borrowings 100,00( 139,00(
Total shor-term borrowings $139,62 $ 179,80t

We classify borrowings as short-term or long-tennaccordance with the original terms of the agre@nihere were no long-term borrowings
outstanding as of March 31, 2013 or December 31220

We have credit capacity with the FHLB and can baertlorough facilities that include amortizing andnteadvances or repurchase agreements
We had approximately $110 million of immediate dredpacity with FHLB as of March 31, 2013. We fegaproximately $450 million in
secured borrowing capacity at the Federal Reseavk B'FRB”) Discount Window, none of which was datsding at March 31, 2013. The
FHLB and FRB credit capacity are collateralizedsbgurities from our investment portfolio and certailalifying loans. We had approximat
$120 million of credit available under unsecuredifiel funds purchased lines with various banks atckl 31, 2013. Additionally, we had
approximately $26 million of unencumbered liquidwseties available for pledging.

Federal funds purchased are overnight borrowingjs edrrespondent banks. Short-term repurchase mgres are secured overnight
borrowings with customers. Shdgrm FHLB borrowings have original maturities afdehan one year and include overnight borrowinigishr
the Company typically utilizes to address shormtéunding needs as they arise. Short-term FHLBdwirgs at March 31, 2013 consisted of
$100.0 million in short-term advances. Short-tedfi.B borrowings at December 31, 2012 consisted & @&®nillion in overnight borrowings
and $40.0 million in short-term advances.

As previously discussed, we leveraged our balaheetghrough the execution of short-term FHLB adearin order to acquire investment
securities to take advantage of the positive istagte spread and increase net interest income.

Shareholders’ Equity

Shareholders’ equity was $254.9 million at March 3113, an increase of $1.0 million from $253.9limil at December 31, 2012. Net income
for the quarter increased shareholders’ equity@y #illion, which was partially offset by commondapreferred stock dividends of $2.8
million. Accumulated other comprehensive incomduded in shareholders’ equity decreased $2.1 millioring the first quarter due primarily
to lower net unrealized gains on securities avhal&dr sale.
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LIQUIDITY AND CAPITAL RESOURCES

Liquidity

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

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

Liquidity for the Bank is managed through the 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 gy are dividends from the Bank and access tadiahand capital markets. Dividends
from the Bank are limited by various regulatoryuiggments related to capital adequacy and earniegds. 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.gesandary source of liquidity, the Company alsothasbility to draw up to $20.0 millic
on a revolving credit line with a correspondentkan

The Company’s cash and cash equivalents were $8#i8n as of March 31, 2013, up $24.4 million frd$60.4 million as of December 31,
2012. Net cash provided by operating activitiealtat $12.4 million and the principal source of @perg activity cash flow was net income
adjusted for noncash income and expense itemscdsétused in investing activities totaled $92.8iom) which included cash outflows of
$13.6 million for net loan originations and $77.#lion from investment securities transactions. Nash provided by financing activities of
$104.7 million was attributed to a $147.7 milliowciease in deposits, partly offset by a $40.2 amilliecrease in short-term borrowings and
$2.6 million in dividend payments.

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 additioniatigttionary 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 betgrmined to be other than temporary and recodr@geexpense 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.
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The following table reflects the ratios and the&imponents (dollars in thousands).

Total shareholders’ equity
Less: Unrealized gain on securities available &be,snet of tas
Unrecognized net periodic pension & postretirement

benefits (costs), net of te

Disallowed goodwill and other intangible ass

Tier 1 capita

Adjusted average total assets (for leverage capitadoses
Tier 1 leverage ratio (Tier 1 capital to adjustedrage total

assets
Total Tier 1 capita

Plus: Qualifying allowance for loan loss

Total risk-based capite
Net risk-weighted asse!

Tier 1 capital ratio (Tier 1 capital to net r-weighted asset:
Total risk-based capital ratio (Total risk-basepita to net risk-

weighted asset:

March 31, December 31
2013 2012
$ 254,93( $ 253,89
13,74 16,06(
(12,609 (12,807
50,28¢ 50,38¢
$ 203,50! $ 200,25!
$2,728,39. $2,596,12;
7.46% 7.71%
$ 203,50! $ 200,25!
23,49 23,35¢
$ 226,99¢ $ 223,61(
$1,877,13: $1,867,03;
10.84% 10.79%
12.09% 11.98%

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

March 31, 2013
Tier 1 leverage

Tier 1 capital:

Total risk-based capita

December 31, 201;
Tier 1 leverage

Tier 1 capital:

For Capital
Actual Adequacy Purposes Well Capitalized
Amount Ratio Amount Ratio Amount Ratio

Compan' $203,50!
Bank 195,66
Compan' 203,50!
Bank 195,66
Compan' 226,99¢
Bank 219,09°

Compan' $200,25!
Bank 192,13¢
Compan: 200,25!
Bank 192,13¢

7.46% $109,13t
7.1¢ 108,95°
10.8¢ 75,08t
10.4¢ 74,89:
12.0¢ 150,17:
11.7( 149,78:

7.71% $103,84!
7.41 103,68:
10.7¢ 74,68
10.31 74,52¢

4.0(% $136,42( 5.0(%
4.0C 136,19¢  5.0C
4.0C 112,62t  6.0C
4.0C 112,33t  6.0C
8.0C 187,71 10.0(
8.0C 187,22¢ 10.0(

4.0(% $129,80t 5.0(%
4.0C 129,60:  5.0C
4.0C 112,02: 6.0C
4.0C 111,78¢  6.0C

Total risk-based capita Compan' 223,61( 11.9¢ 149,36: 8.0C 186,70: 10.0C

Bank 215,44 11.5¢ 149,05; 8.0C 186,31! 10.0(

The leverage ratio decreased as of March 31, 20Ehwompared to December 31, 2012 primarily asw@altran increase in average assets.
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 engtoposed rules if they were in effect at MarchZ11 3.

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 amountigfdinds that may be paid. Approval by
regulatory authorities is required if the effectddfidends declared would cause the regulatorytabpf the Bank to fall below specified
minimum levels. Approval is also required if divitks declared exceed the net profits for that yeartined with the retained net profits for
preceding two years.

-43-



Table of Contents

ITEM 3. Quantitative and Qualitative Disclosures Alout Market Risk

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 assetBadmil@ties, which individually or in
combination may affect our net income, net intemestme and net interest margin, either positivelyegatively.

The principal objective of the Company’s interegterrisk management is to evaluate the interestrisit inherent in certain assets and
liabilities, determine the appropriate level okrie the Company given its business strategy, t¢ipgranvironment, 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 revigwiith 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 irteagsrisk 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 ratesesihe Company’s Annual Report on
Form 10-K for the year ended December 31, 2012ddstarch 18, 2013, as filed with the Securitied Brchange Commission.

ITEM 4. Controls and Procedures
Evaluation of disclosure controlsand procedures

As of March 31, 2013, the Company carried out aadwation, under the supervision and with the pgmaigon of the Company’s management,
including the Company’s Chief Executive Officer abdief Financial Officer, of the effectiveness lbétdesign and operation of the Company’
disclosure controls and procedures pursuant to R2del15(b), as adopted by the Securities and Exggh@ommission (“SEC”) under the
Securities Exchange Act of 1934 (“Exchange Act"asBd upon that evaluation, the Chief Executivec®ffand Chief Financial Officer
concluded that the Company’s disclosure controtsncedures were effective as of the end of thimgpeovered 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. Disclosugetrols and procedures include, without limitatioontrols and procedures designed to
ensure that information required to be disclosetthéreports that the Company files or submits utite Exchange Act is accumulated and
communicated to management, including the Chiethtree Officer and Chief Financial Officer, as appriate, to allow timely decisions
regarding required disclosure.

Changesin internal control over financial reporting

There were no changes in the Company’s internatcbover financial reporting that occurred durihg quarter ended March 31, 2013 that
have materially affected, or are reasonably likelynaterially affect, the Company’s internal cohtreer financial reporting.
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ITEM 1. Legal Proceedings

The Company has experienced no material developnieits legal proceedings from the disclosuretuded in the Company’s Annual Report
on Form 10-K for the year ended December 31, 20a&2d March 18, 2013, as filed with the Securitied Exchange Commission.

| TEM 1A. Risk Factors

The Company has experienced no material changesrisk factors from the disclosure included ie tBompany’s Annual Report on Form 10-
K for the year ended December 31, 2012, dated Maigh2013, as filed with the Securities and Exgea@ommission.

ITEM 5. Other Information

The Company’s previous Chief Financial Officer, KiarKrebs, departed on April 15, 2013 and his exyplent with the Company effectively
terminated. Mr. Krebs did not remain with the Camyp through a brief transition period as previousiyorted.

ITEM 6. Exhibits
(a) The following is a list of all exhibits filedr incorporated by reference as part of this Report.

Exhibit

Number Description Location
10.1 2013 Performance Program Master Agreen Filed Herewitt
31.1 Certification pursuant to Section 302 of the Sad3-Oxley Act of 200Z- Principal Executive Office Filed Herewitt
31.2 Certification pursuant to Section 302 of the Sads-Oxley Act of 200Z- Principal Financial Office Filed Herewitt
32 Certification pursuant to18 U.S.C. Section 1350ad@pted pursuant to Section 906 of the Sarb@ndsy Act

of 2002 Filed Herewitt
*101.INS XBRL Instance Documer
*101.SCH  XBRL Taxonomy Extension Schema Docum
*101.CAL  XBRL Taxonomy Extension Calculation Linkbase Docuntr
*101.LAB XBRL Taxonomy Extension Label Linkbase Docum
*101.PRE  XBRL Taxonomy Extension Presentation Linkbase Doent
*101.DEF  XBRL Taxonomy Extension Definition Linkbase Docunh

* Pursuant to Rule 406T of Regulation S-T, the infation in this exhibit shall not be deemed to filed” for purposes of Section 18 of
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 doctfited under the Securities Act of 1933, or the@@ies 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 Martin K. Birmingham , May 7, 2013
Martin K. Birmingham

President and Chief Executive Offic

(Principal Executive Officer

/s Kevin B. Klotzbach , May 7, 2013
Kevin B. Klotzback

Executive Vice President and Chief Financial Offi

(Principal Financial Officer

/s Michael D. Grover , May 7, 2013
Michael D. Grove!

Senior Vice President and Chief Accounting Offi

(Principal Accounting Officer

- 46 -



Exhibit 10.1

FINANCIAL INSTITUTIONS, INC.
2009 MANAGEMENT STOCK INCENTIVE PLAN

2013 PERFORMANCE PROGRAM
MASTER AGREEMENT

This 2013 Performance Program Master Agreemert {(fMaster Agreement”) relating to a grant (the “Ad/g of restricted stock of
Financial Institutions, Inc. (the “Company”), datasl of the Award Date set forth in the Award Ceazdife, is made by and between the
Company and each Participant pursuant to the Fialaimstitutions, Inc. 2009 Management Stock InoenPlan (the “Plan”). The Award
Certificate is included with and made part of tiiaster Agreement. In this Master Agreement and @achrd Certificate, unless the context
otherwise requires, words and expressions sha#t Hesmeanings given to them in the Plan, excepeesin defined.

Section 1. Definitions. For purposes of the Award and this Master Agragntbe following terms shall have the following améngs:

(a) “Award Certificate” means the separate cedificgiven to each Participant specifying the Awiaade, Number of Shares, Award
Period, Payout Percentage, the applicable PerfaenBequirements and for each Performance RequitetherPercentage of Shares subject
to each Performance Requirement and the appliddbéesurement Period and Service Period for sucliciemt’'s Award.

(b) “Award Period” means the period beginning oa starting date and ending on the end date spa@ifithe Participant’s Award
Certificate.

(c) “Board” means the Board of Directors of Finahdnstitutions, Inc.
(d) “Code” means the Internal Revenue Code of 188@&mended.

(e) “Committee” means the Management DevelopmetitGompensation Committee of the Board. Any refegdrerein to the
Committee shall be deemed to include any persevhtim any duty of the Committee has been delegaiesiipnt to Section 6(a) of this Max
Agreement.

(f) “Common Stock” means the shares of common stddke Company, par value $0.01 per share.

(g) “Disability” means (i) in the case of a Parpiant whose employment with the Company or a Sudnsids subject to the terms of an
employment or consulting agreement that includésfaition of “Disability,” the meaning set fortin isuch employment or consulting
agreement during the period that such employmeobnsulting agreement remains in effect; and il other cases, the meaning as set fortl
under the Company’s lontgrm disability plan applicable to the Participastmay be amended from time to time, and in thatehe Compan
does not maintain any such plan with respect tartidipant, a physical or mental condition resytfrom bodily injury, disease or mental
disorder which renders the Participant incapableootinuing his or her usual and customary employmégth the Company or a Subsidiary,
the case may be, for a period of not less thandd®8 or such other period as may be required bljcapje law.



(h) “Earned Shares” means Shares that have becamed:based on achievement of specified performamdérements in accordance
with the provisions of Schedule A to this Masterdgment.

(i) “Fair Market Value” means the closing pricetbé Company’s Common Stock on the listing exchamgthe relevant date, or, if there
was no trading in such stock on the relevant dageglosing price on the last preceding day on Wwihere was trading activity.

(j) “Participant” means an employee who has reakme Award Certificate under which an Award hasnbgnted under the Plan.

(k) “Retirement” shall mean the resignation or teration of employment after attainment of an age years of service required for
payment of an immediate pension pursuant to tieg@f any qualified defined benefit retirement phaaintained by the Company or a
Subsidiary in which the Participant participatesivyided, however, that no resignation or terminagioior to a Participard’62nd birthday she
be deemed a retirement unless the Committee soulats in its sole discretion; and provided furttiet the resignation or termination of
employment other than a termination of employmentfause after attainment of age 62 shall be deenmetirement if the Participant does
participate in a qualified defined benefit retirethplan maintained by the Company or a Subsidiary.

() “Service Period” means the period beginningtom starting date and ending on the end date spe@if the Participant’'s Award
Certificate that is applicable to

(m) “Subsidiary” means any subsidiary of the Comypaithin the meaning of Rule 405 of the Securities of 1933, as amended.

(n) “Vested Shares” means Earned Shares that lenanie vested, nonforfeitable and transferable basesdtisfaction of specified
service requirements in accordance with the promsof Schedule A to this Master Agreement.

Section 2. Grant of Restricted StockSubject to the provisions of this Master Agreenard the provisions of the Plan and the Award
Certificate, the Committee grants to the Participamed in the Award Certificate, as of the Awamtd®) an Award of the Number of Shares of
the Company’s Common Stock set forth in the Awaedtificate. The grant of shares of Common StocthéoParticipant is an award of
restricted stock (as defined in the Plan), and sheles of restricted stock are referred to heagithe “Shares.”

Section 3. Earned and Vested ShareSubject to Section 4 of this Master Agreementinaber of Shares, if any, that shall become Earned
Shares and Vested Shares is, in each case, determiaccordance with the provisions of Schedute this Master Agreement. Shares that dc
not become both Earned Shares and Vested Shamesdndance with the provisions of Schedule A te Master Agreement shall be forfeited
to the Company.



Section 4. Effects of Certain Events.

(a) General Subject to Sections 4(b) through 4(d) of this Maggreement, in the event that a Participant’pleyment with the
Company is terminated before all or a portion &f 8hares become Vested Shares, all Shares thattavested Shares as of the date of such
termination are automatically forfeited.

(b) Death or Disability In the event of a Participant’s death or termorabf employment due to Disability during the Awdreriod,
performance shall be calculated as of the dateeoParticipant’s death or termination of employnaiung to Disability, and the Earned Shares,
if any, from such performance, shall be distribut@da pro-rata basis as soon as administrativelgtigable following the Participaistdeath o
termination of employment due to Disability. Th@{pata portion shall be determined by multiplying thenber of Earned Shares by a fract
the numerator of which is the number of completexhtins in the Award Period during which the participwas employed by the Company or
a Subsidiary, and the denominator of which is tinalper of months in the Award Period.

(c) Retirement If a Participant terminates employment duringAlveard Period due to Retirement, then the Award| slwatinue and the
Earned Shares shall be distributed on a pro-ratis loa the date that active Participants receieé slistributions under this Master Agreement
based on actual performance during the applicaldasirement Period. The pro-rata portion shall beraéned as follows:

(i) With respect to the portion of the Award thasubject to the EPS Performance Requirement rtiieapa portion shall be
determined by multiplying the number of Earned $baubject to the EPS Performance Requiremenfiagtion, the numerator of which is
the number of completed months in the EPS MeasureReriod during which the participant was emplopgdhe Company or a Subsidiary,
and the denominator of which is the number of meimtthe EPS Measurement Period. For the avoidaihdeubt, because the EPS
Measurement Period is one year, a Participant whmihates employment due to Retirement after tideofthe EPS Measurement Period shal
receive the full number of Earned Shares subjettddEPS Performance Requirement without proration.

(ii) With respect to the portion of the Award thiasubject to the Relative TSR Performance Requergnthe pro-rata portion shall
be determined by multiplying the number of Earnbdrs subject to the Relative TSR Performance Rament by a fraction, the numerator
of which is the number of completed months in ti&RTMeasurement Period during which the participeag employed by the Company or a
Subsidiary, and the denominator of which is the bermof months in the TSR Measurement Period. F@atloidance of doubt, because the
TSR Measurement Period is three years, a Participlan terminates employment due to Retirement wttiame during the Award Period shall
receive a pro-rated portion of the Earned Sharbjgsuto the Relative TSR Performance Requirement.

(d) Change in Contralin the event of a change in control of the Conyp@s defined in the Plan), all of a Participa@tsares shall
immediately become Vested Shares, unless direttexivaise by a resolution of the Committee adoptéak po and specifically relating to the
occurrence of such change in control.




Section 5. Dividends No dividends shall accrue or be paid to the Bipeint with respect to any Shares subject to tharéiwthat have not
become Vested Shares or that are subject to atnictiesms or conditions on the record date for dends, unless the Committee provides
otherwise.

Section 6. Miscellaneous

(a) Administration The Award shall be administered by the Commifide2s Committee shall have authority to interpret Award, the
Award Certificate and this Master Agreement, tosprébe rules and regulations relating to the Awé#rd,Award Certificate and this Master
Agreement, to take any other actions it deems isacg®r advisable for the administration of the Adyahe Award Certificate and this Master
Agreement and shall retain all general authorignggd to it under Section 2 of the Plan. In acaoedawith applicable law, the Committee may
delegate any of the responsibilities under thistta&greement to the Chief Executive Officer of dempany or the Finance or Human
Resources departments of the Company, or may ecedommendations from such individuals and departsregarding such
responsibilities.

(b) Amendment The Committee may, at any time, amend, modifieaninate this Master Agreement; provided, howehat
termination of this Master Agreement after the efthe applicable Measurement Period but beforeedHaecome Vested Shares will not
reduce Participantsights to receive Vested Shares for the Perform&sr@d. Termination or amendment of this Mastere&gent during th
applicable Measurement Period may be retroactitkadeginning of such Measurement Period, atid@etion of the Committee. If a change
in control occurs, no amendment or termination @dyersely affect existing Awards without the cornsdrthe Participant.

(c) Adjustments As provided by the Plan, in the event of any deaim the Common Stock of the Company by reas@npfstock
dividend, stock split, recapitalization, reorgaiaa, merger, consolidation, split-up, combinationgxchange of Shares, or of any similar
change affecting the Common Stock, the Shares Bbaltjusted automatically consistent with sucingk&o prevent substantial dilution or
enlargement of the rights granted to, or availéethe Participant hereunder. Furthermore, then@dtee shall adjust the Performance
Requirements to the extent (if any) it determired the adjustment is necessary or advisable sepre the intended incentives and benefits t
reflect any material change in corporate capitéiiza any material corporate transaction (such @oeganization, combination, separation,
merger, acquisition, or any combination of the fmiag), or any complete or partial liquidation bétCompany, or any other similar special
circumstances, including the issuance of a sigaitimumber of shares of Common Stock.

(d) No Transferability The Shares may not be sold, transferred, pledigmigned, encumbered, or otherwise alienatedpathgcated
until they become fully vested and transferabladnordance with this Master Agreement and then mnlige extent permitted under this
Master Agreement, the Award Certificate, the Plad by applicable securities laws. Prior to fullteg and transferability, all rights with
respect to the Shares granted to a Participantrihddlan shall be available, during such Paicijs lifetime, only to such Participant.

4



(e) No Right to Continued Employmenthe terms and conditions of the Award, the Aw@ettificate, this Master Agreement and the
Plan shall not be deemed to constitute a contfaatnployment between the Company and a Particifgarth employment is hereby
acknowledged to be an “at will” employment relashbip that can be terminated at any time for angaeaor no reason, with or without cause,
and with or without notice, except as otherwisevfited in a written employment agreement. Nothinthim Award, the Award Certificate, this
Master Agreement or the Plan shall be deemed ®a@iRarticipant the right to be retained in th@iserof the Company as an employee or to
interfere with the right of the Company to disaigior discharge a Participant at any time.

(f) Rights as a ShareholdeExcept for the transfer and other restrictiortS@eh elsewhere in this Master Agreement (inchggihe
limitations on dividends set forth in Section Stlois Master Agreement), the Award Certificate amel Plan, the Participant, as record holder o
the Shares, shall possess all the rights of a hofdthe Company’s Common Stock (including votingiovided, however, that prior to
becoming vested and transferable the certificapsesenting such Shares shall be held by the Confpathe benefit of the Participant. As 1
Shares become Vested Shares, the Company shafiphsable, either remove the notations on any &hisued in book entry form which
have vested or deliver to the Participant a ceeté or certificates evidencing the number of i S&bares (or, in either case, such lesser
number of Shares as may result after giving etfe&ection 6(g) of this Master Agreement).

(9) Withholding Taxes The Company shall be entitled to require paynoémainy amounts required by federal, state or ltealaw to be
withheld with respect to the transfer or vestinghaf Shares, or any other taxable event relatadtthéThe Company may permit the Particif
to make such payment in one or more of the formasifipd below:

(i) by cash or check made payable to the Company;

(ii) by the deduction of such amount from other pemsation payable to the Participant, includindhaiit limitation, salary, bonus
and other compensation;

(iii) by tendering shares of Common Stock alreagyed by the Participant or Vested Shares which kaaben current fair market
value not greater than the amount necessary tfysttie Company’s withholding obligation based lb@ minimum statutory withholding rates
for federal, state and local income tax and payaxllpurposes; or

(iv) in any combination of the foregoing.

In the event the Participant fails to provide tignphyment of all sums required by the Company mnsto this Section, the Company
shall have the right and option, but not obligatitantreat such failure as an election by the Bigdnt to provide all or any portion of such
required payment by means of tendering Vested Sharaccordance with Section 6(g)(iii) of this Mersfgreement.

(h) Legend Each share certificate representing the Shamdklskar a legend indicating that such SharesRestricted Stock” and are
subject to the provisions of this Master Agreensrd the Plan.



(i) Stock Power Concurrently with the grant of the Award, thetRgpant shall deliver to the Company a stock powadorsed in blank,
relating to the Shares. Such stock power shalhtiea form attached to the Award Certificate asiBkikt\. The stock power with respect to any
certificate representing Shares that do not veat be completed in the name of the Company byfficeo of the Company, and the Shares
shall be returned to either authorized but unisslkedes or treasury shares, depending on theinatigpurce.

()) Coordination with Plan and the Award CertifieafThe Participant hereby acknowledges receiptatf®y of the Plan and the Award
Certificate and agrees to be bound by all of theaseand provisions thereof including any that magflict with those contained in this Master
Agreement.

(k) Notices. All notices to the Company shall be in writingdasent to the Company’s Director of Human Resouatd¢ise Company’s
offices. Natices to the Participant shall be adskedgo the Participant at the Participant's homwank address, including via interoffice mail,
as it appears on the Company'’s records. Any sutibesomay be made in electronic format or througfans of online or other electronic
transmission.

(I) Compensation Recovery PolicjNotwithstanding any other provision of this Mastgreement to the contrary, any Shares granted
and/or issued hereunder, and/or any amount recgiitedespect to any sale of any such Shares, bleadlibject to potential cancellation,
recoupment, rescission, payback or other acti@caordance with the terms of the Company’s comgEmseecovery policy, if any, or any
similar policy that the Company may adopt from titogime (the “Policy”). The Participant agrees aasents to the Company’s application,
implementation and enforcement of (i) the Policgttmay apply to the Participant and (ii) any pramnsof applicable law relating to
cancellation, rescission, payback or recoupmenbofpensation, including, but not limited to SectidD of the Securities Exchange Act of
1934, as amended, and any regulations promulgatedtional securities exchange listing conditiadspted, with respect thereto, and
expressly agrees that the Company may take suidmnaets are necessary to effectuate the Policpmicable law without further consent or
action being required by the Participant. To thieeithat the terms of this Master Agreement aed?blicy or any similar policy conflict, then
the terms of such policy shall prevail.

(m) Excise Tax Capln the event that a Participant becomes entittehy payment or benefit under this Master Agragnfguch benefi
together with any other payments or benefits paytbthe Participant under any other agreementté@hParticipant, or plan or policy of the
Company, are referred to in the aggregate as th&alPayments”), if all or any part of the TotalyReents will be subject to the tax imposed by
Section 4999 of the Code, or any similar tax thay ereafter be imposed (the “Excise Tax”), then:

(i) Within 30 days following the Participant’s teimation of employment, the Company will notify tRarticipant in writing:
(1) whether the payments and benefits under thistéiaAgreement, when added to any other paymeuntbamefits making up the Total
Payments, exceed an amount equal to 299% of thieipant’s “base amount” as defined in Section 289)(3) of the Code (the “299%
Amount”); and (2) the amount that is equal to tB8% Amount.



(i) The payments and benefits under this Mastere@gient shall be reduced such that the Total Pagndemnot exceed the 299%
Amount, so that no portion of the payments and fisneénder this Master Agreement will be subjectite Excise Tax. Any payment or benefit
so reduced will be permanently forfeited and wit be paid to the Participant.

(iii) The calculation of the 299% Amount and thaéeatenination of how much the Participant’s paymeatd benefits must be
reduced in order to avoid application of the Exdis& will be made by the Company’s public accounfinm prior to the Participant’s
termination of employment, which firm must be razagly acceptable to the Participant (the “Accoumpfiirm”). The Company will cause the
Accounting Firm to provide detailed supporting cddtions of its determinations to the Company dredRarticipant. Notice must be given to
the Accounting Firm within 15 business days afteeaent entitling the Participant to a payment urkis Master Agreement. All fees and
expenses of the Accounting Firm will be borne sol the Company.

(iv) For purposes of making the reduction of ameyayable under this Master Agreement, such amavithiise eliminated in
compliance with the requirements of Section 409AhefCode, to the extent applicable.

(n) Requlatory Prohibition Notwithstanding any other provision of this Agment to the contrary, any payments made to a Reatit
pursuant to this Master Agreement, or otherwise sabject to and conditioned upon their compliamite Section 18(k) of the Federal Deposit
Insurance Act (12 U.S.C. 1828(k)) and 12 C.F.Rt B59.

(o) Governing Law This Master Agreement, to the extent not othexwjgverned by the Code or the laws of the UnitedeSt shall be
governed by the laws of the State of New York, withreference to principles of conflict of lawsdaconstrued accordingly.




FINANCIAL INSTITUTIONS, INC.
2009 MANAGEMENT STOCK INCENTIVE PLAN
2013 PERFORMANCE PROGRAM MASTER AGREEMENT

SCHEDULE A

Section 1. Definitions. For purposes of the Award and this Master Agragnibe following terms shall have the following améngs:

(a) “Company TSR” means the compound annual groatth expressed as a percentage with one decinm jpothe value of a share of
common stock in the Company due to stock appreciatnd dividends, assuming dividends are reinvestettie ex-dividend date. For this
purpose, the “Beginning Stock Price” shall meanaherage closing sales prices of the Company’s comstock on the NASDAQ Stock
Market for the 20-day trading period immediateliopto the beginning of the TSR Measurement Pesduming dividends are reinvested;
and, the “Ending Stock Price” shall mean the aver@gsing sales prices of the Company’s commorkstadhe NASDAQ Stock Market for
the 20-day trading period immediately prior to thst day of the TSR Measurement Period (or sucérgifriod as the Committee may
determine), assuming dividends are reinvestedCtitapany TSR is calculated as follows:

Ending Stock Price
Beginning Stock Price

-l
(b) “Earnings Per Share” or “EPS” means dilutedhzays per share, as such amount is reported oBdhgany’s audited financial
statements for the EPS Measurement Period.

(c) “EPS Measurement Period” means the period Iméggnon January 1, 2013 and ending on Decembe2®13.
(d) “Measurement Period” means the EPS MeasureRenbd or the TSR Measurement Period, as applicable

(e) “Payout Percentage” means, with regard to amidfpant, the threshold, target and maximum paege of Shares that may become
Earned Shares based on attainment of the PerfoarReguirements, each as set forth in a Particip&ward Certificate.

(f) “Performance Goals” means the threshold, taaget maximum performance goals for each PerformBRecgiirement, as set forth in
Section 5 of Schedule A to this Master Agreement.

(9) “Performance Requirements” means the performaeguirements, as set forth in Section 5 of Sdieefluo this Master Agreement.

(h) “Reference Group” means all companies whosencomstock is included in the Company’s peer graspdetermined by the
Committee, at the start of the TSR MeasuremenbBedther than (i) companies that cease to bediedlun the Company’s peer group during
the TSR Measurement Period solely due to mergquisition, liquidation or similar events fundamdhtahanging the identity and nature of
the company, as determined by the Committee isoiles discretion, and (ii) companies that ceasestmtiuded in the Company’s peer group
other than on account of events described in thegaing clause (i) and which also cease to havenmmstock publicly traded on an exchange
or on a recognized market system or the over-theen market.



(i) “Reference Group TSR” means the compound angi@abth rate, expressed as a percentage with arimdepoint, in the value of the
shares of common stock of the companies in therBafe Group during the TSR Measurement Period Réference Group TSR is calculated
in a manner consistent with the calculation of CampTSR.

() “Relative Total Shareholder Return” or “RelaifSR” means the comparison of the Company TSRet&Reference Group TSR.

(k) “Service Period” means the period beginninglenstarting date and ending on the end date $pedif the Participant's Award
Certificate.

() “TSR Measurement Period” means the period b@gmon January 1, 2013 and ending on Decembe2(R5,.
Section 2. Earned SharesSubject to the Committee’s authority to adjust tiumber of Earned Shares as described in Sectibthis
Schedule A, the Earned Shares at the end of tHerR@mce Period is determined based on the achiewveat:

(a) the Gateway Requirement, as set forth in Se@&iof this Schedule A;

(b) the Individual Performance Requirement, agah in Section 4 of this Schedule A; and

(c) the Performance Requirements, as set fortle@i®@ 5 of this Schedule A.

Section 3. Gateway RequirementIf Five Star Bank’s Composite “CAMELS” rating place as of December 31st of each year in the Awarc

Period is not a composite rating of “2” or bettdt,Shares issued under this Master Agreement bbdlrfeited and shall not become Vested
Shares.

Section 4. Individual Performance Requirement If the Participant does not receive a minimunfqgrenance rating of “satisfactory” for the
Performance Period, as determined by the Compaity $ole discretion, all Shares issued underNtaister Agreement shall be forfeited and
shall not become Earned Shares.



Section 5. Performance RequirementsThe Shares are divided into two components basdtle Performance Requirement that applies to
such Shares as set forth in a Participant’'s AwadifCate. The applicable Performance Goals agshold, target and maximum for each
Performance Requirement are as follows:

Performance Goals

Performance Requirement Threshold Target Maximum
Earnings Per Share $ [1 $ [1] $ [
Relative TSF [ 1% [ 1% [1%

(a) Below Threshold In the event that the Company’s actual perforredncthe relevant period does not meet the thidsoo a
Performance Requirement, no Shares shall be E&haabs for such Performance Requirement.

(b) Performance Goals Achievemeritor each Performance Requirement, the NumbehafeS that become Earned Shares based on t
achievement of that Performance Requirement’s Ragfoce Goals at threshold, target and maximumualeq the product of (i) the Number
of Shares subject to the Performance Requiremedt(ig the Payout Percentage set forth in theiétpant's Award Certificate at threshold,
target or maximum, respectively, rounded down whale number.

(c) Interpolation If the Company’s actual performance for the Penince Period is between threshold and targeh@®Performance
Requirement, or between target and maximum foPerormance Requirement, the number of Earned Stiar¢hat Performance
Requirement is equal to the product of: (i) the Nbemof Shares subject to the Performance Requireraed (ii) the actual performance
achievement, determined using straight line intitpan between the threshold and the target (otatget and maximum, as applicable) from
the Participant’s Payout Percentage set fortherPrticipant’s Award Certificate, rounded dowratewhole number.

(d) Above Maximum If the Company’s actual performance for the Penfince Period is at or above maximum for a Perfaonma
Requirement, the number of Earned Shares is equlaétproduct of: (i) the Number of Shares sulfie¢he Award; and (ii) the Payout
Percentage set forth in the Participant's Awardifieate at maximum, rounded down to a whole number

(e) Neqgative TSR Modifier Regardless of the level of achievement agairsRiblative TSR Performance Requirement, in thetehean
Company TSR is less than zero, the number of Eghedes for the Relative TSR Performance Requiresfeil be determined pursuant to
this Section; provide, however, that the numbdtafned Shares shall not exceed the product ahdiNumber of Shares subject to the
Relative TSR Performance Requirement; and (iilRegormance Range set forth in the Participant'afiCertificate at target, rounded down
to a whole number.

(f) Earned SharesThe total number of Number of Shares that becBaraeed Shares shall be the sum of the number okl aBhares for
each Performance Requirement.

Section 6. Actual Performance The Committee shall review and approve the adtaahings Per Share for the EPS Measurement Panidd
the Relative TSR for the TSR Measurement Period.
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Section 7. Final Number of Earned SharesThe number of Earned Shares may be adjusted dpwatownward by the Committee, in its s
and absolute discretion, to a whole number, nekteeed the Number of Shares set forth in thatdhaatit's Award Certificate.

Section 8. Vested SharesSubject to Section 4 of the Master AgreementBamed Shares shall become Vested Shares ohly Rarticipant
provides substantial services to the Company armsifliary and remains in the continuous employroéiitte Company or a Subsidiary
through the last day of the Service Period.

EXAMPLE ( for illustration purposesonly)
Suppose a Patrticipant received an Award and HieioAward Certificate provided for a Number of Sksof 1,000 and a Payout Percentage &
follows:

Threshold Target Maximum

40% 80% 10C%

The Performance Requirements and Performance @eatsas set forth above in this Schedule A. Suptieseerformance results for the
Performance Period are as follows:

Performance Requirement Performance Resul Level Achievec
Earnings Per Share $ [ Target
Relative TSF [1% Maximum

The Earned Shares for each Performance Requiremmetd be determined as follows:

. The number of Earned Shares for the EarningsSRares Performance Requirement would be 400 S{ia80 Shares x 80% (Target) x
50%).

. The number of Earned Shares for the Relative P8Rormance Requirement would be 500 Shares (58@6es x 100% (Maximum) x
50% (Weighting Percentage

. The total number of Earned Shares for the Awandld/be 900 Shares (400 Earned Shares for theriggrifier Shares Performance
Requirement plus 500 Earned Shares for the RelaBR Performance Requiremer
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Exhibit 31.1

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

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

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

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

4.  The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hid)) and internal control over financial repogtias 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 procedoige designed
under our supervision, to ensure that materiairmédion relating to the registrant, including itmsolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihigh this report is
being preparec

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

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

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

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

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

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

Date: May 7, 2013 /s Martin K. Birmingham
Martin K. Birmingham
President and Chief Executive Offic




Exhibit 31.2

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

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

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

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

4.  The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hid)) and internal control over financial repogtias 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 procedoige designed
under our supervision, to ensure that materiairmédion relating to the registrant, including itmsolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihigh this report is
being preparec

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

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

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

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

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

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

Date: May 7, 2013 /sl Kevin B. Klotzbach
Kevin B. Klotzbact
Chief Financial Office




Exhibit 32

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

Martin K. Birmingham, President and Chief Execut@icer, and Kevin B. Klotzbach, Chief Financiaffi©er of Financial Institutions, Inc.

(the “Company”), each certify in his capacity asofficer of the Company that he has reviewed thar@uly Report of the Company on Form
10-Q for the period ended March 31, 2013 and thété best of his knowledge:

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

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

Date: May 7, 201. /s Martin K. Birmingham
Martin K. Birmingham
President and Chief Executive Offic
(Principal Executive Officer

Date: May 7, 201. /sl Kevin B. Klotzbach
Kevin B. Klotzbact
Chief Financial Office
(Principal Financial Officer

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

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



