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PART |

ITEM 1. BUSINESS

GENERAL
PATHFINDER BANCORP, INC.

Pathfinder Bancorp, Inc. (the "Company") is a Fatleorporation. On July 19, 2001, the Company cetepl its conversion from a Delaware
chartered company to a federal charter. As a reétiite charter conversion the Company's charteainfority and primary federal regulator
is the Office of Thrift Supervision. Referenceshie Company include the Company before or aftectzeter conversion. The only business
of the Company is its investment in Pathfinder B&hk "Bank") and Pathfinder Statutory Trust 1. Td@mmpany is majority owned by
Pathfinder Bancorp, MHC, a Federal-chartered mutolding company (the "Mutual Holding Company”). Oacember 30, 1997 the
Company acquired all of the issued and outstancimgmon stock of the Bank in connection with the IBaneorganization into the two-tier
form of mutual holding company ownership. At thatd, each share of outstanding Bank common stoskaugomatically converted into one
share of Company common stock, par value $.10hmmeqthe "Common Stock"). At February 28, 2008, Mutual Holding Company held
1,583,239 shares of Common Stock and the publit hél27,257 shares of Common Stock (the "Minorlargholders™).

On June 26, 2002, the Company formed a wholly ovaudsidiary, Pathfinder Statutory Trust I, a Corticeit business trust. The trust issued
$5,000,000 of 30-year floating rate Company-obgdatooled capital securities of Pathfinder Stajufoust I. The Company borrowed the
proceeds of the capital securities from its sulasydby issuing floating rate junior subordinatededeable interest debentures having
substantially similar terms. The capital securitiggture in 2032 and qualify as Tier 1 capital by Bederal Deposit Insurance Company and
the Office of Thrift Supervision. The capital saties of the trust are a pooled trust preferredifohPreferred Term Securities VI, Ltd. and
are tied to the 3 month LIBOR plus 3.45% with &fixear call provision. These securities are guaeghby the Company.

The Company's executive office is located at 214MAgst Street, Oswego, New York and the telephamaber at that address is (315) 343-
0057.

PATHFINDER BANK

The Bank is a New York-chartered savings bank headgred in Oswego, New York. The Bank has sixd$alivice offices located in its
market area consisting of Oswego County and théguosus counties. The Bank's deposits are insuyatidoFederal Deposit Insurance
Corporation ("FDIC"). The Bank was chartered aseavlY ork savings bank in 1859 as Oswego City SavBeysk. The Bank is a consumer-
oriented institution dedicated to providing mortgdgans and other traditional financial servicegg@ustomers. The Bank is committed to
meeting the financial needs of its customers in @gwCounty, New York, the county in which it opesatAt December 31, 2002, the Bank
had total assets of $279.1 million, total depazit$204.5 million, and shareholders' equity of £23illion.

On October 25, 2002, Pathfinder Bank completegtirehase of assets and the assumption of non-rpahibéposits of the Lacona, New
York branch of Cayuga Bank (the "Branch Acquisitjomn addition, Pathfinder Bank formed a limitedrpose commercial bank subsidiary,
Pathfinder Commercial Bank. Pathfinder CommercehiBwas established to serve the depository ndgalshtic entities in its market area
and it assumed the municipal deposit liabilitieguaed as part of the Branch Acquisition. The teani®n included approximately $26.4
million in deposits, $2.3 million in loans and $4300 in vault cash and facilities and equipment &hquisition reflects a premium on
deposit liabilities assumed of approximately $2idiom.

The Bank is primarily engaged in the business wheting deposits from the general public in th@Bs market area, and investing such
deposits, together with other sources of fundiams secured by one- to four-family residential estate. At December 31, 2002, $167.0
million, or 91.4% of the Bank's total loan portfokonsisted of loans secured by real estate, aftw$i123.2 million, or 73.8 %, were loans
secured by one- to four-family residences,



$31.7 million, or 19.0%, were secured by commeneal estate and $973,000, or .5%, were securedutty-family properties. Additionally,
$11.2 million, or 6.7 %, of total real estate loamere secured by second liens on residential ptiegehat are classified in consumer loans.
The Bank also originates commercial and consunsrdahat totaled $13.2 and $3.9 million, respebtjvar 9.4%, of the Bank's total loan
portfolio. The Bank invests a portion of its assetsecurities issued by the United States Govemnstate and municipal obligations,
corporate debt securities, mutual funds, and ecpgityrrities. The Bank also invests in mortgage-bddecurities primarily issued or
guaranteed by the United States Government or &getiereof. The Bank's principal sources of fusm@ésdeposits, principal and interest
payments on loans and borrowings from corresporfifearicial institutions. The principal source o€ame is interest on loans and investn
securities. The Bank's principal expenses aredstqraid on deposits, and employee compensatiobemefits.

The Bank's executive office is located at 214 Wrarstt Street, Oswego, New York, and its telephom@lper at that address is (315) 3UB7

In April 1999, the Bank established Pathfinder RHNE. as the Bank's wholly-owned real estate itnaest trust subsidiary. At December 31,
2002 Pathfinder REIT, Inc. held $27.8 million in rtgaige and mortgage related assets. All disclosoréee Form 10-K relating to the Bank's
loans and investments include loan and investnibatsare held by Pathfinder REIT, Inc.

MARKET AREA AND COMPETITION

The economy in the Bank's market area is manufaghariented and is also significantly dependerdruthe State University of New York
College at Oswego. The major manufacturing empkirethe Bank's market area are National Grid, Alconstellation, NRG and
Huhtamaki. The Bank is the second largest finanogltution headquartered in Oswego County. Howethee Bank encounters competition
from a variety of sources. The Bank's businessogedlating results are significantly affected by ge@eral economic conditions prevalent in
its market areas.

The Bank encounters strong competition both ireting deposits and in originating real estate@hdr loans. Its most direct competition
deposits has historically come from commercial sanings banks, savings associations and credinsmiits market area. Competition for
loans comes from such financial institutions ad w&lmortgage banking companies. The Bank expeciintied strong competition in the
foreseeable future, including increased competitiom "super-regional” banks entering the markepbgchasing large banks and savings
banks. Many such institutions have greater findraoid marketing resources available to them thas dloe Bank. The Bank competes for
savings deposits by offering depositors a highllefeersonal service and a wide range of competifipriced financial services. The Bank
competes for real estate loans primarily throughititerest rates and loan fees it charges and @singr as well as by originating and holding
in its portfolio mortgage loans which do not neegg conform to secondary market underwriting simls.

LENDING ACTIVITIES

LOAN PORTFOLIO COMPOSITION. The Bank's loan porifioprimarily consists of one-to-four family mortgatpans secured by
residential and investment properties, as well aggage loans secured by multi-family residencesa@mmercial real estate. To a lesser
extent the Bank's loan portfolio also includes consr and business loans. The Bank generally otiggriaans for retention in its portfolio

and for sale in the secondary market. During 2@@2Bank sold approximately $19.4 million of loanshe secondary market. The loan sales
resulted in approximately $152,000 in capitalizedviing rights. At December 31, 2002, $3.6 millian 3.0%, of the Bank's total one-fmur
family real estate portfolio consisted of loansdhi@lr sale. In recent years, the Bank has not @seth loans originated by other lenders.
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ANALYSIS OF LOAN PORTFOLIO. The following table seforth the composition of the Bank's loan portfafi dollar amounts and in

percentages of the portfolio at the dates indicated

Year

2002
Amount Percent

(Dol
Real estate loans:

First mortgage loans/(1)//(3)/. ..$155,835 85.3

Second mortgage loans/(2)/. .. 11,151 6.1
Total real estate loans . ... 166,986 91.4

Commercial and consumer loans:

Consumer. ........... 3,917 22

Lease financing . .. ..... 431 0.2
Commercial business loans ... 12,765 7.0

Total commercial and

consumer loans. . ....... 17,113 9.4
Total loans receivable. . . . . 184,099 100.8
Less:

Unearned premium and
origination costs/(fees). . . . - -
Allowance for loan losses ... (1,481) (0.8

Total loans receivable, net.. $182,618 100.0

s Ended December 31,

2001 2000
Amount Percent Amount Percent

lars in Thousands)

% $141,710 84.8% $124,636 83.6%
9,262 55 9,978 6.7

150,972 90.3 134,614 90.3

3,353 2.0 3,009 20
244 0.2 237 0.2
14,113 84 12,636 8.5

17,710 10.6 15,882 10.7

168,682 100.9 150,496 101.0

38 - (120) (0.1)
) (1,679) (0.9) (1,274) (0.9)

% $167,041 100.0% $149,102 100.0%

1999

Amount Per

cent Amount Percent

Real estate loans:

First mortgage loans $110,374
Second mortgage loans 9,492
Total real estate loans 119,866

Commercial and consumer loans:

Consumer 3,494 2
Lease financing 278 0
Commercial business loans 8,357

Total commercial and

consumer loans 12,129
Total loans receivable 131,995
Less:

Unearned premium and

origination costs/(fees) 84) (0

Allowance for loan losses (1,150)

Total loans receivable, net $130,761

9

4% $109,372  85.3%
3 9,631 7.5

7 4,085 3.2
2 350 0.3
4 5,900 4.6

.0 129,338 100.9

A)  (199) (0.2
9)  (939) (0.7)

.0% $128,200 100.0%

/(1)/Includes $123.2 million, $31.7 million and $9@00 thousand of one- to four-family residentigis, commercial real estate and multi-

family loans, respectively, at December 31, 2002.

/(2)/Includes $4.4 million and $6.7 million of horaquity line of credit loans and home equity fixate, fixed term loans, respectively at

December 31, 2002.

/(3)/Includes $3.6 million of mortgage loans hetd-§ale at December 31, 2002.
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LOAN MATURITY SCHEDULE. The following table sets fith certain information as of December 31, 200zrding the dollar amount of
loans maturing in the Bank's portfolio based orirtbentractual terms to maturity. Demand loans hgvio stated schedule of repayments and
no stated maturity, and overdrafts are reportetliasn one year or less. Adjustable and floatinig l@ans are included in the period in which

interest rates are next scheduled to adjust rétla@rthe period in which they contractually mataueq fixed rate loans are included in the
period in which the final contractual repaymendis.

One Three Five
Through Through Through
Within  Three Five  Ten
One Year Years Years Years
(In Tho usands)
Real estate loans:
First mortgage loans . . . .. $ 32,455 $19,494 $27,451 $13,955
Second mortgage loans. . . .. 4,478 454 1,096 3,560
Commercial and consumer loans. 11,403 1,488 2,722 1,196
Total loans. .. ....... $ 48,336 $21,436 $31,269 $18,711
Ten

Through Beyond
Twenty Twenty

Years Years Total
Real estate loans:
First mortgage loans. . . . . $48,005 $14,475 $1 55,835
Second mortgage loans . ... 1,563 0 11,151
Commercial and consumer loans 304 0 17,113
Totalloans ......... $49,872 $14,475 $1 84,099

The following table sets forth at December 31, 2@B2 dollar amount of all fixed rate and adjustataite loans due or repricing after
December 31, 2003:

Fixed Adjustabl e Total
(In Thousan ds)
Real estate loans:
First mortgage loans . . . .. $95,559 $ 27, 820 $123,379
Second mortgage loans. . . .. 6,673 - 6,673
Commercial and consumer loans. 5,712 - 5712
Total loans. .. ....... $107,944 $ 27, 820 $135,764

ONE- TO FOUR-FAMILY RESIDENTIAL MORTGAGE LOANS. Th8ank's primary lending activity is the originatiohfirst mortgage
loans secured by one- to four-family residentiaigarties. A portion of one- to four-family mortgalgans originated by the Bank are secured
by non-owner occupied homes which are primarilydusefurnish housing to students attending the SUltYlege at Oswego. The Bank
generally retains in its portfolio all ARM loansatthit originates. However, the Bank generally umd#es its loans so as to be eligible for

resale in the secondary mortgage market. At DeceBithe2002, approximately 76.7% of the Bank's dodeur-family residential real estate
loans were secured by owner-occupied properties.

Fixed-rate one- to foutamily residential mortgage loans originated by Bamk are originated with terms of up to 30 yeafthpugh fixed rai
loans held in portfolio are generally limited tortes of 20 years or less), amortize on a monthlysbasd have principal and interest due each
month. Such real estate loans often remain outstgridr significantly shorter periods than theint@ctual terms to maturity, particularly i
declining interest rate environment. Borrowers mefinance or prepay loans at their option. One- to
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four-family residential mortgage loans originatgdthe Bank customarily contain "due-on-sale" clausbich permit the Bank to accelerate
the indebtedness of the loan upon transfer of asimgrof the mortgaged property. Due-on-sale claasesin important means of increasing
the interest rate on existing mortgage loans duseripds of rising interest rates. An originatiee fof up to 1% is charged on fixed-rate
mortgage loans. As a result of the low interest eatvironment that has existed in recent yearsyrofithe Bank's borrowers have refinanced
their mortgage loans with the Bank at lower interates. During years ended December 31, 2002 @@d, 50.3% and 72.0%, respectively
the Bank's one-to-four-family mortgage loan origioas consisted of fixed-rate loan.

The Bank also originates ARM loans which servestiuce interest rate risk. The Bank currently odtgs 3/1 ARM and 5/1 ARM loans;
mortgage loans in which the interest rate is fil@dhe first three or five years and adjusts afipubereafter. This loan product typically is
originated with terms up to 30 years. ARM loansaiginated with terms ranging from 5 to 30 ye#RM loans originated by the Bank
provide for maximum periodic interest rate adjustingf 2 percent per year and an overall maximumrést rate increase which is determi
at the time the loan is originated. However, ARMris may not adjust to a level below the initiaér&RMs may be offered at an initial rate
below the prevailing market rate. The Bank's ondetir-family ARM loan originations totaled $6.9liran, $9.1 million, and $2.0 million,
during the years 2002, 2001 and 2000, respectiifdlg.Bank requires that borrowers qualify for ARdAhs based upon the loan's fully
indexed rate.

At December 31, 2002, $58.5 million, or 49.2 %fttef Bank's one- to four-family loan portfolio costeid of ARM loans. ARM loans
generally pose a credit risk in that as interegsraise, the amount of a borrower's monthly loaynpent also rises, thereby increasing the
potential for delinquencies and loan losses. Atsdiae time, the marketability of such loans magpdeersely affected by higher rates.

The Bank also originates loans to finance the cansbn of one- to four-family owner-occupied resigdes. Funds are disbursed as
construction progresses. Loans to finance onesuo-flamily construction typically provide for a sironth construction phase during which
interest accrues and which is deducted from thddulisbursed. Upon completion of the constructioase the loan automatically converts to
permanent financing. At December 31, 2002, the Beaei#t $4.4 million of one- to four-family constrian loans.

The Bank's lending policies require private morgyatgsurance for loan to value ratios in excess0868

COMMERCIAL REAL ESTATE LOANS. Loans secured by commial real estate constituted approximately $3dillion, or 17.2%, of the
Bank's total loan portfolio at December 31, 2002Da&cember 31, 2002, substantially all of the Baigkmmercial real estate loans were
secured by properties located within the Bank'sketaarea. At December 31, 2002, the Bank's comaleael estate loans had an average
principal balance of $173,000. At that date, thhgdat commercial real estate loan had a princigkrze of $1.3 million, and was secured by
five retail business properties located in Oswegar@y. This loan is currently performing in accarda with its original terms. Commercial
real estate loans are generally offered with adhistinterest rates tied to a market index whiaiesuly is the adjusted six month moving
average of the six month Treasury bill auction dist rate, with an overall interest rate cap whgctietermined at the time the loan is
originated. Commercial real estate loans may njpisadb a level below the initial rate. The Bankggally offers commercial real estate loans
with from one to five year adjustment periods. Bamk generally makes commercial real estate loprte @W5% of the appraised value of the
property securing the loan. An origination fee pfta 2% of the principal balance of the loan isi¢gfly charged on commercial real estate
loans. Commercial real estate loans originatechbyBank generally are underwritten to mature betvteand 20 years with an amortization
schedule of between 10 and 30 years. The Bankihhg ipast sold loan participations to other finanostitutions and expects to do so in the
future as opportunities arise.

In underwriting commercial real estate loans thalBaviews the expected net operating income géetay the real estate to support debt
service, the age and condition of the collateha,financial resources and income level of thedwer and the borrower's experience in
owning or managing similar properties. The Bankegealty obtains personal guarantees from all commakorrowers. Loans secured by
commercial real estate generally involve a gredegrree of risk than one- to four-family residentradrtgage loans and carry larger loan
balances. This increased credit risk is a resudeseral factors, including the concentration afigipal in a limited number of loans and
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borrowers, the effects of general economic conaktion income producing properties, and the incokdgéculty of evaluating and
monitoring these types of loans. Furthermore, gpayment of loans secured by commercial real eistégpically dependent upon the
successful operation of the related real estatbeltash flow from the property is reduced, thedwer's ability to repay the loan may be
impaired.

MULTI-FAMILY REAL ESTATE LOANS. Loans secured by ntiffamily real estate (real estate containing faremore dwellings)
constituted approximately $973,000, or .5%, ofBlamk's total loan portfolio at December 31, 2002D&cember 31, 2002, the Bank had a
total of 8 loans secured by multi-family real estatoperties. The Bank's multi-family real estatnis are secured by multi-family rental
properties (primarily townhouses and walk-up aparits). At December 31, 2002, substantially alhef Bank's multi-family real estate loans
were secured by properties located within the Bamidrket area. At December 31, 2002, the Bank's-fianhily real estate loans had an
average principal balance of approximately $122 @@dthe largest multi-family real estate loan hgatincipal balance of $352,000, and was
performing in accordance with its terms. Multi-féynieal estate loans generally are offered withustdible interest rates tied to the adjusted
six month moving average of the six month Trea®illyauction discount rate index with an overalldrest rate cap which is determined at
the time the loan is originated. Multi-family resdtate loans may not adjust below the initial ristelti-family real estate loans are
underwritten to mature between 5 and 20 yearst@adhortize over 10 to 30 years. An origination &% is generally charged on multi-
family real estate loans.

In underwriting multi-family real estate loans, fAank reviews the expected net operating incomergead by the real estate to support the
debt service, the age and condition of the colidténe financial resources and income level ofdbeower and the borrower's experience in
owning or managing similar properties. The Bankeagelty requires a debt service coverage ratio ¢dat 120% (net of operating expenses)
of the monthly loan payment. The Bank makes maltiify real estate loans up to 75% of the appraisduke of the property securing the
loan. The Bank generally obtains personal guararfteen all multi-family real estate borrowers.

Loans secured by multi-family real estate genelialplve a greater degree of credit risk than dadeur-family residential mortgage loans
and carry larger loan balances. This increasedtaiskl is a result of several factors, includimg tconcentration of principal in a limited
number of loans and borrowers, the effects of gdremmonomic conditions on income producing propsrtand the increased difficulty of
evaluating and monitoring these types of loanstHeumore, the repayment of loans secured by matiitfy real estate and commercial real
estate is typically dependent upon the succespfration of the related real estate property.dfahash flow from the project is reduced, the
borrower's ability to repay the loan may be impaire

SECOND MORTGAGE LOANS. The Bank also offers homaiggloans and equity lines of credit collateratizgey a second mortgage on
borrower's principal residence. The Bank's hométgtjnes of credit are secured by the borrowerisgipal residence with a maximum loan-
to-value ratio, including the principal balancesoth the first and second mortgage loans of 80%pdo 90% where the Bank has made the
first mortgage loan. At December 31, 2002, the utised portion of home equity lines of credit toth$2l.4 million. Home equity lines of
credit are offered on an adjustable rate basis initirest rates tied to the prime rate as publishdthe Wall Street Journal, plus up to 50 b
points and with terms of up to 15 years.

Home equity loans are fixed rate loans with teresegally up to 10 years, although on occasion #ekBnay originate a home equity loan
with a term of up to 15 years.

CONSUMER LOANS. As of December 31, 2002, consuraans totaled $3.9 million, or 2.1%, of the Banktsltloan portfolio. The
principal types of consumer loans offered by thalBare unsecured personal loans, and loans sebyréeposit accounts. Other consumer
loans are offered on a fixed rate basis with maasrigenerally of less than five years.

The underwriting standards employed by the Bankcfmsumer loans include a determination of theiegipi's credit history and an
assessment of ability to meet existing obligatiand payments on the proposed loan. The stabilitie@fpplicant's monthly income may be
determined by verification of gross monthly incofram primary employment, and additionally from argrifiable secondary income.
Creditworthiness and the employment history ofdhplicant are of primary consideration in origingtconsumer loans, and in the case of
home equity lines of credit, the Bank obtainsla tjuarantee, title search, or an opinion as ta#tdity of title.
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COMMERCIAL BUSINESS LOANS. The Bank currently offecommercial business loans to businesses in itsatarea and to deposit
account holders. At December 31, 2002, the Bankcbatmercial business loans outstanding with anexgde balance of $12.8 million, of
which $8.1 million consisted of commercial linescoédit. The average commercial line of credit baéawas approximately $80,000.
Commercial lines of credit generally have variataliees of interest tied to the prime rate and adptthly. The lines of credit are generally
collateralized by current assets of the borrower @mewed on an annual basis. The average comineusiaess loan balance was
approximately $39,000. Commercial business loangeigdly have fixed rates of interest. The loansgemerally of short duration with
average terms of five years, but which may rangeoub years. Lease financing arrangements ares lvliich are secured by pools of leases
for medical or dental equipment or leases to fieathe acquisition of business equipment.

Underwriting standards employed by the Bank for sm@rctial business loans include a determinatiom@fpplicant's ability to meet existing
obligations and payments on the proposed loan frormal cash flows generated by the applicant'snessi The financial strength of each
applicant also is assessed through a review ofiahstatements provided by the applicant.

Commercial business loans generally bear higherast rates than residential loans, but they abspinvolve a higher risk of default since
their repayment is generally dependent on the sséaleoperation of the borrower's business. ThekRgmerally obtains guarantees from the
borrower, a third party, or the Small Business Auistration, as a condition to originating its conmoi@l business loans.

LOAN ORIGINATIONS, SOLICITATION, PROCESSING, AND CKMITMENTS. Loan originations are derived from a nipen of source
such as existing customers, developers, walk-itoowsrs, real estate broker referrals, and commissionortgage loan originators. Upon
receiving a loan application, the Bank obtainseaitreport and employment verification to verifyesific information relating to the
applicant's employment, income, and credit standim¢ghe case of a real estate loan, an indeperaggmaiser approved by the Bank appraises
the real estate intended to secure the proposedAoan processor in the Bank's loan departmieetks the loan application file for
accuracy and completeness, and verifies the inflomarovided. Mortgage loans of up to $275,000 rbaypproved by any designated loan
officer; mortgage loans in excess of $325,000 rbasapproved by the Board of Directors. Commerciahs of up to $50,000 unsecured, or
$75,000 (if secured by other than real estate) bbeagpproved by the Bank's President, the ExecMive President and Senior Commercial
Lender. These individuals may join their limitsadotal approval amount of $225,000 unsecured $828,000 secured. Loans in excess of
these limits must be approved by either the e®@ard of Directors, or a subcommittee of the BaafrBDirectors. The Board of Directors, at
their monthly meeting, will review and verify thaianagement's approvals of loans are made withiedbge of management's authority.
After the loan is approved, a loan commitment tagromptly issued to the borrower. At Decembir2002, the Bank had commitments to
originate $15.3 million of loans.

If the loan is approved, the commitment letter #igecthe terms and conditions of the proposed loaluding the amount of the loan, interest
rate, amortization term, a brief description of thguired collateral, and required insurance cagerahe borrower must provide proof of fire
and casualty insurance on the property (and, asresl flood insurance) serving as collateral, Whitsurance must be maintained during the
full term of the loan. Title insurance, title searor an opinion of counsel as to the validityidétare required on all loans secured by real
property. In recent years, the Bank has not puethézans originated by other lenders.
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ORIGINATION, REPAYMENT AND SALE OF LOANS. The tableelow shows the Bank's loan origination, repayneet sales activity fc
the periods indicated.

Year Ended December 31,

200 2 2001 2000 1999 1998
(In Thousands)

Loan receivable, beginning of period .. $169,53 8 $150,496 $131,995 $129,338 $122,727
Originations:

Real estate:

First mortgage/(1)//((3) ........ 73,77 8 44,510 30,627 26,987 34,908

Second mortgage/(2). . ......... 2,64 5 1,871 2,721 1,408 1,516
Commercial and consumer loans:

Consumerloans ............. 1,69 7 1960 1,784 1,299 2,412

Lease financing. .. .......... - - - - -

Commercial . .............. 3,00 4 6,003 3,812 5,210 6,849

Total originations . ......... 81,12 4 54,344 38,944 34,904 45,685
Transfer of mortgage loans to

foreclosed real estate . . ... .. .. 1,13 8 348 638 93 563
Repayments . .............. 45,98 4 20,979 18,930 26,161 29,969
Loansales. .............. 19,44 1 13,975 875 5,993 8,542

Net loan activity. . . ......... 14,56 1 19,042 18501 2,657 6,611
Total loans receivable at end of period. $184,09 9 $169,538 $150,496 $131,995 $129,338

/(1)/Includes $10.7 million in commercial real @stbbans for the year ended December 31, 2002.
/(2)/Includes $2.6 million in home equity loans andet change of $I.1 million in home equity lird<redit for year ended December 31,
2002. /(3)/Includes $12.1 million of mortgage lodretd-for-sale originated during the year endedebgner 31, 2002.

LOAN ORIGINATION FEES AND OTHER INCOME. In additioto interest earned on loans, the Bank generatigives loan origination
fees. To the extent that loans are originated quiaed for the Bank's portfolio, SFAS 91 requireattthe Bank defer loan origination fees and
costs and amortize such amounts as an adjustmgigldfover the life of the loan by use of the leyield method. ARM loans originated
below the fully indexed interest rate will haveustantial portion of the deferred amount recoghae income in the initial adjustment
period. Fees deferred under SFAS 91 are recogmieéhcome immediately upon prepayment or the ehtbe related loan. At December
31, 2002, the Bank had $259,000 of net deferred dmaination costs. Loan origination fees varyhitite volume and type of loans and
commitments made and purchased, principal repayanant competitive conditions in the mortgage markehich in turn respond to the
demand for and availability of money.

In addition to loan origination fees, the Bank alsceives other fees, service charges, and otbemia that consist primarily of deposit
transaction account service charges, late chargeésaome from REO operations. The Bank recognfeed and service charges of $1.1
million, $934,000 and $853,000, for the fiscal yeanded December 31, 2002, 2001 and 2000, resglgctiv

LOANS-TO-ONE BORROWER. Savings banks are subjetiiéosame loans-to-one borrower limits as thoséicgtye to national banks,
which under current regulations restrict loansrie borrower to an amount equal to 15% of unimpanetdvorth on an unsecured basis. If the
loan is secured by readily marketable collatehs,ldank is allowed to apply an additional amounia¢tp 10% of unimpaired net worth. At
December 31, 2002, the Bank's largest lendingioeistip totaled $3.8 million and consisted of loaasured by a retail business property
residence. The Bank's second largest lending eekstip totaled $3.5 million and consisted of losesured by commercial retail businesses
and residential properties. The Bank's third lartgreling relationship totaled $3.2 million and sated of loans secured by business assets,
equipment and real estate. The Bank's fourth latgaeding relationship totaled $2.8 million and veasured by retail business property. The
Bank's fifth largest lending relationship totalell®million and consisted of loans secured by rbtziness property, retail office plaza and
one-to four- family residential properties. All thie above loans are also secured by underlyingpatguarantees. At December 31, 2002,
the aforementioned loans were performing in acawrdavith their terms with the exception of one d@reslationship which was delinquent at
December 31, 2002. Subsequent to year end, thi# cetationship was modified and is now performingaccordance with those terms.
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DELINQUENCIES AND CLASSIFIED ASSETS

DELINQUENCIES. The Bank's collection proceduresvide that when a loan is 15 days past due, a coupkone call is made to the
borrower. If the delinquency continues, at 35 dagelinquent notice is sent and immediate paynsedémanded. If a loan becomes 40 days
past due, and no progress has been made in rggtihérdelinquency, the Bank will send a noticecsé€losure or notice to commence
another legal proceeding, if it is not a mortgagilben a loan continues in a delinquent status @cddys or more, and a repayment schedule
has not been made or kept by the borrower, gegdoattclosure proceedings or other appropriatel lagidons are initiated to minimize any
potential loss.

NON-PERFORMING ASSETS. Loans are reviewed on a redadars and are placed on a non-accrual status vh#re opinion of
management, the collection of additional intersgtaubtful. Loans are placed on naccrual status when either principal or intereSislay«
or more past due or less than 90 days, in the ¢kieriban has been referred to the Bank's legaismidor foreclosure or other colletions.
Interest accrued and unpaid at the time a loatated on non-accrual status is charged againsesttexcome. At December 31, 2002, the
Bank had non-performing assets of $3.1 million, andtio of non-performing loans and real estataed("REO") of 1.11% total assets.
Non-performing assets increased $355,000, or 12.98 $2.8 million in 2001.

Real estate acquired by the Bank as a result etfasure or by the deed in lieu of foreclosurdassified as REO until such time as it is sold.
These properties are carried at the lower of ttegiorded amount or estimated fair value less estidneosts to sell the property. REO totaled
$1.4 million, $632,000 and $884,000 at Decembe2802, 2001 and 2000, respectively.

A component of REO consists of a real estate dpweémt project which had a net book value of $29F @0December 31, 2002. The Bank
originally entered into a $570,000 commercial esthte loan in 1988 for the development of 49 sif@ily residences. This loan was made
under the "leeway provision" of the New York StB&nking Law. Under this provision of the Bankinga.the lending relationship was
originally structured so that the Bank held titiethe property securing the loan subject to thiéllfakent of the borrower's obligations under
the loan. In 1990, the developer became insolweas, unable to satisfy the terms of the loan andBtrek assumed control of the project. In
1998, the Bank established a wholly-owned subsjdishose sole business is the ownership and fimatldpment of the Whispering Oaks
real estate subdivision in Baldwinsville, New Y ofkhis subsidiary was initially capitalized with $800 in cash. It is anticipated that this
capitalization, together with interim financingtie provided by the Bank, will be sufficient to cdetp and liquidate this asset. At December
31, 2002, the Bank had 10 lots remaining to be.Si@ proceeds from the sale of the lots are useelduce the outstanding balance of REO.
The Bank believes it will fully recover its investmt in this property.

DELINQUENT LOANS AND NON-PERFORMING ASSETS

The following table sets forth information regamglithe Bank's loans delinquent 90 days or moreyaaldestate acquired or deemed acquired
by foreclosure at the dates indicated. When a imaelinquent 90 days or more, the Bank reverdexcatued interest thereon and ceases to
accrue interest thereafter. For all the dates atdit; the Bank did not have any material restrectlmans within the meaning of SFAS 15 and
SFAS 114.

At December 31,

20 02 2001 2000 1999 1998

(Dollars in Thousands)
Loans delinquent, 90 days or more:

Real estate loans . . ......... $ 14 83 $ 1576 $ 1,594 $ 2,284 $ 1,298
Commercial and consumer loans . . . .. 2 28 543 234 270 534
Total delinquent loans. .. ... ... 1,7 11 2,119 1,828 2,554 1,832
TotalREO ............... 1,3 96 632 884 641 742

Total nonperforming assets/(1)/.... $ 3,1 07 $ 2,751 $ 2,712 $ 3,195 $ 2,574
Total loans delinquent 90 days or more
to total loans receivable/(2)/ . . . .. 0 9% 1.3% 1.2% 2.0% 1.4%
Total loans delinquent 90 days or more
tototalassets . ........... 0 .6% 0.9% 0.8% 1.2% 0.9%
Total nonperforming assets to total
assets. ... . 1 1% 1.1% 1.2% 1.5% 1.3%
Net loans receivable/(3)/. . ... ... 182,6 18 167,041 149,102 130,761 128,200
Total assets. .. ........... $279,0 55 $244,366 $231,847 $216,324 $203,252
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/(1)/Net of specific valuation allowances.
/(2)/Net of unearned discount, and the allowancddan losses. /(3)/Includes $3.6 million of modgdoans held-for-sale.

During the year ended December 31, 2002 and 2@8pectively, additional gross interest income @f1$Q00 and $118,000 would have been
recorded on loans accounted for on a non-accrs ifghe loans had been current throughout thimgeNo interest income on non-accrual
loans was included in income during the same psriod

The following table sets forth information with pest to loans past due 30-89 days in the Banktfatiorat the dates indicated.

At Dece mber 31,
2002 2001 2000 1999 1998
(In Thou sands)
Loans past due 30-89 days:
Real estate loans. . . . ... $2,234 $3,476 $ 2,493 $1,619 $2,010
Commercial and consumer loans. 2,156 994 147 161 126
Total past due 30-89 days. .. $4,390 $4,470 $ 2,640 $1,780 $2,136

The following table sets forth information regaglithe Bank's delinquent loans 60 days and greateR&EO at December 31, 2002.

At December 3 1, 2002
Balance Number
(Dollars in Th ousands)
Residential real estate:
Loans 60 to 89 days delinquent. . . .. $ 368 6
Loans more than 90 days delinquent. .. 1,483 24
Consumer and commercial business loans
60 days or more delinquent. . . . ... 1,577 22
Real estateowned . .......... 1,396 7
Total ................. $ 4,824 59

CLASSIFICATION OF ASSETS. Federal regulations pow/for the classification of loans and other asset as debt and equity securities
considered to be of lesser quality as "substant&dubtful,” or "loss" assets. An asset is consdde'substandard" if it is inadequately
protected by the current net worth and paying dépatthe obligor or of the collateral pledgedaifiy. "Substandard" assets include those
characterized by the "distinct possibility" tha¢ thavings institution will sustain "some loss'hiétdeficiencies are not corrected. Assets
classified as "doubtful" have all of the weaknesshsrent in those classified "substandard," whh added characteristic that the weaknesses
present make "collection or liquidation in full,ih¢he basis of currently existing facts, conditicensd values, "highly questionable and
improbable." Assets classified as "loss" are trasesidered "uncollectible” and of such little vathat their continuance as assets without the
establishment of a specific loss reserve is notaved. Assets that do not expose the savingsutisti to risk sufficient to warrant
classification in one of the aforementioned categotut which possess some weaknesses, are rtpioe designated "special mention" by
management.

When a savings institution classifies problem a&sasteither substandard or doubtful, it is requioegistablish general allowances for loan
losses in an amount deemed prudent by managememer&@ allowances represent loss allowances thvatlren established to recognize the
inherent risk associated with lending activitiegt Which, unlike specific allowances, have not bakocated to particular problem assets.
When a savings institution classifies problem asast'loss," it is required either to establisipec#ic allowance for losses equal to 100% of
the amount of the assets so classified, or to ehaffgsuch amount. A savings institution's detemtion as to the classification of its assets
and the amount of its valuation allowances is stilifereview by federal and state regulatory autiesr;, which can order the establishment of
additional general or specific loss allowances. Baak regularly reviews the problem loans in itstfodio to determine whether any loans
require classification in accordance with applieatdgulations.
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The following table sets forth the aggregate amaditihe Bank's internally classified assets atdages indicated.

At December 31,
2002 2001 2000 1999 1998
(In Thousands )
Substandard assets/(1)/. $2,828 $2,395 $1,770 $ 2,668 $2,482
Doubtful assets. . . . . 26 30 34 110 103
Loss assets. . ... .. 70 33 44 7 90
Total classified assets. $2,924 $2,458 $1,848 $ 2,785 $2,675

/(1)/Includes $297,000 $297,000, $458,000, $51Q,806 $638,000 for a real estate development pgrojessified as REO at December 31,
2002, 2001, 2000, 1999 and 1998, respectively.

ALLOWANCE FOR LOAN LOSSES. Management's policyasarovide for estimated losses on the Bank's laatfqdio based on
management's evaluation of the potential lossaésiag be incurred. The Bank reviews on a quarteslsis the loans in its portfolio which
have demonstrated delinquencies, including proliems, to determine whether any loans require ifleaton or the establishment of
appropriate reserves or allowances for losses. 8ualuation, which includes a review of all loafisvbich full collectibility of interest and
principal may not be reasonably assured, considereng other matters, past loss experience, presenbmic conditions and other factors
deemed relevant by management. Management calstitetgjeneral allowance for loan losses on pagreqre as well as current
delinquencies and the composition of the Bank's fwatfolio. While both general and specific lofisewwances are charged against earnings,
general loan loss allowances are included, subges¢rtain limitations, as capital in computingelsased capital under federal regulations.

In accordance with SFAS 114, a loan is considargzhired when each of the following criteria are :ntiee loan is of a material size, the loan
is considered to be non-performing, and a lossdbable. The measurement of impaired loans is @dpdrased upon the present value of
expected future cash flows discounted at the héstdfective interest rate, except that all coltatelependent loans are measured for
impairment based on the fair value of the colldtdraere were no impaired loans as of DecembeRGQ2.

Management will continue to review the entire Ipantfolio to determine the extent, if any, to whicinther additional loan loss provisions
may be deemed necessary. Management believesighBahk's current allowance for loan losses is aafeq however, there can be no
assurance that the allowance for loan losses willdequate to cover losses that may in fact bezeeah the future or that additional
provisions for loan losses will not be required.

ANALYSIS OF THE ALLOWANCE FOR LOAN LOSSES. The fallving table sets forth the analysis of the alloveafar loan losses at or
for the periods indicated.

A t or for the Period Ended December 31,
2 002 2001 2000 1999 1998
(Dollars in Thousands)

Total loans receivable, net. . .. ... .. $182, 618 $167,041 $149,102 $130,761 $128,200
Average loans outstanding. . .. ...... 177, 047 155,653 139,258 130,728 126,931
Allowance balance (at beginning of period) . 1, 679 1,274 1,150 939 828
Provision for losses:
Realestate................. 254 139 65 135 83
Commercial and consumer loans. . .. .... 1, 122 569 179 238 298
Charge offs:
Realestate................. 85 109 40 0 141
Commercial and consumer loans. . .. .... 1, 578 256 99 190 140
Recoveries:
Commercial and consumer loans. . .. .... 89 62 19 28 11
Allowance balance (at end of period) . ... $ 1, 481 $ 1,679 $ 1,274 $ 1,150 $ 939

12



Allowance for loan losses as a percent of

net loans receivable at end of period. . . . 0.8% 1.0% 0.9% 0.9% 0.7%
Loans charged off as a percent of average

loans outstanding. . . ........... 0.9% 0.2% 0.1% 0.1% 0.2%
Ratio of allowance for loan losses to total

nonperforming loans at end of period . 8 6.6% 79.2% 69.7% 45.0% 51.3%
Ratio of allowance for loan losses to total

nonperforming assets at end of period . 4 7.7% 61.0% 47.0% 36.0% 36.5%

ALLOCATION OF ALLOWANCE FOR LOAN LOSSES. The folloing table sets forth the allocation of allowancel&n losses by loan

category for the periods indicated. The allocatibthe allowance by category is not necessarilycetilze of future losses and does not res
the use of the allowance to absorb losses in a@gogy.

At December 31,

20 02 2001 2000
% of Loans % of Loans % of Loans
In Each In Each In Each
Category to Category to Catego ry to
Amount Total Loans Amount Total Loans Amount Tota | Loans

(Dollars in Thousands)
Balance at end of period applicable to:

Real estate loans. .. ......... $ 303 90.52% $ 496 89.50% $ 466 89.39%
Commercial and consumer loans. . . . .. 1,178 9.48 1,183 10.50 808 10.61
Total allowance for loan losses/(1)/ . . $ 1,481 100.00% $ 1,679 100.00% $ 1,274 100.00%
199 9 1998
% of Loans % of Loans
In Each In Each
C ategory to Category to
Amount Total Loans Amount Total Loans
Balance at end of period applicable to:
Real estate loans. . .......... $ 440 90.81% $ 380 92.01%
Commercial and consumer loans. . . . .. 710 9.19 559 7.99
Total allowance for loan losses/(1)/ . . .$ 1,150 100.00% $ 939 100.00%

/(1)/ Percentages include unearned discount agihation fees.

INVESTMENT ACTIVITIES

The investment policy of the Bank established leyBloard of Directors attempts to provide for therayl asset/liability management need
the Bank, and maintain liquidity, maintain a highatity diversified investment portfolio in order ¢dtain a favorable return on investment
without incurring undue interest rate and credik riprovide collateral for pledging requirementsd & complement the Bank's lending
activities. At December 31, 2002, the Bank had stvent securities with an aggregate amortizedad®62.0 million and a market value of
$62.5 million. At December 31, 2002, the Bank's gimed cost value of investment securities condistieb15.4 million of corporate debt
issues and $12.9 million of securities issued @rgnteed by the United States Government or agetieéeeof and state and municipal
obligations. The corporate debt issues primarilysist of financial corporation debt and industdabentures (the largest single issuer was
$3.0 million). These issues generally have matsgitanging up to 20 years. All corporate debt itmests have been rated as investment
grade by either Moody's or Standard & Poor's. Taihi¢c such investments yield 60-70 basis pointsartban Treasury securities with
comparable maturities. To a lesser extent, the Bdsikinvests in mutual funds and equity securidéDecember 31, 2002, the Bank held
$6.2 million in common stock, of which $2.2 millieves Federal Home Loan Bank Stock. The Bank's miuod investments at December
31, 2002 consisted of $3.1 million in an equity oaltfund and $3.0 million in an adjustable rate typage fund. At December 31, 2002, the
Bank had invested $25.2 million in mortgage-backeclrities, net. Mortgage-backed securities, liketgage loans, amortize over the life of

the security as the underlying mortgages are pachd The speed at which principal payments abovmalty scheduled amortization occu
is generally unpredictable. Historically, the
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securities have paid down more rapidly in a fallinigrest rate environment, thereby shorteninditbef the security. Likewise, in a rising
interest rate environment, the life of the mortghgeked security tends to extend. The result is generally, the Bank will receive more
investable funds in lower interest rate environmmemtd less investable funds during periods of higtterest rates. The embedded option on
the part of the underlying mortgagee to prepaydha, therefore, tends to impact the value of sty and can adversely impact the Ba
net interest margin. The Bank's investments anegigdly, liquid, and therefore allow the Bank tgsgend more readily to changing market
conditions. The investment portfolio is accountedif accordance with FASB Statement 115.

The Bank generally has maintained a portfolio @fiid assets that exceeds regulatory requiremeigsidity levels may be increased or
decreased depending upon the yields on investnitembaives and upon management's judgment a®tattractiveness of the yields then
available in relation to other opportunities arsdekpectation of the yield that will be availabietie future, as well as management's
projections as to the short term demand for fundsetused in the Bank's loan origination and odleéivities. For further information
regarding the Bank's investments see Note 2 tblttes to Financial Statements.

At December 31, 2002, the Company holds the follgwdorporate debt investments which exceed 10%taf tapital.

Issuer Book Value Fair Market Value
CNA Financial $2,999,626 $2,920,704

INVESTMENT PORTFOLIO. The following table sets floithe carrying value of the Bank's investment didfat the dates indicated. At
December 31, 2002, the market value of the Bankastments was approximately $62.5 million. Thekagvalue of investments includes
interest-earning deposits, and mortgage-backeditiesu

At December 31,

(In Thousands)
Investment securities:

US Government and agency obligations . . . . . . $4,378 $5,971 $9,667
State and municipal obligations. . ....... 8,549 6,012 6,405
Corporate debtissues. . ............ 15,375 20,949 23,027
Equity securities. . .............. 6,225 3,227 2,340
Mutual funds ... ............... 3,070 3,007 2,861
37,597 39,166 44,300
Unrealized loss on available for sale portfolio. (251) (293) (26)
Total investment securities. . ......... 37,346 38,873 44,274
Total investments. . .............. $37,346 $38,873 $44,274
Mortgage-backed securities, net:
Adjustablerate. . ............... 3,423 633 1,284
Fixedrate . .................. 21,017 13,488 18,122
24,440 14,121 19,406
Unrealized gain on available for sale portfolio. 720 428 78
Total mortgage-backed securities, net. . . . .. $25,160 $14,549 $19,484
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INVESTMENT PORTFOLIO MATURITIES. The following tablsets forth the amortized cost, market value,ageeslife in years, and
annualized weighted average yield of the Bank'sstment portfolio at December 31, 2002.

Annualized
Average Weighted
Amo rtized Market Life Average
Cost Value Years Yield

(Dollars in Thousands)
Investment securities:

U.S. Government treasury . .. ......... $ 19 $ 18 6.88 10.9%
U.S. Governmentagency . ............ 4,359 4,447 222 35%
State and municipal obligations. . ....... 8,549 8,864 6.87 5.1%
Corporate debtissues. . ............ 15,375 15,270 8.11 6.3%
Marketable equity securities . . ... .. ... 9,295 8,747

Total. ........ ... ... ..., $37,597 $37,346
Unrealized loss on available for sale portfolio. (251)
Carrying value of investment securities. . . . . $ 37,346

SECURITIES PORTFOLIO MATURITIES. The following tabkets forth the scheduled maturities, carryingesl market values and

average yields for the Bank's investment securiiddecember 31, 2002. Yield is calculated on theréized cost to maturity, and does not
reflect adjustments to a fully tax-equivalent basis

December 31, 2002

One year One to Five to
or less five years Ten Years
An nualized Annualized Annualized
Weighted Weighted Weighted
Carrying Average Carrying Average Carrying Average
Value Yield Value Yield Value Yield

(Dollars in Thousands)

INVESTMENT SECURITIES AVAILABLE FOR SALE:
Debt investment securities:

U.S. Agency securities . . ........ $2,01 4 3.505% $2,327 3.495% $ 18 6.626%
U.S. Government securities . . ... ... - - - - 19 10.853

State and municipal obligations. . . . .. 93 7 7.860 3,388 4.923 1,330 4.287
Corporate debtissues. .. ........ 78 3 7.024 7,603 6.336 3,217 7.200

Total. . ......... ... .... $3,73 4 5.336% $13,318 5.478% $ 4,584 6.373%

Mutual funds . .............. $6,11 8 1.401% - - - -
Mortgage-backed securities . . ... ... - - 2,031 6.464 6,684 4.224
Commonstock . .............. 3,11 7 3.977 - - - -
Total.................. $9,29 5 2.277 2,031 6.464% $ 6,684 4.224%
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3.164% $15,349 5.606% $11,268 5.105%
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More T han Total

Ten Y ears Investment Securities
Annualized Annualized
Weighted Weighted
Carrying Average Carrying Market Average
Value Yield Value Value Yield

(Dollars in Thousands)
INVESTMENT SECURITIES AVAILABLE FOR SALE:
Debt investment securities:

U.S. Agency securities . . ... ... .. $ - -% $4,359 $4,446 3.512%
U.S. Government securities . . ... ... - - 19 18 10.854

State and municipal obligations. . .. .. 2,89 4 4430 8,549 8,864 4.979
Corporate debtissues. . ......... 3,77 0 4911 15,375 15,270 6.277
Total. ................ $ 6,66 4 4.673% $28,302 $28,598 5.079%

Mutual funds ... ............ $ - -% $6,118 $5,280 1.401%
Mortgage-backed securities . . ... ... 15,72 3 5.349 24,438 25,160 5.079
Commonstock . .............. 0 - 3,177 3,468 3.977

Total. . .... ............. $15,72 3 5.349% $33,735 $33,908 4.307%
Total investment securities. . . ... .. $22,527 5.146% $62,037 $62,506 5.268%
Unrealized gain on available

for sale portfolio 469

Total carrying value $62,506 5.268%

SOURCES OF FUNDS

GENERAL. Deposits are the primary source of thelB&afunds for lending and other investment purpokeaddition to deposits, the Bank
derives funds from the amortization and prepayméfdans and mortgage-backed securities, the ntatofrinvestment securities and
operations and from other borrowings. Scheduled francipal repayments are a relatively stable sewf funds, while deposit inflows and
outflows and loan prepayments are influenced sigpnitly by general interest rates and market camit Borrowings may be used on a

short-term basis to compensate for reductionserathailability of funds from other sources or olerger term basis for general business
purposes.

DEPOSITS. Consumer and commercial deposits actett principally from within the Bank's marketatbrough the offering of a broad
selection of deposit instruments including noniesétbearing demand accounts, NOW accounts, passtmab&ub accounts, money market
deposit, term certificate accounts and individedirement accounts. While the Bank accepts depos#400,000 or more, it generally does
not currently offer premium rates for such depo&sposit account terms vary according to the mimmbalance required, the period of time
during which the funds must remain on deposit, thednterest rate, among other factors. The Baskaheommittee which meets weekly to
evaluate the Bank's internal cost of funds, survates offered by competing institutions, revietws Bank's cash flow requirements for
lending and liquidity and the number of certifiatdf deposit maturing in the upcoming week. Thiswgottee executes rate changes when
deemed appropriate. The Bank does not obtain ftmmdagh brokers, nor does it solicit funds outstdenarket area.
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DEPOSIT PORTFOLIO. The following table sets fontformation regarding interest rates, terms, mininamounts and balances of the
Bank's savings and other deposits as of Decemh&08R:

Weighted Percentage
Average Checking and Savings Minimum of Total
Interest Rate. Minimum Term Deposits Amount Balance Deposits

(Balance in thousands)

0.000% . ... None Non-interest demand account $ 50 $ 15,764 7.77%
0.768% . ... None NOW accounts 500 15,404 7.59%
1.050% . ... None Savings accounts - f ixed 100 46,658 23.00%
1.320% . ... None Savings accounts - t iered 100 18,859 9.30%
1.497% . ... None Money management acc ounts 1,500 19,765 9.74%
Certificates of depo sit:
1.793% . ... 30-day Fixed term, fixed ra te 2,500 2,332 1.15%
1.457% . ... 3 months Fixed term, fixed ra te 1,000 150 0.07%
1.896% . ... 6 months Fixed term, fixed ra te 2,500 8,046 3.97%
2.254% . ... 9 months Fixed term, fixed ra te 1,000 29 0.01%
2.976% . ... 11 months Fixed term, fixed ra te 1,000 527 0.26%
2.729% . ... 12 months Fixed term, fixed ra te 1,000 23,279 11.47%
3.142% . ... 15 months Fixed term, fixed ra te 1,000 3,841 1.89%
2.101% . ... 18 months Fixed term, variable rate 1,000 1,201 0.59%
3.330% . ... 18 months Fixed term, fixed ra te 1,000 4,792 2.36%
4.166% . ... 24 months Fixed term, fixed ra te 1,000 5,839 2.88%
3.883% . ... 30 months Fixed term, fixed ra te 1,000 2,347 1.16%
5.088% . ... 36 months  Fixed term, fixed ra te/(1)/ 1,000 14,336 7.07%
5.050% . ... 48 months  Fixed term, fixed ra te/(1)/ 1,000 7,593 3.74%
5.968% . ... 60 months Fixed term, fixed ra te 1,000 2,665 1.31%
5.904% . ... 84 months Fixed term, fixed ra te 1,000 9,450 4.66%
3.045% . ... 60-120 months Fixed term, fixed ra te 1,000 4 0.01%
Total $202,881/(2)/ 100.00%

/(1)/This deposit product allows the depositorlgxreto adjust the interest rate paid once dutireginitial term of the deposit to the the
prevailing rate.

/(2)/Excludes escrow accounts totalling $1,640,@8@ecember 31, 2002.

The following table sets forth the change in doflerount of savings deposits in the various typesawings accounts offered by the Bank
between the dates indicated.

Balance Percent Balance Percent
At of Incr. At of Incr.
12/31/02 Deposits (Decr) 12/31/01 Deposits (Decr)
(Dol lars in Thousands)

Club Accounts . . ... .. $ 1,135 0.56% $ 161 $ 974 058% $ 16
Noninterest accounts. ... 15,764 7.77 2,728 13,036 7.75 3,140
NOW accounts. . ... ... 15,404 7.59 173 15,231 9.06  (280)
Passbooks . ........ 64,382 31.74 4,540 59,842 3559 2,968
Money management accounts . 19,765 9.74 15,348 4,417 2.63 4,417
Time deposits which mature
Within 12 months. . . . .. 48,721  24.01 (2,450) 51,172 30.43 (604)
Within 12-36 months . ... 24,622 12.14 7,909 16,713 9.94 (1,557)
Beyond 36 months. . . . .. 13,088 6.45 6,329 6,759 4.02 (320)
Total ........... $ 202,881/(1)/100.00% $34,737 $ 168,144 100.00% $ 7,783
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Balance Percent Balance Percent Balance

at of Incr. At of Incr. A t
12/31/00 Deposits (Decr) 12/31/99 Deposits (Decr) 12/31/9 8
(Dollars in Thousands)
Club Accounts . . .. ... $ 958 0.60% $ (44) $ 1,002 066% $ 94 $ 9 08
Noninterest accounts. . . . 9,893 6.17 147 9,746  6.43 273 9,4 73
NOW accounts. . ...... 15,511 9.67 1,515 13,996 9.24 (2,331) 16,3 27
Passbooks . ........ 56,874  35.47 (1,555) 58,429 38.56 (4,893) 63,3 22
Time deposits which mature
Within 12 months. . . . .. 51,776  32.29 5,688 46,088 30.41 (5,716) 51,8 04
Within 12-36 months . ... 18,270  11.39 2,080 16,190 10.68 2,799 13,3 91
Beyond 36 months. . . . .. 7,079 4.41 994 6,085 4.02 1,801 4,2 84
Total ........... $160,361 100.00% $8,825 $151,536 100.00% $(7,973) $ 159,5 09

/(1)/ Excludes escrow accounts totalling $1,640,@8Becember 31, 2002.
The following table sets forth the certificatesdeposit in the Bank classified by rates as of dieslindicated:

At December 31,

2002 2001 2000

(In Thousands)
RATE

3.00% or less. $36,659 $7,169 $ 6
3.01-3.99% . 14,776 13,701 14
4.00-4.99% . 16,334 17,331 1,133
5.00-5.99% . 8,168 17,284 20,353
6.00 - 6.99% . 10,198 18,000 54,324
7.00 -7.99% . 296 1,159 1,169

$86,431 $74,644 $76,999

The following table sets forth the amount and mitiasr of certificates of deposit at December 31020

Amount due
Less Than 1-2 2-3 3-4 4-5 After5
One Year Years Years Years Years Years Total
(Dol lars in Thousands)

3.00% orless. . ... $ 31,539 $4,597 $ 20 2$307% 13$ 0 $36,659
3.01-399%..... 6,867 4,190 2,28 4 828 323 284 14,776
400-499%..... 3,720 1,608 6,29 7 2,839 434 1,436 16,334
5.00-5.99%..... 1,989 1,665 75 7 1,217 173 2,367 8,168
6.00-6.99%..... 4,443 1946 94 3 1,060 1,665 141 10,198
7.00 and above . . .. 163 96 3 7 0 0 0 296

$ 48,721 $14,102 $10,52

o

$6,252 $2,608 $ 4,228 $86,431

The following table indicates the amount of the Bamertificates of deposit of $100,000 or mordilne remaining until maturity as of
December 31, 2002.

Certificates
Of Deposit
Of $100,000
Remaining Maturity or More

(In thousands)
Three months or less. .. $ 4,149

Three through six months. 3,317
Six through twelve months 3,223
Over twelve months. . . . 5,139
Total .......... $ 15,828
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The following table sets forth the net changediendeposit activities of the Bank for the periatificated:

BORROWINGS

At Dec
2002 2
(InTh
Balance at beginning of period . . . $168,144 $16
Net deposits . ... ........ 30,081
Interest credited. . . ....... 4,656
Ending Balance . .......... $202,881 16

Net increase/(decrease) in deposits. $ 34,737 $

ember 31

ousands)

0,364 $151,536
1,680 2,975
6,100 5,853

7,780 $ 8,828

Savings deposits are the primary source of fu
investment activities and for its general busine
2002, the Bank had $3.4 million in funds obtain
outstanding, $29.8 million in long-term term a

nds of the Bank's lending and
ss purposes. At December 31,
ed from repurchase agreements
dvances and $5.0 million in a

pooled trust preferred security obligation. The Bana member of the Federal Home Loan Bank System.

The following table summarizes the outstanding fi@aof short-term borrowing of the Bank for thengeiadicated.

PERSONNEL

At December 31
2002 2001 2000

(In Thousands)
Overnight Line of Credit . . . .. .. $ -8 - $5,600
Term borrowings (original term)
90daysorless............ 2,700 10,718 16,407
lyear................ 7,000 8,500 11,000
2 year - 1,000 -
Balance at end of period . . . . ... $9,700 $ 20,218 $33,007
Daily average during the year. . . .. 13,716 15,240 32,911
Maximum month-end balance. . . .. .. 23,580 20,218 40,388
Weighted average rate during the year.  3.75% 456% 6.29%
Year-end average rate. . ....... 4.65% 4.19% 6.50%

As of December 31, 2002, the Bank had 94 full-tand 17 part-time employees. None of the Bank's eyagis is represented by a collective
bargaining group. The Bank believes its relatiopshith its employees to be good.

REGULATION AND SUPERVISION

REGULATION

GENERAL. The Bank is a New York-chartered stockisgs bank and its deposit accounts are insured applicable limits by the FDIC
through the Bank Insurance Fund. The Bank is stibjeextensive regulation by the Department, ashtstering agency, and by the FDIC, as
its deposit insurer. The Bank is required to fédparts with, and is periodically examined by, tiHE& and the Superintendent concerning its
activities and financial condition and must obtaggulatory approvals prior to entering into certaénsactions, including, but not limited to,
mergers with or acquisitions of other banking isidns. The Bank is a member of the FHLB of Newkrand is
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subject to certain regulations by the Federal Hamen Bank System. On July 19, 2001 the Companytleadutual Holding Company
completed their conversion to federal charters.g8quaently, they are subject to regulations of tffe®©of Thrift Supervision ("OTS") as
savings and loan holding companies. Any changecéh segulations, whether by the Department, thedFBF the OTS could have a material
adverse impact on the Bank, the Company or the 8idolding Company.

Regulatory requirements applicable to the BankQbmpany and the Mutual Holding Company are refetoebelow or elsewhere herein.

NEW YORK BANK REGULATION. The exercise by an FC-insured savings bank of the lending and investmenters under the New
York State Banking Law is limited by FDIC regulat®and other federal law and regulations. In paldic the applicable provisions of New
York State Banking Law and regulations governirgitivestment authority and activities of an FDISured state-chartered savings bank
have been substantially limited by the Federal B#pnsurance Corporation Improvement Act of 198(CIA") and the FDIC regulations
issued pursuant thereto.

The Bank derives its lending, investment and othwthority primarily from the applicable provisiooBNew York State Banking Law and the
regulations of the Department, as limited by FDéguiations. Under these laws and regulations, gaudanks, including the Bank, may
invest in real estate mortgages, consumer and cociahbans, certain types of debt securities,udalg certain corporate debt securities and
obligations of federal, state and local governmants agencies, certain types of corporate equayrgees and certain other assets. Under the
statutory authority for investing in equity seci@s, a savings bank may invest up to 7.5% of get@sin corporate stock, with an overall limit
of 5% of its assets invested in Common Stock. Itweat in the stock of a single corporation is lemito the lesser of 2% of the outstanding
stock of such corporation or 1% of the savings aagsets, except as set forth below. Such eqeatyrisies must meet certain earnings ratios
and other tests of financial performance. A savipaysk's lending powers are not subject to percenddgssets limitations, although there are
limits applicable to single borrowers. A savingsibanay also, pursuant to the "leeway" power, makestments not otherwise permitted
under the New York State Banking Law. This powangts investments in otherwise impermissible inwestts of up to 1% of assets in any
single investment, subject to certain restrictiand to an aggregate limit for all such investmenitsp to 5% of assets. Additionally, in lieu of
investing in such securities in accordance with @tidnce upon the specific investment authorityfeeh in the New York State Banking

Law, savings banks are authorized to elect to inweder a "prudent person” standard in a widereafgnvestment securities as compared to
the types of investments permissible under suchiip@vestment authority. However, in the evergaaings bank elects to utilize the
"prudent person" standard, it will be unable toikitself of the other provisions of the New Yorkafe Banking Law and regulations which
forth specific investment authority. The Bank has elected to conduct its investment activitiesamtie "prudent person” standard. A
savings bank may also exercise trust powers upproggl of the Department.

New York State chartered savings banks may alsesinm subsidiaries under their service corporatigestment authority. A savings ba
may use this power to invest in corporations tingiage in various activities authorized for savibgeks, plus any additional activities which
may be authorized by the Banking Board. Investrbgrd savings bank in the stock, capital notes afiktures of its service corporations is
limited to 3% of the bank's assets, and such invests, together with the bank's loans to its sere@rporations, may not exceed 10% of the
savings bank's assets. Furthermore, New York bgniegulations impose requirements on loans whichrk may make to its executive
officers and directors and to certain corporationpartnerships in which such persons have equigrésts. These requirements include, but
are not limited to, requirements that (i) certaiarls must be approved in advance by a majoritigeentire board of trustees and the
interested party must abstain from participatimgetly or indirectly in the voting on such loan) ¢he loan must be on terms that are not n
favorable than those offered to unaffiliated thpadties, and (iii) the loan must not involve mdrart a normal risk of repayment or present
other unfavorable features.

Under the New York State Banking Law, the Superident may issue an order to a New York State cteteanking institution to appear
and explain an apparent violation of law, to digeare unauthorized or unsafe practices and
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to keep prescribed books and accounts. Upon anfinoly the Department that any director, trusteefficer of any banking organization has
violated any law, or has continued unauthorizednwafe practices in conducting the business dfém&ing organization after having been
notified by the Superintendent to discontinue sutttices, such director, trustee or officer maydmoved from office after notice and an

opportunity to be heard. The Bank does not knoanyf past or current practice, condition or violattbat might lead to any proceeding by

the Superintendent or the Department against tix Baany of its directors, trustees or officers.

INSURANCE OF ACCOUNTS AND REGULATION BY THE FDIC. e Bank is a member of the BIF, which is admineddry the FDIC.
Deposits are insured up to applicable limits byEB#C and such insurance is backed by the fulhfaitd credit of the U.S. Government. As
insurer, the FDIC imposes deposit insurance premiand is authorized to conduct examinations oftarrdquire reporting by FDIC-insured
institutions. It also may prohibit any FDIli@sured institution from engaging in any activibetFDIC determines by regulation or order to
a serious risk to the FDIC. The FDIC also has thitdarity to initiate enforcement actions againstisgs banks, after giving the
Superintendent an opportunity to take such actiod,may terminate the deposit insurance if it deirges that the institution has engaged
engaging in unsafe or unsound practices or is inrsafe or unsound condition.

The FDIC establishes deposit insurance premiumacdbagon the risks a particular bank or savingsaason poses to its deposit insurance
funds. Under the riskased deposit insurance assessment system, theasBilghs an institution to one of three capitatgaties based on tl
institution's financial information, as of the repiog period ending six months before the assesspeiod, consisting of: (i) well capitalized;
(if) adequately capitalized; or (iii) undercapizdi and one of three supervisory subcategoriesnagtich capital group. With respect to the
capital ratios, institutions are classified as vealpitalized or adequately capitalized using raitias are substantially similar to the prompt
corrective action capital ratios discussed abovgy. iAstitution that does not meet these two deéing is deemed to be undercapitalized for
this purpose. The supervisory subgroup to whichatitution is assigned is based on a superviseajuation provided to the FDIC by
theinstitution's primary federal regulator and mmf@tion that the FDIC determines to be relevanhéoinstitution's financial condition and the
risk posed to the deposit insurance funds (whick imelude, if applicable, information provided hbyetinstitution's state supervisor). An
institution's assessment rate depends on the tepitgory and supervisory category to which #@ssigned. Under the final risk-based
assessment system, there are nine assessmenasisifications (i.e., combinations of capital grewmd supervisory subgroups) to which
different assessment rates are applied. Assessmag¢essfor deposit insurance currently range frobba$is points to 27 basis points. The
capital and supervisory subgroup to which an iastih is assigned by the FDIC is confidential areymot be disclosed. The Bank's rate of
deposit insurance assessments will depend uparategory and subcategory to which the Bank is assidpy the FDIC. Any increase in
insurance assessments could have an adversea@ffdtd earnings of the Bank.

REGULATORY CAPITAL REQUIREMENTS. The FDIC has adegtrisk-based capital guidelines to which the Biardubject. The
guidelines establish a systematic analytical franrkwhat makes regulatory capital requirements mserssitive to differences in risk profiles
among banking organizations. The Bank is requioetidintain certain levels of regulatory capitatetation to regulatory risk-weighted
assets. The ratio of such regulatory capital tolagry risk-weighted assets is referred to asBhek's "risk-based capital ratio." Risk-based
capital ratios are determined by allocating asaetsspecified off-balance sheet items to four vigighted categories ranging from 0% to
100%, with higher levels of capital being requifedthe categories perceived as representing greske

These guidelines divide a savings bank's capitaltimo tiers. The first tier ("Tier I") includes momon equity, retained earnings, certain non-
cumulative perpetual preferred stock (excludingiiancrate issues) and minority interests in eqaitgounts of consolidated subsidiaries, less
goodwill and other intangible assets (except m@eggservicing rights and purchased credit cardicglahips subject to certain limitations).
Supplementary ("Tier 1I") capital includes, amortbey items, cumulative perpetual and long-termthahilife preferred stock, mandatory
convertible securities, certain hybrid capital ingtents, term subordinated debt and the allowanrickyén and lease losses, subject to certain
limitations, less required deductions. Savings kaark required to maintain a total risk-based ahmtio of at least 8%, of which at least 4%
must be Tier | capital.
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In addition, the FDIC has established regulatiomsqribing a minimum Tier | leverage ratio (Tiezdpital to adjusted total assets as specified
in the regulations). These regulations provideafaninimum Tier | leverage ratio of 3% for banksttheeet certain specified criteria, includi
that they have the highest examination rating aadhat experiencing or anticipating significant\tb. All other banks are required to
maintain a Tier | leverage ratio of 3% plus an &ddal cushion of at least 100 to 200 basis poihitee FDIC and the other federal banking
regulators have proposed amendments to their mmicapital regulations to provide that the minim@awvedrage capital ratio for a depository
institution that has been assigned the highest ositgrating of 1 under the Uniform Financial Ingions Rating System will be 3% and that
the minimum leverage capital ratio for any othepaigtory institution will be 4% unless a higherdeage capital ratio is warranted by the
particular circumstances or risk profile of the dgipory institution. The FDIC may, however, sethegleverage and risk-based capital
requirements on individual institutions when paré circumstances warrant. Savings banks expéngrar anticipating significant growth

are expected to maintain capital ratios, includangible capital positions, well above the minimiawvels.

LIMITATIONS ON DIVIDENDS AND OTHER CAPITAL DISTRIBUTIONS. The FDIC has the authority to use its ergarent powers to
prohibit a savings bank from paying dividendsrifjts opinion, the payment of dividends would c@ngt an unsafe or unsound practice.
Federal law also prohibits the payment of dividelbgls bank that will result in the bank failingrteeet its applicable capital requirements
pro forma basis. New York law also restricts th@Bfrom declaring a dividend which would reduceciéspital below (i) the amount required
to be maintained by state law and regulation,iptié amount of the Bank's liquidation accounabbshed in connection with the
Reorganization.

PROMPT CORRECTIVE ACTION. The federal banking ageahave promulgated regulations to implement yiséesn of prompt correctiy
action required by federal law. Under the regutaica bank shall be deemed to be (i) "well capitali if it has total risk-based capital of
10.0% or more, has a Tier | riflased capital ratio of 6.0% or more, has a Tiexvétage capital ratio of 5.0% or more and is nbjestt to an'
written capital order or directive; (ii) "adequateapitalized” if it has a total risk-based capitio of 8.0% or more, a Tier | ridkased capit:
ratio of 4.0% or more and a Tier | leverage capatib of 4.0% or more (3.0% under certain circianses) and does not meet the definitic
"well capitalized"; (iii) "undercapitalized" if ihas a total risk-based capital ratio that is leas®.0%, a Tier | risk-based capital ratio that is
less than 4.0% or a Tier | leverage capital rdtad ts less than 4.0% (3.0% under certain circuntgts); (iv) "significantly undercapitalized”
if it has a total risk-based capital ratio thaleiss than 6.0%, a Tier | risk-based capital rdtad ts less than 3.0% or a Tier | leverage capital
ratio that is less than 3.0%; and (v) "criticallydercapitalized" if it has a ratio of tangible dgub total assets that is equal to or less than
2.0%. Federal law and regulations also specifyuorstances under which a federal banking agencyrewgssify a well capitalized
institution as adequately capitalized and may megamn adequately capitalized institution to comypith supervisory actions as if it were in |
next lower category (except that the FDIC may eotassify a significantly undercapitalized insfibatas critically undercapitalized).

Based on the foregoing, the Bank is currently di@ssas a "well capitalized" savings institution.

TRANSACTIONS WITH AFFILIATES. Under current federkaw, transactions between depository institutiang their affiliates are
governed by Sections 23A and 23B of the FederatiResAct. An affiliate of a savings bank is any gamy or entity that controls, is
controlled by, or is under common control with #aings bank, other than a subsidiary of the saviragk. In a holding company context, at
a minimum, the parent holding company of a savireysk and any companies which are controlled by pacént holding company are
affiliates of the savings bank. Generally, Seci@aA limits the extent to which the savings bankt®subsidiaries may engage in "covered
transactions" with any one affiliate to an amouwgua to 10% of such savings bank's capital stocksamplus and contains an aggregate limit
on all such transactions with all affiliates toanount equal to 20% of such capital stock and sarflhe term "covered transaction" includes
the making of loans or other extensions of creddrn affiliate; the purchase of assets from atiatti the purchase of, or an investment in,
securities of an affiliate; the acceptance of séiesrof an affiliate as collateral for a loan ottension of credit to any person; or issuance of a
guarantee, acceptance, or letter of credit on behah affiliate. Section 23A also establishescsfiecollateral requirements for loans or
extensions of credit to, or guarantees, acceptamtéestters of credit issued on behalf of an &fdi Section 23B requires that covered
transactions and a broad list of other specifiadgactions be on terms substantially the samey tass favorable, to the savings bank or its
subsidiary as similar transactions with nonaffémt

22



Further, Section 22(h) of the Federal Reserve @sliricts a savings bank with respect to loansrecthrs, executive officers, and principal
stockholders. Under Section 22(h), loans to dimsgtexecutive officers and stockholders who conttisectly or indirectly, 10% or more of
voting securities of a savings bank and certaiateel interests of any of the foregoing, may noeexi¢ together with all other outstanding
loans to such persons and affiliated entitiesstheéngs bank's total capital and surplus.

Section 22(h) also prohibits loans above amourgsgibed by the appropriate federal banking agémdjrectors, executive officers, and
stockholders who control 10% or more of voting si@s of a stock savings bank, and their respeatlated interests, unless such loan is
approved in advance by a majority of the boardiadors of the savings bank. Any "interested" clioe may not participate in the voting.
The loan amount (which includes all other outstagdoans to such person) as to which such priordbogdirector approval is required, is
greater of $25,000 or 5% of capital and surpluargrloans over $500,000. Further, pursuant to &e@2(h), loans to directors, executive
officers and principal stockholders must generb#ymade on terms substantially the same as offeremimparable transactions to other
persons.

Section 22(g) of the Federal Reserve Act placegtiaddl limitations on loans to executive officers.

FEDERAL HOLDING COMPANY REGULATION.

GENERAL. The Company and the Mutual Holding Comparg/ nondiversified mutual savings and loan holdiogipanies within the
meaning of the Home Owners' Loan Act. As such@bmpany and the Mutual Holding Company are registavith the OTS and are subject
to OTS regulations, examinations, supervision aporting requirements. In addition, the OTS hasmaiment authority over the Company
and the Mutual Holding Company, and their subsid&@arAmong other things, this authority permits @ES to restrict or prohibit activities
that are determined to be a serious risk to theidiary savings institution.

PERMITTED ACTIVITIES. Under OTS regulation and pnli a mutual holding company and a federally cliadenid-tier holding company
such as the Company may engage in the followingiges: (i) investing in the stock of a savingsasiation; (ii) acquiring a mutual
association through the merger of such associaitora savings association subsidiary of such hgldompany or an interim savings
association subsidiary of such holding compani); rtierging with or acquiring another holding compaone of whose subsidiaries is a
savings association; (iv) investing in a corpomatithe capital stock of which is available for phase by a savings association under federal
law or under the law of any state where the sulgidiavings association or associations sharehbeie offices; (v) furnishing or performi
management services for a savings associationdsabsbf such company; (vi) holding, managing quidating assets owned or acquired
from a savings subsidiary of such company;

(vii) holding or managing properties used or ocedfddy a savings association subsidiary of such eoyigviii) acting as trustee under deeds
of trust; (ix) any other activity (A) that the FedeReserve Board, by regulation, has determindugktpermissible for bank holding companies
under Section 4(c) of the Bank Holding Company #fct956, unless the Director, by regulation, prakibr limits any such activity for
savings and loan holding companies; or (B) in whiakitiple savings and loan holding companies weitb@ized (by regulation) to directly
engage on March 5, 1987; (x) any activity permissfbr financial holding companies under Sectiok) 4f the Bank Holding Company Act,
including securities and insurance underwritingj @) purchasing, holding, or disposing of stockjaired in connection with a qualified
stock issuance if the purchase of such stock bly saegings and loan holding company is approvedbybtrector. If a mutual holding
company acquires or merges with another holdingpzomy, the holding company acquired or the holdimgeany resulting from such merg

or acquisition may only invest in assets and engagetivities listed in (i) through (xi) above,dhas a period of two years to cease any
nonconforming activities and divest of any noncenmfimg investments.

The Home Owners' Loan Act prohibits a savings aaah holding company, directly or indirectly, ordhgh one or more subsidiaries, from
acquiring another savings association or holdimgpany thereof, without prior written approval cét®TS. It also prohibits the acquisition
or retention of, with certain exceptions, more tb&h of a nonsubsidiary savings association, a rusidiary holding company, or a
nonsubsidiary company engaged in activities othan those permitted by the Home Owners' Loan Acécquiring or retaining control of an
institution that is not federally insured. In evatlimg applications by holding companies to acqsé&eings association, the OTS must consider
the financial and managerial resources, futuregeots of the company and association involvedeffext of the acquisition on the risk to the
insurance fund, the convenience and needs of tinencmity and competitive factors.
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The Office of Thrift Supervision is prohibited froapproving any acquisition that would result in altiple savings and loan holding compi
controlling savings association in more than oaéestsubject to two exceptions: (i) the approvahtdrstate supervisory acquisitions by
savings and loan holding companies, and (ii) thppuesition of a savings institution in another stétine laws of the state of the target savings
institution specifically permit such acquisitiofi$ie states vary in the extent to which they pemtérstate savings and loan holding company
acquisitions.

WAIVERS OF DIVIDENDS BY MUTUAL HOLDING COMPANY. Offce of Thrift Supervision regulations require theitMal Holding
Company to notify the OTS of any proposed waiveitfeceipt of dividends from the Company. The G@&dews dividend waiver notices
on a case-by-case basis, and, in general, doesbjeat to any such waiver if: (i) the mutual holglicompany's board of directors determines
that such waiver is consistent with such directisiciary duties to the mutual holding companysnmbers; (ii) for as long as the savings
association subsidiary is controlled by the muhatling company, the dollar amount of dividendswedi by the mutual holding company are
considered as a restriction on the retained easrohthe savings association, which restrictiométerial, is disclosed in the public financial
statements of the savings association as a nthe tinancial statements; (iii) the amount of aigidend waived by the mutual holding
company is available for declaration as a divideolely to the mutual holding company, and, in adaace with SFAS 5, where the savings
association determines that the payment of sudbeatid to the mutual holding company is probableagoropriate dollar amount is recorded
as a liability; and (iv) the amount of any waiveadidend is considered as having been paid by thimga association in evaluating any
proposed dividend under OTS capital distributiogutations. The Mutual Holding Company generalleimds to waive dividends paid by the
Company in excess of its operating cash requiresnéhtder OTS regulations, our public stockholdeosil not be diluted because of any
dividends waived by the Mutual Holding Company (avadved dividends would not be considered in deteimy an appropriate exchange
ratio) in the event the Mutual Holding Company certs to stock form.

CONVERSION OF THE MUTUAL HOLDING COMPANY TO STOCK®RM. OTS regulations permit the Mutual Holding Canp to
convert from the mutual form of organization to tiapital stock form of organization (a "Conversimansaction"). There can be no assur.
when, if ever, a Conversion Transaction will ocaurd the Board of Directors has no current intentioplan to undertake a Conversion
Transaction. In a Conversion Transaction a newihgldompany would be formed as the successor t€tmepany (the "New Holding
Company"), the Mutual Holding Company's corporatistence would end, and certain depositors of thekBvould receive the right to
subscribe for additional shares of the New Holddogmpany. In a Conversion Transaction, each shateramon stock held by stockholders
other than the Mutual Holding Company ("MinorityoBkholders") would be automatically converted iatoumber of shares of common
stock of the New Holding Company determined pursaarexchange ratio that ensures that Minority IStoltlers own the same percentage
of common stock in the New Holding Company as thveyed in the Company immediately prior to the Casiamn Transaction. Under OTS
regulations, Minority Stockholders would not beuti#ld because of any dividends waived by the Mutlmddling Company (and waived
dividends would not be considered in determinin@ppropriate exchange ratio), in the event the Mlutlolding Company converts to stock
form. The total number of shares held by Minoritgckholders after a Conversion Transaction alsolevba increased by any purchases by
Minority Stockholders in the stock offering condeattas part of the Conversion Transaction.
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NEW YORK STATE BANK HOLDING COMPANY REGULATION. Inaddition to the federal regulation, a holding compaontrolling a
state chartered savings bank organized or doingéssin New York State also may be subject tolegigun under the New York State
Banking Law. The term "bank holding company," foe purposes of the New York State Banking Lawgiingd generally to include any
person, company or trust that directly or indingetither controls the election of a majority of tieectors or owns, controls or holds with
power to vote more than 10% of the voting stock bfank holding company or, if the Company is a banlnstitution, another banking
institution, or 10% or more of the voting stockeafch of two or more banking institutions. In gehaa@ank holding company controlling,
directly or indirectly, only one banking institutiavill not be deemed to be a bank holding compamytfe purposes of the New York State
Banking Law. Under New York State Banking Law, grer approval of the Banking Board is requireddrsef (1) any action is taken that
causes any company to become a bank holding comf@rgny action is taken that causes any bankiattition to become or be merged or
consolidated with a subsidiary of a bank holdingnpany; (3) any bank holding company acquires dioeédirect ownership or control of
more than 5% of the voting stock of a banking tositn; (4) any bank holding company or subsididagreof acquires all or substantially all
of the assets of a banking institution; or (5) antion is taken that causes any bank holding cosnframerge or consolidate with another
bank holding company. Additionally, certain regioos apply to New York State bank holding compamigarding the acquisition of
banking institutions which have been chartered yiwars or less and are located in smaller comnasi®fficers, directors and employees of
New York State bank holding companies are subgetiitations regarding their affiliation with sefties underwriting or brokerage firn

and other bank holding companies and limitatiogsrding loans obtained from its subsidiaries.

FINANCIAL SERVICES MODERNIZATION ACT. On November2l 1999, the Gramm-Leach-Bliley Act was signed iate, repealing
provisions of the depression-era Glass-Steagallweich prohibited commercial banks, securitiesfir and insurance companies from
affiliating with each other and engaging in eadieos businesses. The major provisions of the dait £ffect on March 12, 2000.

The Act creates a new type of financial servicesgany called a "Financial Holding Company" (an "FiH@ bank holding company with
dramatically expanded powers. FHCs may offer vilpuany type of financial service, including bangirsecurities underwriting, insurance
(both agency and underwriting) and merchant bankihg Federal Reserve serves as the primary "utabrefulator of FHCs. Balanced
against the attractiveness of these expanded p@metsgher standards for capital adequacy and geanent, with heavy penalties for
noncompliance.

Bank holding companies that wish to engage in edpdmctivities but do not wish to become finanhizbling companies may elect to
establish "financial subsidiaries," which are sdlasies of national banks with expanded powers. Attepermits financial subsidiaries to
engage in the same types of activities permiséilslaonbank subsidiaries of financial holding comiga, with the exception of merchant
banking, insurance underwriting and real estatestment and development. Merchant banking may beifted after a five-year waiting
period under certain regulatory circumstances.

The Company has implemented all the provision#isfAct. The Company expects to remain a bank hgldompany for the time being and
access its options as circumstances change.

FEDERAL SECURITIES LAW. The Common Stock of the Guany is registered with the SEC under the Excha&geprior to completion
of the Offering and Reorganization. The Comparguigject to the information, proxy solicitation, ither trading restrictions and other
requirements of the SEC under the Exchange Act.

The Company Common Stock held by persons who &itiai&s (generally officers, directors and prirglijgtockholders) of the Company may
not be resold without registration or unless soldécordance with certain resale restrictionshdéf€Company meets specified current public
information requirements, each affiliate of the Qxamy is able to sell in the public market, withcegistration, a limited number of shares in
any three-month period.

FEDERAL RESERVE SYSTEM. The Federal Reserve Boagiiires all depository institutions to maintain imb@rest-bearing reserves at
specified levels against their transaction acco(prisarily checking, money management and NOW kimgcaccounts). At December 31,
2002, the Bank was in compliance with these resmagairements.
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FEDERAL REGULATION. Under the Community Reinvestrhéwt, as amended (the "CRA"), as implemented byd-i@gulations, a
savings bank has a continuing and affirmative @tian, consistent with its safe and sound operatimhelp meet the credit needs of its er
community, including low and moderate income neahbods. The CRA does not establish specific lepdéquirements or programs for
financial institutions nor does it limit an institon's discretion to develop the types of prodaetd services that it believes are best suited
particular community, consistent with the CRA. TBRRA requires the FDIC, in connection with its exaation of a savings institution, to
assess the institution's record of meeting theittnegds of its community and to take such recoto account in its evaluation of certain
applications by such institution. The CRA requittes FDIC to provide a written evaluation of an itition's CRA performance utilizing a
four-tiered descriptive rating system. The Banktesdt CRA rating was "outstanding."

NEW YORK STATE REGULATION. The Bank is also subjgatprovisions of the New York State Banking Lawigthimpose continuin
and affirmative obligations upon banking institmsoorganized in New York State to serve the cmeekds of its local community ("NYCRA
which are substantially similar to those imposedh®/CRA. Pursuant to the NYCRA, a bank must fileaanual NYCRA report and copies
all federal CRA reports with the Department. The@RA requires the Department to make a biennialteniassessment of a bank's
compliance with the NYCRA, utilizing a four-tieredting system and make such assessment availatile public. The NYCRA also
requires the Superintendent to consider a bankGRi rating when reviewing a bank's applicationgage in certain transactions,
including mergers, asset purchases and the estatdigt of branch offices or automated teller machiaed provides that such assessment
may serve as a basis for the denial of any suclicagipn.

The Bank's NYCRA rating as of its latest examinmatizas "satisfactory."
THE USA PATRIOT ACT

In response to the events of September 11, 2081)iiting and Strengthening America by ProvidingoAgpriate Tools Required to Intercept
and Obstruct Terrorism Act of 2001, or the USA PADR Act, was signed into law on October 26, 200ie TUSA PATRIOT Act gives the
federal government new powers to address terthisats through enhanced domestic security megsxganded surveillance powers,
increased information sharing and broadenedrantiey laundering requirements. By way of amendmientise Bank Secrecy Act, Title 11l
the USA PATRIOT Act takes measures intended to erage information sharing among bank regulatorynaigs and law enforcement
bodies. Further, certain provisions of Title llipase affirmative obligations on a broad range mdificial institutions, including banks, thrifts,
brokers, dealers, credit unions, money transfentsgend parties registered under the Commodity &xgé Act.

Among other requirements, Title Il of the USA PAIOR Act imposes the following requirements withpest to financial institutions:

Pursuant to Section 352, all financial institutiongst establish antironey laundering programs that include, at minim(jrinternal policies
procedures, and controls; (ii) specific designatban anti-money laundering compliance officei) Gngoing employee training programs;
and (iv) an independent audit function to testah#-money laundering program.

Section 326 authorizes the Secretary of the Depantiiof Treasury, in conjunction with other bankuladpors, to issue regulations by October
26, 2002 that provide for minimum standards witkpect to customer identification at the time newoants are opened.
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Section 312 requires financial institutions thaabBsh, maintain, administer, or manage privatekiyay accounts or correspondence accounts
in the United States for non-United States persorikeir representatives (including foreign indivads visiting the United States) to establish

appropriate, specific, and, where necessary, emtlaghee diligence policies, procedures, and conttessgned to detect and report money
laundering.

Financial institutions are prohibited from estaliligy, maintaining, administering or managing cqumexlent accounts for foreign shell banks
(foreign banks that do not have a physical presenaay country), and will be subject to certainael keeping obligations with respect to
correspondent accounts of foreign banks.

Bank regulators are directed to consider a holdomgpany's effectiveness in combating money laundesihen ruling on Federal Reserve
Act and Bank Merger Act applications.
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The federal banking agencies have begun to progoodémplement regulations pursuant to the USA PATRAct. These proposed and
interim regulations would require financial institns to adopt the policies and procedures contateglby the USA PATRIOT Act.

SARBANES-OXLEY ACT OF 2002

On July 30, 2002, the President signed into lanShdanes-Oxley Act of 2002 ("Sarbanes-Oxley"),clwlimplemented legislative reforms
intended to address corporate and accounting fltawatidition to the establishment of a new accagntiversight board that will enforce
auditing, quality control and independence starslardi will be funded by fees from all publicly tedcompanies, Sarbanes-Oxley places
certain restrictions on the scope of servicesnrtmt be provided by accounting firms to their pulsiicnpany audit clients. Any non-audit
services being provided to a public company adgihtwill require preapproval by the company'siaedmmittee. In addition, Sarbanes-
Oxley makes certain changes to the requirementaudit partner rotation after a period of time.lBares-Oxley requires chief executive
officers and chief financial officers, or their éepient, to certify to the accuracy of periodic oes filed with the Securities and Exchange
Commission, subject to civil and criminal penaliifiethey knowingly or willingly violate this certi€ation requirement. The Company's Chief
Executive Officer and Chief Financial Officer hasigned certifications to this Form 10-K as requibgdSarbanes-Oxley. In addition, under
Sarbanes-Oxley, counsel will be required to repuidence of a material violation of the securitass or a breach of fiduciary duty by a
company to its chief executive officer or its chiefal officer, and, if such officer does not apgprately respond, to report such evidence to
the audit committee or other similar committeehsf board of directors or the board itself.

Under Sarbanes-Oxley, longer prison terms will gpplcorporate executives who violate federal séesrlaws; the period during which
certain types of suits can be brought against gpammy or its officers is extended; and bonuses suéop executives prior to restatement
company's financial statements are now subjecisgodgement if such restatement was due to compan&conduct. Executives are also
prohibited from trading the company's securitiesrduretirement plan "blackout" periods, and losmsompany executives (other than loans
by financial institutions permitted by federal rsil@nd regulations) are restricted. In addition;avigion directs that civil penalties levied by
the Securities and Exchange Commission as a refsaity judicial or administrative action under Sarbs-Oxley be deposited to a fund for
the benefit of harmed investors. The Federal Actofor Investor Restitution provision also requities Securities and Exchange Commis

to develop methods of improving collection ratelse Tegislation accelerates the time frame for d=males by public companies, as they must
immediately disclose any material changes in tfiggmcial condition or operations. Directors an@extive officers must also provide
information for most changes in ownership in a camps securities within two business days of threnge.

Sarbanes-Oxley also increases the oversight ofcadifies certain requirements relating to audinogttees of public companies and how
they interact with the company's "registered puéticounting firm." Audit committee members musirmependent and are absolutely barred
from accepting consulting, advisory or other congagory fees from the issuer. In addition, companiast disclose whether at least one
member of the committee is a "financial expert"gash term is defined by the Securities and Exch&@mwmmission) and if not, why not.
Under Sarbanes-Oxley, a company's registered pabtiounting firm is prohibited from performing stetrily mandated audit services for a
company if such company's chief executive officaief financial officer, comptroller, chief accoing officer or any person serving in
equivalent positions had been employed by suchdinch participated in the audit of such companyrduthe one-year period preceding the
audit initiation date. Sarbanes-Oxley also prokihity officer or director of a company or any otperson acting under their direction from
taking any action to fraudulently influence, coentgnipulate or mislead any independent accouetagaiged in the audit of the company's
financial statements for the purpose of rendetirgfinancial statements materially misleading. Saes-Oxley also requires the Securities
and Exchange Commission to prescribe rules requiniclusion of any internal control report and asseent by management in the annual
report to shareholders. Sarbanes-Oxley requiresdimpany's registered public accounting firm tBaties the audit report to attest to and
report on management's assessment of the compateytsal controls.
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Although we anticipate that we will incur additidrxpense in complying with the provisions of trerl&anes-Oxley Act and the resulting
regulations, management does not expect that sarapl@nce will have a material impact on our resokoperations or financial condition.

FEDERAL AND STATE TAXATION

FEDERAL TAXATION. The following discussion of fedartaxation is intended only to summarize certartipent federal income tax
matters and is not a comprehensive descriptiohefdx rules applicable to the Company or the Bank.

BAD DEBT RESERVES. Prior to the 1996 Act, the Bawds permitted to establish a reserve for bad daiiido make annual additions to

the reserve. These additions could, within spetifiemula limits, be deducted in arriving at thenkRa taxable income. As a result of the 1
Act, the Bank must use the small bank experiendbaden computing its bad debt deduction beginniiitfy its 1996 Federal tax return. In
addition, the federal legislation requires the ptoee (over a six year period) of the excess obtd debt reserves at December 31, 1995 ovel
those established as of December 31, 1987.

TAXABLE DISTRIBUTIONS AND RECAPTURE. Prior to the9B6 Act, bad debt reserves created prior to Janlial988 were subject to
recapture into taxable income should the Bankt6aiheet certain thrift asset and definitional tebltsw federal legislation eliminated these
thrift related recapture rules. However, under enirtaw, pre-1988 reserves remain subject to racashould the Bank cease to retain a bank
or thrift charter or make certain non-dividend disitions.

MINIMUM TAX. The Code imposes an alternative minimuax ("AMT") at a rate of 20% on a base of regtiéatable income plus certain
tax preferences ("alternative minimum taxable inebwor "AMTI"). The AMT is payable to the extent $uUAMTI is in excess of an
exemption amount. In 2002, net operating losseotfart 100% of AMTI. Going forward, net operatilogses can offset no more than 90%
of AMTI. Certain payments of alternative minimunx taay be used as credits against regular tax liegsilin future years.

NET OPERATING LOSS CARRYOVERS. A financial instiioih may carry back net operating losses to thegalieg two taxable years a
forward to the succeeding 20 taxable years. Thagipion applies to losses incurred in taxable ybaginning after August 5, 1997.

The Internal Revenue Service has examined thedeohemome tax return for the fiscal year ended 19892 New York State fiscal year-end
tax returns for 1998 through 1999 are currentlyarrekamination by the New York State Departmenfaation and Finance. See Note 1.
the Financial Statements.

STATE TAXATION

NEW YORK TAXATION. The Bank is subject to the Newolk State Franchise Tax on Banking Corporatiorenimnnual amount equal

the greater of (i) 8.0% of the Bank's "entire meioime" allocable to New York State during the tdeafear, or (ii) the applicable alternative
minimum tax. The alternative minimum tax is genlgrée greater of (a) 0.01% of the value of the Baassets allocable to New York State
with certain modifications, (b) 3% of the Bank'st8anative entire net income" allocable to New Y@&tate, or (c) $250. Entire net income is
similar to federal taxable income, subject to éartaodifications and alternative entire net incasequal to entire net income without cert
modifications. Net operating losses arising in 28ad 2002 can be carried forward to the succee2lirgxable years.

The availability of Annual Report on Form 10-K miag accessed on the Bank's website at www.pathfiaddrcom.
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ITEM 2. PROPERTIES

The Bank conducts its business through its maicefbcated in Oswego, New York, and five full Seevbranch offices located in Oswego
County. The following table sets forth certain imf@tion concerning the main office and each branffibe of the Bank at December 31,
2002. The aggregate net book value of the Bank®iges and equipment was $5.6 million at Decembge2@02. For additional information
regarding the Bank's properties, see Note 5 to\mt&inancial Statements.

LOCATION OPENING DATE OWNED/LEAS ED ANNUAL RENT

Main Office . ... ... 1874 Owned -

214 West First Street
Oswego, New York 13126

Plaza Branch. ... ... 1989 Owned ( 1) -

Route 104, Ames Plaza
Oswego, New York 13126

Mexico Branch . . . . .. 1978 Owned -

Norman & Main Streets
Mexico, New York 13114

Oswego East Branch. . . . 1994 Owned -

34 East Bridge Street
Oswego, New York 13126

Fulton Branch . . . . .. 1994 Owned -

114 Oneida Street
Fulton, New York 13069

LaconaBranch...... 2002 Owned -

1897 Harwood Drive
Lacona, New York 13083

Fulton Branch . . . ... 2003 Owned ( 2) -

5 West First Street South
Fulton, New York 13069

(1) The building is owned; the underlying landaased paying an annual rent of $17,300
(2) The existing Fulton Branch will be moved tostkocation in 2003. The building is owned; the whdeg land is leased paying an annual
rent of $21,000

ITEM 3. LEGAL PROCEEDINGS

There are various claims and lawsuits to whic h the Company is periodically
involved incident to the Company's business. In the opinion of management,
except as set forth below, such claims and lawsuits in the aggregate are
immaterial to the Company's consolidated finan cial condition and results of

operations.

On November 28, 2001, the Company and its Boabli@fctors were named as defendants in Jewelcor tamant, Inc. ("Jewelcor") v.
Pathfinder Bancorp, Inc., et al. This action wéexfin the United States District Court, Northernistict. In its complaint, Jewelcor alleged
that the Company's directors breached their fidydlaties to the Company by failing to considerméfier from Fulton Savings Bank for the
sale of the Company. Jewelcor was seeking damagesess of $1 million, punitive damages in exadskl0 million and equitable relief.
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On January 13, 2003, the Company completed thehpsecof 160,114 shares of common stock at a pfig2.8 million, or $14.60 per share,
from Jewelcor, which is owned by Mr. Seymour Holean{"the Repurchase"). The Repurchase represemtsxamately 6.1% of the
Company's outstanding common stock as of Decenthe2®2. As part of the repurchase agreement, dewafjreed to stipulate to the
discontinuance with prejudice of the lawsuit eatit'Jewelcor Management, Inc. v. Pathfinder Bandoig@", and withdrew a shareholder
proposal previously submitted by Jewelcor. In addjtMr. Holtzman and Jewelcor, as well as thogsqes and entities who signed the
Schedule 13D with Mr. Holtzman with respect to @@mpany's common stock, agreed in writing, thatheeithey nor their affiliates will
purchase shares of the Company's common stockderiad of five years.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of stockholdersg the fourth quarter of the year under ref
PART Il

ITEM 5. MARKET FOR COMPANY'S COMMON STOCK AND RELAT ED SECURITY HOLDER MATTERS

The "Market for Common Stock" section of the Compannual Report to Stockholders is incorporatecen by reference.

ITEM 6. SELECTED FINANCIAL DATA

The selected financial information for the yearesh®ecember 31, 2002 is filed as part of the Coipa®nnual Report to Stockholders and
is incorporated by reference.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The "Management's Discussion and Analysis of Firsu@ondition and Results of Operations" sectiothaf Company's Annual Report to
Stockholders is incorporated herein by reference.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

The information required by this item is set foutider the caption "Management's Discussion andy&igabf Financial Condition and Rest
of Operations" in the Annual Report to Stockholdghich is incorporated herein by reference.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements are contained in the CaryipaAnnual Report to Stockholders and are incaigal herein by reference.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None
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PART IlI

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE CO MPANY

(a) Information concerning the directors of the @amy is incorporated by reference hereunder ifCitrmapany's Proxy Materials for the
Annual Meeting of Stockholders.

(b) Set forth below is information concerning thénBipal Officers of the Company at December 31020

NAME AGE POSITIONS HELD WITH THE COMPANY
Chris C. Gagas. - 72 Chairman of the Board
Thomas W. Schneider . 40 President and Chief Exe cutive Officer
W. David Schermerhorn 42 Executive Vice Presiden t-Lending
James A. Dowd, CPA.. 35 Vice President, Chief F inancial Officer and Trust Officer
Edward A. Mervine . . 46 Vice President, General Counsel
John Devlin . . ... 38 Vice President, Senior Commercial Lender
Melissa A. Miller . . 45 Vice President, Secreta ry
Gregory L. Mills. .. 42 Vice President, Directo r of Marketing, Branch Administrator

Annette L. Burns, CPA 30 Controller

Anita J. Austin ... 53 Internal Auditor

ITEM 11. EXECUTIVE COMPENSATION

Information with respect to management compensatiahtransactions required under this item is ipoated by reference hereunder in the
Company's Proxy Materials for the Annual Meetingstdckholders under the caption "Compensation”.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information contained under the sections captid'Stock Ownership of Management" is incorpordgdeference to the Company's
Proxy Materials for its Annual Meeting of Stockheid.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this item is set foutider the caption "Certain Transactions" in theifd@fe Proxy Materials for the Annual
Meeting of Stockholders and is incorporated hebgimeference.

ITEM 14. CONTROLS AND PROCEDURES

(a2) EVALUATION OF DISCLOSURE CONTROLS AND PROCEDUIREUnNder the supervision and with the participatibour
management, including our Chief Executive Officed £hief Financial Officer, we evaluated the effiemess of the design and operation of
our disclosure controls and procedures (as defm&ille 13a-14(c) under the Exchange Act) as ddta (the "Evaluation Date") within 90
days prior to the filing date of this report. Basgzmbn that evaluation, the Chief Executive Offiaad Chief Financial Officer concluded that,
as of the Evaluation Date, our disclosure contaold procedures were effective in timely alertingnthto the material information relating to
us (or our consolidated subsidiaries) requiredetinibluded in our periodic SEC filings.

(b) CHANGES IN INTERNAL CONTROLS. There were no sificant changes made in our internal controlsmiyithe period covered by
this report or, to our knowledge, in other factitrat could significantly affect these controls sedpgent to the date of their evaluation.

See the Certification pursuant to Section 302 efSarbanes-Oxley Act of 2002, which immediatelycpdes the signature page.
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PART IV

ITEM 15. Exhibits, Financial Statement Schedules,rsd Reports on Form 8K

(a)(2) Financial Statements

The exhibits and financial statement scheduled file a part of this Form 10-K are as follows:

(A) Independent Auditors' Report;

(B) Consolidated Statements of Condition - Decen®ier2002 and 2001.

(C) Consolidated Statements of Income - years ebdmgmber 31, 2002, 2001 and 2000.

(D) Consolidated Statements of Stockholders' Equityars ended December 31, 2002, 2001 and 2000.
(E) Consolidated Statements of Cash Flows - yeailed December 31, 2002, 2001 and 2000; and

(F) Notes to Consolidated Financial Statements.

(a)(2) Financial Statement Schedules

All financial statement schedules have been omitethe required information is inapplicable or basn included in the Notes to
Consolidated Financial Statements.

(b) Exhibits

3.1 Certificate of Incorporation of Pathfinder Bang, Inc. (Incorporated herein by reference toGoenpany's Current Report on Form 8-K
dated June 25, 2001)

3.2 Bylaws of Pathfinder Bancorp, Inc. (Incorpodakeerein by reference to the Company's Current RepoForm 8-K dated June 25, 2001)

4 Form of Stock Certificate of Pathfinder Bancdm,. (Incorporated herein by reference to the CamjsaCurrent Report on Form 8-K dated
June 25, 2001)

10.1 Form of Pathfinder Bank 2001 Stock Option Klanorporated herein by reference to the Compa®rddile no. 333-36051)
10.2 Form of Pathfinder Bank 2001 Recognition aeteRtion Plan (Incorporated by reference to the @y's S-4 file no. 333-36051)

10.3 Employment Agreement between the Bank and B80M. Schneider, President and Chief Executivec@ffjincorporated by reference
to the Company's S-4 file no. 333-36051)

10.4 Employment Agreement between the Bank and &iddSchermerhorn, Executive Vice Presidéman Administration (Incorporated
reference to the Company's S-4 file no. 333-36051)

13 Annual Report to Stockholders
21 Subsidiaries of Company
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99.1 Officers' Certification pursuant to Sectior6 @ the Sarbanes-Oxley Act of 2002.

(c) Reports on Form-B

The Company has two Current Reports on Form 8-knhduhe fourth quarter of the fiscal year endedéeber 31, 2002 dated October 28,
2002 and December 20, 2002 reporting press releakding to the completion of the acquisition lné t_acona Branch of Cayuga Bank and
the announcement of its Commercial Bank subsidiaythe announcement of a stock repurchase progndra dividend declaration.
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CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Thomas W. Schneider, President and Chief Exeeifficer, certify that:
1. I have reviewed this quarterly report on ForrKLOf Pathfinder Bancorp, Inc.;

2. Based on my knowledge, this quarterly reporsdu# contain any untrue statement of a materéldaomit to state a material fact
necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statemeamid,other financial information included in thisagterly report, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in this
quarterly report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and have:

a) designed such disclosure controls and procedoiessure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others withase entities, particularly during the period inieh this quarterly report is being prepared;

b) evaluated the effectiveness of the registraliigdosure controls and procedures as of a datena®0 days prior to the filing date of this
quarterly report (the "Evaluation Date"); and

c) presented in this quarterly report our conclasiabout the effectiveness of the disclosure ctangniod procedures based on our evaluatii
of the Evaluation Date;

5. The registrant's other certifying officers artthle disclosed, based on our most recent evahyatidhe registrant's auditors and the audit
committee of registrant's board of directors (aispas performing the equivalent functions):

a) all significant deficiencies in the design oeogtion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data awne foentified for the registrant's auditors any enial weaknesses in internal controls; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant's internal
controls; and

6. The registrant's other certifying officers arfthle indicated in this quarterly report whetheréwere significant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant diefitcies and material weaknesses.

March 28, 2003 /'s/ Thomas W Schnei der

Dat e Thomas W  Schnei der
President and Chief Executive O ficer
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CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, James A. Dowd, Vice President and Chief Findr©iéicer, certify that:
1. I have reviewed this quarterly report on ForrKLOf Pathfinder Bancorp, Inc.;

2. Based on my knowledge, this quarterly reporsdu# contain any untrue statement of a materéldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statememid,other financial information included in thisagterly report, fairly presentin all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in this
quarterly report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and have:

a) designed such disclosure controls and procedoimssure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others withase entities, particularly during the period inieh this quarterly report is being prepared;

b) evaluated the effectiveness of the registraliigdosure controls and procedures as of a datena®0 days prior to the filing date of this
quarterly report (the "Evaluation Date"); and

c) presented in this quarterly report our conclusiabout the effectiveness of the disclosure cn#od procedures based on our evaluati
of the Evaluation Date;

5. The registrant's other certifying officers arfthive disclosed, based on our most recent evahjatighe registrant's auditors and the audit
committee of registrant's board of directors (aispas performing the equivalent functions):

a) all significant deficiencies in the design oeogtion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data and tantified for the registrant's auditors any ena weaknesses in internal controls; and

b) any fraud, whether or not material, that invelveanagement or other employees who have a sigmifiole in the registrant's internal
controls; and

6. The registrant's other certifying officers arfthive indicated in this quarterly report whether¢éhwere significant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant defitcies and material weaknesses.

March 28, 2003 / s/ James A. Dowd

Dat e James A. Dowd
Vice President and Chief Financial Oficer
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SIGNATURES

Pursuant to the requirements of Section 13 of #muties Exchange Act of 1934, the Company hag dalised this report to be signed on its
behalf by the undersigned, thereunto duly authdrize

PATHFINDER BANCORP, INC.

March 28, 2003 /'s/ Thomas W Schnei der

Dat e Thomas W  Schnei der
Presi dent and Chief Executive O ficer

Pursuant to the requirements of the Securities &xgé of 1934, this report has been signed belothdyjollowing persons on behalf of the
Registrant and in the capacities and on the datbsated.

By: [/s/ Chris C. (agas

Chris C.  Gagas, Chairman of the Board

Date: March 28, 2003

By: . /s/ Thomas W. Schneider By: /sl Chris Burritt
Thomas W. Schneider, President and Chris Burritt
Chief Executive Officer Director

Date: March 28, 2003 Date: March 28, 2003

By: /s/ James A. Dowd By: /sl Raymond W. Jung
James A. Dowd, Vice President, Chief Raymond W. Jung
Financial Officer and Trust Officer Director

Date: March 28, 2003 Date: March 28, 2003

By: . /s/ Bruce Manwaring By: /sl George W. Joyce
Bruce Manwaring George W. Joyce
Director Director

Date: March 28, 2003 Date: March 28, 2003

By: . /s/ L. William Nelson, Jr. By: /sl Corte Spencer
L. William Nelson, Jr. Corte Spencer
Director Director

Date: March 28, 2003 Date: March 28, 2003

By: . /s/ Steven W. Thomas By: /sl Janette Resnick
Steven W. Thomas Janette Resnick
Director Director

Date: March 28, 2003 Date: March 28, 2003
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Mission Statement PathFinder Bank is an indepenc@ntnunity bank. Our mission is to foster relatttips with individuals and businesses
within our communities to be the financial proviaddrchoice. Our goal is to continually enhancethkie of the bank for the benefit of our

shareholders, customers, employees and communities.

[Photo]



FINANCIAL HIGHLIGHTS

Pathfinder Bancorp, Inc. is the parent companyathfinder Bank and Pathfinder Statutory Trust khRlader Bank has three operating
subsidiaries - Pathfinder Commercial Bank, PatidirREIT Inc., and Whispering Oaks Development Crapion.

Pathfinder Bancorp, Inc.'s common stock curremtigdés on the NASDAQ Small Cap Market under the I PBHC".

The following table sets forth certain financiaghiights of the consolidated entity for the yeandexd December 31.:

200 2 2001 2000 1999 1998

FOR THE YEAR (In Thousands)
Interestincome . .............. $15,8 12 $16,338 $15,925 $ 14,664 $ 14,027
Interest expense. . ............. 7,0 23 8,485 8,532 7,035 6,969
Net interestincome .. ........... 8,7 89 7,853 7,393 7,629 7,057
Netincome. ................. 11 56 1,602 356 930 1,209
PER COMMON SHARE
Earnings -basic. . ............. $0. 45 $ 062 $ 014 $ 035 $ 0.44
Bookvalue.................. 8. 90 8.64 8.06 7.61 8.12
Cash dividends declared . . . ........ 0. 30 0.26 0.24 0.24 0.20
Stock price:
High. . ................... 15. 00 14.15 9.63 12.00 26.13
Low . ... 10. 38 5.50 5.38 7.50 9.13
Close . ...........oiun.. 14. 71  13.18 6.19 8.88 9.13
YEAR END (In Thousands)
Totalassets. . ............... $279,0 56 $244,514 $232,355 $216,324 $203,252
Investment securities . . .......... 62,5 06 53,422 44,274 43,049 32,665
Loans receivable, net 179,0 01 162,588 148,362 130,063 125,358
Intangible assets . . . ........... 49 13 2,342 2,658 2,973 3,289
Deposits. . . ................ 204,5 22 169,589 161,459 152,436 160,219
Borrowed funds. .. ............. 42,8 60 49,441 47,230 42,880 18,691
Trust preferred security obligation . . . . . 5,0 00 - - - -
Equity. . .......... ... .. 23,2 30 22,185 20,962 20,075 22,287
SELECTED PERFORMANCE RATIOS
Return on average assets. . . ........ 0. 45% 0.68% 0.16% 0.44% 0.62%
Return on average equity. . ......... 5. 01 7.34 1.79 4.33 5.12
Average equity to average assets. . . . . .. 8. 94 9.22 8.91 10.24  12.05
Dividend payoutratio(@) .. ........ 36. 85 28.37 173.62 67.65 45.07
Net interest rate spread. . . ........ 3. 47 3.35 3.34 3.73 3.73
Noninterest expense to total assets . . . . . 2. 85 2.81 3.31 3.30 3.24
Efficiency ratio. ... ........... 73. 18 70.61 90.64 80.54 75.96
Nonperforming loans to
net loans receivable. . . .......... 0. 95 1.30 1.23 1.96 1.46
Nonperforming assets to
totalassets. . ............... 1. 11 1.13 1.17 1.48 1.27
Allowance for loan losses
to net loans receivable . . . ........ 0. 82 1.03 0.86 0.88 0.75
Number of full service offices. . ... ... 6 5 5 5 5
SELECTED CASH EARNINGS PERFORMANCE RATIOS (b)
Cash earnings (in thousands). ... ... .. $1,2 49 $1908 $ 859 $ 1,532 $ 1,850
Cash earnings per share - basic . . ... .. 0. 48 0.74 0.34 0.58 0.67
Return on average assets (cash basis) .... 0. 48% 0.81% 0.38% 0.73% 0.94%
Return on average equity (cash basis) .... 5. 41 8.74 4.32 7.13 7.84
Noninterest expense to average

assets (cash basis) . ........... 2. 82 2.72 3.13 2.99 2.89
Efficiency ratio (cash basis) . ....... 72. 33 66.41 8221 70.84 65.42

(a) The dividend payout ratio is calculated usingd#nds declared and not waived by the holding gany divided by net income.
(b) Cash earnings exclude non cash charges famtuetization of intangible assets and the allocatibESOP stock.
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Letter to Shareholders

On behalf of the Board of Directors and employdeRathfinder Bancorp, Inc., | am pleased to presentAnnual Report to our shareholders.
We invite you to attend our Annual Meeting on A, 2003, at 10:00 a.m. at the Econo Lodge RieatfHotel in Oswego.

2002 REVIEW

The past year has been both challenging and remgar@hallenging in that economic conditions advgrsepacted credit quality leading to
significant chargesffs during the year. The credit quality deteriamat although primarily limited to a few larger comercial loans, resulted
a re-examination of our underwriting and administeacapabilities in commercial lending. The reanttchanges and enhancements to
personnel, policy and procedures have createadagsr platform with which to deliver products amavices to our commercial market. We
consider this an integral market segment in thevtirmf the Company's assets and revenues.

The year has also been rewarding, as we were @bkbeptind our product base and geographical rea¢hctober 2002, the Company
simultaneously completed the acquisition of a neanbh office location in Lacona, New York, providigreater access to northern Oswego
markets, and chartered a limited-purpose commebeiak subsidiary. The commercial bank subsidiaoyidles a platform to conduct deposit
business with local governments and municipaligelsusiness segment unavailable to a savings béakook forward to serving this market
segment and leveraging our local knowledge andioelships into significant growth opportunities.

The Company experienced strong growth in loansdepdsits during 2002. Fueled by demand in the eesiial sector the total loan portfolio
grew by $16.2 million, or 10%. The historically Idewel of interest rates lead to significant refineg activity. Loan originations exceeded
$50 million, making Pathfinder Bank the number oniginator of residential mortgage loans in Osw€ganty in 2002.

Deposits grew by $35 million, or 21%, as a restih aumber of factors including the branch acqiaisitthe successful introduction of free
checking and money management products, and theuowmrs' flight from equity markets to the safetyixéd-rate, FDIC insured products.

Interest rates are at 40-year lows, and now mane éver asset selection and portfolio structureatieal decision points for future
profitability. The Company is carefully consideritige impact on net interest margin an eventualinseterest rates may have and is
positioning its investments to mitigate that imp&&enerally, the Company's current asset allocatiiegy is to forego wide spreads
available in longer-term, interest insensitive istweents, in favor of lower yielding assets that agggment believes will respond more
favorably in a rising rate environment. Managenigmtiso seeking to extend, where appropriate gtmag of its borrowings and is
encouraging deposit holders to diversify theiriiegt rate risk through laddered time deposit pbo$o

Financial performance for 2002 was mixed. Revemuew by 12% as both net interest income and nar@sténcome rose proportionally.
These increases, however, were more than offsatd##b6 increase in the provision for loan lossesaahf% increase in operating expenses.
There were a number of expenses in 2002, whicharexpected to recur, and asset quality has inggteignificantly. Net income of $1.2
million, or $.45 per share, is disappointing to mgement and the Board of Directors. It is anti@dahat performance in 2003 will be more
representative of the strengths of the Companyaba sheet.

SHAREHOLDER VALUE

The Company's common stock continues to be sigmifig influenced by the valuations and price perfance of newly formed mutual
holding company subsidiaries, re-mutualizations sewbnd-step conversions. These segments havemeddavorably as investors seek the
consistent earnings, transparent balance sheetsegulated environments associated with thriftlsto

The Board of Directors recognize the unique stmgctf a mutual holding company subsidiary and itméations on the liquidity of the
Company's stock. The Board of Directors of the Canypare committed to operating Pathfinder Banknaim@dependent community bank,
deriving improved earnings through core bankingvéis. The Board of Directors believe that a sgdalance sheet, improved earnings, a
consistent dividend payout ratio, and liquidity gag through share repurchase programs providedotinued enhancement to the value of
our common stock.

BUSINESS STRATEGY

Pathfinder Bank is committed to being the leadimavjuler of financial services in Oswego County. Twmmpany is focused on differentiat
itself from its competitors in the delivery of igoducts and services. Toward that end the Compairgtegy remains focused on our
understanding our customers' needs, putting custimgerests first, and developing our employedset responsive to our customers. We are
examining our points of contact with customersrisuge service delivery in an effective, efficientdaconsistent manner that provides added
value to our customers.

Specifically, during 2003, we will:

Examine our existing branch network to ensure tti@iocations meet the needs of the market anthdilities meet or exceed our banking
consumers' expectations. Part of this examinatémrasulted in the decision tc-locate our Fulton, New York branch to provide imgrd



access and

drive-through capabilities, expanded parking, a nd enhanced operational
efficiency. The new branch is expected to open in June 2003.
Develop new branch locations to extend our ge ographic reach and serve more

customers in the central New York market.

Upgrade and expand our electronic deliver y services including enhanced

funds transfer capabilities and cash managementwlM/also be installing a call center platformitoprove responsiveness to customers and
efficiency in operations.

Devote significant resources to the developmemtuoffront-line employees to be a leader in the ityuaf service we offer to our customers.
In January 2003, the Company inaugurated Pathfiddérersity to provide extensive educational amdhtng opportunities for our
employees.

Develop our commercial bank subsidiary to exterbgé services to the local governments and mualitips of Oswego County.

We look forward to the successful execution of stuategies, realizing that challenges from comipetithe economy, the regulatory
environment, and unforeseen forces will always nifus. It is our ability to adapt to changing eorments and respond to these
challenges, while remaining focused on our custemehich will ensure our success.

/'s/ Thomas W Schnei der
Presi dent and Chief Executive Oficer

[ Phot os]



MANAGEMENT'S DISCUSSION AND ANALYSIS
GENERAL

Throughout the Management's Discussion and Anallgsiserm, "the Company", refers to the consolidatetity of Pathfinder Bancorp, Inc.
Pathfinder Bank and Pathfinder Statutory Truselwaholly owned subsidiaries of Pathfinder Bancamp, Pathfinder Commercial Bank,
Pathfinder REIT, Inc. and Whispering Oaks Developtht&orp. represent wholly owned subsidiaries ohfrader Bank. At December 31,
2002, Pathfinder Bancorp, Inc.'s only businesstivasl00% ownership of Pathfinder Bank and Pathfi®latutory Trust I. At December 31,
2002, 1,583,239 shares, or 60.6%, of the Compaonysnon stock were held by Pathfinder Bancorp, Mih€,Company's mutual holding
company parent and 1,027,257 shares, or 39.4%, vedaleby the public.

On June 26,2002, the Company formed a wholly oveudxidiary, Pathfinder Statutory Trust I, a Conieittbusiness trust. The trust issued
$5,000,000 of 30-year floating rate Company-obégatooled capital securities of Pathfinder Stajufoust I. The Company borrowed the
proceeds of the capital securities from its subsydby issuing floating rate junior subordinatededeable interest debentures having
substantially similar terms. The capital securitigsture in 2032 and qualify as Tier 1 capital by Bederal Deposit Insurance Company and
the Office of Thrift Supervision. The capital seties of the trust are a pooled trust preferredifohPreferred Term Securities VI, Ltd. and
are tied to the 3 month LIBOR plus 3.45% with afixear call provision. These securities are guaeghby the Company.

On October 25, 2002, Pathfinder Bank completegtirehase of assets and the assumption of non-rpahiéposits of the Lacona, New
York branch of Cayuga Bank (the "Branch Acquisitjomn addition, Pathfinder Bank formed a limitedrpose commercial bank subsidiary,
Pathfinder Commercial Bank. Pathfinder CommercehiBwas established to serve the depository ndealshtic entities in its market area
and it assumed the municipal deposit liabilitieshaf Lacona, New York branch. The transaction idetlapproximately $26.4 million in
deposits, $2.3 million in loans and $430,000 inlveash and facilities and equipment. The acquoisiteflects a premium on deposit liabilit
assumed of approximately $2.4 million.

When used in this Annual Report the words or pledsdl likely result”, "are expected to", "will edinue”, "is anticipated", "estimate"”,
"project” or similar expression are intended tantify "forward-looking statements" within the meagiof the Private Securities Litigation
Reform Act of 1995. Such statements are subjecét@in risks and uncertainties, including, amotigeothings, changes in economic
conditions in the Company's market area, changpslioies by regulatory agencies, fluctuationsrterest rates, demand for loans in the
Company's market areas and competition, that aralde actual results to differ materially from dvigtal earnings and those presently
anticipated or projected. The Company wishes téi@aueaders not to place undue reliance on anly farevard-looking statements, which
speak only as of the date made. The Company wishedvise readers that the factors listed abovédaftect the Company's financial
performance and could cause the Company's actudtsdor future periods to differ materially froamy opinions or statements expressed
with respect to future periods in any current stegsts.

The Company does not undertake, and specificaltlirdes any obligation, to publicly release the fssaf any revisions which may be made
to any forward-looking statements to reflect evamtsircumstances after the date of such stateneeritsreflect the occurrence of anticipated
or unanticipated events.

The Company's net income is primarily dependeritonet interest income, which is the differencen®en interest income earned on its
investments in mortgage and other loans, investiserurities and other assets, and its cost of foadsisting of interest paid on deposits and
other borrowings. The Company's net income alsdfécted by its provision for loan losses, as vaslby the amount of noninterest income,
including income from fees, service charges andigag rights, net gains and losses on sales afriexs, loans and other real estate, and
Noninterest expense such as employee compensatibipesmefits, occupancy and equipment costs, datepsing costs and income ta»
Earnings of the Company also are affected sigmitlgadby general economic and competitive conditjgregticularly changes in market
interest rates, government policies and actiome@ilatory authorities, which events are beyoncctiverol of the Company. In particular, the
general level of market rates tends to be highttical.



MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

NEW ACCOUNTING PRONOUNCEMENTS

On October 1, 2002, Financial Accounting Stand&ulard (FASB) issued Statement of Financial Accounstandards No. 147,
"Accounting for Certain Acquisitions of Banking ®hrift Institutions." Statement 147 changes how@uwmpany accounts for goodwill
arising from branch acquisitions. Under previousSBArulings, the goodwill arising from branch acdfignis was classified as an
"unidentifiable intangible asset" and thereforejsabto amortization. Statement 147 now classitésintangible as goodwill. In accordance
with the provisions of Statement 147, previousbuied statements were restated to remove the aat@ntizxpense recorded on the goodwiill
since January 1, 2002. Goodwill is not subjectnmaization, but will be reviewed annually for impaent.

As of December 31, 2002, no impairment adjustmastbeen made to goodwill. The impact of the pronement on the financial statements
is as follows:

For the Twelve Mont hs Ended December 31:
2 002 2001 2000
(in thousands except Ear nings per Share Data)
Reported netincome . ............. $1 ,156 $1,602 $ 356
Add back: goodwill amortization, net of tax . . - 193 193
Adjusted netincome . ............. $1 ,156 $1,795 $ 549
Basic earnings per share:
Reported netincome . ............. $ 0.45 $0.62 $0.14
Goodwill amortization, netof tax . . . .. .. - 0.08 0.08
Adjusted netincome . ............. $ 0.45 $0.70 $0.22
Diluted earnings per share:
Reported netincome .. ............ $ 0.44 $0.62 $0.14
Goodwill amortization, netof tax . . . .. .. - 0.07 0.08
Adjusted netincome . ............. $ 0.44 $0.69 $0.22

In December 2002, the FASB issued SFAS 148, "Actingrior Stock-Based Compensation - Transition Bigtlosure", which provides
alternative methods of transition for an entitytthaluntarily changes to the fair value based methioaccounting for stock-based employee
compensation. It also amends the disclosure pangsof FASB Statement No. 123 to require promimstlosure about the effects on
reported net income of an entity's accounting pdliecisions with respect to stock-based employespensation. This statement also amends
APB Opinion No. 28, "Interim Financial Reportingd, require disclosure about those effects in imidimancial information. The Company

will continue to account for stock-based compewsaith accordance with Accounting Principles Boak&B) Opinion 25, "Accounting for
Stock Issued to Employees".

SUBSEQUENT EVENT

On January 13, 2003, the Company completed thenpsecof 160,114 shares of common stock at a pfig2.8 million, or $14.60 per share,
from Jewelcor Management Inc. ("JMI"), which is ednby Mr. Seymour Holtzman ("the Repurchase"). Repurchase represents
approximately 6.1% of the Company's outstandingroomstock as of December 31, 2002. The repurchabese shares is expected to be
accretive to the Company's earnings per shareetnchron equity and will help accomplish capitalnagement objectives.

As part of the repurchase agreement, Mr. HoltznmehJM I, as well as those persons and entities igmed the Schedule 13D with Mr.
Holtzman with respect to the Company's common stagkeed in writing, that neither they nor thefil@tes will purchase shares of the
Company's common stock for a period of five yedkél also agreed to stipulate to the discontinuamitie prejudice of the lawsuit entitled
"Jewelcor Management, Inc. v. Pathfinder Bancamp,"| and withdrew a shareholder proposal previosgsbmitted by JMI.
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MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

BUSINESS STRATEGY

The Company's business strategy is to operatevadl-gapitalized, profitable and independent comityubank dedicated to providing value-
added products and services to our customers. @gnehe Company has sought to implement thigegraby emphasizing retail deposits as
its primary source of funds and maintaining a sattsal part of its assets in locally-originatedidestial first mortgage loans, loans to
business enterprises operating in its marketsjraimyestment securities. Specifically, the Compauysiness strategy incorporates the
following elements: (i) operating as an independmmmunity-oriented financial institution, maintaig a strong customer base;

(if) maintaining capital in excess of regulatorgu&ements; (iii) emphasizing investment in onddor family residential mortgage loans,
loans to small businesses and investment secyatiel(iv) maintaining a strong retail deposit base

HIGHLIGHTS OF THE COMPANY'S BUSINESS STRATEGY ARE A S FOLLOWS:
COMMUNITY-ORIENTED INSTITUTION

The Company is committed to meeting the financédds of its customers in Oswego County, New Ydré,dounty in which it operates. The
Company believes it is large enough to providelladmge of personal and business financial sesyiaad yet is small enough to be able to
provide such services on a personalized, adaptaoleesponsive basis. Management believes th&@dhgany can be more effective in
servicing its customers than many of its non-lgch#adquartered competitors because of the Congpahijity to quickly and effectively
provide senior management responses to customds aee inquiries. The Company's ability to prowitese services is enhanced by the
stability of the Company's senior management, whachan average tenure with the Company of ovgeads.

Management believes that the following actions dlerpast several years have helped to enhancgraselrve its presence as a community
bank: the 1994 acquisition of two branches of tirener Columbia Federal Savings located in thesiieOswego and Fulton; the public
offering and subsequent reorganization into thetieoholding company structure to further enhagi@vth and independence; the ability to
access the secondary mortgage market while retpmiatomer servicing; and the expansion of the Gays small business lending services
to further serve the community needs and providitiadal revenue sources. During 2002, the Compmpanded its service area by
acquiring a branch in Lacona, New York. In additidre Company chartered Pathfinder Commercial Barikpited purpose commercial

bank subsidiary of Pathfinder Bank. Pathfinder Caroial Bank was established to serve the depositeegls of public entities in the market
area and has assumed the existing public depaiilifies of the Lacona branch. The Company is cdttechto exploring additional lines of
business and the formation of strategic allianoasaintain its independence and enhance its pbdftiain a competitive, consolidating
industry.

CAPITAL AND ASSET LEVELS

The Company's shareholders' equity was $23.2 miflioDecember 31, 2002, which represents a $1l®mibr 5%, increase from December
31, 2001. The Company's ratio of shareholderstetpitotal assets was 8.32% at December 31, 22 Repurchase reduced shareholders'
equity by $2.3 million. If the Repurchase had ocedron December 31, 2002, the Company's ratio arestolders' equity to total assets wc
have been 7.49%. Total assets have increased b§ B84ion, or 14%, from the prior year. The Comparcapital levels exceed all regulat
capital requirements (see footnote #17 of the dateged financial statements for Pathfinder Bancamp.). Dividends declared and not
waived by the Mutual Holding Company during 20021 2001 were $426,000 and $446,000, respectively.ddmpany's dividend payout
ratio was 36.85% for 2002 and 28.37% for 2001.

EMPHASIS ON RESIDENTIAL MORTGAGE AND SMALL BUSINESS LENDING AND INVESTMENT SECURITIES

The Company emphasizes residential real estatediimg and anticipates a continued commitment tarfaing the purchase or improvement
of residential real estate in its market area.dtlistlly, the Company has not been an active pwehaf loans or loan participations. The
Company has expanded its service to the small esisioommunity in its marketplace through depositlanding services. To supplement
local mortgage and commercial loan originations, @ompany invests in investment securities comgjgirimarily of investment grade
corporate debt instruments, securities issued éyithited States



MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

Government, state and municipal obligations, mutwadis, equity securities, and mortgage-backedrgisu By investing in these types of
assets, the Company reduces the credit risk asgst base but must accept lower yields than wgpidally be available on commercial real
estate loans and multi-family real estate loandDé¢ember 31, 2002, 90% of the Company's total pmatfolio consisted of loans secured by
real estate, of which 20% consisted of commereial estate loans. In addition, at December 31, 222% of the Company's total assets
consisted of investment securities.

STRONG RETAIL DEPOSIT BASE

The Company has a relatively strong retail defuesse drawn from the six full-service offices inrtarket area. At December 31, 2002, 58%
of the Company's deposit base of $204.5 millionsgsiad of core deposits, which included nonintebestring demand accounts, NOW
accounts, passbook and club savings accounts andynmeanagement deposit accounts. Core depositoas@ered to be a more stable and
lower cost source of funds than certificates ofad#tpor outside borrowings. The Company will conérto emphasize retail deposits by
maintaining its network of full service offices aprbviding depositors with a full range of accoumathfinder Commercial Bank
("Commercial Bank"), the limited-purpose commerd&iahking subsidiary of Pathfinder Bank, assumed@iillion in municipal deposits as
part of the Branch Acquisition. The Commercial Bavik allow the Company to serve the depositorydseef the various municipalities,
school districts, and other public funding sourtesughout its market area. The Commercial Banleetgpthat its affiliation with its parent,
an institution recognized for its service qualihdacommunity commitment, will provide it with valol@ competitive advantages.
Accordingly, the Commercial Bank will seek busingsswth by focusing on its local identification aservice excellence. At December 31,
2002, the Commercial Bank had $9.7 million of mipat deposits.

APPLICATION OF CRITICAL ACCOUNTING POLICIES

The Company's consolidated financial statementpgared in accordance with accounting princigkrserally accepted in the United St:
and follow practices within the banking industrypplication of these principles requires managen®ntake estimates, assumptions and
judgements that affect the amounts reported iditiaacial statements and accompanying notes. Tégtgmates, assumptions and judgem
are based on information available as of the diatieedfinancial statements; accordingly, as thfsrimation changes, the financial statements
could reflect different estimates, assumptionsjadgements. Certain policies inherently have atgrazliance on the use of estimates,
assumptions and judgements and as such have argpeasibility of producing results that could batemially different than originally
reported. Estimates, assumptions and judgementseasssary when assets and liabilities are reqtored recorded at fair value or when an
asset or liability needs to be recorded continggain a future event. Carrying assets and liatsliiefair value inherently results in more
financial statement volatility. The fair values antbrmation used to record valuation adjustmeatscErtain assets and liabilities are base
guoted market prices or are provided by other thady sources, when available. When third partgrmation is not available, valuation
adjustments are estimated in good faith by manageme

The most significant accounting policies followedthe Company are presented in Note 1 to the cimlaet financial statements. These
policies, along with the disclosures presentedhéndther financial statement notes and in thisugision, provide information on how
significant assets and liabilities are valued i financial statements and how those values asgrdeted. Based on the valuation techniques
used and the sensitivity of financial statement am®to the methods, assumptions and estimateslyimgethose amounts, management has
identified the determination of the allowance foauh losses to be the accounting area that reghieamost subjective and complex judgme
and as such could be the most subject to revisorew information becomes available.

The allowance for loan losses represents managengstitmate of probable loan losses inherent ioidwe portfolio. Determining the amount
of the allowance for loan losses is consideredt&akaccounting estimate because it requiresifiogmt judgement and the use of estimates
related to the amount and timing of expected futagh flows on impaired loans, estimated lossgmois of homogeneous loans based on
historical loss experience, and consideration afecit economic trends and conditions, all of whitdly be susceptible to significant change.
The loan portfolio also represents the largesttdagpe on the consolidated balance sheet. Notetietaonsolidated financial statements
describes the methodology used to determine tbevafice for loan losses, and a discussion of theradriving changes in the amount of
allowance for loan losses is included in this répor



MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

CHANGES IN FINANCIAL CONDITION
COMPARISON AT DECEMBER 31, 2002 AND DECEMBER 31, 2@1.

Total assets increased $34.6 million, or 14%, t69$P million at December 31, 2002 from $244.5 moiliat December 31, 2001. The increase
in assets is primarily attributable to a $6.1 millincrease in cash and cash equivalents, an seEiranvestment securities of $9.1 million, an
increase of $16.4 million, or 10%, in net loansereable to $179.0 million from $162.6 million an&2a.6 million increase in goodwill and
intangible assets. This increase was partiallyedfy a $1.7 million decrease in mortgage loand-fatsale. The increase in total assets was
primarily the result of the $26.4 million Branch dugsition and the Company's continued emphasiesidential real estate financing.

Total liabilities increased $33.5 million, or 15%,$255.8 million at December 31, 2002 from $228iBion at the end of the prior fiscal ye
The increase was primarily attributable to a $34iion, or 21%, increase in deposits to $204.5ioml at December 31, 2002 from $169.6
million at December 31, 2001, and the issuancesdd illion of subordinated debt securities, issiredonnection with the Company's
participation in a pooled trust preferred trangattiThese increases were partially offset by aedess in borrowed funds of $6.6 million to
$42.9 million at December 31, 2002 from $49.4 millat December 31, 2001. The increase in deposispiimarily comprised of an incre:
in money management accounts of $15.3 million, BEh®million, or 15%, increase in time deposit$se0 million, or 8%, increase in savir
accounts, and an increase of $2.7 million, or 2itPapninterest-bearing demand accounts. The inergadeposit accounts primarily resulted
from the Branch Acquisition, which included $26.4lion in deposits, and the successful introductidra free checking and a money
management checking account.

Shareholders' equity increased $1.0 million, or &8/423.2 million at December 31, 2002 from $22ifliom at December 31, 2001. The
increase is attributable to net income of $1.2iomillan increase in accumulated other compreheimsbzene of $200,000, combined with a
$49,000 decrease in unearned ESOP shares, andidiorad paid in capital increase of $196,000. hexreases were partially offset by
dividends declared of $426,000 and the repurchf%&,000 shares of the Company's common stockirigt&130,000.

COMPARISON AT DECEMBER 31, 2001 AND DECEMBER 31, 2@0.

Total assets increased $12.1 million, or 5%, to4$24nillion at December 31, 2001 from $232.4 millat December 31, 2000. The increase
in assets is primarily attributable to a $3.4 millincrease in cash and cash equivalents, a $limncrease in mortgage loans held-&ate
and an increase of $14.2 million, or 10%, in nen®receivable to $162.6 million from $148.4 millid@ his increase was partially offset by a
decrease in investment securities of $10.3 millal 6%, to $53.4 million at December 31, 2001 fi$63.8 million at December 31, 2000.
The increase in total assets was primarily thelre§the Company's continued emphasis on residergal estate financing as well as growth
in the Company's commercial loan portfolio.

Total liabilities increased $10.9 million, or 5%,$222.3 million at December 31, 2001 from $211idion at the end of the prior fiscal year.
The increase was primarily attributable to an $8illion, or 5%, increase in deposits to $169.6 imillat December 31, 2001 from $161.5
million at December 31, 2000, an increase in boewfunds of $2.2 million to $49.4 million at Deceeni31, 2001 from $47.2 million at
December 31, 2000 and a $596,000 increase in lddities to $3.3 million at December 31, 200brr $2.7 million at December 31, 2000.
The increase in deposits was comprised of a $2lbmior 5%, increase in savings accounts, aneiase of $3.1 million, or 32%, in
noninterest-bearing demand accounts, an increasemey management accounts of $4.4 million, paytatfset by a $2.4 million, or 3%,
decrease in time deposits and a $280,000, or 2étease in interest-bearing demand accounts.

Shareholders' equity increased $1.2 million, or 6%422.2 million at December 31, 2001 from $21i0iom at December 31, 2000. The
increase is attributable to net income of $1.6iamllan increase in accumulated other compreheisdzene of $50,000, combined with a
$54,000 decrease in unearned ESOP shares, andidioread paid in capital increase of $356,000. hexreases were partially offset by
dividends declared of $446,000 and the repurchf$6,000 shares of the Company's common stockirigt&134,000.
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MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

RESULTS OF OPERATIONS

GENERAL

The Company had net income of $1.2 million, $1.68iom and $356,000, for the fiscal years ended Dewmer 31, 2002, 2001, and 2000,
respectively. The decrease in net income for tlee gaded December 31, 2002, compared to 2001 edgpfimarily from a $1.1 million, or
16%, increase in operating expenses and a $667100d%, increase in the provision for loan losgestially offset by a $936,000, or 12%,
increase in net interest income, a $231,000, or,1@ease in other income, and a $156,000 reduatithe provision for income taxes.

Earnings per share, basic was $0.45, $0.62 and $6r.the years ended December 31, 2002, 2001 @d@d, 2espectively. The decrease in
earnings per share for the year ended 2002 compa2@D1 resulted primarily from the decrease inimgome.

COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED DECEMBER 31, 2002 AND 2001
NET INTEREST INCOME

Net interest income is the Company's primary soofaperating income for payment of operating exggsnand providing for possible lo
losses. Net interest income is the amount by wimtgrest earned on interest-earning deposits, J@sinvestment securities, exceeds
interest paid on deposits, borrowings, and the preferred debt obligation. Net interest incomdiiectly affected by changes in the volume
and mix of interest-earning assets and intdoesting liabilities as well as the changing interates of the underlying assets and liabilitied
their respective sensitivity to repricing.

Net interest income increased $944,000, or 12%, tax equivalent basis, for the year ended DeceBihe2002 as compared to the y

ended December 31, 2001 primarily due to an iner@asterest- earning assets. The increase imterest income was comprised of a
decrease in interest expense of $1.5 million, &6 17Fartially offset by a decrease in interest ineah$519,000, or 3%. The decrease in
interest expense resulted from a decrease in #rag® cost of funds to 3.21% from 4.24%, partiaffget by an increase in the average
balance of interest-bearing liabilities of $18.7limm, or 9%. The decrease in interest income tesulrom a decrease in the yield on interest-
earning assets to 6.68% from 7.58%, partially ofisean increase in the average balance of inte@sting assets of $21.6 million, or 10%.

AVERAGE BALANCE SHEET

The following table sets forth certain informatiooncerning average Interest-earning assets anestiieearing liabilities and the yields and
rates thereon. Interest income and resultant yiédamation in the table is on a fully tax-equiviaidasis for the three years ended December
31, 2002, 2001 and 2000, using marginal federarretax rates of 34%. Averages are computed odaihe average balance for each month
in the period divided by the number of days inpleeiod. Yields and amounts earned include loan fden-accrual loans have been included
in interest-earning assets for purposes of thelsalations.

Years Ended December 31,

2002 2001
Average Avera ge
Average Yield/ Average Yiel d/
(Dollars in thousands) Balance Interest Cost Balance Interest Cos t
Interest Earning Assets:
Real estate loans residential . . . . . . $117,688 $ 8,194 6.96% $101,363 $ 7,678 7. 58%
Real estate loans commercial. . . . . .. 31,790 2,641 8.31% 27,847 2,487 8. 93%
Commercial loans. . ........... 14,774 984 6.66% 13,843 1,170 8. 45%
Consumerloans. . ............ 12,795 1,117 8.73% 12,600 1,220 9. 69%
Mortgage-backed securities. . .. . . .. 16,916 948 5.60% 20,237 1,293 6. 39%
Taxable investment securities . . . . . . 29,331 1,489 5.08% 33,344 2,089 6. 26%
Non-taxable investment securities . ... 6,036 434  7.19% 6,192 441 7. 12%
Interest-earning deposits . . ... ... 9,163 117 1.28% 1,418 65 4. 58%
Total interest-earning assets . . . . . . $238,493 $ 15,924 6.68% $216,844 $ 16,443 7. 58%
Non interest-earning assets:
Otherassets. . ............. 20,987 20,796
Allowance for loan losses . .. ... .. (1,877 ) (1,431)
Net unrealized gains
on available for sale securities. . . . 368 605
Total Assets . ............. $257,971 $236,814

Interest-bearing liabilities:
Now accounts. . ............. $ 15,850 $ 168 1.06% $16,064 $ 228 1. 42%
Money management accounts . . . ... .. 11,571 242 2.09% 1,080 41 3. 80%



Savings and club accounts . . . ... .. 62,494
Time deposits . . ............ 77,701
Trust preferred debt. . ......... 2,635
Borrowings . .............. 48,626

Total Interest-bearing liabilities. . . . $218,877

Non-interest bearing liabilities:

948 1.52%

3,299 4.25% 77,681 4,396 5.

138 5.24%

2,228 4.58% 44,458 2,385 5.

60,936 1,435 2.

$ 7,023 3.21% $200,219 $ 8,485

4.

Total Interest-bearing liabilities . . . $190,532

Non-interest bearing liabilities:

Demand deposits. . . .......... 10,497
Other liabilities. .. .. ....... 2,268
Total liabilities. . .. ........ 203,297
Shareholders' equity . . ........ 19,896

Total liabilities & shareholders' equity $223,193

Demand deposits . .. .......... 13,154 11,175
Other liabilities . . .. ........ 2,873 3,592
Total liabilities . ... ........ 234,904 214,986
Shareholders' equity. . . ........ 23,067 21,828
Total liabilities & shareholders' equity. $257,971 $236,814
Net interest income $ 8,901 $ 7,958
Net interest rate spread 3.47% 3.
Net interest margin 3.73% 3.
Ratio of average interest-earning assets
to average interest-bearing liabilities 108.96% 108.
2000
Average
Average Yield/
Balance Interest  Cost
Interest Earning Assets:
Real estate loans residential. . . . . . $ 90,153 $ 6,898 7.65%
Real estate loans commercial . . . . .. 25,137 2,285 9.09%
Commercial loans . . .......... 10,837 1,100 10.15%
Consumerloans............. 13,129 1,311 9.99%
Mortgage-backed securities . . . . . .. 21,868 1,477 6.75%
Taxable investment securities. . . . . . 38,177 2,482 6.50%
Non-taxable investment securities. ... 6,604 548 8.30%
Interest-earning deposits. . .. .. .. 147 9 6.12%
Total interest-earning assets. . . . . . $206,052 $ 16,110 7.82%
Non interest-earning assets:
Otherassets.............. 20,010
Allowance for loan losses. . . ... .. (1,143)
Net unrealized gains
on available for sale securities . .. (1,726)
Total Assets. . ............ $223,193
Interest-bearing liabilities:
Now accounts . ............. $ 15,144 $ 249 1.64%
Money management accounts. . .. . ... - - -
Savings and club accounts. .. ... .. 59,833 1,450 2.42%
Time deposits. . . ........... 71,837 4,154 5.78%
Trust preferred debt . . ........ - - -
Borrowings. . ............. 43,718 2,679 6.13%

$ 8,532 4.48%

Net interest income $ 7,578

Net interest rate spread 3.34%
Net interest margin 3.68%
Ratio of average interest-earning assets

to average interest-bearing liabilities 108.15%

35%
66%
36%
24%

35%

67%

30%



MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

RATE/VOLUME ANALYSIS

Net interest income can also be analyzed in tefrttsedmpact of changing interest rates on Int-earning assets and interest-bearing
liabilities and changing the volume or amount afsth assets and liabilities. The following tabler@epnts the extent to which changes in
interest rates and changes in the volume of Int&@$ing assets and interest-bearing liabilitegehaffected the Company's interest income
and interest expense during the periods indicdtdédrmation is provided in each category with redge: (i) changes attributable to changes
in volume (change in volume multiplied by prioregt

(if) changes attributable to changes in rate (ckarig rate multiplied by prior volume); and (iigtal increase or decrease. Changes attribt
to both rate and volume have been allocated ratably

Years Ended December 31,

2002 v s. 2001 2001 vs. 2000
Increase/(De crease) Due to  Increase/(Decrease) Due to
Total Total
Increase Increase
(In thousands) Volume Rat e (Decrease) Volume Rate (Decrease)
Interest Income:
Real estate loans residential $1,176 $ (6 59) $ 517 $843 $(64) $ 779
Real estate loans commercial 334 (1 81) 153 244 (41) 203
Commercial loans 75 (2 61) (186) 273 (203) 70
Consumer loans 19 @1 22) (103) (52) (39) 91)
Mortgage-backed securities (197) (@@ 48) (345) (107) (77) (184)
Taxable investment securities (234) (3 66) (600) (304) (89) (393)
Non-taxable investment securities (112) 4 7 (33) (74) (207)
Interest-earning deposits 129 ( 77) 52 60 (4) 56
Total interest income 1,291 (1,8 10) (519) 924 (591) 333
Interest Expense:
NOW and escrow accounts () 58) (61) 2 (23 (21)
Money management accounts 227 ( 26) 201 41 - 41
Savings and club accounts 35 (6 22) (487) 12 (27) (15)
Time deposits 1 (1,0 98) (1,097) 330 (88) 242
Trust preferred debt obligation 138 - 138 - - -
Borrowings 210 (3 67) (157) 43  (337) (294)
Total interest expense 608 (2,0 71) (1,463) 428 (475) (47)
Net change in interest income $ 683 $ 2 61 $ 944 $496 $(116) $ 380




MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

INTEREST INCOME

Interest income, on a tax equivalent basis, tot8legl9 million for the year ended December 31, 2@8Zompared to $16.4 million for the
year ended December 31, 2001, a decrease of $21908%. The decrease in interest income was ipaflg attributable to a decrease in-
tax equivalent yield on Interest-earning asse& 8% from 7.58%, partially offset by an increaé&2i.6 million in the average balance of
interest-earning assets to $238.5 million from $&1fillion. The increase in average interest-eay@issets occurred as a result of the growth
in the loan portfolio and $21.6 million in casheeed from the assumption of deposits in the Brafcuisition. Average loans increased
$21.4 million, or 14%. The decrease in the avesaglel on Interest-earning assets is principallyrigult of decreases in the overall interest
rate environment throughout the year. The declimtgrest rate environment resulted in repricinghef existing real estate loan portfolio, as
well as new originations occurring at lower ratesrt in prior periods. The Company's net interesgmacompressed during the last quarte
2002, as cash received from the Branch Acquisitian initially held in overnight deposit accountsnéag interest at an average yield of
1.28%. During the last two months of 2002, the ezdiuidity was reinvested in higher yielding assépproximately $9.0 million of
investment securities, with an average yield 08%9were acquired and the remaining liquidity wasdito fund loan portfolio growth.

Interest income on real estate loans totaled $hdll®n and $10.2 million for the years ended Debem31, 2002 and 2001, respectively. The
$670,000, or 7%, increase resulted from a $20.Bamiincrease in the average balance of real ekiates to $149.5 million from $129.2
million at December 31, 2002 and 2001, respectjyadytially offset by a decrease in the averagkle real estate loans of 62 basis points,
to 7.25% for 2002 from 7.87% for 2001. The increasthe average balance on real estate loans waspally due to the increase in
originations of 15-year fixed rate residential reslate and certain 30-year fixed rate mortgages.decrease in the yield is primarily due to
refinancing existing residential loans and newiodgons at rates lower than the existing portfaliging 2002.

Interest income on commercial loans decreasedd4,$90 from $1.2 million for the year ended Decengife 2002 as compared to the prior
year. The decrease primarily resulted from a deer@athe average yield to 6.66% from 8.45% whenpared to the prior year, partia
offset by an increase in the average balance ofhweneial loans by $931,000, or 7%, to $14.8 millicom $13.8 million in the prior year. Tl
decrease in the yield primarily resulted from $084, of interest not being recognized associateld tmib significant commercial lending
relationships due to their delinquent status du#i6g2.

Interest income on consumer loans decreased $1M3)08%, to $1.1 million for the year ended Decemiil, 2002 from $1.2 million for the
year ended December 31, 2001. The decrease wdse dudecrease in the average yield on consumes koaB. 73% from 9.69%, partial
offset by an increase in the average balance afuzoer loans of $195,000, or 2%, to $12.8 millianir$12.6 million when compared to the
prior year.

Interest income on mortgage-backed securities deerkby $345,000, or 27%, to $948,000 from $1.8amifor the years ended December
31, 2002 and 2001, respectively. The decreasdeneist income on mortgadecked securities resulted from a decrease invbiege balanc
of mortgage-backed securities of $3.3 million, 6%d. combined with a decrease in the yield to 5.6@¥h 6.39%. The decrease in the
average balance of mortgage-backed securities auesed by the acceleration of prepayments speegttiefy refinancing activity in the
underlying loans.

Interest income on investment securities, on &tpaxvalent basis, decreased $607,000, or 24%hé&year ended December 31, 2002 to $1.9
million from $2.5 million for the same period in@D. The decrease resulted from a decrease in
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MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

the average balance of investment securities df $dllion, or 11%, to $35.4 million at December 2002 from $39.5 million at December
31, 2001, combined with a decrease in the averi@ gn investment securities, on a tax equivabesis, to 5.44% from 6.40% for the years
ended December 31, 2002 and 2001, respectivelyd@brease in the average balance of investmentisesuesulted primarily from the
proceeds from calls and maturities of investmeatisges. These proceeds were utilized primariljutod the Company's loan growth.

Interest income on interest-earning deposits irsge&$52,000 to $117,000 for the year ended Decegihe2002 from $65,000 for the prior
year. The increase was due to a $7.7 million irs@éa the average balance on inte-earning deposits, partially offset by a decreashe
average Yyield on such deposits to 1.28% from 4.584é.increase in the average balance of interestrepdeposits resulted from the cash
received from assumption of deposits in the Brahctjuisition.

INTEREST EXPENSE

Interest expense decreased $1.5 million, or 17%71t0 million for the year ended December 31, 200 decrease in interest expense was
principally the result of a decrease in the averams of funds to 3.21% in 2002 from 4.24% in thiepyear. The decrease in the average cost
is primarily attributable to a decrease in the allenterest rate environment during the twelve therended December 31, 2002. The average
balance of interest-bearing liabilities increas&8.8 million, or 9%, to $218.9 million at Deceml3dr, 2002 as compared to $200.2 million at
the end of the prior year.

Interest expense on interest-bearing deposits deede$1.4 million, or 24%, to $4.7 million for thear ended December 31, 2002 from $6.1
million in the prior year. The decrease in integbense on deposits resulted from a decrease imvétrage cost of deposits to 2.78% from
3.92%, partially offset by an increase in the agerbalance of interest-bearing deposits of $1118omior 7%, to $167.6 from $155.8

million. Interest expense on time deposits decig&del million, or 25%, to $3.3 million from $4.4ilion when comparing the twelve

months ended December 31, 2002 with the same perib@ prior year. The average balance of timeodiép remained consistent at $77.7
million while the average cost of time depositsrdased to 4.25% from 5.66%. Interest expense angsand club accounts decreased
$487,000, or 34%, resulting from a decrease iratlezage cost of savings and club accounts to 1f6@%2.35%, partially offset by a $1.6
million increase in the average balance of savargsclub accounts. Interest expense on money marageccounts increased $201,000 due
to a $10.5 million increase in the average balariceoney management deposit accounts, partialsepfly a decrease in the average cost of
money management accounts to 2.09% from 3.80%.

The Company's borrowings consist of term and ogétradvances from the Federal Home Loan Bank of Merk and funds obtained
through repurchase agreements ("repos"”). Intergsrse on borrowed funds decreased $157,000, oto/$2,.2 million for the year ended
December 31, 2002 from $2.4 million at the pricaryend. This decrease was primarily the resultddéeaease in the average cost of borrc
funds to 4.58% from 5.36%, partially offset by aorease in the average balance of the borrowingg.af million, to $48.6 million from
$44.5 million for 2002 and 2001, respectively.

In the second quarter of 2002, the Company issGe@ifillion of subordinated debt securities, inection with Company's participation in
a pooled trust preferred transaction. Interest egp@ssociated with the trust preferred debt dfdigdor the year ended December 31, 2002
was $138,000 with an average cost of funds of 5.2/ trust preferred security is priced at 345%psints over the London InterBank
Offered Rate ("LIBOR") and adjusts quarterly.

PROVISION AND ALLOWANCE FOR LOAN LOSSES

Allowance for loan losses represents the amouritadole for probable credit losses in the Compaloas portfolio as estimated by
management. The Company maintains an allowandedarlosses based upon a monthly evaluation of kremd inherent risks in the loan
portfolio, which includes a review of the balane@sl composition of the loan portfolio as well aalgning the level of delinquencies in each
segment of the loan portfolio. The allowance fardosses is based upon a methodology that usefalaers applied to loan balances and
reflects actual loss experience, delinquency treoaisent economic conditions, and individual casto conditions, as well as standards
applied by the Federal Deposit Insurance Corparafibe allowance for loan losses reflects managémkeest estimate of probable loan
losses at December 31, 2002. The allowance forltmses decreased $198,000, or 12%, to $1.5 mélidecember 31, 2002, versus $1.7
million in 2001. As a percent of total loans, thiewance ratio decreased to 0.82% from 1.03% inl20@an charge-offs were $1.7 million
during 2002.
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MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

Management addressed the deterioration of thetayedlity of two significant commercial lending agbnships during the second half of
2002. During the third quarter of 2002, the Compfamgclosed on the assets of one of these borroweasging-off $598,000 of the
outstanding loan balance and transferring theewdizable value of the assets to other real estated. The remaining commercial credit
concern was charged-off in the fourth quarter @20As a result, the Company's allowance for lassés to nonperforming loans ratio has
improved to 86.57% at December 31, 2002 from 63.@6%ecember 31, 2001.

Nonperforming loans (past due 90 days or more)edesad $400,000, or 19%, to $1.7 million at Decer8tte2002 from $2.1 million at tt

end of the prior year. Charge-offs, net of reca®rincreased $1.2 million to $1.7 million, or @80of average loans compared to $302,000,
or 0.19% of average loans in the prior year. Td&inquencies (past due 30 days or more) to totaid receivable at December 31, 2002 are
2.28% compared to 4.03% at December 31, 2001, maee of 43.4%.

The Company established a provision for loan lofsethe year ended December 31, 2002 of $1.4 enillis compared to a provision of
$708,000 for the year ended December 31, 2001innease in the provision for loan losses is attable to an increase in loans charged off
in 2002 and an increase in the loans receivablmnbal Net charge-offs in 2002 exceeded the pravisioloan losses by $255,000 as a
portion of the charge-offs was provided for at Daber 31, 2001.

NONINTEREST INCOME

The Company's noninterest income is principally pased of fees on deposit accounts and transactioas servicing, commissions, and net
gains on securities, loans and other real estatpinterest income, exclusive of net gains on séesriloans and other real estate, increased
$157,000, or 12%, to $1.5 million for the year eshilecember 31, 2002, when compared to the samedpiarthe prior year.

The increase in noninterest income primarily restiftom a $108,000 increase in service chargeepadit accounts, a $91,000 increase in
loan servicing fees and a $25,000 increase in aft@mges, commissions and fees. These increasegadially offset by a $67,000 decrease
in the value of bank owned life insurance. Theeaase in the service charges on deposit accoudtmito the introduction of new services to
depositors as well as an increase in the numbeepdsit accounts. The increase in loan serviciag fe due to the increase in our servicing
portfolio to $41.4 million at December 31, 2002rfr&29.1 million in the prior year.

Net gain on securities, loans and other real estateased $74,000 for the year ended Decembe08P, when compared to the 2001 per
The Company recognized a $573,000 gain from theafdts holdings in an equity security. This gaias partially offset by a $275,000
impairment loss recognized on a corporate debtrégdn the fourth quarter of 2002.

NONINTEREST EXPENSE

Noninterest expense increased $1.1 million, or 18°%$8.0 million for the year ended December 3D02ffom $6.9 million for the prior yea
Salaries and employee benefits increased $77400@B%, primarily resulting from the hiring of aréer commercial credit officer and chief
legal counsel and staff, an increase in branchdy@ur increase in the cost of health insuranceé@aase in pension expense, and an increase
in personnel expenses associated with the Branghigition. An increase in data processing expens&439,000, or 18%, primarily result
from nonrecurring costs associated with the Brahotuisition. Professional and other services insega$139,000, or 19%, resulting
primarily from additional legal costs relating teetJewelcor litigation and an increase in outsimesaltants related to enhancing the
Company's compliance program. Other expenses isete®351,000, or 28%, primarily resulting from &iddial costs associated with the
operations of an other real estate owned propantyncrease in training costs, and an increaseoiigage recording tax expense. These
increases were partially offset by a decreasedrathortization of intangible assets of $276,00@& d&crease in amortization expense res|
from the adoption of Financial Accounting Standsial 147, "Accounting for Certain Acquisition of Bdng or Thrift Institutions". The
Company is no longer amortizing goodwill arisingrfr branch acquisitions.
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MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

The Company's overhead (noninterest expense tageassets) and efficiency ratios for the year @meember 31, 2002 were 2.85% and
73.18%, respectively. The stock based compensptaonexpense and the Company's amortization afdhe deposit intangible represent
noncash expenses in that they do not decreasdtamgipital. If these noncash expenses were datifrcien the Company's overhead and
efficiency ratios, those adjusted ratios for tharyended December 31, 2002 would be 2.82% and 72 .8%pectively.

INCOME TAX EXPENSE

Income tax expense decreased $156,000 to $388000ef year ended December 31, 2002 as compa&s#ith000 in the prior year. The
decrease in income tax expense reflected lowetgxr@come during the year. The Company's effedixerate remained consistent at 25%
for the year ended December 31, 2002 and 2001Cbhepany has reduced its tax rate primarily throtinghownership of tax exempt
investment securities and other tax saving stragegi

COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000
NET INTEREST INCOME

Net interest income increased $380,000, or 5%, tax aquivalent basis, for the year ended Decerdbe?001 as compared to December
2000. The increase in net interest income was cigegbof an increase in interest income of $333@0%, and a decrease in interest
expense of $47,000, or 1%. The increase occurredalan increase in the average balance of Intesrsing assets of $10.8 million, or 5%,
and a decrease in the average cost of interesinbdabilities to 4.24% from 4.48%, partially offsby a decrease in the average yield of
interest-earning assets to 7.58% from 7.82% ar@ aillion, or 5%, increase in the average balasfdaterest-bearing liabilities. The
increase in net interest income reflects the imp&éalling interest rates on the Company's lidbitiensitive balance sheet. The Company's
deposits and borrowed funds tend to reprice fakter the Company's investments in loans and sexurithis is best illustrated by the
increase in net interest rate spread in the fayutrter of 3.59%, compared to 3.06% for the samiegée 2000.

INTEREST INCOME

Interest income totaled $16.3 million for the yeaded December 31, 2001, as compared to $15.9mibr the year ended December 31,
2000, an increase of $413,000, or 3%. The increaigsgerest income was principally attributableatoincrease of $10.8 million in the aver.
balance of interest-earning assets to $216.8 miflom $206.1 million, offset by a decrease intdvseequivalent yield on interest-earning
assets to 7.58% from 7.82%. The increase in avendge@st-earning assets occurred as a resulioaftgrin the loan portfolio. Average loans
increased $16.4 million, or 12%. The decreaseéretferage yield on interest-earning assets isipeltg the result of decreases in the overall
interest rate environment throughout the year. déwining interest rate environment resulted irricépg of the existing real estate loan
portfolio as well as new originations occurringater rates than in prior periods.

Interest income on real estate loans totaled $hdlldn and $9.2 million for the years ended Decem®1, 2001 and 2000, respectively. The
$982,000, or 11%, increase resulted from a $13lomincrease in the average balance of real estans to $129.2 million from $115.3 at
December 31, 2001 and 2000, respectively, partidfiset by a decrease in the average yield onatake loans of 10 basis points, to 7.87%
for 2001 from 7.97% for 2000. The increase in therage balance on real estate loans was princiga#yto the increase in originations of 15-
year fixed rate residential real estate. The deer@athe yield is primarily due to residentialdsaoriginating at lower rates during 20!

Interest income on commercial loans remained relbticonsistent at $1.1 million for the year en@@stember 31, 2001 as compared to the
prior year. The average balance of commercial laaereased $3.0 million, or 28%, to $13.8 millionrh $10.8 million in the prior year. The
increase in the average balance of commercial loassoffset by a decrease in the average yield4te?8 from 10.15% when compared to
prior year. The increase in the average balancemimercial loans reflects the Company's contineiffigrts to provide lending to qualified
local businesses. The decrease in the yield on @oiah loans is primarily due to the 475 basis pdecline in the Company's prime rate
which has affected the yield on prime-based comialending.
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MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

Interest income on consumer loans decreased $9100U%, to $1.2 million for the year ended Decenfie 2001 from $1.3 million for the
year ended December 31, 2000. The decrease wdse dwiecrease in the average balance of consuares &f $529,000, or 4%, to $1:
million from $13.1 million combined with a decredsethe average yield on consumer loans to 9.6 8.99% when compared to the pi
year.

Interest income on mortgadrxcked securities decreased by $184,000, or 13%4,.8omillion from $1.5 million for the years endBecembe
31, 2001 and 2000, respectively. The decreasdeneist income on mortgadrcked securities resulted from a decrease invbiage balanc
of mortgage-backed securities of $1.6 million, &.8

Interest income on investment securities, on &taxvalent basis, decreased $500,000, or 17%hé&oyear ended December 31, 2001 to $2.5
million from $3.0 million for the same period in@D. The decrease resulted from a decrease in #ragabalance of investment securities of
$5.2 million, or 12%, to $39.5 million at Decemi&dr, 2001 from $44.8 million at December 31, 20@0nbined with a decrease in the
average Yyield on investment securities, on a takveatent basis, to 6.40% from 6.77% for the yeaideel December 31, 2001 and 2000,
respectively. The decrease in the average baldringestment securities resulted primarily from tireceeds from calls and maturities of
investment securities. These proceeds were utitaédnd the Company's loan growth.

Interest income on interest-earning deposits ireg@&56,000 to $65,000 for the year ended Dece@ihe2001 from $9,000 for the prior
year. The increase was due to a $1.3 million irsgeéa the average balance on inte-earning deposits, partially offset by a decreashe
average yield on such deposits to 4.58% from 6.80%.

INTEREST EXPENSE

Interest expense decreased $47,000, or 1%, ton$iBién for the year ended December 31 2001. Theekse in interest expense was
principally the result of a decrease in the averams of funds to 4.24% in 2001 from 4.48% in thiepyear. The decrease in the average cost
is primarily attributable to a decrease in the allenterest rate environment during the twelve therended December 31, 2001. The average
balance of interest-bearing liabilities increas@d/$million, or 5%, to $200.2 million at Decembdr, 2001 as compared to $190.5 million at
the end of the prior year. Interest expense on teposits increased $242,000, or 6%, to $4.4 mifiiom $4.2 million when comparing the
twelve months ended December 31, 2001 with the sreried in the prior year. Interest expense on N&W savings accounts decreased
$36,000, or 2%. The average balance on savingslahdiccounts increased $1.1 million, or 2%, to.$6fillion for the year ended

December 31, 2001 from $59.8 for the prior yearemie average cost of such deposits decreas2®%86 from 2.42%. The average bals

on time deposits increased $5.8 million, or 8%&7@.7 million for the year ended December 31, 26@in $71.8 million for the prior year.
The average cost of time deposits decreased t&®biGHn 5.78%.

Interest expense on borrowed funds decreased ¥X94011%, to $2.4 million for the year ended Deber 31, 2001 from $2.7 million at
the prior year end. This decrease was primarilyréiselt of a decrease in the average cost of bauddwnds to 5.36% from 6.13%, partially
offset by an increase in the average balance dieh®wings of $740,000, to $44.5 million, from $43nillion for 2001 and 2000
respectively.

PROVISION AND ALLOWANCE FOR LOAN LOSSES

The allowance for loan losses reflects managemieessestimate of probable loan losses at Dece®ihe2001. The allowance for loan los:
was increased to $1.7 million at December 31, 20686sus $1.3 million in 2000. As a percent of tddains, the allowance ratio increased to
1.03% from 0.86% in 2000. The increase in provisifiects management's concern of recessionargymes on the credit quality of the
Company's loan portfolio.
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MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

Nonperforming loans (past due 90 days or moreeaeed $292,000, or 16.0%, to $2.1 million at Decardii, 2001, from $1.8 million at tl
end of the prior year. The nonperforming loanotaltioans ratio at December 31, 2001 was 1.3% eoetbto 1.2% at December 31, 2000.
Chargeeffs, net of recoveries, increased $182,000 to ¥BWE or 0.19% of average loans compared to $120@/00.09% of average loans
the prior year. Total delinquencies (past due 3@ aa more) to total loans receivable at Decemtie2801 are 4.03% compared to 2.70% at
December 31, 2000, an increase of 49.3%.

The Company established a provision for loan lofsethe year ended December 31, 2001 of $708,8@®mpared to a provision of
$244,000 for the year ended December 31, 2000irknease in the provision for loan losses is attable to an increase in loans charged off
in 2001, an increase in the loans receivable belaatincrease in the risk rating of a commeraoahlrelationship, and an increase in the
overall level of delinquencies in the loan porifoli

NONINTEREST INCOME

Noninterest income exclusive of net gains on séesrand loans increased $225,000, or 20%, tordilibn for the year ended December !
2001, when compared to the same period in the peiar.

The increase in noninterest income primarily ressistim an $81,000 increase in income recognizethemrash value of bank owned life
insurance, a $66,000 increase in service chargéeposit accounts and a $63,000 increase in lcaicsegy fees. Net gain on securities, loans
and other real estate increased $540,000 for thegreled December 31, 2001 when compared to the [2&tbd.

NONINTEREST EXPENSE

Noninterest expense decreased $832,000, or 1136, 2amillion for the year ended December 31, 200inf$7.7 million for the prior yea
Noninterest expense for the first quarter of 20@6 wdversely impacted by unusual items and noniagwharges of approximate
$789,000. Exclusive of the unusual and nonrecurchreyges, noninterest expense remained relativelgistent from year to year decreasing
by 1%.

The Company's overhead (noninterest expense tagewaissets) and efficiency ratios for the year @fEember 31, 2001 were 2.81% and
70.61%, respectively. The stock based compensptaonexpense and the Company's amortization ofwilagpresent noncash expenses in
that they do not decrease the generation of tamgdgpital. If these noncash expenses were dedfroredhe Company's overhead and
efficiency ratios, those adjusted ratios for tharyended December 31, 2000 would be 2.72% and & .rkspectively.

INCOME TAX EXPENSE

Income tax expense increased $347,000 to $544¢300€ year ended December 31, 2001 as compaf&iP®000 in the prior year. The
increase in income tax expense reflected highetgéncome during the year.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Market risk is the risk of loss in a financial ingnent arising from adverse changes in market m@tgsices such as interest rates, foreign
currency exchange rates, commodity prices, andyepgtices. The Company's most significant form @frket risk is interest rate risk, as the
majority of the Company's assets and liabilities sensitive to changes in interest rates. The Coymanortgage loan portfolio consists
primarily of loans on residential real propertydted in Oswego County, and is therefore subjedsks associated with the local economy.
The Company's interest rate risk management profgauses primarily on evaluating and managing thramosition of the Company's assets
and liabilities in the context of various intereste scenarios. Factors beyond management's cosutl as market interest rates and
competition, also have an impact on interest incamekinterest expense. Included within the Comainyestment portfolio are certain
securities that are subject to the default risthefissuer. The current portfolio includes
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MANAGEMENT'S DISCUSSION AND ANALYIS
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securities issued by various corporations, goventragencies and municipalities. Management monttésspotential risk by analyzing the
credit ratings of the issuing organizations aneésa&ppropriate actions when these ratings falvbalwestment grade. Other types of market
risks stated above do not arise in the normal eoafshe Company's business activities.

The extent to which such assets and liabilities'imterest rate sensitive" can be measured by gtitution's interest rate sensitivity "gap”. An
asset or liability is said to be interest rate gamswithin a specific time period if it will mate or reprice within that time period. The interest
rate sensitivity gap is defined as the differenesvieen the amount of interestirning assets maturing or repricing within a djp=time perioc
and the amount of interest-bearing liabilities miay or repricing within that time period. A gapdensidered positive when the amount of
interest rate sensitive assets exceeds the ambuntécest rate sensitive liabilities. A gap is sa@ered negative when the amount of interest
rate sensitive liabilities exceeds the amount tdrigst rate sensitive assets. During a periodsaofgiinterest rates, a negative gap would tel
adversely affect net interest income while a pesitjap would tend to positively affect net inteiesbme. Conversely, during a period of
falling interest rates, a negative gap would tenddsitively affect net interest income while aifiee gap would tend to adversely affect net
interest income.

The Company does not generally maintain in itsfpbot fixed interest rate loans with terms excegd®® years. However, beginning in the
fourth quarter of 2002, 30-year fixed rate mortgageeting a minimum credit score rating will bechiel portfolio. The Company's current
policy allows for maintaining in portfolio qualifgg 30-year fixed rate mortgages up to a maximurallef’5% of the total loan portfolio. 30-
year fixed rate loans that do not meet the minincuedlit standard or exceed 5% of the loan portfeilbbe held for sale into the second:
market. The Company manages interest rate and cigdassociated with the mortgage loans helgébe and outstanding loan commitments
through utilization of forward sale commitmentsnodrtgage-backed securities for the purpose of pgsdbng these risks to acceptable third
parties. Management generally enters into forwated sommitments to minimize the exposure to lorigen fixed rate mortgages in mortgi
loans held for sale and mortgage commitments winéeeest rate locks have been granted. At Dece®ibe2002, there were no outstanding
forward sale commitments. To manage interest iskewithin the loan portfolio, ARM loans are origited with terms that provide that the
interest rate on such loans cannot adjust belovinttial rate. Generally, the Company tends to flonther term loans and mortgage-backed
securities with shorter term time deposits, repasehagreements, and advances. The impact of Haglability mix creates an inherent risk
to earnings in a rising interest rate environmbmna rising interest rate environment, the Compangst of shorter term deposits may rise
faster than its earnings on longer term loans awdstments. Additionally, the prepayment of priatipn real estate loans and mortgage-
backed securities tends to decrease as ratepmiséding less available funds to invest in thehigigrate environment. Conversely, as interest
rates decrease the prepayment of principal onastake loans and mortgalgaeked securities tends to increase, causing thgp@ay to inves
funds in a lower rate environment. The potentigdaict on earnings from this mismatch, is mitigated targe extent by the size and stability
of the Company's savings accounts. Savings accbantstraditionally provided a source of relativigw cost funding that has demonstrated
historically a low sensitivity to interest rate dges. The Company generally matches a percentabess#, which are deemed core, against
longer term loans and investments.

During 2002 and 2001, the Federal Reserve lowanrteddst rates twelve times by a total of 525 bpsists. These interest rate reductions
have caused significant repricing of the bank'srgggt-earning assets and interest-bearing liaslitVith the overnight borrowing rate at a 40
year low, the Company is positioning itself foriaitated interest rate increases in the futureorsfare being made to shorten the repri
duration of its rate sensitive assets by origigatine year ARM loans, "3/1 ARM" loans, and "5/1 ARMans (mortgage loans which are
fixed rate for the first three to five years anquathble annually thereafter). In the current ies¢rate environment the Company is also
extending the duration of its rate sensitive lidib by lengthening the maturities of its existlmyrowings and offering certificates of deposit
with three and four year terms which allow depasito make a one-time election, at any time duttregterm of the certificate of deposit, to
adjust the rate of the instrument to the then pliegarate for the certificate of deposit with tkame term.

The Company manages its interest rate sensitiyitybnitoring (through simulation and net presenugdechniques) the impact on its GAP
position, net interest income (earnings at risk}, portfolio value (value at risk) and net portiolialue ratio to changes in interest rates on its
current and forecast mix of assets and liabilifidsee Company has an Asset-Liability Management
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Committee which is responsible for reviewing therpany's assets and liability policies, settinggsiand terms on rate-sensitive products,
and monitoring and measuring the impact of interast changes on the Company's earnings. The Céaenniteets monthly on a formal basis
and reports to the Board of Directors on interatd risks and trends, as well as liquidity and tepatios and requirements. The Company
does not have a targeted gap range, rather thelBd&irectors has set parameters of percentagegehay which net interest margin and the
net portfolio value are affected by changing interates. The Board and management deem thesemee&sbe a more significant and
realistic means of measuring interest rate risle f@sults of the interest rate measurement techgsigre outlined below in the GAP table and
the table on percentage changes in net interestie@nd net portfolio value.

GAP TABLE

The following table sets forth the amounts of iatrearning assets and interest-bearing liabildigstanding at December 31, 2002, which
are expected to reprice or mature based upon ea$aumptions in each of the future time periodsvsh

Amounts Maturing or Repricing

Within 3to12 1to3 3to5 5t o010
(Dollars in thousands) 3 Months Months Years Years Ye ars
Interest-earning assets:
Real estate loans:
Residential one-to-four family:
Market index ARM's. . ............... . $ 17,358 $20,064 $12,813 $1,054 $ -
Fixedrate. . ................... . 1822 8436 30,935 15873 9 874
Commercial and multi-family:
ARM'S . ... . 2992 4847 4,627 10,793 1 ,307
Fixedrate..................... . 401 1,244 2,004 568 1 ,670
Home equity fixed rate loans. . . ......... . 137 431 1,296 1,541 3 321
Home equity line of credit. . .. ......... . 4,425 - - - -
Consumerloans. .................. . 328 1,046 2,543 - -
Commercial businessloans .. ........... . 170 1,175 5,667 3,674 2 ,291
Mortgage-backed securities. ... ......... . 1390 5496 5,607 8,167 4 ,219
Investment securities . . . ............ . 23,177 3,506 2,664 2515 8 ,538
Total interest-earning assets. . . ........ . $ 52,200 $46,245 $68,156 $44,185 $31 ,220
WEIGHTED AVERAGE YIELD. .. ............ . 537% 6.74% 6.92% 6.84% 6.86%
Interest-bearing liabilities:
Passbook accounts (1) . .............. . 1,498 9,205 15,548 13,561 13 511
NOW accounts (1). .. ............... . 2,542 7,625 5,238 - -
Money management accounts (1) ........... . 19,765 - - - -
Certificate accounts. . . ............. . 15,282 33,695 24,847 8,405 4 ,201
Borrowings. . ......... ... . 7,700 7,000 8,500 12,350 7 ,310
Trust preferred obligations . . .......... . 5,000 - - - -
Total interest-bearing liabilities. . . ... ... . $ 51,787 $57,525 $54,133 $34,316 $25 ,022
WEIGHTED AVERAGE COST .. ............. . 247% 2.70% 3.00% 3.35% 2.98%
Interest-earning assets less interest-
bearing liabilities ("interest rate sensitivity gap "y $ 413 $(11,280) $14,023 $9,869 $ 6 ,198
Cumulative excess (deficiency) of interest-
sensitive assets over interest-sensitive liabilitie s. $ 413 $(10,867) $3,156 $13,025 $19 ,223
Interest sensitivity gap to total assets. . . . .. . 0.15% -4.04% 5.03% 3.54% 2.22%
Cumulative interest sensitivity gap to total assets . 0.15% -3.89% 1.13% 4.67% 6.89%
Ratio of interest-earning assets to interest-
bearing liabilites . .. ............. . 100.80% 80.39% 125.90% 128.76% 12 4.77%
Cumulative ratio of interest-earning assets to
interest-bearing liabilities. . . ... ...... . 100.80% 90.06% 101.93% 106.59% 10 8.63%
More than

(Dollars in thousands) 10 Years  Total

Interest-earning assets:

Real estate loans:

Residential one-to-four family:

Market index ARM'S. .. .............. . $ - $51,289

Fixedrate. . ................... . 4,949 71,889

Commercial and multi-family:

ARM'S ... ... . - 24,566

Fixedrate. . ................... . 2,204 8,091

Home equity fixed rate loans. . .......... . - 6,726

Home equity line of credit. . ... ........ . - 4,425

Consumerloans. . ................. . - 3,917

Commercial businessloans............. . 219 13,196



Mortgage-backed securities. . .. ......... . 281 25,160

Investment securities . . ............. . 3,660 44,060
Total interest-earning assets. . . ........ . $ 11,313 $253,319
WEIGHTED AVERAGE YIELD. .............. . 6.00% 6.52%
Interest-bearing liabilities:

Passbook accounts (1) ............... . 13,835 67,158
NOW accounts (1). .. ............... . - 15,405
Money management accounts (1) .. ......... . - 19,765
Certificate accounts. . . ............. . - 86,430
Borrowings. . . ...... ... .. . - 42,860
Trust preferred obligations . . .......... . - 5,000
Total interest-bearing liabilities. . . ... ... . $ 13,835 $236,618
WEIGHTED AVERAGECOST .. ............. . 0.84% 2.73%
Interest-earning assets less interest-

bearing liabilities (“interest rate sensitivity gap '$ (2,522)
Cumulative excess (deficiency) of interest-

sensitive assets over interest-sensitive liabilitie s. $ 16,701

Interest sensitivity gap to total assets. . . . .. . -0.90%
Cumulative interest sensitivity gap to total assets . 5.98%

Ratio of interest-earning assets to interest-

bearing liabilities . .. ............. . 81.77%
Cumulative ratio of interest-earning assets to

interest-bearing liabilities. . . ... ...... . 107.06%

(1) The following assumptions have been used wihatyaing nonmaturity deposits for GAP Table purmod&% of passbook account
balances are assumed to reprice or mature witheryear, 23% within 1 to 3 years and 20% within eafche remaining time periods. 66%
the NOW account balances are assumed to repricatre within one year, and the remaining 34% s$siad to reprice or mature within
1 to 3 year time frame. 100% of the money manageaerounts are assumed to reprice within the thirgte months.
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MANAGEMENT'S DISCUSSION AND ANALYIS
(continued)

At December 31, 2002, the total interest-beariabilities maturing or repricing within one year erded total interegarning assets maturi
or repricing in the same period by $10.9 millioepresenting a cumulative one-year gap ratio ofgaiee 3.89%.

The above assumptions are annual percentage med bn remaining balances and should not be redjalindicative of the actual
withdrawals that may be experienced by the Compisimyeover, certain shortcomings are inherent inathalysis presented by the foregoing
tables. For example, interest rates on certainstgdiabilities may fluctuate in advance of or laghind changes in market interest rates.
Moreover, in the event of a change in interestsratéthdrawal levels would likely deviate signifitdy from those assumed in calculating the
tables.

CHANGES IN NET INTEREST INCOME AND NET PORTFOLIO VA LUE

The following table measures the Company's intesgstrisk exposure in terms of the percentagegdhanits net interest income and net
portfolio value as a result of hypothetical chanige00 basis point increments in market interatts. Net portfolio value represents the fair
value of net assets (determined as the market wdlassets minus the market value of liabilitiemgs discounted cash flow technique). The
table quantifies the changes in net interest incantenet portfolio value to parallel shifts in tfield curve. The column "Percentage Change
in Net Interest Income" measures the change todletwelve month's projected net interest incodue, to parallel shifts in the yield curve.
The column "Percentage Change in Net Portfolio ¥atneasures changes in the current fair value of siaset liabilities due to parallel shi

in the yield curve. The column "NPV Capital Ratioéasures the ratio of the fair value of net adsdise fair value of total assets at the base
case and in incremental interest rate shocks umlawth 300 basis points. The Company uses thesemage changes as a means to measure
interest rate risk exposure and quantifies thos@gés against guidelines set by the Board of Qireas part of the Company's Interest Rate
Risk policy.

Simulation and net present value analysis demdegpercentage changes to net interest income argbriélio value of a negative 5.82%
and a negative 11.39%, respectively, in an upwafliasis point parallel shift in the yield curve.

The Company's current interest rate risk exposuvathin those guidelines set forth.

2002 2001
Change Percentage Percentage Change Percentage Percentage
In NPV Change in Change in In NPV Change in Change in
Interest Capital Net Interest Net Portfolio Interest Capital Net Interest Net Portfolio
Rates Ratio Income Value Rates Ratio Income Value
-300.. 11.82% -5.05% 1.19% -300 11.60% 0.46% 4.14%
-200.. 11.99% 0.17% 0.64% -200 11.83% 2.08% 4.31%
-100.. 12.37% 0.92% 1.90% -100  12.21% 2.09% 5.83%
0.... 12.36% - - 0 11.78% - -
100... 12.12% -2.41% -3.84% 100 10.91% -3.99% -9.62%
200... 11.44% -5.82% -11.39% 200 10.01% -8.63% -19.04%
300... 10.58% -9.66% -20.10% 300 9.11% -13.45% -28.00%

LIQUIDITY AND CAPITAL RESOURCES

The Company's primary sources of funds are depditsowed funds, amortization and prepayment aftoand maturities of investment
securities and other short-term investments, amirggs and funds provided from operations. Whileestuled principal repayments on loans
are a relatively predictable source of funds, depimsvs and loan prepayments are greatly influehlog general interest rates, economic
conditions, and competition. The Company managegptiting of deposits to maintain a desired defdualince. In addition, the Company
invests excess funds in short-term interest-earaitother assets, which provide liquidity to nmeating requirements. For additional
information about cash flows from the Company'srafieg, financing, and investing activities, se¢at@ments of Cash Flows" included in
Financial Statements. The Company adjusts itsdigulevels in order to meet funding needs of dépm#tflows, payment of real estate taxes
on mortgage
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loans and loan commitments. The Company also adjigsiidity as appropriate to meet its asset aaility management objectives. The
Company's liquidity has been enhanced by its meshijein the Federal Home Loan Bank of New York, sdncompetitive advance
programs and lines of credit provide the Comparth wisafe, reliable and convenient source of funds.

A major portion of the Company's liquidity consisfscash and cash equivalents, which are a praafumperating, investing, and financing
activities. The primary sources of cash were nebrime, principal repayments on loans and increasdsposit accounts and borrowed funds.
The fluctuations in savings account deposits hawsed the Company to rely, at times, on overnighiolwings for liquidity purposes. A
significant decrease in deposits in the future @doebult in the Company having to seek other sauntéunds for liquidity purposes. Such
sources could include, but are not limited to, addal borrowings, trust preferred security offey$n brokered deposits, negotiated time
deposits, the sale of "available-feale" investment securities, the sale of secudtieans, or the sale of whole loans. Such actionddcresul
in higher interest expense costs and/or lossebenale of securities or loans.

The Company's primary liquidity measurement todatsdiquidity position report, a static report ds® identify the Company's current
liquidity position. The report identifies the Commyés liquid and short-term assets and short-teaiilities. Short-term liabilities are deducted
from liquid/short term assets to derive availaideitity. Available liquidity is compared as a pentage of core deposits and total assets. In
accordance with policy, available liquidity as agemtage of core deposits must exceed 8%, andahilay liquidity as a percentage of total
assets must exceed 3%. At December 31, 2002, thtisg were 12.4% and 5.2% respectively, excluttimgCompany's capacity to borrow
additional funds from the Federal Home Loan Bank.

At December 31, 2002, the Company had outstandiaig tommitments of $16.1 million. This amount intgs the unfunded portion of loans
in process. Certificates of deposit scheduled tturean less that one year at December 31, 2062w $48.4 million. Based on prior
experience, management believes that a signifjpamion of such deposits will remain with the Compa

TWO YEAR SELECTED QUARTERLY DATA

For the Quarters Ended

Dec. 31 , Sept. 30, June 30, Mar. 31,
(In Thousands Except Per Share Data) 2002 2002 2002 2002
Interest Income .. ........... $ 3,99 1 $ 3918 $ 3,913 $ 3,989
Interest Expense. .. .......... 1,73 5 1,768 1,729 1,790
Net Interest Income . . ......... 2,25 6 2,150 2,184 2,199
Net (Loss) Income (1) .......... (11 0) 349 360 550
Net (Loss) Income Per Share (Basic) (1). $ (0.0 4)$ 011 $ 014 $ 0.22
Net (Loss) Income Per Share (Diluted) (1) $ (0.0 4% 011 $ 014 $ 0.21

(1) The quarters ending June 30, 2002 and MarcB@12 were restated with adoption of FAS Staterhentl47. The results of the
restatement increased net income $48,000 for eaatieg and increased basic and diluted earninghmme $0.02 for each quarter.

F or the Quarters Ended
Dec. 31, Sept. 30, June 30, Mar. 31,

(In Thousands Except Per Share Data) 2001 2001 2001 2001
Interest Income. . ......... $ 4,031 $ 4,074 $4,075 $4,157
Interest Expense . . ........ 1,898 2,097 2,181 2,309
Net Interest Income. . ....... 2,133 1,977 1,894 1,849
NetIncome............. 537 443 356 267

Net Income Per Share (Basic).... $ 0.21 $ 017 $0.14 $ 0.10
Net Income Per Share (Diluted) ... $ 0.21 $ 017 $0.14 $ 0.10
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The following table presents 2001 quarterly datanmdjusted basis with the affects of FASB Stater®. 147 shown as if the Statement
was adopted January 1, 2001:

For the Quarters Ended

Dec. 31, Sept. 30, June 30, Mar. 31,
(In Thousands Except Per Share Data) 200 1 2001 2001 2001
Reported netincome. . ........... $ 5 37 $ 443 $ 356 $ 267
Add back: goodwill amortization, net of tax. 48 48 48 48
Adjusted netincome............ $5 85 $ 491 $ 404 $ 315
Basic earnings per share:
Reported netincome. . ........... $ 0. 21 $ 017 $ 014 $ 0.10
Goodwill amortization, net of tax. . . . .. 0. 02 0.02 0.02 0.02
Adjusted netincome............ $ 0. 23 $ 019 $016 $ 0.12
Diluted earnings per share:
Reported netincome. . ........... $ 0. 20 $ 017 $ 014 $ 0.10
Goodwill amortization, net of tax. . . ... 0. 02 0.02 0.02 0.02
Adjusted netincome............ $ 0. 22 $ 019 $ 016 $ 0.12

COMMON STOCK AND RELATED MATTERS

The common stock trades and is listed on The NaSdaajlCap Stock Market under the symbol "PBHC" tredshort name PathBcp. The
common stock was issued on November 15, 1995 @0%fer share (adjusted for the three for two stk on February 5, 1998). As of
February 14, 2003, there were 525 shareholderscofd and 2,441,882 outstanding shares of comnook.st

SHARE REPURCHASES

On December 19, 2002, the Company announced itsghare repurchase program for the purchase tf 192,000 shares. At December 31,
2002, no shares have been repurchased as paet pifdgram.

The following table sets forth the high and lowsiig bid prices and dividends paid per share ofrnomstock for the periods indicated.

Div idends
Quarter Ended High Low Paid
December 31, 2002.  $15.000 $11.910 $.0800
September 30, 2002 12.850 10.380 .0800
June 30, 2002. . . 14.990 12.750 .0700
March 31, 2002 . . 13.500 12.050 .0700
December 31, 2001. 14.000 12.100 .0700
September 30, 2001 14.150 7.840 .0700
June 30, 2001. .. 9.000 6.000 .0600
March 31, 2001 . . 6.750 5.500 .0600

Payment of dividends on the common stock is sultjgedetermination and declaration by the Board iné€ors and will depend upon a
number of factors, including capital requiremenggulatory limitations on the payment of dividenBathfinder Bank and its subsidiaries
results of operations and financial condition, ¢axsiderations, and general economic conditions.Gdmpany's mutual holding company,
Pathfinder Bancorp. M.H.C., may elect to waiveewaive dividends each time the Company declar@égdedd. The election to waive the
dividend receipt requires prior consent from théid@fof Thrift Supervision.
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INDEPENDENT AUDITORS' REPORT

Board of Directors and Shareholders
Pathfinder Bancorp, Inc.
Oswego, New York

In our opinion, the accompanying consolidated stetgs of condition and the related consolidatettstants of income, changes in
shareholders' equity and cash flows present fairlg)l material respects, the financial positidriPathfinder Bancorp, Inc. at December 31,
2002 and 2001, and the results of its operatiodstarcash flows for each of the three years inptigod ended December 31, 2002, in
conformity with accounting principles generally apted in the United States of America. These fir@statements are the responsibility of
the Company's management; our responsibility &xress an opinion on these financial statemerstschan our audits. We conducted our
audits of these statements in accordance withiagditandards generally accepted in the UnitedeStaft America which require that we plan
and perform the audit to obtain reasonable assarabcut whether the financial statements are fregaterial misstatement. An audit
includes examining, on a test basis, evidence stipgaghe amounts and disclosures in the finarstaiements, assessing the accounting
principles used and significant estimates made égagement, and evaluating the overall financiaéstant presentation. We believe that
audits provide a reasonable basis for our opinion.

As discussed in Note 2 to the consolidated findrst&ements, effective January 1, 2002, the Compdopted Statement of Financial
Accounting Standards No. 147, "Accounting for Ciertacquisitions of Bank or Thrift Institutions".

/sl PricewaterhouseCoopers LLP

PRI CEWATERHOUSECOOPERS  LLP

Syracuse, New York
January 31, 2003
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STATEMENTS OF CONDITION

ASSETS:
Cash and due frombanks . .............
Interest earning deposits . . . ..........

Total cash and cash equivalents . . . .......
Investment securities, at fair value. . . ... ..
Mortgage loans held-for-sale. ... ........
Loans:

Residential realestate . . .. ..........
Commercial real estate. . . ............
Consumer. . . ...
Commercial. . ...................

TotalLoans . ...................
Less: Allowance for loanlosses..........

Loans receivable,net...............

Premises and equipment, net............
Accrued interest receivable . . . .........
Otherrealestate . ................
Goodwill. . ......... ...
Intangible asset,net...............
Otherassets. . ..................

Totalassets. . ..................

Decemb

2002

................. $ 7,026,126
................. 6,714,279

................. 13,740,405
................. 62,505,544
................. 3,616,711

................. 119,560,715
................. 32,657,177
................. 15,068,204
................. 13,196,188

................. 180,482,284
................. 1,480,874

................. 179,001,410

................. 5,622,171
................. 1,334,126
................. 1,395,714
................. 3,840,226
................. 1,073,182
................. 6,926,378

................. $279,055,867

$ 5,433,029
2,160,927
7,593,956
53,422,149
5,270,999

106,839,162
30,454,798
12,615,168
14,357,635

164,266,763

1,679,215

162,587,548

4,929,433
1,465,347
632,465
2,341,854

6,270,671

$244,514,422

LIABILITIES AND SHAREHOLDERS' EQUITY:
Deposits:

Interest-bearing. . ................
Noninterest-bearing . . ..............

Total deposits. . . ................
Borrowed funds. . .................

Company obligated mandatorily redeemable preferred

Pathfinder Statutory Trust |, holding solely junior
theCompany ....................
Other liabilities . .. ..............

Total liabilities . . . ..............

Shareholders' equity:

Preferred stock, authorized shares 1,000,000; no sh
Common stock, par value $.01 per share; authorized
2,914,669 and 2,894,220 shares issued; and 2,610,4

2,600,995 shares outstanding, respectively. . . . .
Additional paid in capital. . . ..........

Retained earnings . . ...............
Accumulated other comprehensive income. . . . ...
Unearned ESOP shares. .. .............

Treasury Stock, at cost; 304,173 and 293,225 shares

Total shareholders' equity. .. ..........

Total liabilities and shareholders' equity. . . . .

................. $188,757,723
................. 15,764,382

................. 204,522,105
................. 42,860,000
securities of subsidiary,
subordinated debentures of
................. 5,000,000
................. 3,443,740

................. 255,825,845

ares issued or outstanding

10,000,000 shares;

96 and

................. 29,146
................. 7,113,811
................. 19,745,651
................. 280,905
................. (124,467)

, respectively . ......... (3,815,024)

................. 23,230,022

................. $279,055,867

$156,553,658
13,035,489
169,589,147
49,440,500

3,300,026

222,329,673

28,942
6,917,817
19,015,639
80,652
(173,142)
(3,685,159)

$244,514,422

The accompanying notes are an integral part of the

consolidated financial statements.

22



STATEMENTS OF INCOME

INTEREST INCOME:
Loans.......................

Interest and dividends on investments:

U.S. Treasury and agencies. . . ..........

State and political subdivisions. .. .......
Corporate obligations . .. ............
Marketable equity securities. . ..........
Mortgage-backed securities. ... .........
Federal funds sold and interest-earning deposits. .

Total interestincome . ..............

INTEREST EXPENSE:
Interest on deposits. . . .............
Interest on borrowed funds. .. ..........

Total interest expense. . . ............

Net interestincome . ...............
PROVISION FORLOANLOSSES .. ...........

Net interest income after provision for loan losses

OTHER INCOME:

Service charges on deposit accounts . . ... ...
Increase in value of bank owned life insurance. . .
Loan servicingfees................

Net gains on sale and impairment of investment secu
Net gains (losses) on sale of loans and other real
Other charges, commissions & fees ... ......

Total otherincome. ................

OTHER EXPENSES:

Salaries and employee benefits. . .. .......
Building occupancy. . ...............
Data processing eXpenses. . ... .........
Professional and other services . .........
Amortization. . . ............ ...
Otherexpenses. . . ................
Unusualitems . ..................

Total other expenses. . . .............

Income before income taxes. . ...........
Provision for income taxes. . ...........

NETINCOME. ....................

December 31,

2002 2001 2000

... $12,935,710 $12,555,321 $11,594,887

165,468 374,859 769,857
322,091 335,619 362,565
1,142,979 1,533,398 1,530,415
180,494 181,099 181,337
948,103 1,293,062 1,476,828

116,927 64,585 9,201

15,811,772 16,337,943 15,925,090

4,656,015 6,099,776 5,852,737
2,366,554 2,385,163 2,679,658

7,022,569 8,484,939 8,532,395

8,789,203 7,853,004 7,392,695
1,374,989 707,899 244,380

7,414,214 7,145,105 7,148,315

628,633 520,483 454,923
179,246 245909 165,288
.. 265465 174,784 111,597
riies 389,779 749,237 2,176
estate 192,853 (240,241)  (33,549)
438,394 413589 398,426

2,094,370 1,863,761 1,098,861

3,756,961 2,982,879 2,913,683
795,957 820,085 821,703
920,364 781,495 812,917
857,866 719,122 653,004
39,258 315,756 315,756

1,593,838 1,243,300 1,599,768

- - 578,176

7,964,244 6,862,637 7,695,007

1,544,340 2,146,229 552,169
388,061 543,739 196,287

... $1,156,279 $1,602,490 $ 355,882

NET INCOME PER SHARE -BASIC. .. .........

.$ 0453% 062 $ 0.14

NET INCOME PER SHARE - DILUTED. ..........

.$ 0443 062 $ 014

The accompanying notes are an integral part o€dimsolidated financial statements.

23



STATEMENT OF CHANGES IN OWNER

S EQUITY

Additional Unearned

Common Sto ck Issued Paidin  Retained Stock-Base d
Shares Amount  Capital Earnings Compensati on

BALANCE, DECEMBER 31, 1999. ... ... 2,884,720 $288,472 $6,912,580 $18,121,372 $ (981,1 25)

Comprehensive income:

Net income 355,882

Other comprehensive income, net of tax

Unrealized gains on securities:

Unrealized holding gains arising

during period

Reclassification adjustment for

gains included in net income

Other comprehensive income, before tax

Income tax provision

Other comprehensive income, net of tax

Comprehensive income:

ESOP shares earned 9,468

Treasury stock purchased

Rescission of stock-based

compensation awards (359,963) 648,1 88

Stock based compensation earned 332,9 37

Dividends declared ($.24 per share) (617,866)

BALANCE, DECEMBER 31, 2000. ... ... 2,884,720 288,472 6,562,085 17,859,388 -

Comprehensive income:

Net income 1,602,490

Other comprehensive income, net of tax

Unrealized gains on securities:

Unrealized holding gains arising

during period

Reclassification adjustment for

gains included in net income

Other comprehensive income, before tax

Income tax provision

Other comprehensive income, net of tax

Comprehensive income:

Reduction in par value of common stock (259,625) 259,625

ESOP shares earned 33,692

Stock option exercised. . .. ... .. 9,500 95 62,415

Treasury stock purchased

Dividends declared ($.26 per share) (446,239)

BALANCE, DECEMBER 31, 2001. ... ... 2,894,220 28,942 6,917,817 19,015,639 -

Comprehensive income:

Net income 1,156,279

Other comprehensive income, net of tax

Unrealized gains on securities:

Unrealized holding gains arising

during period

Reclassification adjustment for

gains included in net income

Other comprehensive income, before tax

Income tax provision

Other comprehensive income, net of tax

Comprehensive income:

ESOP shares earned 57,340

Stock option exercised. . .. .. ... 20,449 204 138,654

Treasury stock purchased

Dividends declared ($.30 per share) (426,267)

BALANCE, DECEMBER 31, 2002. ... ... 2,914,669 $ 29,146 $7,113,811 $19,745,651 $ -

Other Com-  Unearned
Comprehensi ve prehensive ESOP  Treasury
Income(Los s) Income(Loss) Shares Stock To tal

BALANCE, DECEMBER 31, 1999 $ (895,894) $(287,609) $(3,083,184) $20,0 74,612
Comprehensive income:
Netincome............... $ 355,8 82 3 55,882
Other comprehensive income, net of tax
Unrealized gains on securities:
Unrealized holding gains arising
during period . ............ 1,542,5 12

Reclassification adjustment for



gains included in net income. . . . .. 2,1

Other comprehensive income, before tax.  1,544,6
Income tax provision. . . ....... (617,8

ESOP shares earned

Treasury stock purchased
Rescission of stock-based
compensation awards

Stock based compensation earned
Dividends declared ($.24 per share)

BALANCE, DECEMBER 31, 2000
Comprehensive income:
Netincome............... $ 1,602,4
Other comprehensive income, net of tax
Unrealized gains on securities:
Unrealized holding gains arising

during period . . ........... 832,4
Reclassification adjustment for

gains included in net income. . . . .. (749,2
Other comprehensive income, before tax. 83,1
Income tax provision. . ........ (33,4

Other comprehensive income, net of tax. 49,7
Comprehensive income: . ........ $ 1,652,2

Reduction in par value of common stock
ESOP shares earned

Stock option exercised

Treasury stock purchased

Dividends declared ($.26 per share)

BALANCE, DECEMBER 31, 2001
Comprehensive income:
Netincome............... $ 1,156,2
Other comprehensive income, net of tax
Unrealized gains on securities:
Unrealized holding gains arising

during period . . ........... 723,2
Reclassification adjustment for

gains included in net income. . . . .. (389,7
Other comprehensive income, before tax. 333,4
Income tax provision. . . ....... (133,2

Other comprehensive income, net of tax. 200,2
Comprehensive income: . ........ $ 1,356,5

ESOP shares earned

Stock option exercised

Treasury stock purchased
Dividends declared ($.30 per share)

BALANCE, DECEMBER 31, 2002

75
87
74)
13 926,813 9
95
60,379
(179,750) (1
(288,225)
3
(6
30,919 (227,230) (3,551,159) 20,9
90 1,6
29
37)
92
59)
33 49,733
23
54,088
(134,000) (1
4
80,652 (173,142) (3,685,159) 22,1
79 1,1
35
79)
56
03)
53 200,253 2
32
48,675 1
1
(129,865) (1
(4

$ 280,905 $(124,467) $(3,815,024) $23,2

26,813

69,847
79,750)

32,037
17,866)

62,475

02,490

49,733

87,780
62,510
34,000)
46,239)

84,749

56,279

00,253

The accompanying notes are an integral part o€dimsolidated financial statements.

24



STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES:
NetlIncome....................
Adjustments to reconcile net income to net cash
provided by operating activities:

Provision for loanlosses . .. .........

ESOP and other stock-based compensation earned. .
Deferred income tax expense (benefit) . ... ..
Proceeds from sale ofloans . . . ........
Originations of loans held-for-sale . . . . . ..
Realized loss/(gain) on:

Sale of real estate loans acquired through foreclo
Loans . ........ .. ... ...
Available-for-sale investment securities. . . . .
Depreciation. . . ................
Amortization of intangible assets . .. ... ..
Amortization of deferred financing costs. . . ..
Increase in surrender value of life insurance . .
Net accretion of premiums and discounts

on investment securities. . . . .........
Decrease (increase) in interest receivable. . . .
Net change in other assets and liabilities. . . .

Net cash provided by (used in) operating activities

Years Ended December 31,

2002 2001 2000

... $ 1,156,279 $ 1,602,490 $ 355,882

1,374,989 707,899 244,380
106,015 87,780 402,784
292,546  (296,228) (60,553

19,448,121 14,095,351 898,658

(17,759,391) (20,102,155) (946,608

sure. . 5283 133,451 13,717
(34,442) 120,482 6,010
(389,779)  (749,237) (2,175
469,474 465591 475328
39,259 315755 315,756
15,100 - -
(179,246)  (245,908) (119,288

(27,369)  (4,185) 3,577
131,221 213,242 (247,338
(624,018) 426,771 1,608,477

4,024,042 (3,228,901) 2,948,607

INVESTING ACTIVITIES
Purchase of investment securities available-for-sa

le... (21,452,772) (2,152,878) (8,729,396

Purchase of investment securities held-to-maturity . - (15,987

Proceeds from maturities and principle reductions of

investment securities available-for-sale. . . . . 11,272,921 5,078,515 2,551,005
Proceeds from sale:

Available-for-sale investment securities. . . . . 1,847,060 9,601,934 10,377,141
Real estate acquired through foreclosure. . . . . 369,768 466,517 380,980
Sale of premises and equipment. ... ...... - - 96,626

Net cash received in branch acquisition . . . . . 21,324,109 - -
Netincreaseinloans.............. (16,723,674) (15,281,529) (19,998,621
Purchase of premises and equipment. . ... ... (911,275)  (783,326) (314,099
Net cash used in investing activities. . . . ... (4,273,863) (3,070,767) (15,652,351
FINANCING ACTIVITIES

Net increase (decrease) in demand deposits, NOW ac counts

savings accounts, money management deposit account s

and escrow deposits . .. .......... ..

Net increase (decrease) in time deposits. . . . .

Net repayments from borrowings. . ........

Net proceeds from issuance of trust preferred secu
Proceeds from exercise of stock options . . . ..
Cashdividends. . ................

Treasury stock purchased. . ...........

Net cash provided by financing activities. . . . .

6,423,999 10,485,060 (31,330
2,109,923 (2,355,203) 9,054,524
. (6,580,500) 2,211,000 4,350,000
rities. 4,849,000 -
138,858 62,510 -
(415,145)  (531,086) (614,612
(129,865)  (134,000) (179,750

6,396,270 9,738,281 12,578,832

Increase in cash and cash equivalents. . . . . ..
Cash and cash equivalents at beginning of period .

Cash and cash equivalents at end of period . . . .

6,146,449 3,438,613 (124,912
7,593,956 4,155,343 4,280,255

.... $13,740,405 $ 7,593,956 $ 4,155,343

CASH PAID DURING THE PERIOD FOR:

Interest. . ...................

Income taxespaid................
NON-CASH INVESTING ACTIVITY:

Transfer of loans to other real estate. . . . ..
Increase in unrealized gains and losses on
available-for-sale investments securities . . . .
Securitization of loans held as an investment secu
NON-CASH FINANCING ACTIVITY:

Dividends declared and unpaid . . ........

... $ 7,122,065 $ 8555605 $ 8,463,078
850,000 632,500 73,000

1,138,300 348,113 637,633

(333,456)  (83,192) 1,544,687
rity. . - 1,355,005 -

82,365 71,243 156,090

The accompanying notes are an integral part oftimsolidated financial statements.
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NOTES TO FINANCIAL STATEMENTS
Year Ended December 31, 2002

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
NATURE OF OPERATIONS

The accompanying consolidated financial statemientade the accounts of Pathfinder Bancorp, Irte (iCompany"”) and its wholly owned
subsidiaries, Pathfinder Bank (the "Bank") and fadler Statutory Trust |. Pathfinder Statutory Truwas formed in 2002 for the purpose of
issuing mandatorily redeemable convertible se@gitvhich are considered Tier | capital under rdgwyacapital adequacy requirements (See
Note 17). The Bank has three wholly owned operagingsidiaries, Pathfinder Commercial Bank, Whisme®aks Development Inc. a
Pathfinder REIT, Inc. All inter-company accountslattivity have been eliminated in consolidatioheTCompany has six full service offices
located in Oswego County. The Company is primatigaged in the business of attracting deposits fhengeneral public in the Company's
market area, and investing such deposits, togettierother sources of funds, in loans secured l®rtorfour family residential real estate,
commercial real estate, business assets and ineess®acurities.

Pathfinder Bancorp, M.H.C., (the "Holding Compang'iutual holding company whose activity is notuded in the accompanying
financial statements, owns approximately 60.6%hefdutstanding common stock of the Company. Salagimployee benefits and rent
approximating $163,000, $160,000 and $141,000 wakwoeated from the Company to Pathfinder Bancorg; }@. during 2002, 2001 and
2000, respectively.

During July 2001, Pathfinder Bancorp, Inc. compdetse conversion to a federal charter. The chaerversion was completed pursuant to
plans of charter conversion which were approvethkyOffice of Thrift Supervision. Upon completiohtbe conversion, authorized shares
were increased from 9,000,000 to 10,000,000 withange in par value of the outstanding sharesmhoon stock from $0.10 per share to
$0.01 per share on a one-for-one basis. The chamge value did not affect any of the existinghtiggof shareholders and has been recorded
as an adjustment to additional paidempital and common stock. In addition, 1,000,008resk of preferred stock have been authorized, ot
which are outstanding.

USE OF ESTIMATES IN THE PREPARATION OF FINANCIAL ST ATEMENTS

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptiondfiztttae reported amounts of assets and lialsliied disclosure of contingent assets
liabilities at the date of the financial statemestsl the reported amounts of revenues and expdnseg the reporting period. Actual results
could differ from those estimates. Management tlastified the allowance for loan losses to be teanting area that requires the most
subjective and complex judgements, and as suclg beuthe most subject to revision as new inforarabecomes available.

The Company is subject to the regulations of varigovernmental agencies. The Company also undepgoislic examinations by the
regulatory agencies which may subject it to furttieainges with respect to asset valuations, amafimésjuired loss allowances, and opere
restrictions resulting from the regulators' judgeitséased on information available to them atithe of their examinations.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents include cash on handjrasdue from banks, interest-bearing deposith(aitginal maturity of three months or
less) and federal funds sold. Generally, fedenadiuare purchased and sold for one-day periodsestitaated fair value of cash and cash
equivalents approximates carrying value.

INVESTMENT SECURITIES

The Company classifies investment securities ad-teematurity or available-for-sale. Held to matysecurities are those that the Company
has the positive intent and ability to hold to nme) and are reported at cost, adjusted for arpatitin of premiums and accretion of
discounts. Available-for-sale securities are regmbgt fair value, with net unrealized gains anddsgeflected as a separate component of
shareholders' equity, net of the applicable inctemeeffect. None of the Company's investment séearhave been classified as trading
securities. In conjunction with the adoption oft8maent of Financial Accounting Standards No. 12&counting for Derivative Instruments
and Hedging Activities", on January 1, 2001, thenpany reclassified its held-to-maturity securitiéth a cost and fair value of $129,000
into available-for-sale.
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NOTES TO FINANCIAL STATEMENTS
Year Ended December 31, 2002 (continued)

Gains or losses on investment security transactiomdased on the amortized cost of the specifiorgies sold. Fair values for investment
securities are based on quoted market prices, vawaitable. If quoted market prices are not avédélafair values are based on quoted market
prices of comparable instruments. Premiums anddigs on securities are amortized and accretedrintime using the straight-line method
over the period to first call or maturity.

The Company monitors investment securities for immpant on a quarterly basis by analyzing securnigdit ratings and related fair market
values. When significant declines in fair markduea or credit ratings are determined to be otw@n temporary, appropriate action is taken.

MORTGAGE LOANS HELD-FOR-SALE

Mortgage loans held-for-sale are carried at the=lowf cost or fair value. Fair value is determimethe aggregate. As of December 31, 2002,
the Company had no outstanding mortgage loan fahwammitments. As of December 31, 2001, the Compayapproximately $6,800,0

of mortgage loan forward commitments outstandinigedge interest rate risk on certain committedaiginated loans. In 2001, the
Company recognized a loss of $187,000 on contsstted in 2002.

LOANS

Loans are stated at unpaid principal balancesthesallowance for loan losses and net deferred domination fees and costs. Interest inc

is generally recognized when income is earned usiagnterest method. Nonrefundable loan fees vedeand related direct origination costs
incurred are deferred and amortized over the fifia@ loan using the interest method, resulting sonstant effective yield over the loan te
Deferred fees are recognized into income and deferosts are charged to income immediately upgmagraent of the related loan.

For variable rate loans that reprice frequently aittl no significant credit risk, fair values apghmate carrying values. Fair values for fixed
rate loans are estimated using discounted cashdi@lysis, using interest rates currently beingreffl for loans with similar terms to
borrowers of similar credit quality. The carryingraunt of accrued interest approximates its faingal

ALLOWANCE FOR LOAN LOSSES

The Company periodically evaluates the adequatlyeofillowance for loan losses in order to mainta@allowance at a level that is suffici
to absorb probable credit losses. Management'si@vah of the adequacy of the allowance is basea @view of the Company's historical
loss experience, known and inherent risks in the lportfolio and an analysis of the levels anddseof delinquencies and charge-offs.

A loan is considered impaired, based on curremrimfition and events, if it is probable the Compaillybe unable to collect the scheduled
payments of principal or interest when due accardinthe contractual terms of the loan agreememt. Mieasurement of impaired loans is
generally based upon the present value of futush flaws discounted at the historical effectiveeratxcept that all collateral-dependent loans
are measured for impairment based on fair valuesldteral.

INCOME RECOGNITION ON IMPAIRED AND NON-ACCRUAL LOAN S

Loans, including impaired loans, are generallysifeed as non-accrual if they are past due as twiritya or payment of principal or interest
for a period of more than 90 days. When a loanaissified as nomccrual and the future collectibility of the receddoan balance is doubifi
collections of interest and principal are generafplied as a reduction to principal outstanding.

When future collectibility of the recorded loan date is expected, interest income may be recogoizedcash basis. In the case where a nor
accrual loan had been partially charged off, re¢@ammof interest on a cash basis is limited ta tlwhich would have been recognized on the
recorded loan balance at the contractual inteedst Cash interest receipts in excess of that atrayarmrecorded as recoveries to the allowance
for loan losses until prior charge-offs have badlyfrecovered.

PREMISES AND EQUIPMENT

Premises and equipment are stated at cost, lesmatated depreciation. Depreciation is computed straight-line basis over the estimated
useful lives of the related assets, ranging u@tgears for premises and 10 years for equipmenitteldance and repairs are charged to
operating expenses as incurred. The asset costcandhulated depreciation are removed from the antsdar assets sold or retired and any
resulting gain or loss is included in the deterrtioraof income.
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NOTES TO FINANCIAL STATEMENTS
Year Ended December 31, 2002 (continued)

OTHER REAL ESTATE

Properties acquired through foreclosure, or by dediéu of foreclosure, are carried at the lowkcast (fair value at the date of foreclosure)
or fair value less estimated disposal costs. Widens of, and expenses related to other real gstédengs included in noninterest expense
were $155,000, $99,000 and $201,000 in 2002, 26612800, respectively.

INTANGIBLE ASSETS

Intangible assets represent core deposit intargydie goodwill arising from acquisitions. Core dapmtangibles represent the premium the
Company has paid for deposits acquired in excetigeofost incurred had the funds been purchastinapital markets. Core deposit
intangibles are amortized on a straight-line basex a period of five years. Goodwill representséicess cost of an acquisition over the fair
value of the net assets acquired. On January 2,200 Company adopted SFAS 142, "Goodwill and Oiftangible Assets," and SFAS 1
"Accounting for Certain Acquisitions of Banking amtirift Institutions." Under the provisions of SFA22 and SFAS 147, goodwill is no
longer ratably amortized into the income statenoset an estimated life, but rather is tested atlaanually for impairment using fair value
methodologies. Prior to the adoption of SFAS 14@ GRAS 147, the Company's goodwill was amortized straight-line basis over 15
years.

MORTGAGE SERVICING RIGHTS

Originated mortgage servicing rights are recordedtiair fair value at the time of transfer and aneortized in proportion to and over the
period of estimated net servicing income or logge Tompany uses a valuation model that calculagepresent value of future cash flows to
determine the fair value of servicing rights. Iingsthis valuation method, the Company incorporasslimptions that market participants
would use in estimating future net servicing incomhbich included estimates of the cost of servigieg loan, the discount rate, and
prepayment speeds. The carrying value of the aigthmortgage servicing rights is periodically eastd for impairment using these same
market assumptions.

DEPOSITS
Interest on deposits is accrued and paid to thesiws or credited to the depositors accounts hipnt

Fair values disclosed for demand, variable rateapananagement accounts and certificates of depppibximate their carrying values at
reporting date. Fair values for fixed rate time @#{s and savings are estimated using a discowatgt flow calculation that applies interest
rates currently being offered on similar certifesato a schedule of aggregated expected monthlyritied on time deposits. The carrying
value of accrued interest approximates fair value.

STOCK-BASED COMPENSATION

The Company accounts for stock awards issued ¢éatdirs, officers and key employees using the igitimalue method in accordance with
Accounting Principles Board Opinion No. 25. Thisthoal requires that compensation expense be reajtizthe extent that the fair value
the stock exceeds the exercise price of the steakdat the grant date. The Company generally doesecognize compensation expense
related to stock awards because the stock awarasaly have fixed terms and exercise prices thaegual to or greater than the fair value
of the Company's common stock at the grant date.

Pro forma amounts of net income and earnings mredimder Statement of Financial Accounting StadslBio. 123 are as follows:

2002 2001 2000
Net Income:
As reported $1,156,279 $1 ,602,490 $355,882
Pro forma $1,047,513 $1 ,456,481 $228,764
Earnings per share: Basic Diluted Basic Di luted Basic Diluted
Asreported.... $0.45 $ 044 $062 $ 0.62 $0.14 $ 0.14
Pro forma. . ... $041 $ 040 $057 $ 0.56 $0.09 $ 0.09
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The fair value of these options was estimatedeattite of grant using a Black-Scholes options pgichodel with the following assumptions:
risk free interest rate - 5.0% in 2002 and 20014686 in 2000; dividend yield - 2.0% in 2002 and2@&nd 2.2% in 2000; market price
volatility - 52.4% in 2002 and 2001 and 93.6% i®@0An assumed weighted average option life of&ydas been utilized for each year.
For purposes of pro forma disclosures, the estidnfatie value of the options is amortized to expemser the options' vesting period.
Therefore, the foregoing pro forma results arelikety to be representative of the effects of répdmet income of future periods due to
additional years of vesting. The weighted-averagevialue per share of discounted options durin@l28 $15.38. No options were granted
during 2002.

RETIREMENT BENEFITS

The Company has established tax qualified retirérmkams covering substantially all full-time empé®ms and certain part-time employees.
Pension expense under these plans is chargedrentoperations and consists of several compordmst pension cost based on various
actuarial assumptions regarding future experiemceuthe plans. In addition, the Company has urddratkferred compensation and
supplemental executive retirement plans for setecterent and former employees and officers thatide benefits that cannot be paid frol
qualified retirement plan due to Internal Revenwel€restrictions. These plans are nonqualified utigelnternal Revenue Code, and assets
used to fund benefit payments are not segregaded dther assets of the Company, therefore, in géreeparticipant's or beneficiary's claim
to benefits under these plans is as a generaltoredi

TREASURY STOCK

Treasury stock purchases are recorded at cos@da @nd 2001, the Company purchased 11,000 an@@.6ttares of treasury stock at an
average cost of $11.86 and $13.40 per share, tdsggcOn December 19, 2002, the Company annouitsddurth share repurchase
program for the purchase of up to 102,000 shares.dompany considers the common stock to be aactte investment in view of the
current price at which the common stock is tradilgtive to the Company's earnings per share, bable per share, and general market and
economic factors.

INCOME TAXES

Provisions for income taxes are based on taxesmilyrpayable or refundable and deferred incomedan temporary differences between
the tax basis of assets and liabilities and thegorted amounts in the financial statements. Dedietax assets and liabilities are reported in the
financial statements at currently enacted incomeates applicable to the period in which the deféétax assets and liabilities are expecte

be realized or settled.

EARNINGS PER SHARE

Basic earnings per share are computed by dividaigncome by the weighted average number of comshares outstanding throughout e
year. Diluted earnings per share gives effect tmhted average shares which would be outstandisgnaisg the exercise of issued st
options using the treasury stock method.

FAIR VALUES OF FINANCIAL INSTRUMENTS

SFAS No. 107, "Disclosure About Fair Value of Fio@h Instruments,” requires disclosure of fair waloformation of financial instruments,
whether or not recognized in the consolidated stat# of condition, for which it is practicable tstinmate that value. In cases where quoted
market prices are not available, fair values asetian estimates using present value or otherti@aui@chniques. Those techniques are
significantly affected by the assumptions useduiiog the discount rate and estimates of futushdbws. In that regard, the derived fair
values estimates cannot be substantiated by cosopaio independent markets and, in many cases] cotlbe realized in immediate
settlement of the instrument. The carrying amoants estimated fair values of financial instrumexit®ecember 31, are as follows:
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2002 2001

Carrying  Estima ted Carrying Estimated

Amounts  Fair Va lues Amounts Fair Values
Cash and cash equivalents. . $ 13,740,000 $ 13,74 0,000 $ 7,594,000 $ 7,594,000
Investment securities. . .. 62,506,000 62,50 6,000 53,422,000 53,422,000
Mortgage loans held-for-sale 3,617,000 4,00 4,000 5,271,000 5,450,000
Loans............ 180,482,000 188,45 9,000 164,267,000 162,458,000
Accrued interest receivable. 1,334,000 1,33 4,000 1,465,000 1,465,000
Deposits . ... ...... 204,522,000 198,00 5,000 169,589,000 163,297,000
Borrowed funds . . ... .. 42,860,000 45,36 1,000 49,441,000 49,763,000
Trust preferred obligation. 5,000,000 5,79 3,000 - -

RECLASSIFICATION

Certain amounts from 2001 and 2000 have been sifidaisto conform to the current year presentatidmese reclassifications had no affect
on net income as previously reported.

NOTE 2: NEW ACCOUNTING PRONOUNCEMENTS

On October 1, 2002, Financial Accounting Stand&uizrd (FASB) issued Statement of Financial Accoynstandards No. 147,
"Accounting for Certain Acquisitions of Banking ®hrift Institutions." Statement 147 changes how@uwmpany accounts for goodwill
arising from branch acquisitions. Under previousSBArulings, the goodwill arising from branch acdfignis was classified as an
"unidentifiable intangible asset" and thereforejeabtto amortization. Statement 147 now classitiés intangible as goodwill. In accordance
with the provisions of Statement 147, previousuied statements were restated to remove the aatantizxpense recorded on the goodwiill
since January 1, 2002. Goodwill is not subjectnmaization, but will be reviewed annually for impaent.

The impact of the pronouncement on the financatkesbents is as follows:

For t he Twelve Months Ended December 31:
2002 2001 2000
(in tho usands except for Earnings per Share Data)
Reported netincome .. ............. $1,156 $1,602 $ 356
Add back: goodwill amortization, net of tax . . . - 193 193
Adjusted netincome . .............. $1,156 $1,795 $ 549
Basic earnings per share:
Reported netincome . .............. $0.45 $0.62 $0.14
Goodwill amortization, netoftax . . . ... .. - 0.08 0.08
Adjusted netincome . .............. $0.45 $0.70 $0.22
Diluted earnings per share:
Reported netincome .. ............. $0.44 $0.62 $0.14
Goodwill amortization, netoftax . . . ... .. - 0.07 0.08
Adjusted netincome . .............. $0.44 $0.69 $0.22

In December 2002, the FASB issued SFAS 148, "Actingrior Stock-Based Compensation - Transition Bigtlosure", which provides
alternative methods of transition for an entitytthaluntarily changes to the fair value based methioaccounting for stock-based employee
compensation. It also amends the disclosure pangsof FASB Statement No. 123 to require promimstlosure about the effects on
reported net income of an entity's accounting pdliecisions with respect to stock-based employespensation. This statement also amends
APB Opinion No. 28, "Interim Financial Reportingd, require disclosure about those effects in imidimancial information. The Company

will continue to account for stock-based compewsaith accordance with Accounting Principles Boak&B) Opinion 25, "Accounting for
Stock Issued to Employees".
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NOTE 3: ACQUISITION

On October 25, 2002, the Company's subsidiary findtlr Bank, acquired the Lacona, New York brant&ayuga Bank. In conjunction

with the acquisition, the Bank formed a limited4pose commercial bank subsidiary, Pathfinder ComialeBank, to serve the depository
needs of public entities in its market area anassume the municipal deposit liabilities of the duga branch. The transaction included
approximately $26,400,000 in deposits, $2,300,8d0ans and $430,000 in vault cash and facilitie$ @quipment. The acquisition reflects a
premium on deposits liabilities assumed of appratety $2,400,000. The results of the Lacona bramparation have been included in the
consolidated financial statements since the dategiisition. As a result of the acquisition, thenfpany has expanded its service area and
now has the ability to serve the needs of publities in the market area.

The following table summarizes the estimated falugs of the assets acquired and liabilities asdumaef the acquisition date:

December 31, 2002

Cash............ $ 21,558,800

Loans receivable. . . . .. 2,260,000
Reserve forloans . . . .. (56,500)

Net loans receivable. . . . 2,203,500
Bank premises and equipment 251,000
Other assets. . ...... 9,700
Intangible assets . . . .. 2,376,000

Total assets. . ...... 26,399,000
Deposits. . ........ 26,399,000

Total liabilities. . . . . $ 26,399,000

Intangible assets include $1,100,000 in core déjdsingibles amortized over a weighted-averagéuliiée of 5 years. Accumulated
amortization approximated $39,000 at December 8222The remaining $1,300,000 in intangible assgisesents goodwill. Goodwill and
the core deposit intangible will be deductible tix purposes.

NOTE 4: INVESTMENT SECURITIES
The amortized cost and estimated fair value ofstment securities are summarized as follows:

December 31, 2002

Gross Gross Estimated
Amorti zed Unrealized Unrealized Fair
Cost Gains Losses Value
Available-for-Sale:
Bond investments:
US Treasury and Agencies. . ....... $ 4,378, 243 $ 87,728 $ (1,514) $ 4,464,457
State and Political Subdivisions. . . . . 8,549, 215 337,409 (22,719) 8,863,905
Corporate . ............... 15,375, 316 429,445 (534,501) 15,270,260
Mortgage-backed . . ........... 24,439, 493 727,012 (6,676) 25,159,829
Total . ................. 52,742, 267 1,581,594 (565,410) 53,758,451
Stock investments:
Federal Home Loan Bank and Other. . . .. 9,295, 102 - (548,009) 8,747,093
Total Available-for-Sale. . ... .. .. 62,037, 369 $1,581,594 $(1,113,419) $62,505,544
Net unrealized gain on available-for-Sale 468, 175
Grand Total Carrying Value. . . ... .. $62,505, 544
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December 31, 2001

Gross Gross Estimated

Amorti zed Unrealized Unrealized Fair

Cost Gains Losses Value
Available-for-Sale:
Bond investments:
US Treasury and Agencies. . ... .... $ 5,970, 651 $ 86,809 $ (1,447) $6,056,013
State and Political Subdivisions. . . .. 6,011, 590 250,502 (28,360) 6,233,732
Corporate . . .............. 20,949, 051 286,489 (1,121,445) 20,114,095
Mortgage-backed . ... ......... 14,121, 236 438,535 (11,000) 14,548,771
Total .................. 47,052, 528 1,062,335 (1,162,252) 46,952,611
Stock investments:
Federal Home Loan Bank and Other. . . .. 6,234, 902 234,636 - 6,469,538
Total Available-for-Sale. . ... .. .. 53,287, 430 $1,296,971 $(1,162,252) $53,422,149
Net unrealized gain on available-for-Sale 134, 719
Grand Total Carrying Value. . ... ... $53,422, 149

Gross gains of $665,000, $759,000 and $230,00R002, 2001 and 2000, respectively and gross la¥ses,000 and $228,000 for 2001 and
2000, respectively were realized on sales and ofscurities. In 2002, the Company recognize@#%$00 impairment loss on a corporate
debt security.

Investment securities with a carrying value of $00,000 and cash and cash equivalents with a oarwdlue of $4,410,000 at December 31,
2002 were pledged to collateralize certain depasit borrowing arrangements.

The amortized cost and estimated fair value of delgstments at December 31, 2002 by contractutdniyaare shown below. Expected
maturities may differ from contractual maturitieschuse borrowers may have the right to call orgyrebligations with or without penalties.

Amortized Estimated
Cost Fair Value

Dueinoneyearorless........ $ 3,734,989 $ 3,796,142
Due after one year through five years. 13,317,470 13,814,737
Due after five years through ten years 4,859,722 4,764,354
Due aftertenyears. ......... 6,390,593 6,223,390
Mortgage-backed securities . . . . . . 24,439,493 25,159,828
Totals . ............... $52,742,267 $53,758,451

NOTE 5: LOANS

Major classifications of loans at December 31,axéollows:

2002 2001
Real estate mortgages:
Conventional. . . .. .. $115,171,923 $102,955, 313
Construction. . . . . .. 4,388,792 3,883, 849
Commercial. ... .... 32,657,177 30,454, 798
152,217,892 137,293, 960
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Year Ended December 31, 2002 (c ontinued)

Other loans:
Consumer. ........ 3,718,774 3,223, 780
Home Equity/2nd Mortgage. 11,151,317 9,262, 035
Passbook loans. . . . .. 198,113 129, 353
Lease financing . . . .. 431,555 244, 230
Commercial. ... .... 12,764,633 14,113, 405

28,264,392 26,972, 803
Totalloans . . ... .. 180,482,284 164,266, 763
Less:
Allowance for loan losses (1,480,874) (1,679, 215)
Loans receivable, net . . $179,001,410 $162,587, 548

The Company grants mortgage and consumer loansstoroers throughout Oswego and parts of Onondagaies. Although the Company
has a diversified loan portfolio, a substantialtjpor of its debtor's ability to honor their contiaés dependent upon the county's employment
and economic conditions.

The amount of loans on which the Company has ceasading interest aggregated approximately $1000Lland $2,120,000 at December
31, 2002 and 2001, respectively. The amount oféstenot recorded related to these loans was ajppatedy $141,000, $118,000 and
$132,000 for 2002, 2001 and 2000, respectively.

The following represents the approximate activigaiated with loans to officers and directorsmyithe fiscal year ending December 31,
2002:

Balance at beginning of year $3,614,000

Originations 4,157,000
Principal payments (2,430,000)
Balance at end of year $5,341,000

Mortgage loans serviced for others are not includetie accompanying consolidated statements afiion. The unpaid principal balances
of mortgage loans serviced for others was approein®41,428,000 and $29,056,000 at December 312 28d 2001, respectively. Included
in other assets is approximately $200,000 and $D820f mortgage servicing rights at December 30228nhd 2001, respectively.

NOTE 6: ALLOWANCES FOR LOAN LOSSES

Changes in the allowance for loan losses for tlae gaded December 31, are summarized as follows:

2002 2001 2000
Balance at beginning of year $ 1,679,215 $1,273, 707 $1,149,677
Recoveries credited. . . . . 31,916 62, 330 19,615
Provision for loan losses. . 1,374,989 707, 899 244,380
Reserve on acquired loans. . 56,500 - -
Loans charged off. . . . .. (1,661,746) (364, 721) (139,965)
Balance at end of year . .. $ 1,480,874 $1,679, 215 $1,273,707

At December 31, 2002, 2001 and 2000, the Compadyhampaired loans for which specific valuatioloalances were recorded.
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NOTE 7: PREMISES AND EQUIPMENT

A summary of premises and equipment at Decembeis 3, follows:

2002 20 01
Land . ............. $ 674,773 $ 63 1,773
Buildings. .. ......... 4,287,046 3,99 7,368
Furniture, fixture and equipment 4,606,257 3,64 3,165
Construction in progress . ... 309,279 44 2,286
9,877,355 8,71 4,592
Less: Accumulated depreciation . 4,255,184 3,78 5,159
$5,622,171 $4,92 9,433

NOTE 8: DEPOSITS

A summary of amounts due to depositors at Dece@ibeis shown as follows:

2002 2001

Savings accounts . . ....... $ 65,517,057 $ 60,816,000
Time accounts. . ......... 86,430,445 74,644,437
Money management accounts. . . . . 19,765,014 4,416,928
Demand deposit interest-bearing. . 15,404,423 15,231,309
Demand deposit noninterest-bearing 15,764,382 13,035,489
Mortgage escrow funds. . . . . .. 1,640,784 1,444,984

$204,522,105 $ 169,589,147

Time deposits with balances in excess of $100,006uated to approximately $15,828,000 and $10,24cd@ecember 31, 2002 and 2001,
respectively. The approximate maturity of time defsat December 31, is as follows:

2002 2 001

Year of Maturity Amount Percent Amount Percent
1o....... $48,721,000 56.4% $51,172,00 0 68.5%
20 14,101,000 16.3% 11,500,00 0 15.4%
3o 10,520,000 12.2% 5,213,00 0 7.0%
4,....... 6,252,000 7.2% 2,295,00 0 31%
5. 2,608,000 3.0% 1,998,00 0 2.7%
Thereafter... 4,228,000 4.9% 2,466,00 0 3.3%

$86,430,000 100.0% $74,644,00 0 100.0%

NOTE 9: BORROWED FUNDS

The composition of borrowings at December 31 ar®ksws:

2002 2001
Short-term:
Repurchase agreements, Morgan Stanley . . ... .. . $ - $ 2,668,000
FHLB advances . .................. . 9,700,000 17,550,000
Total short-term. ... .............. . 9,700,000 20,218,000
Long-term:
FHLB Repurchase agreements. . ........... . 3,400,000 912,500
Advances. . .......... ... ..., . 29,760,000 28,310,000
Total long-term . . ................ . 33,160,000 29,222,500

Company obligated mandatorily redeemable preferred
securities of subsidiary trusts holding solely juni or



subordinated debentures of the Company. . . .. .. . 5,000,000 -

Total borrowings. .. ............... . $47,860,000 $49,440,500
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The principal balance, interest rate and maturitye above borrowings at December 31, 2002 i®k®As:

Term Principal Rates
Short-term:

Advances with FHLB

due within3months . .. ............. . $2,700,000 2.52%-5.61%
due within3-6 months . . .. ........... . 2,000,000 3.82%-4.76%
due within 6 monthstolyear........... . 5,000,000 3.65%-7.13%
Total short-term borrowings . . . ......... . $9,700,000

Long-term:

Repurchase agreements with FHLB . . ... ... .. . $3,400,000 5.56%-5.85%
Advances with FHLB

due within2vyears. . ............... . 5,500,000 3.53%-5.43%
due within3years. ................ . 3,000,000 4.15%-5.00%
due withindyears. . ............... . 7,000,000 4.13%-5.32%
due after5years................. . 14,260,000 4.70%-6.00%
Total advances with FHLB. . .. .......... . 29,760,000

Company obligated mandatorily redeemable preferred

securities of subsidiary trusts holding solely juni or

subordinated debentures of the Company. . ... .. . 5,000,000 LIBOR +3.45%
Total long-term borrowings. . .. ......... . $38,160,000

Other information related to short term borrowiigas follows:

200 2 2001
Maximum outstanding at any month end . .. $ 9,700 ,000 $20,218,000
Average amount outstanding during the year 13,716 ,000 15,240,000
Average interest rate during the year. . . 3.75% 4.56%

The repurchase agreements with the Federal Home Baak ("FHLB") are collateralized by certain intregnt securities, real estate
mortgages and cash which had a carrying value @0#3000 at December 31, 2002. The overnight lfreedit agreement with the FHLB is
used for liquidity purposes. Interest on this liseletermined at the time of borrowing. The avenage paid on the overnight line during 2002
approximated 1.64%. At December 31, 2002, $12,486y@as available under the line of credit. In addito the overnight line of credit
program, the Company also has access to the FHIeBm Advance Program under which it can borrowaattous terms and interest rates.
Residential mortgage loans with a carrying valug3i#,324,000 have been pledged by the Company anldlenket collateral agreement to
secure the Company's line of credit and term barrgsv

On June 26, 2002, the Company formed a wholly ovaudxbidiary, Pathfinder Statutory Trust |, a Coniceit business trust. The Trust issi
$5,000,000 of 30 year floating rate Company-obédaiooled capital securities of Pathfinder Stagufoust I. The Company borrowed the
proceeds of the capital securities from its sulasydby issuing floating rate junior subordinatededeable interest debentures having
substantially similar terms. The capital securitiggture in 2032 and are treated as Tier 1 capjtéhd Federal Deposit Insurance Company
and the Office of Thrift Supervision. The capitatarities of the trust are a pooled trust prefefued of Preferred Term Securities VI, Ltd.
and are tied to the 3 month LIBOR plus 3.45% (4.&8%ecember 31, 2002) with a five year call primris All of these securities are
guaranteed by the Company. The Company capita26d,000 of deferred financing costs associateld thi¢ debt issuance which is being
amortized on a straight line basis over the 5 pesiod to call date.
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NOTE 10: EMPLOYEE BENEFITS

The Company has a noncontributory defined benefisfpn plan covering substantially all employersaddition, the Company provides
certain health and life insurance benefits foriblegretired employees. Employees with less thagelats of service as of January 1, 1995, are
not eligible for the health and life insurancenatient benefits.

The following tables set forth the changes in tlamis benefit obligation, fair value of plan assatd prepaid (accrued) benefit (cost) as of
December 31, 2002 and 2001:

Pension Benefits Postretirement Benefits

2002 2001 2002 2001

Change in benefit obligations:

Benefit obligation at beginning of year . ... $2 ,479,215 $2,206,887 $ 362,456 $ 372,018
Servicecost. . ........... ... 118,697 85,697 1,708 1,538
Interestcost. ................ 183,781 171,492 22,461 21,323
Actuarial gain. . ............... 402,687 161,168 14,762 5,715
Benefitpaid. . ................ (157,424) (146,029) (33,811) (31,750)
Plan amendment. ... ............. 4,140 - - (6,388)

Benefit obligation at end of year . .. .. .. $3 ,031,096 $2,479,215 $ 367,576 $ 362,456
Change in plan assets:

Fair value of plan assets at beginning of year. $2 ,598,427 $3,187,163 $ - $ -

Actual loss on plan assets. . . ........ (328,553) (442,707) - -
Benefitspaid................. (157,424) (146,029) - -
Employer contributions. . .. ......... 380,074 - - -

Fair value of plan assets at end of year. . .. $2 492,524 $2,598,427 $ - $ -
Components of prepaid/accrued benefit cost

Funded (unfunded) status. . .. ........ $ (538,572) $ 119,212 $(367,576) $(362,456)
Unrecognized prior service cost . . ... ... 121 1,080 - -
Unrecognized transition obligation. . . . . .. - - 173,546 192,065
Unrecognized actuarial netloss . ....... 1 ,380,111 436,512 45,604 30,309
Prepaid/(accrued) benefit/(cost). . ... ... $ 841,660 $ 556,804 $(148,426) $(140,082)

The increase in unrecognized net actuarial lo2002 compared with 2001 primarily resulted from dlatual return on plan assets being less
than the expected return on plan assets in 2002bioed with the reduction of the discount rate &8066 from 7.25% in 2001.

The significant assumptions used in determiningoeefit obligation as of December 31, 2002 andL28@s follows:

Weighted average discountrate . ........ 6.50% 7.25% 6.00%  6.50%
Expected long term rate of return on plan assets 9.00% 9.00% - -
Rate of increase in future compensation levels . 4.00% 4.50% - -

Assumed health care cost trend rates have a signifeffect on the amounts reported for the pastraent health care plans. The annual r
of increase in the per capita cost of covered na¢diad prescription drug benefits for year-end wWlakions were assumed to be 9.0% and
13.0%, respectively. This rate was assumed to dsergradually to 5.0% in 2010 and remain at thed ldnereafter. A one-percentage point
change in the health care cost trend rates would tiee following effects:
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1 Percent age 1 Percentage
Po int Point
Incre ase Decrease

Effect on total of service and interest
cost components . . ............ $ 2, 005 $ (1,818)
Effect on postretirement benefit obligation 29, 122 (26,706)

Pension plan assets consist primarily of tempotash investments and listed stocks and bonds.
The composition of the net periodic benefit plastdbenefit) for the years ended December 31, 28021 and 2000 is as follows:

Pension Benefits

2002 2001 2000

Service cost. . .. ... $ 118,697 $ 85,697 $ 96,079
Interestcost. . ............... 183,781 171,492 201,808
Amortization of transition obligation . . . . . - - -
Amortization of unrecognized prior service cost 959 959 1,050
Amortization of gains and losses. . . ... .. 26,542 (11,922) (4,696)
Expected return on plan assets. .. ...... ( 234,761) (280,516) (274,813)
Net affect of special termination benefits. . . - (28,282)

Net periodic benefit plan cost. . ... .. .. $ 95,218 $(34,290) $ (8,854)

Postretirement Benefits

2002 2001 2000

Service cost. . ... ... $ 1,705 $1,538 $3,287
Interestcost. . ............... 2 2,461 21,323 23,536
Amortization of transition obligation . . . . . 1 8,522 18,522 18,978
Amortization of unrecognized prior service cost - - -

Amortization of gains and losses. . ... ... 162 158 247
Expected return on plan assets. . ....... - - -
Net affect of special termination benefits. . . - -

Net periodic benefit plan cost. . .. ... .. $4 2,850 $41,541 $46,048

During the first quarter of 2000, the Company adtéearly retirement benefits for all employeességtig the established provisions. Total
plan expense for 2000 includes a one time char§3&®,000 to reflect the early retirements benedisswell as, one time credits for plan
curtailment of $189,000 and plan settlement of $209 resulting from the settlement of the relatadipipants' obligations.

The Company also offers a 401(k) plan to its emgdésy Contributions to this plan were $74,000, $82&hd $41,000 for 2002, 2001 and
2000, respectively.

NOTE 11: DEFERRED COMPENSATION AND SUPPLEMENTAL RET IREMENT PLANS

The Company maintains optional deferred compensglians for its directors whereby fees normallyereed are deferred and paid by the
Company based upon a payment schedule commencagg &5 and continue monthly for 10 years. Direcioust serve on the board for a
minimum of 5 years to be eligible for the Plan.Ddcember 31, 2002 and 2001, other liabilities idelapproximately $1,143,000 and
$1,116,000, respectively, relating to deferred censation. Deferred compensation expense for thes yealed December 31, 2002, 2001 and
2000 amounted to approximately $113,00, $94,0006&80000, respectively.

The Company has a supplemental executive retireplantfor the benefit of certain executive officeks December 31, 2002 and 2001, ol
liabilities include approximately $495,000 and $8I® accrued under these plans. Compensation exjreigdes approximately $74,000,
$110,000 and $187,000 relating to the supplemenxtdutive retirement plan for 2002, 2001 and 20€€pectively.

NOTE 12: STOCK BASED COMPENSATION PLANS

In February 1997, the Board of Directors approvedation plan and granted options there under aitlexercise price equal to the market
value of the Company's shares at the date of gsahject to shareholder approval. Upon sharehalgproval of the plans in December 1997,
the excess of market value over exercise pric&s88j.for granted options approximated $1,330,000s @mount was recorded as unearned
stocl-based compensation within the shareholders' eqaittion of the consolidated statement of condiind was recognized



compensation expense ratably over the 6-year eptnod through 2001. Under the Stock Option Plgnto 132,249 options have been
authorized for grant of incentive stock options andqualified stock options.
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All options have a 10-year term and vest and becexaeecisable ratably over a 6-year period. On Déeeri9, 2000, the Board of Directors
accepted the voluntary rescission of all issuedwuanested incentive stock options and nonstatigtigk options under the Pathfinder Bank
1997 Stock Option Plan. As a result of the voluntasscission of the unvested portion of the stqafiom grants, unearned stock based
compensation was reduced by $386,000 during Deceaiil2900. Compensation expense for the year ebdegmber 31, 2000
approximated $204,000.

In July 2001, the Board approved the re-issuan@8a@f99 stock options remaining in the 1997 Stopkidd Plan. The exercise price is equal
to the market value of the Company's shares aldteeof grant ($8.335). The options granted urtgeré-issuance will have a 10-year term
with one-third vesting upon grant date and the ieing vesting and becoming exercisable ratably @a2ryear period.

Activity in the Stock Option Plan is as follows:

Weighted
Options Average Shares

Outstanding Exe rcise Price Exercisable
Outstanding at December 31, 1999 122,250 $ 6.583 44,250
Exercised. . .......... - - -
Forfeited. . .. ........ (2,250)
Awards Rescinded . . ... ... (36,000)
Outstanding at December 31, 2000 84,000 $ 6.583 84,000
Granted. ............ 38,499 8.335 -
Exercised. . .......... (9,500) - -
Outstanding at December 31, 2001 112,999 $ 7.180 87,333
Exercised. . .......... (20,449) 6.790 -
Outstanding at December 31, 2002 92,550 - 79,717

During 2002, the exercise price ranged from $616883.335. The weighted average exercise priceaftisable options was $7.093, $6.840
and $6.583 as of December 31, 2002, 2001 and 2880ectively.

During 1997, the Company awarded 52,350 share9%82uthorized) of restricted stock under the Managnt Recognition and Retention
Plan. The market value of shares awarded at treadajrant approximated $873,000 and has been mexmxin the accompanying statement
of condition as unearned stock-based compensa&immpensation expense for the year ended Decemb208Q was $128,000. On
December 19, 2000, the Board of Directors accefhtedoluntary rescission of all issued and unveateards under the 1997 Recognition
Retention Plan. Accordingly, the shares, which widwdve been earned by participants in the year8,ZmD1 and 2002 will be retained by
the Recognition Plan. The Recognition Plan curyemids 15,750 shares as non-granted. As a relsthlea/oluntary rescission of the
unvested portion of the recognition plan grantgained stock based compensation was reduced by0®®6@uring December of 2000.

The Bank sponsors an Employee Stock Ownership (BI8®P) for employees who have attained the agé ah@ who have completed a 12
month period of employment with the Bank during ethihey worked at least 1,000 hours. The Bank @mseti 92,574 shares of common
stock on behalf of the ESOP. The purchase of taeeshwas funded by a loan from the Company andribarned shares are pledged as
collateral for the borrowing. As the loan is repadrned shares are released from collateral andllacated to the participants. As shares are
earned, the Bank records compensation expense avérage market price of the shares during theceCash dividends received on
unearned shares are allocated among the partisipadtare reported as compensation expense. ESffersation expense approximated
$113,000, $88,000 and $70,000 for the years endegiber 31, 2002, 2001 and 2000, respectivelyl €ataed shares at December 31,
2002, 2001 and 2000 were 71,478, 63,228 and 53(83pectively. The estimated fair value of the rieiing 21,096 unearned shares at
December 31, 2002 is $310,000. Unearned ESOP sa@emt considered outstanding for purposes ofpcimg earnings per share.
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NOTE 13: INCOME TAXES

The provision for income taxes for the years eridedember 31, is as follows:

2002 2001 2000
Current........... $ 95,515 $ 839,967 $256,840
Change in valuation allowance 86,708 - -
Deferred. .. ........ 205,838 (296,228) (60,553)

$388,061 $ 543,739 $196,287

The provision for income taxes includes the follogyi

2002 2001 2000
Federal Income Tax. .. .. $388,061 $520,379 $ 178,388
New York State Franchise Tax - 23,360 17,899
$388,061 $543,739 $ 196,287

The components of net deferred tax asset (liahilibncluded in other liabilities for the years edde@ecember 31, are as follows:

200 2 2001

Assets:
Deferred compensation. . ......... $ 637 ,607 $ 643,049
Allowance for loan losses. ... ... .. 576 ,801 633,770
Postretirement benefits. . . ... .. .. 59 ,904 55,211
AMT tax credit carryforward. . ... ... 71 ,079 -
Mortgage recording tax credit carryforward 202 111 73,082
NOL carryforward . . ........... 101 ,523 -
Valuation reserve on loans held for sale . - 81,335
Investment impairmentloss . . ...... 107 ,113 -
Other................... 16 ,266 83,397

1,772 ,404 1,569,844
Liabilities:
Prepaid pension. .. ........... (327 ,826) (220,550)
IIMFreserve ............... (190 ,235)  (193,459)
Depreciation . . ............. (194 ,022)  (92,320)
Accretion. . . .............. (65 ,267)  (48,019)
Loan origination fees. . ......... (100 ,715)  (38,206)
Intangible assets. . ........... (123 ,071) -
Investment securities. . ......... (187 ,270)  (54,070)

(2,188 ,406) (646,624)
Net deferred tax asset
before valuation allowance . . ... ... $ 583 ,998 $ 923,220
Less: valuation allowance. . ....... (86 ,708) -
Net deferred tax asset . .. ....... $ 497 290 $ 923,220

The Company's net operating loss can be carriekl bgears and carried forward 20 years. In additibe Company has a New York State
mortgage recording tax credit which has no carfdedard limitations. As of December 31, 2002, thentpany has recognized a 100%
valuation allowance on a New York State net opegdibss carryforward in the amount of $187,000. Valeation has been provided to
account for the potential limitations on the utilion of these tax benefits. For all other defeteedassets, the Company has determined that
no valuation allowance is necessary as it is mkedyl than not deferred tax assets will be realitedugh carryback to taxable income in
prior years, future reversals of existing tempodifferences and through future taxable income.
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A reconciliation of the federal statutory incoms tate to the effective income tax rate at Decenigiis as follows:

2002 2001 2 000
Federal statutory income tax rate 34.0% 34.0% 3 4.0%
Statetax............ (5.1) 24 (1 7.4)
Tax-exempt interest income
and other, net. . .. ...... (9.4) (6.3) 1 8.9

Change in valuation allowance .. 5.6 - -

Effective income tax rate . ... 25.1% 25.3% 3 5.5%

NOTE 14: EARNINGS PER SHARE

Basic earnings per share is computed based onelghted average shares outstanding. Diluted easmpagshare is computed based on the
weighted average shares outstanding adjusteddatitiitive effect of the assumed exercise of stymkons during the year. The following i
reconciliation of basic to diluted earnings perrshfar the years ended December 31:

Earnings Shares EPS
2002 NetIncome....... $1,156,279
BasicEPS.......... 1,156,279 2,577,85 7 $0.45
Effect of dilutive securities
Stock options . . ... ... - 4549 1
Diluted EPS ......... $1,156,279 2,623,34 8 $0.44
2001 NetlIncome....... $1,602,490
BasicEPS.......... 1,602,490 2,567,04 8 $0.62
Effect of dilutive securities
Stock options . . .. .. .. - 28,35 8
Diluted EPS ......... $1,602,490 2,595,40 6 $0.62
2000 NetIncome....... $ 355,882
BasicEPS.......... 355,882 2,556,49 3 $0.14
Effect of dilutive securities
Stock options . . .. .. .. - 6,68 4
Diluted EPS ......... $ 355,882 2,563,17 7 $0.14

NOTE 15: COMMITMENTS AND CONTINGENCIES

The Company is a party to financial instrumentswitf-balance sheet risk in the normal course Gifess to meet the financing needs of its
customers. These financial instruments consistamilynof commitments to extend credit, which inve)sto varying degrees, elements of
credit risk in excess of the amount recognizedhédonsolidated statement of condition. The cohtamunt of those commitments to extend
credit reflects the extent of involvement the cotmneint has in this particular class of financiatinsient. The Company's exposure to credit
loss in the event of nonperformance by the othdya the financial instrument for commitmentseixtend credit is represented by the
contractual amount of the instrument.

The Company uses the same credit policies in matangmitments as it does for on-balance sheet imstnts.

Contract Amount

Financial instruments whose contract
amounts represent credit risk at December 31, 2002 2001

Commitments to extend credit. .. ... ... $16 ,085,000 $34,028,000
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Commitments to extend credit are agreements totteadcustomer as long as there is no violatioanyf condition established in the contract.
Commitments generally have fixed expiration datestber termination clauses and may require paymeatfee. Since some of the
commitment amounts are expected to expire witheurtdodrawn upon, the total commitment amounts daroessarily represent future cash
requirements. The Company evaluates each custoonediworthiness on a case-by-case basis. The @nobgollateral obtained, if deemed
necessary by the Company upon extension of cisdigsed on management's credit evaluation ofdheter party. Collateral held varies but
may include residential real estate and income+mwiond) commercial properties. $6,200,000 and $16(8@of the outstanding commitments
at December 31, 2002 and 2001, respectively, reptepmmitments to make residential real estatecandumer loans. The fair value of
these commitments as of December 31, 2002, 2002@01@, approximates the contract value.

The Company leases land and leasehold improvemadts agreements that expire in various years @itewal options over the next 30
years. Rental expense, included in operating exggemsnounted to $21,000, $18,000 and $16,000 i, 2001 and 2000, respectively.
October 2002, the Company entered into a land heéhkeone of its directors on an arms-length babie rent expense paid to the related
party during 2002 was $5,250. Approximate minim@mntal commitments for the noncancelable operatagé is as follows:

Years Ending December 31:

2003 ............ $ 42,000
2004 . ........... 43,000
2005............ 44,500
2006 ............ 49,000
2007 ... ... 49,750
Thereafter......... 282,500

Total minimum lease payments $510,750

NOTE 16: DIVIDENDS AND RESTRICTIONS

The board of directors of Pathfinder Bancorp, M.Hdgtermines whether the Holding Company will veadr receive dividends declared by
the Company each time the Company declares a digjdehich is expected to be on a quarterly bagdis. Hlolding Company may elect to
receive dividends and utilize such funds to payeases or for other allowable purposes. The OfffcEhaift Supervision ("OTS") has
indicated that (i) the Holding Company shall pravitie OTS annually with written notice of its intém waive its dividends prior to the
proposed date of the dividend, and the OTS shat lize authority to approve or deny any dividendvetarequest; (i) if a waiver is granted,
dividends waived by the Holding Company will be lexied from the Company's capital accounts for psepaf calculating dividend
payments to minority shareholders; (iii) the Compahall establish a restricted capital accounh@mamount of any dividends waived by the
Holding Company, and the amount of any dividendvediby the Holding Company shall be available fecldration as a dividend solely to
the Holding Company. During 2002, the Company paish dividends totaling $127,000 to the Holding @any. For the first, second and
fourth quarters ending March 31, 2002, June 302201 December 31, 2002, respectively, the Hol@iampany waived the right to receive
its portion of the cash dividends declared on Mdr@h2002, June 18, 2002 and December 17, 20Q&ctgely. The Company maintains a
restricted capital account with a $570,000 balaregresenting the Holding Company's portion ofdivids waived as of December 31, 2002.

The Company's ability to pay dividends to its shatders is largely dependent on the Bank's alilitgay dividends to the Company. In
addition to state law requirements and the capi@lirements discussed in Note 17, the circumssaneder which the Bank may pay
dividends are limited by federal statutes, regafeiand policies. The amount of retained earniaegally available under these regulations
approximated $1,800,000 as of December 31, 2002.

NOTE 17: REGULATORY MATTERS

The Bank is subject to various regulatory capgguirements administered by the federal bankingeigs. Failure to meet minimum capital
requirements can initiate certain mandatory angipfsadditional discretionary actions by regulattirat, if undertaken, could have a direct
material effect on the Bank's financial statemedteder capital adequacy guideline and the regufator
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framework for prompt corrective action, the Bankstnmeet specific capital guidelines that involvawmgitative measures of the Bank's assets,
liabilities, and certain off-balance sheet itemgasulated under regulatory accounting practi¢ég. Bank's capital amounts and
classifications are also subject to qualitativegiients by the regulators about components, rightiegs, and other factors.

Quantitative measures established by regulati@msure capital adequacy require the Bank to maiataiounts and ratios (set forth in the
table below) of total and Tier 1 capital (as dedfime the regulations) to risk-weighted assets &isdd), and of Tier 1 capital (as defined) to
average assets (as defined). Management believe$ December 31, 2002, that the Bank meets aitadegglequacy requirements to which it
is subject.

As of June 30, 2002, the Bank's most recent natifia from the Federal Deposit Insurance Corponatategorized the Bank as "well-
capitalized", under the regulatory framework foompt corrective action. To be categorized as "waflitalized", the Bank must maintain
total risk based, Tier 1 risk-based and Tier 1iage ratios as set forth in the tables below. Thezeno conditions or events since that
notification that management believes have chatigedhstitution's category.

To Be "We -
Capitalize d"
For Capital Under Prom pt
Actual Adequacy Purposes Corrective Prov isions
Amo unt Ratio Amount Ratio Amount R atio
As of December 31, 2002:
Total Core Capital (to Risk-Weighted Assets) $24,5 16,853 13.6% $14,442,840 8.0% $18,053,550 10.0%
Tier 1 Capital (to Risk-Weighted Assets) . . $23,0 35,709 12.8% $7,221,422 4.0% $10,832,130 6.0%
Tier 1 Capital (to Average Assets) . . . .. $23,0 35,709 8.8% $10,504,140 4.0% $13,130,175 5.0%
As of December 31, 2001:
Total Core Capital (to Risk-Weighted Assets) $21,4 41,458 12.9% $13,246,640 8.0% $16,558,300 10.0%
Tier 1 Capital (to Risk-Weighted Assets) .. $19,7 62,243 11.9% $6,623,320 4.0% $ 9,934,980 6.0%
Tier 1 Capital (to Average Assets) . . . .. $19,7 62,243 8.3% $9,534,422 4.0% $11,918,028 5.0%

NOTE 18: SUBSEQUENT EVENT

On January 13, 2003, the Company reported the paecbf 160,114 shares of common stock at a prié&@.8fmillion, or $14.60 per share,
from Jewelcor Management Inc. ("JMI"), which is adnby Mr. Seymour Holtzman. The repurchase reptesgproximately 6.1% of the
Company's outstanding common stock as of Decenthe2®2. At the close of trading on January 103260 trade date prior to entering
the agreement, the bid for the Company's commarkstas $14.55 and the ask was $14.95. The privatgptiated transaction with JIMI is
not part of the share repurchase program previarshpunced by the Company.

As part of the repurchase agreement, Mr. HoltzrmehJM|, as well as those persons and entities wjned the Schedule 13D with Mr.
Holtzman with respect to the Company's common stioake agreed in writing, that neither they noirthéiliates will purchase shares of the
Company's common stock for a period of five yedkél has also agreed to stipulate to the discontineavith prejudice of the lawsuit entitl
"Jewlecor Management, Inc. v. Pathfinder Bancamp,"| and to withdraw a shareholder proposal presfipsubmitted by JMI.
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NOTE 19: PARENT COMPANY - FINANCIAL INFORMATION

The following represents the condensed financiarmation of Pathfinder Bancorp, Inc. for years ethddecember 31.:

STATEMENTS OF CONDITION 2002 2001
ASSETS
Cash................... $ 3,185 445 $ 797,274
Investments. . .............. 450 ,450 150,000
Receivable from bank subsidiary. . . . .. 152 415 207,912
Investment in subsidiaries . .. ... .. 24,616 , 171 21,138,562
Due from subsidiaries. . ... ...... 63 ,608 -
Otherassets . .............. 46 , 775 73,819
Totalassets . .............. $28,514 ,864 $22,367,567
LIABILITIES AND SHAREHOLDERS' EQUITY
Accrued liabilities. . .. ........ 129 ,842 106,761
Due to subsidiary. . ........... - 76,057
Trust preferred debt . . ......... 5,155 ,000 -
Shareholders' equity . . . ........ 23,230 ,022 22,184,749
Total liabilities and shareholders' equity $28,514 ,864 $22,367,567
STATEMENTS OF INCOME 2002 2001 2000
Interestincome. .. ............... $45,641 $42,436 $76,724
Interestexpense . . ............... 142,400 - -
(Loss) income from operations. .. ........ (96,759) 42,436 76,724
Operating expense. . . . ............. 71,703 65,369 72,691
Amortization of deferred financing costs . . . . . 15,100 - -

(Loss) income before tax benefit and equity in

undistributed net income of subsidiaries . . . .. (183,562) (22,933) 4,033
Tax (benefit) provision. . ............ (71,589) (8,944) 1,573
(Loss) income before equity in undistributed net

income of subsidiaries . .. ........... $(111,973) $ (13,989) $ 2,460
Equity in undistributed net income of subsidiaries $1,268,252 $1,616,479 $353,422
Netincome .................... $1,156,279 $1,602,490 $355,882
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STATEMENTS OF CASH FLOW 2002 2001 2000
Operating Activities

NetIncome. .. ............. $ 1,156, 279 $1,602,490 $ 355,882
Equity in undistributed

earnings of subsidiary. . ........ (1,268, 252) (1,616,479) (353,422)
ESOP and other stock-based

compensationearned . .......... 106, 015 87,780 402,784
Amortization of deferred financing costs. 15, 100 - -

Other operating activities. . ... ... (123, 486) (842,750) (95,803)

Net cash (used in)/provided
by operating activities . .. ...... (114, 344) (768,959) 309,441

Investing Activities
Repayment of loan to

subsidiary. . ......... ... .. 55, 497 55,497 55,497
Dividends receivable. . ......... 4, 170 - -
Purchase of investments . .. ... ... (155, 000) - -

Net cash (used in)/provided by
investing activities. . .. ....... (95, 333) 55,497 55,497

Financing activities
Proceeds from exercise of

stock optionplan............ 138, 858 62,510 -
Proceeds from trust preferred obligation. 5,004, 000 - -
Investment in Bank subsidiary . . .. .. (2,000, 000) - -

Cash dividends. . ............ (415, 145) (531,086) (614,612)
Treasury stock purchased. . ....... (129, 865) (134,000) (179,750)
Net cash provided by (used in)

financing activities. . . ........ 2,597, 848  (602,576) (794,362)
Increase (decrease) in cash and

cash equivalents. . ........... 2,388, 171 (1,316,038) (429,424)
Cash and cash equivalents at

beginningofyear............ 797, 274 2,113,312 2,542,736

Cash and cash equivalents
atendofyear.............. $ 3,185, 445 $ 797,274 $2,113,312
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GENERAL INQUIRIES AND REPORTS
A copy of the Bank's 2002 Annual
Report to the Securities and Exchange
Commission, Form 10-K, may be
obtained without charge by written
request of shareholders to:

Melissa A. Miller
Vice President, Operations,
Corporate Secretary
Pathfinder Bank
214 West First Street
Oswego, NY 13126

The public may read and copy any mate-
rials the Company files with the SEC

at the SEC's Public Reference Room at
450 Fifth Street, N.W., Washington, DC
20549. The public may obtain informa-
tion on the operation of the Public Ref-
erence Room by calling the SEC at
1-800-SEC-0330. The Company's
filings are also available electronically
free of charge at the SEC website:
http://www.sec.gov and at their
website:http://www.pathfinderbank.com

FDIC DISCLAIMER

This Annual Report has not been
reviewed, or confirmed for accuracy
or relevance, by the FDIC.
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EXHIBIT 21
SUBSIDIARIES OF THE COMPANY

Company Percent Owned

Pathfinder Bank (1) 100%
Pathfinder Statutory Trust 100%

(1) Pathfinder Commercial Bank, Pathfinder REITG. land Whispering Oaks Development Corporationd@Wned by Pathfinder Bank



Exhibit 99.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Thomas W. Schneider, President and Chief Exec@ifieer, and James A. Dowd, Vice President and fJrigancial Officer of Pathfinder
Bancorp, Inc. (the "Company"), each certify in hes/ capacity as an officer of the Company thathleefas reviewed the Quarterly Report of

the Company on Form 10-K for the quarter ended Bdez 31, 2002 and that to the best of his/her kadgs:

1. the report fully complies with the requiremeotsSections 13(a) of the Securities Exchange Adt9#4; and

2. the information contained in the report fairkggents, in all material respects, the financialdition and results of operations of the

Company.

The purpose of this statement is solely to compth Witle 18, Chapter 63,
Section 1350 of the United States Code, as ameoyi&gction 906 of the Sarbanes-Oxley Act of 2002.

March 28, 2003

/'s/ Thomas W Schnei der

Thomas W  Schnei der
Presi dent and Chief Executive O ficer

/ s/ James A. Dowd

James A, Dowd
Vice President and Chief Financial Oficer



