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PART |
FORWARD-LOOKING STATEMENTS

When used in this Annual Report the words or ple&aall likely result”, “are expected to”, “will cotinue”, “is anticipated”, “estimate”, "project” aimilar expression are intended to identify “forddooking statementsivithin the
meaning of the Private Securities Litigation Refoket of 1995. Such statements are subject to icerisks and uncertainties. By identifying thesenfard{ooking statements for you in this manner, the Canypis alerting you to tt
possibility that its actual results and financiahdition may differ, possibly materially, from tiaticipated results and financial condition indézhin these forward-looking statements. Importastdrs that could cause the Company’
actual results and financial condition to diffesrfr those indicated in the forward-looking statersémtlude, among others:

Credit quality and the effect of credit quality thre adequacy of our allowance for loan los

Deterioration in financial markets that may resulimpairment charges relating to our securitiegfpbo

Competition in our primary market areas

Significant government regulations, legislation aodential changes there

A reduction in our ability to generate or originagé¥enu-producing assets as a result of compliance witgttened capital standar

Increased cost of operations due to greater remylatersight, supervision and examination of baarkd bank holding companies, and higher deposiramee premiums
Limitations on our ability to expand consumer prodand service offerings due to anticipated striceesumer protection laws and regulations

Other risks described herein and in the other tepord statements we file with the S

These risks and uncertainties should be consideredaluating forwardeoking statements and undue reliance should ngideed on such statements. The Company wishesution readers not to place undue reliance on aaly
forward-looking statements, which speak only ashefdate made. The Company wishes to advise edurthe factors listed above could affect then@any’s financial performance and could cause thm@nys actual results fi
future periods to differ materially from any opingor statements expressed with respect to fuenieds in any current statements. Additionally sedtements in this document, including forwérdking statements, speak only as of
date they are made, and the Company undertakesligation to update any statement in light of nefeimation or future events.

ITE M 1: BUSINESS

GENERAL

Pathfinder Bancorp, Inc.

Pathfinder Bancorp, Inc. (the "Company") is a fedlgrchartered midier holding company headquartered in Oswego, NewkY The primary business of the Company is it®&iment in Pathfinder Bank (the "Bank"). The Campis
majority owned by Pathfinder Bancorp, M.H.C., adeally-chartered mutual holding company (the "Mutdalding Company”). At December 31, 2011, thetival Holding Company held 1,583,239 shares of they@anys commo
stock (“Common Stock”), the public and the Emplogteck Ownership Plan (“ESOP)pllectively, held 1,034,443 shares (the "Minopckholders"). At December 31, 2011, Pathfinden®rp, Inc. and subsidiaries had total a
of $443.0 million, total deposits of $366.1 milliand shareholders' equity of $37.8 million.

The Company's executive office is located at 214W#&st Street, Oswego, New York and the telephamaber at that address is (315) 343-0057.
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Pathfinder Bank

The Bank is a New Yorkhartered savings bank headquartered in Oswego, Y& The Bank operates from eight branch offitesated in its market area consisting of Oswegar@g Onondaga County and the contigt
counties. The eighth branch was added in Onon@agaty in Cicero, New York and opened to the publicFebruary 1, 2011. The Bank's deposits areedshby the Federal Deposit Insurance Corporati&DIC"). The Bank we
chartered as a New York savings bank in 1859 ase@s\City Savings Bank. The Bank is a custoorénted institution dedicated to providing mortgdgans and other traditional financial servicestsocustomers. The Bank
committed to meeting the financial needs of its@urers in Oswego County and Onondaga County, Nefk,¥md the contiguous counties.

The Bank is primarily engaged in the business wéeting deposits from the general public in thelBs market area, and investing such depositsthegwith other sources of funds, in loans sectiedne- to fourfamily residential re:
estate, commercial real estate, small business|aard consumer loans. The Bank invests a podidts assets in securities issued by the UnitedeStGovernment and its agencies and sponsorexprses, state and munici|
obligations, corporate debt securities, mutual §jrahd equity securities. The Bank also investaiimtgagebacked securities primarily issued or guaranteedbiyjed States Government sponsored enterprisks. BRnk's princip:
sources of funds are deposits, principal and istgayments on loans and investments, as well @swings from correspondent financial institutioriEhe principal source of income is interest omband investment securities.
Bank's principal expenses are interest paid onsiep@mployee compensation and benefits, dateepsity and facilities.

Pathfinder Bank also operates through a limitegppse commercial bank subsidiary, Pathfinder ComialeBank, which serves the depository needs of gipalities and public entities in its market area.

The Bank has Pathfinder REIT, Inc., a New York cogtion, as its whollypwned real estate investment trust subsidiaryDé¢ember 31, 2011, Pathfinder REIT, Inc. held $28illion in mortgages and mortgage related assalk
disclosures in this Form 10-K relating to the Barlgans and investments include loans and invesgntleat are held by Pathfinder REIT, Inc.

The Bank also has 100% ownership in Whispering @skegelopment Corp., a New York corporation, whishétained in case the need to operate or deveteplfsed real estate emerges.
Additionally, the Bank has 100% ownership in Pattiéir Risk Management Company, Inc. which was dste to record the 51% controlling interest uploa purchase of the Fitzgibbons Agency, an Oswegm{@gproperty an
casualty and life and health insurance busineds $400,000 in annual revenues. The Company hasvegtall required regulatory approvals and, pegdire completion of the final stages of due diligeto affirm the purchase pr

allocation, this transaction is targeted to clasthe early part of the second quarter of 2012.

Finally, the Company has a nepnsolidated Delaware statutory trust subsidiaaghfihder Statutory Trust II, of which 100% of tbemmon equity is owned by the Company. Pathfir@tatutory Trust Il was formed in connection v
the issuance of trust preferred securities.

Employees

As of December 31, 2011, the Bank had 100 full-temgloyees and 19 part-time employees. The emefogee not represented by a collective bargainiitgamd we consider our relationship with our eryples to be good.
MARKET AREA AND COMPETITION

The economy in the Bank's market area is manufiagtariented and is also significantly dependent ug@nState University of New York College at Oswedte major manufacturing employers in the Bank'sketaarea are Enter

Nuclear Northeast, Novelis, Constellation, NRG &tdhtamaki. The Bank is the largest depositonyitinsdn headquartered in Oswego County. The Bank&ness and operating results are significarfitcted by the general econor
conditions prevalent in its market areas.
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The Bank encounters strong competition both iraetiing deposits and in originating real estateather loans. Its most direct competition for défsosomes from commercial banks, savings banksngaassociations and credit uni
in its market area. Competition for loans comesnfrsuch financial institutions as well as mortgdgeking companies. The Bank competes for depbgitsffering depositors a high level of personalvis, a wide range
competitively priced financial services, and asgrametwork of branches, ATMs, and electronic bagkiithe Bank competes for real estate loans priynémiough the interest rates and loan fees itgésand advertising, as well as
originating and holding in its portfolio mortgageahs which do not necessarily conform to second@ayket underwriting standards. The turmoil in thsidential mortgage sector of the United Statem@my has caused cert
competitors to be less effective in the market @la@hile Central New York did not experience teeel of speculative lending and borrowing in resté# real estate that has adversely affected a#gions on a national basis, cer
mortgage brokers and finance companies in ouraeaither no longer operating, or have limitedragsjve lending practices. Additionally, as certaioney centers and large regional banks grappheauirent economic conditions &
the related credit crisis, their ability to compateeffectively has been reduced. Management/eslithat these conditions have created a windawdafced competition for local community and regldrenks in residential loans, anc
a lesser extent, commercial real estate and smsilhéss loans. Of course, there are others, imgjuex-exempt credit unions, which are aggresgitadting advantage of that window.

REGULATION AND SUPERVISION
General

The Bank is a New York-chartered stock savings kemk its deposit accounts are insured up to aggédanits by the FDIC through the Deposit Insurarund (“DIF”). The Bank is subject to extensive regulation byNiesv York
State Department of Financial Services (the “Depert”), as its chartering agency, and by the FDIC, aseiosit insurer and primary federal regulator. Baek is required to file reports with, and is peitally examined by, the FD
and the Department concerning its activities amérfcial condition and must obtain regulatory appi®wrior to entering into certain transactions;liding, but not limited to, mergers with or acdjiims of other bankin
institutions. The Bank is a member of the Fedei@he Loan Bank of New York (“FHLBNY”) and is subjego certain regulations by the Federal Home LoankBSystem.

The Company and the Mutual Holding Company arerfdtjechartered and up until July 21, 2011, werbjsct to the regulations of the Office of ThriftfBuvision ("OTS") as savings and loan holding conigs However, under t
Dodd-Frank Wall Street Reform and Consumer Pratacéict (the “Dodd-Frank Act”), which is discussedtther below, the OTS'functions relating to savings and loan holdingipanies were thereafter transferred to the Fe
Reserve Board. The Company and the MHC are regglikt of the above date by the Federal Reserve &dtiladelphia.

Regulatory requirements applicable to the Bank,@oenpany and the Mutual Holding Company are reteteebelow or elsewhere herein. This descriptiérstatutory and regulatory provisions does not prirpo be a comple
description of all such statutes and regulatiordiegble to the MHC, the Company, or the Bank. Atange in these laws or regulations, whether hyg@sss or the applicable regulatory agencies, doale a material adverse img
on the Bank, the Company or the Mutual Holding Canyp

Dodd-Frank Act

The Dodd-Frank Act has and will significantly charthe current bank regulatory structure and affeeiending, investment, trading and operatingvéties of financial institutions and their holdimgmpanies. The DodBErank Act ha
changed the current primary federal regulator ef@mpany and the Mutual Holding Company from tA&@o the Federal Reserve Board. Under the Drddk Act, the Federal Reserve Board now superegisdsegulates all savir
and loan holding companies, such as the Companyhentlutual Holding Company. As a result, the FaelReserve Board’current regulations applicable to bank holdinmpanies, including holding company capital requiets
apply to savings and loan holding companies likeGompany, unless an exemption exists. The balokigocompany capital requirements are substaptiathilar to the capital requirements currently liggble to the Bank, as descrit
in “Regulatory Capital Requirements.” The Doddika\ct also requires the Federal Reserve Boarcetarsnimum capital levels for depository institutibolding companies that are as stringent as thepeired for the insured
depository subsidiaries, and the components of Tieapital would be restricted to capital instrutsethat are currently considered to be Tier 1 ehfitr insured depository institutions. Under thedd+rank Act, the proceeds of tr
preferred securities are excluded from Tier 1 edpitless such securities were issued prior to MBy2010 by bank or savings and loan holding cornesanith less than $15 billion of assets. Thedkegion also establishes a floor
capital of insured depository institutions that wainbe lower than the standards in effect today diretts the federal banking regulators to impletmesw leverage and capital requirements within Ihims. These new leverage
capital requirements must take into accountbaffance sheet activities and other risks, includisis relating to securitized products and dei#est Moreover, the Mutual Holding Company willjtere the approval of the Fede
Reserve Board before it may waive the receipt gfdimidends from the Company, and there is no asse that the Federal Reserve Board will approutedudividend waivers or what conditions it may osp on such waivers. In fe
by adopting Section 239.8(d) of regulation MM o timterim final rule regarding dividends waived Mytual Holding Companies, the Federal Reserve hastipally assured that Mutual Holding Companieshsas Pathfinder Banco
MHC will not be able to waive dividend paymentsnfreheir mid-tier holding companies. See “Federaldihg Company Regulation—Waivers of Dividends bytil Holding Company” below.
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The Dodd-Frank Act also creates a new ConsumemnEiabProtection Bureau with broad powers to sujserand enforce consumer protection laws. The @ues Financial Protection Bureau has broad miééking authority for a wic
range of consumer protection laws that apply tdaflks and savings institutions such as PathfiBdek, including the authority to prohibit “unfadeceptive or abusivedcts and practices. The Consumer Financial ProteBureau he
examination and enforcement authority over all Isaakd savings institutions with more than $10duillin assets. Banks and savings institutions $4 billion or less in assets will be examined tgirt applicable bank regulators. ~
Dodd-Frank Act also provides for regulations reipgiroriginators of certain securitized loans toaneta percentage of the risk for transferred lo@ssablished regulatory rasetting for certain debit and interchange feeseatq
restrictions on the payment of interest on comnaéidemand deposits and contained a number of refoetated to mortgage originations. The legistatitso weakened the federal preemption availabl@dtional banks and fede
savings associations, and gives state attorneyeygjethe ability to enforce applicable federal aamsr protection laws.

The DoddFrank Act broadens the base for Federal Depositrémge Corporation insurance assessments. Assesswit now be based on the average consolidaitd assets less tangible equity capital of a fiferinstitution. Th:
legislation also permanently increases the maxiraomount of deposit insurance for banks, savingstinisins and credit unions to $250,000 per depositsiroactive to January 1, 2008, and muterest bearing transaction accounts |
unlimited deposit insurance through December 31220rhe Dodd-Frank Act will increase stockholdgtuence over boards of directors by requiring canips to give stockholders a non-binding vote etetive compensation and so-
called “golden parachute” payments, and authorizivey Securities and Exchange Commission to prorteilgdes that would allow stockholders to nominaiel solicit votes for their own candidates usingoenpanys own prox:
materials. These particular requirements are npbgad on the Company in 2012. The legislation disexts the Federal Reserve Board to promulgdés prohibiting excessive compensation paid to Hesiing company executive
regardless of whether the company is publicly tdasienot.

New York State Banking Law and FDIC Regulation

The Bank derives its lending, investment and othethority primarily from the applicable provisionNew York State Banking Law and the regulatiofshe Department, as limited by FDIC regulatiomspharticular, the applicak
provisions of New York State Banking Law and regiolzs governing the investment authority and ati&igiof an FDIC insured statdvartered savings bank have been substantiallyelihbly the Federal Deposit Insurance Corpor
Improvement Act of 1991 ("FDICIA") and the FDIC rggtions issued pursuant thereto. Under these ddsegulations, savings banks, including the Bamdy invest in real estate mortgages, consumecammnercial loans, certe
types of debt securities, including certain corprebt securities and obligations of federal eséaid local governments and agencies, certain tfpesrporate equity securities and certain otissets. New York State chartered sav
banks may also invest in subsidiaries under theiise corporation investment authority. A savitgsk may use this power to invest in corporatitvag engage in various activities authorized foriregs banks, plus any additiol
activities, which may be authorized by the BankBmward. Under FDICIA and the FDIC’s implementatioihregulations, the Ban&’investment and service corporation activitieslianéed to activities permissible for a nationalrh
unless the FDIC otherwise permits it.

The FDIC and the Superintendent have broad enfeneauthority over the Bank. Under this authotitye FDIC and the Superintendent have the abdifgsue formal or informal orders to correct vimas of laws or unsafe or unsot
banking practices.
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FDIC Insurance on Deposits

The Federal Deposit Insurance Corporation, or FIM€yres deposits at FDIC insured financial intittus such as the Bank. Deposit accounts in the&k Bam insured by the FDIC generally up to a maximafr$250,000 per separat
insured depositor and up to a maximum of $250,008¢!f-directed retirement accounts. The FDIOgea the insured financial institutions assessntentsaintain the Deposit Insurance Fund.

Under the FDIC’s current riskased assessment system, insured institutionssignad to one of four risk categories based oersigory evaluations, regulatory capital levels ardain other risk factors. Assessments are baisebe
risk category to which an institution is assigned aertain risk adjustments assigned by FDIC reigula.

In February 2011, the FDIC published a final rukeler the Dodd-rank Act to reform the deposit insurance assesssyastem. The rule redefined the assessment tsaskfor calculating deposit insurance assessméfatgiee April 1,
2011. Under the new rule, assessments are based imstitutions average consolidated total assets minus aveaagébte equity as opposed to total deposits. Siheenew base is much larger than the former kibsef-DIC als
lowered assessment rates so that the total améuavenue collected from the industry was not digantly altered. The new range is 2% basis padintd5 basis points of total consolidated asseis fangible equity. The new r
benefitted smaller financial institutions, whictpigally rely more on deposits for funding, and &hifnore of the burden for supporting the insurafurel to larger institutions, which have greateremscto nordeposit sources
funding. As aresult of the change in the assesshbeese, the Company experienced an approximater&@@stion in its quarterly nent chargesteféewith the second quarter of 2011.

The Dodd-Frank Act also extended the unlimited déposurance on non-interest bearing transactomoants through December 31, 2012. Unlike the FBM@mporary Liquidity Guarantee Program, the insceaprovided under tl
Dodd-Frank Act does not extend to low-interest N@tounts, and there is no separate assessmenened@ccounts.

In addition to the FDIC assessments, the Finan€iogooration (“FICO”)is authorized to impose and collect, with the apalof the FDIC, assessments for anticipated paysésuance costs and custodial fees on bondsddsuth:
FICO in the 1980s to recapitalize the former FeldBeavings and Loan Insurance Corporation. The bisgiged by the FICO are due to mature in 2017 gird@2019. During the year ended December 31, 20&1Bank paid $31,000
fees related to the FICO.

Insurance of deposits may be terminated by the RipiGh a finding that an institution has engagedrisafe or unsound practices, is in an unsafe awnmscondition to continue operations or has véaainy applicable law, regulatit
rule, order or condition imposed by the FDIC. Wenao currently know of any practice, condition @olation that may lead to termination of our depassurance.

Regulatory Capital Requirements
The FDIC has adopted ridkased capital guidelines to which the Bank is sttbjehe guidelines establish a systematic analyieasnework that makes regulatory capital requireteemore sensitive to differences in risk profié@sonc
banking organizations. The Bank is required to ma@incertain levels of regulatory capital in redatito regulatory risk-weighted assets. The ratisuath regulatory capital to regulatory risleighted assets is referred to as the Bi

"risk-based capital ratio." Risk-based capitalamtare determined by allocating assets and spetaiffebalance sheet items to four rigleighted categories ranging from 0% to 100%, witfher levels of capital being required for
categories perceived as representing greater risk.
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These guidelines divide a savings bank's capitaltimo tiers. The first tier (“Tier ") includes wonon equity, retained earnings, certain womulative perpetual preferred stock (excludingtiancrate issues) and minority interest
equity accounts of consolidated subsidiaries, gesxiwill and other intangible assets (except magegservicing rights and purchased credit cardicelghips subject to certain limitations). Suppletaen ("Tier 1I") capital include:
among other items, Tier 1 capital, cumulative peraleand long-term limitedife preferred stock, mandatory convertible se@sitcertain hybrid capital instruments, term sdbvated debt and the allowance for loan and leasset
subject to certain limitations, less required deidns. Savings banks are required to maintaina tistk-based capital ratio of at least 8%, andea Mrisk based capital level of at least 4%.

In addition, the FDIC has established regulatioresgribing a minimum Tier | leverage ratio (Tiecdpital to adjusted total average assets as spedifithe regulations). These regulations provaeafminimum Tier | leverage ratio
3% for banks that meet certain specified critérieluding that they have the highest examinatidimgaand are not experiencing or anticipating gigant growth. All other banks are required to ntain a Tier | leverage ratio of at le
4%. The FDIC may, however, set higher leveragereshebased capital requirements on individual institusiovhen particular circumstances warrant. Savirgk®experiencing or anticipating significant griowate expected to mainti
capital ratios, including tangible capital posisomvell above the minimum levels.

SBLF Participation

As disclosed in the Company’s 8-K filing of SeptenB, 2011, on September 1, 2011, the Companyezhteto a Securities Purchase Agreement with tloeeSay of the Treasury (“Treasurydursuant to which the Company sold to
Treasury, 13,000 shares of its Senior Non-Cumuwafiflerpetual Preferred Stock, Series B (“SerieséBePred Stock”)having a liquidation preference of $1,000 per sHareaggregate proceeds of $13,000,000. This actizn wa
entered into as part of the Treasury’s Small Bussrieending Fund Program (“SBLF”"). In connectioergwith, the Company redeemed all 6,771 sharetsdfiked Rate Cumulative Perpetual Preferred StSekies A (Series /
Preferred Stock”) it sold to the Treasury on Sejteni1, 2009 in connection with the Treasury’s @aturchase Program (“CPP"The Company paid $6,786,045 to the Treasury toemedéde Series A Preferred Stock, which incl
the original investment of $6,771,000, plus accrdigitiends. In addition, as disclosed in our 8iEd February 1, 2012, on said date, the Compapyrohased from Treasury, a warrant (the “Warratat'urchase 154,354 shares of
Company’s common stock at an exercise price peesifa$6.58. The Warrant was previously issuedireasury in connection with the Compasparticipation in the CPP. The repurchase priceeWarrant was an agreed upon
of $537,633.

Accordingly, the Company is no longer subject stnietions of the CPP program. The SBLF programsduave its own requirements, which are summabieéaiv:

The Series B Preferred Stock is entitled to receiercumulative dividends payable quarterly, on eachudgnl, April 1, July 1 and October 1, beginningtéder 1, 2011. The dividend rate, which is calmdaon the aggrege
Liquidation Amount, was initially set at 4.2% perram based upon the current level of “Qualified BBasiness Lending”, or “QSBL"s defined in the Securities Purchase Agreementh&yBank. The dividend rate for fut
dividend periods will be set based upon the “Peemgs Change in Qualified Lending” (as defined ie 8ecurities Purchase Agreement) between eachediyigeriod and the “Baselin€SBL level. Such dividend rate may vary fi
1% per annum to 5% per annum for the second throemgh dividend periods, from 1% per annum to 7%arenum for the eleventh through the first halftteé nineteenth dividend periods. If the SerieBrBferred Stock remai
outstanding for more than four-and-one-half yetims,dividend rate will be fixed at 9%. Prior tathime, in general, the dividend rate decreasébeatevel of the Bank's QSBL increases. The Camys dividend rate as of the date
this report is 3.56%. Such dividends are not cutiudabut the Company may only declare and paydéivds on its common stock (or any other equity riesijunior to the Series B Preferred Stock] ifias declared and paid divide
for the current dividend period on the Series Biétred Stock, and will be subject to other resits on its ability to repurchase or redeem otkeusties.
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The Company may redeem the shares of Series Brizmf8tock, in whole or in part, at any time aedemption price equal to the sum of the Liquida#ianount per share and the per-share amount of apgid dividends for the then-
current period, subject to any required prior apptdy the Company’s primary federal banking retprla

The Companys ability to pay common stock dividends is condigibon payment of the Series B Preferred Stockdeivils described above. In addition, the SBLF pmogrequires the Company to file quarterly report€Q$SBL lendint
reported on by its Auditor annually. The Companystralso outreach and advertise the availabilitBBL to organizations and individuals who représeimorities, woman and veterans. The Company ranstally certify that r
business loans are made to principals of businegisediave been convicted of a sex crime againsharmFinally, the SBLF program requires the Compto file quarterly, annual and other reports jled to shareholders concurrel
with the Treasury.

Limitations on Dividends and Other Capital Distributions

The FDIC has the authority to use its enforcememtgys to prohibit a savings bank from paying divideif, in its opinion, the payment of dividendsulbconstitute an unsafe or unsound practice. faétinv also prohibits the payme
of dividends by a bank that will result in the bdalting to meet its applicable capital requirenseah a pro forma basis. New York law also restribe Bank from declaring a dividend that woulduelits capital below the amount 1
is required to be maintained by state law and mtgi. The Bank is also subject to dividend noéfion requirements to the Federal Reserve Boardrhye of the Company being a savings and loalihglcompany. The Fede
Reserve Board may object to a proposed dividetittiBank will become undercapitalized or the dindiés deemed to be unsafe or unsound or violaaevaregulation or order.

Since the Company has chosen to participate iff teasurys SBLF program, it is permitted to pay dividendsitsrcommon stock provided certain Tier 1 capitalimums are exceeded and SBLF dividends have beelaréd and pa
to Treasury as of the most recent dividend period.

Prompt Corrective Action

The federal banking agencies have promulgated aégob to implement the system of prompt correcsiggon required by federal law. Under the redaket, a bank shall be deemed to be (i) "well céipéd" if it has total riskbaset
capital of 10% or more, has a Tier | ribksed capital ratio of 6% or more, has a Tier éfage capital ratio of 5% or more and is not sulipany written capital order or directive; (iadequately capitalized" if it has a total risk
capital ratio of 8% or more, a Tier | rigtased capital ratio of 4% or more and a Tier | lage capital ratio of 4% or more (3% under certaicumstances) and does not meet the definitidwefl capitalized"; (jii) "undercapitalized" if
has a total risk-based capital ratio that is l¢kan 8%, a Tier | rislbased capital ratio that is less than 4% or a [Mieverage capital ratio that is less than 4% (3%en certain circumstances); (iv) "significantlydencapitalized" if it he
a total risk-based capital ratio that is less t6& a Tier | riskbased capital ratio that is less than 3% or a[Mieverage capital ratio that is less than 3%; @fdcritically undercapitalized" if it has a rataf tangible equity to total ass
that is equal to or less than 2%. Federal lawragdlations also specify circumstances under whitéderal banking agency may reclassify a welltediped institution as adequately capitalized aray mequire an adequately capitali
institution to comply with supervisory actions & ivere in the next lower category (except tie EDIC may not reclassify a significantly underitajzed institution as critically undercapitalized

The FDIC may order savings banks that have ingafftccapital to take corrective actions. For exmp savings bank that is categorized as “undéataed” would be subject to growth limitations, could geailgrnot make capit:
distributions, including paying dividends, and wible required to submit an acceptable capital rasom plan. A holding company that controls sackavings bank would be required to guaranteetieasavings bank complies with
restoration plan in an amount of up to the lesé&®6 of the institution’s total assets or the antaafrcapital needed for the institution to achieeenpliance with regulatory capital requirements!significantly undercapitalized8aving:
bank would be subject to additional restrictio@avings banks deemed by the FDIC to be “criticaiigercapitalized” would be subject to the appoimthué a receiver or conservator within specifiedeiframes.

The Bank currently meets the criteria to be classias a "well capitalized" savings institution.
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Transactions with Affiliates and Insiders

Under current federal law, transactions betweernsiépy institutions and their affiliates are gaved by Sections 23A and 23B of the Federal Reskevand its implementing regulations. An affiliaiéa savings bank is any compi
or entity that controls, is controlled by, or isdem common control with the savings bank, othentaaubsidiary of the savings bank. In a holdingngany context, at a minimum, the parent holding pany of a savings bank, and
companies that are controlled by such parent hgldempany, are affiliates of the savings bank. @G&lye Section 23A limits the extent to which thevigs bank or its subsidiaries may engage in “m@éransactionsivith any on
affiliate to an amount equal to 10% of such savingsk'’s capital stock and surplus and containsgamegyate limit on all such transactions with diliates to an amount equal to 20% of such capitatk and surplus. The termdveres
transaction’includes the making of loans or other extensionsredlit to an affiliate, the purchase of assetmfem affiliate, an investment in the securitiesnfaffiliate, the acceptance of securities of ditia@e as collateral for a loan
extension of credit, the issuance of a guarantsmance, or letter of credit on behalf of anliafé and certain other transactions resultingrétit exposure to an affiliate. Section 23A alstablishes specific collateral requirement:
certain transactions such as loans or extensioneedit to, or guarantees, acceptances on letfenedit issued on behalf of an affiliate. Sect28B requires that covered transactions and a Hrsiadf other specified transactions be
terms substantially the same, or no less favorablihne savings bank or its subsidiary as simitamgactions with nonaffiliates.

Further, Section 22(h) of the Federal Reserve Adtits implementing regulations restrict a savihgak with respect to loans to directors, executifficers, and principal stockholders. Under Sec2@&fh), loans to directors, execut
officers and stockholders who control, directlyirdirectly, 10% or more of voting securities ofavigs bank and certain related interests of arth@foregoing, may not exceed, together with tieo outstanding loans to such per:
and affiliated entities, the savings bank's totaimpaired capital and unimpaired surplus. SectigthRalso prohibits loans above amounts prescripethe appropriate federal banking agency to dimsctexecutive officers, a
stockholders who control 10% or more of voting siias of a stock savings bank, and their respeatélated interests, unless such loan is appravedvance by a majority of the board of directdrthe savings bank. Any "interestt
director may not participate in the voting. Furthgursuant to Section 22(h), loans to directorscesive officers and principal stockholders mustegelly be made on terms substantially the sanwéfesed in comparable transaction:
other persons. Section 22(g) of the Federal Red&tt/places additional limitations on loans to extae officers.

Supervisory Agreement

During May 2009, the Company entered into a Superyi Agreement with the OTS. The agreement wageibsn connection with the identification of centaiiolations of applicable statutory and regulateegtrictions on capit
distributions and transactions with affiliates. @sesult of the identified violations, the Compaagorded $41,000 of income relating to certaingegtions with its unconsolidated parent comparthfifder Bancorp, MHC. In additic
the Company is prohibited from accepting or diregtPathfinder Bank to declare or pay a dividendtber capital distributions without the prior weitt approval of the OTS. With the change in ourdif) Company regulator to t
Federal Reserve Board, this Supervisory Agreensembw with that Regulator. All violations have hamrrected and the Company believes it is in ca@anpe with the Agreement.

Federal Holding Company Regulation
General . The Company and the Mutual Holding Company ardiersified savings and loan holding companie$iwithe meaning of the Home Ownetslan Act. The Company and the Mutual Holding Comypare registered wi
the Federal Reserve Board and are subject to Hellesarve Board regulations, examinatiosigervision and reporting requirements. As suoh,Rederal Reserve Board has enforcement auttmitlythe Company and the Mut

Holding Company, and their naavings institution subsidiaries. Among other gsinthis authority permits the Federal Reserve @darmrestrict or prohibit activities that are detéred to be a serious risk to the subsidiary s&
institution. The Federal Reserve Board assumedlagy authority over savings and loan holding pamies from OTS on July 21, 2011, pursuant to théd>Frank Act. See “The Dodd-Frank Act” above.
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Permitted Activities. Under federal regulation and policy, a mutuziting company and a federally chartered tiggd-holding company, such as the Company, maygmngathe following activities: (i) investing inehstock of a savin
association; (ii) acquiring a mutual associatiomtigh the merger of such association into a sawasgsciation subsidiary of such holding compangromterim savings association subsidiary of sumbihg company; (i) merging wit
or acquiring another holding company, one of whasgsidiaries is a savings association; (iv) invgsin a corporation, the capital stock of whiclavsilable for purchase by a savings associatioewufedieral law or under the law of ¢
state where the subsidiary savings associatiorssmcéations share their home offices; (v) furnighim performing management services for a savisgeaation subsidiary of such company; (vi) holdimgnaging or liquidating ass
owned or acquired from a savings subsidiary of sumhpany; (vii) holding or managing properties usedccupied by a savings association subsidiaguoh company; (viii) acting as trustee under deddsust; (ix) any other activi
that (A) has been deemed to be permissible fok bafding companies under Section 4(c) of the Biblding Company Act of 1956, unless the FederakeResBoard, by regulation, prohibits or limits aych activity for savings a
loan holding companies; or (B) in which multiplesseys and loan holding companies were authorizgd<€gulation) to directly engage in March 5, 198d;any activity permissible for financial holdimgpmpanies under Section 4(k’
the Bank Holding Company Act (provided certainemié are met), including securities and insuranuenwriting; and (xi) purchasing, holding, or dispwg of stock acquired in connection with a quetifistock issuance if the purch
of such stock by such savings and loan holding @nyjis approved by the Federal Reserve Board.nmfiual holding company acquires or merges withterocholding company, the holding company acquiethe holding compar
resulting from such merger or acquisition may dniest in assets and engage in activities liste(d ifirough (xi) above, and has a period of twargeto cease any nonconforming activities and tliveany nonconforming investments.

The Home Ownerd.oan Act prohibits a savings and loan holding conypairectly or indirectly, or through one or manebsidiaries, from acquiring another savings assioci or holding company thereof, without prior tteh approve
of the Federal Reserve Board. It also prohibits dbquisition or retention of, with certain exceps, more than 5% of a nonsubsidiary savings aaocj a nonsubsidiary holding company, or a nosisligry company engaged
activities other than those permitted by the Honven@s’Loan Act; or acquiring or retaining control of amsiitution that is not federally insured. In ewatlng applications by holding companies to acqsaeings associations, !
Federal Reserve Board must consider the financidiraanagerial resources, future prospects of thepaay and association involved, the effect of tbguasition on the risk to the insurance fund, tbevenience and needs of
community and competitive factors.

The Federal Reserve Board is prohibited from appgpany acquisition that would result in a multigkevings and loan holding company controlling sgsiassociations in more than one state, subjéstt@xceptions: (i) the approval
interstate supervisory acquisitions by savings laad holding companies, and (i) the acquisitioreafavings institution in another state if the lafishe state of the target savings institutioncefpmlly permit such acquisitions. T
states vary in the extent to which they permitrstege savings and loan holding company acquisition

Unlike bank holding companies, savings and loadihglcompanies are not currently subject to specifinsolidated regulatory capital requirementse DlvddFrank Act, however, requires the promulgation afrscapital requiremer
for depository institution holding companies theg ao less stringent, both quantitatively and imgeof components of capital, than those applicablastitutions themselves. That will eliminaketinclusion of certain instruments fr
tier 1 capital that are currently includable fonkaolding companies, such as trust preferred #eur Instruments issued before May 19, 2010hdiging companies with fewer than $15 billion inaloassets on December 3, 200¢
grandfathered. There is a five year transitionquefrom the July 21, 2010 date of enactment ofoeld-Frank Act before the capital requirementd apply to savings and loan holding companies. Dhdd+rank Act exempted ba
holding companies of less than $500 million in &sf®m such consolidated requirements but doespetifically do so with respect to savings andhlbalding companies. The Federal Reserve Boaradiaget issued such regulatio
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The Dodd-Frank Act extended the “source of strehdtttrine to savings and loan holding companike regulatory agencies must promulgate regulaiioptementing the “source of strengthdlicy that requires holding compar
act as a source of strength to their subsidiarpsiggry institutions by providing capital, liquigiand other support in times of financial stress.

The Federal Reserve Board has issued a policyrstateregarding the paymentdifidends and other capital distributions by banlding companies that it has made applicable tingavand loan holding companies as well. In gdy
the policy provides that dividends should be paity @ut of current earnings and only if the progjecrate of earnings retention by the holding campappears consistent with the organizatiar@pital needs, asset quality and ov
financial condition. Regulatory guidance provides prior regulatory review of capital distributisrin certain circumstances such as where the coyhpaet income for the past three years, net of divig previously paid over ti
period, is insufficient to fully fund the dividerat the company’s overall rate of earnings retenisoimconsistent with the compasytapital needs and overall financial conditiore Bbility of a holding company to pay dividendsyrba
restricted if a subsidiary depository institutioecbmes undercapitalized. These regulatory polznedd affect the ability of the Company to payidends, repurchase shares of common stock or ofeermgage in capital distributions.

Waivers of Dividends by Mutual Holding Company . The Dodd-Frank Act requires federally-charteradual holding companies to give the Federal ResBoard notice before waiving the receipt of dividenand provides that in the
case of “grandfathered” mutual holding companiés, the Mutual Holding Company, the Federal Res@&ward “may not object” to a dividend waiver if theard of directors of the mutual holding comparaiving dividends
determines that the waiver: (i) would not be degrital to the safe and sound operation of the siatbgidavings bank; and (ii) is consistent with Heard’s fiduciary duties to members of the mutwdting company. To qualify as a
grandfathered mutual holding company, a mutualihgldompany must have been formed, issued stockvaided dividends prior to December 1, 2009. Theld®Frank Act further provides that the FederaleRes Board may not
consider waived dividends in determining an appatgrexchange ratio upon the conversion of a geghdfed mutual holding company to stock form. épt&mber 2011, however, the Federal Reserve Bssuéd an interim final rule
that also requires, as a condition to waiving divids, that each mutual holding company obtain pipecval of a majority of the eligible votes of itembers within 12 months prior to the declaratibthe dividend being waived. The
Federal Reserve Board has requested comments antehien final rule, and there can be no assurdnaethe rule will be amended to eliminate or mpdife member vote requirement for dividend waiv®rgrandfathered mutual

holding companies, such as the Mutual Holding Camgpa the future, or as to what conditions the FablReserve Board may place on any dividend waivére Mutual Holding Company has not requestedreeat dividend waiver
and, is not planning to waive future dividendshég time.

Conversion of the Mutual Holding Company to Stock Form . Federal regulations permit the Mutual Holding Qxamy to convert from the mutual form of organizatim the capital stock form of organization (a "@ersior
Transaction"). There can be no assurance wheneif, a Conversion Transaction will occur, andBbard of Directors has no current intention or plamindertake a Conversion Transaction. In a Oiwe Transaction a new holdi
company would be formed as the successor to thep@oyn(the "New Holding Company"), the Mutual Holgi€ompany's corporate existence would end, anadinedepositors of the Bank would receive the righsubscribe fc
additional shares of the New Holding Company. @oaversion Transaction, each share of common steltkby stockholders other than the Mutual HoldB@mpany ("Minority Stockholders") would be autoroally converted into
number of shares of common stock of the New Hold@ognpany determined pursuant to an exchange deiterfmined by an independent valuation) that essilva Minority Stockholders own the same percentzfigcommon stock
the New Holding Company as they owned in the Compammediately prior to the Conversion TransactiofThe total number of shares held by Minority Rtaalders after a Conversion Transaction also wdaaldncreased by a
purchases by Minority Stockholders in the stoclenffy conducted as part of the Conversion Transacti
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Federal Securities Law

The common stock of the Company is registered thighSEC under the Securities Exchange Act of 1884mended (“Exchange Act'The Company is subject to the information, proxjjc#tation, insider trading restrictions and ot
requirements of the SEC under the Exchange Act.

The Company Common Stock held by persons who diléai@s (generally officers, directors and prirglipstockholders) of the Company may not be resdttiont registration or unless sold in accordancehwveiertain resa
restrictions. If the Company meets specified aurpeiblic information requirements, each affiliafehe Company is able to sell in the public markéthout registration, a limited number of shaireany three-month period.

Federal Reserve System

The Federal Reserve Board requires all depositsiitiitions to maintain noninterelsearing reserves at specified levels against th@isaction accounts (primarily checking, money agement and NOW checking accounts)
December 31, 2011, the Bank was in compliance thitke reserve requirements.

Federal Community Reinvestment Regulation

Under the Community Reinvestment Act, as amende"@RA"), as implemented by FDIC regulations, @rggs bank has a continuing and affirmative obligatconsistent with its safe and sound operatimhelp meet the credit ne¢
of its entire community, including low and moderateome neighborhoods. The CRA does not estabfisiific lending requirements or programs for firiahinstitutions nor does it limit an institutisndiscretion to develop the types
products and services that it believes are betdsto its particular community, consistent wite tBRA. The CRA requires the FDIC, in connectiothviis examination of a savings institution, toesssthe institution's record of mee
the credit needs of its community and to take secbrd into account in its evaluation of certaiplagations by such institution. The CRA requirks FDIC to provide a written evaluation of an ington's CRA performance utilizing
four-tiered descriptive rating system. The Baid¢est CRA rating was "satisfactory.”

New York State Community Reinvestment Regulation

The Bank is subject to provisions of the New Yorkt& Banking Law which impose continuing and affitive obligations upon banking institutions orgaaizn New York State to serve the credit needstofocal communit
("NYCRA") which are substantially similar to thogaposed by the CRA. Pursuant to the NYCRA, a bamist file an annual NYCRA report and copies offaleral CRA reports with the Department. The NYCF&juires th
Department to make a biennial written assessmeatiaink's compliance with the NYCRA, utilizing aifdiered rating system and make such assessmenalaleatid the public. The NYCRA also requires thee&intendent to conside
bank's NYCRA rating when reviewing a bank's appicato engage in certain transactions, includireggers, asset purchases and the establishmeraraftboffices or automated teller machines, andigesvthat such assessment
serve as a basis for the denial of any such apjglica

The Bank's NYCRA rating as of its latest examinaticas "satisfactory."

The USA PATRIOT Act

The USA PATRIOT Act (“the PATRIOT Act"was signed into law on October 26, 2001. The PATRAct gives the federal government new powersdaress terrorist threats through enhanced domssstierity measures, expan
surveillance powers, increased information shagnd broadened antioney laundering requirements. The PATRIOT Acb akquires the federal banking agencies to take éohsideration the effectiveness of controls desigtc

combat money laundering activities in determiniritether to approve a merger or other acquisitioieaton of a financial institution. Accordingljf,the Company were to engage in a merger or ahauisitions, its controls desigr
to combat money laundering would be consideredaesob the application process. The Company aeddmk have established policies, procedures astdrag designed to comply with these regulations.
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Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 (“Sarbanes Oxleyds wigned into law on July 30, 2002. SarbaDekey is a law that addresses, among other issuepprate governance, auditing and accounting, wtivec compensation, a
enhanced and timely disclosure of corporate infoiona As directed by Section 302(a) of Sarbanelemithe Company’s Chief Executive Officer and Gliimancial Officer are each required to certifattithe Company quarterly an
annual reports do not contain any untrue staterobat material fact. The rules have several requémgs, including having these officers certify thiey are responsible for establishing, maintgjrémd regularly evaluating t
effectiveness of our internal controls; they hawedmcertain disclosures to our auditors and thé& aachmittee of the Board of Directors about ouenal controls; and they have included informatioour quarterly and annual repc
about their evaluation and whether there have Isegrificant changes in our internal controls oother factors that could significantly affect imat controls subsequent to the evaluation. As giathe DoddFrank Act, the outsic
auditor attestation requirement on internal costodlcompanies with less than $75 million in mardagpitalization, like the Company, was rescindBisclosure of management attestations on intermatrol over financial reporting w
continue to be required for smaller reporting conigs, including the Company. We have existinggiedi, procedures and systems designed to comphiytise regulations, and continue to further erdhamel document our polici
procedures and systems to ensure continued corogligith these regulations.

Securities and Exchange Commission Reporting

The Company maintains an Internet website locatedvwaw.pathfinderbank.coron which, among other things, the Company make#adle, free of charge, various reports that idilwith or furnishes to the Securities and Exch
Commission, including its Annual Report on FormK,Oguarterly reports on Form 10-Q, and current respon Form 8. These reports are made available as soon ssnahly practicable after these reports are filgt ar furnished t
the Securities and Exchange Commission. The Coynpas also made available on its website its AGdimmittee Charter, Compensation Committee Cha@erernance Guidelines (which serve as the NomigatiGovernanc
Committee’s charter) and Code of Ethics.

The Company's Annual Report on Form 10-K may besszd on the Company's website at www.pathfind&rbam/annualmeeting

FEDERAL AND STATE TAXATION

Federal Taxation

The following discussion of federal taxation iseintled only to summarize certain pertinent fedexarine tax matters and is not a comprehensive géseriof the tax rules applicable to the CompansherBank.

Bad Debt Reserves . Prior to the Tax Reform Act of 1996 (“the 1996tActhe Bank was permitted to establish a resdovébad debts and to make annual additions toekerve. The Bank has chosen to be on the direcgebff
method, net of recoveries, in its calculation oftale income.

Taxable Distributions and Recapture . Prior to the 1996 Act, bad debt reserves creptied to January 1, 1988 were subject to recaphiretaxable income should the Bank fail to mestain thrift asset and definitionatests. Neu
federal legislation eliminated these thrift relatedapture rules. However, under current law, %88 reserves remain subject to recapture shoalBaink cease to retain a bank or thrift chartenake certain non-dividend distributions.
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Minimum Tax . The Internal Revenue Code imposes an altematimimum tax ("AMT") at a rate of 20% on a baseegjular taxable income plus certain tax prefersritaternative minimum taxable income" or "AMTI"The AMT
is payable to the extent such AMTI is in excesarExemption amount. Net operating losses caetafis more than 90% of AMTI. Certain payments ltéraative minimum tax may be used as credits agaggular tax liabilities i
future years.

Net Operating Loss Carryovers.. A financial institution may carry back net optérg losses to the preceding two taxable yearsfamehrd to the succeeding 20 taxable years.

State Taxation

New York Taxation . The Company is subject to the New York Staten€hnise Tax on Banking Corporations in an annualiarnequal to the greater of (i) 7.1% of the Barigistire net income" allocable to New York Stateidgrthe
taxable year, or (ii) the applicable alternativenimum tax. The alternative minimum tax is gengrafie greater of (a) 0.01% of the value of the Bamssets allocable to New York State with certawtlifications, (b) 3% of tt
Companys “alternative entire net income" allocable to Néark State, or (c) $1,250. Entire net income isikir to federal taxable income, subject to certadifications and alternative entire net incomedsial to entire net incor
without certain modifications. Net operating lasseising in the current period can be carried &dto the succeeding 20 taxable years.

Neither the Internal Revenue Service nor New YdekteShas examined our federal or state tax retwithén the past 5 year

ITEM 1A: RISK FACTORS

Not required of a smaller reporting compa

ITEM 1B: UNRESOLVED STAFF COMMENTS

None.
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ITEM 2: PROPERTIES

The Bank conducts its business through its maicefbcated in Oswego, New York, six branch offitesated in Oswego County, and a new branch, opEebcuary 1, 2011, in Onondaga County. Manageiveigves that the Bank’
facilities are adequate for the business condudtid. following table sets forth certain informatioancerning the main office and each branch offitéhe Bank at December 31, 2011. The aggregatdomk value of the Bant
premises and equipment was $10.7 million at Dece®be2011. For additional information regardihg Bank's properties, see Notes 8 and 17 to thedlidated Financial Statements.

LOCATION OPENING DATE OWNED/LEASED
Main Office 1874 Owned

214 West First Stret

Oswego, New York 1312

Plaza Brancl 1989 Owned (1
Route 104, Ames Pla:
Oswego, New York 1312

Mexico Branct 1978 Owned
Norman & Main Street
Mexico, New York 1311«

Oswego East Branc 1994 Owned
34 East Bridge Stre
Oswego, New York 1312

Lacona Brancl 2002 Owned
1897 Harwood Drive
Lacona, New York 1308

Fulton Branct 2003 Owned (2
5 West First Street Sou
Fulton, New York 1306

Central Square Brant 2005 Owned
3025 East Avt
Central Square, New York 130

Cicero Branct 2011 Owned

6194 State Route &
Cicero, New York 1303

(1) The building is owned; the underlying land is |lehgéth an annual rent of $21,0
(2) The building is owned; the underlying land is lehséth an annual rent of $30,0
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ITEM 3: LEGAL PROCEEDINGS

There are various claims and lawsuits to whichGoenpany is periodically involved that are incidéritathe Company's business. In the opinion of agament, such claims and lawsuits in the aggreayateot expected to hav:
material adverse impact on the Company's conselid@ancial condition and results of operations

PART I
ITEM 5: MARKET FOR REGISTRANT'S COMMON EQUITY, REL ATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Pathfinder Bancorp, Inc.'s common stock currerdgés on the NASDAQ Capital Market under the symiB&IHC". There were 442 shareholders of recordfadarch 16, 2012. The following table sets fatttle high and low closir
bid prices and dividends paid per share of comntack<or the periods indicated:

Dividend
Quarter Ended: High Low Paid
December 31, 201 $ 10.2¢ $ 8.01 $
September 30, 201 $ 10.0¢ $ 8.3t $
June 30, 201 $ 10.2¢ $ 8.87 $
March 31, 201: $ 10.1% $ 8.1¢ $
December 31, 201 $ 8.5C $ s $
September 30, 201 $ 8.0C $ 6.0° $
June 30, 201 $ 6.6¢ $ 6.0C $
March 31, 201( $ 8.0C $ 5.6( $

Dividends and Dividend History

The Company has historically paid regular quartedgh dividends on its common stock, and the BoaRirectors presently intends to continue the pagtrof regular quarterly cash dividends, subjethéoneed for those funds for d
service and other purposes. Payment of dividendf®common stock is subject to determinationdeudaration by the Board of Directors and will degp@ipon a number of factors, including capital regaents, regulatory limitatiol
on the payment of dividends, Pathfinder Bank asditbsidiaries results of operations and finarmaldition, tax considerations, and general econamilitions. The Company's mutual holding comp&thfinder Bancorp, M.H.(
may elect to waive or receive dividends each tihee@ompany declares a dividend. Dividend waiveustmeceive the non-objection of the Federal ReseHistorically, the Federal Reserve has not plediits nomebjection to th
waiver of dividends by mutual holding companies.Mantioned previously, new Federal Reserve reguiatmake such noobjection even less likely. The Mutual Holding Gmany did not waive the right to receive its portimfrithe
cash dividends declared during 2011 or 2010.
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ITEM 6: SELECTED FINANCIAL DATA
The Company is the parent company of the Bank athifiRder Statutory Trust Il. The Bank has thrperating subsidiaries — Pathfinder Commercial B&athfinder REIT, Inc., and Whispering Oaks Deveiept Corp.

The following selected consolidated financial dsgds forth certain financial highlights of the Caamy and should be read in conjunction with the otidated financial statements and related notes| #re "Management's Discus:
and Analysis of Financial Condition and Result©pfrations” included elsewhere in this annual i Form 10-K.

2011 2010 2009 2008 2007

Year End (In thousands)
Total asset $ 442,98( $ 408,54! $ 371,69: $ 352,76( $ 320,69:
Loans receivable, ni 300,77 281,64¢ 259,381 247,40( 221,04¢
Deposits 366,12¢ 326,50: 296,83¢ 269,43¢ 251,08¢
Equity 37,84. 30,59: 29,23¢ 19,49 21,70«
For the Year (In thousands)
Net interest incom $ 14,26 $ 13,33: $ 11,777 $ 10,67¢ $ 8,661
Core noninterest income ( 2,451 2,85¢ 2,72¢ 2,78¢ 2,622
Net gains/(losses) on sales, redemptions

impairment of investment securiti 791 211 112 (2,19)) 37¢
Net (losses) gains on sales of loans

foreclosed real esta (50) (45 54 (44) 42
Noninterest expense ( 12,75¢ 11,27 10,381 9,882 9,79¢
Regulatory assessmel 39C 51¢ 74% 53 39
Net income 2,32¢ 2,50¢ 1,61t 36¢ 1,122
Per Share
Net income (basic $ 0.52 $ 0.82 $ 0.61 $ 0.1t $ 0.4%
Net income (diluted 0.52 0.82 0.61 0.1f 0.45
Book value per common she 9.4¢ 9.81 9.31 8.04 8.74
Tangible book value per common share 8.0Z 8.2€ 7.7 6.5C 7.1¢
Cash dividends declar¢ 0.12 0.1Z 0.12 0.41 0.41
Ratios
Return on average ass 0 .55% 0.64% 0.45% 0.11% 0.36%
Return on average equi 6.7¢ 8.07 7.04 1.7¢C 5.27
Return on average tangible equity 7.5¢ 9.2C 8.4t 2.07 6.47
Average equity to average ass 8.21 7.8¢ 6.4C 6.32 6.82
Dividend payout ratio (d 12.8i 11.9C 18.4¢ 232.6: 62.0%
Allowance for loan losses to loans receive 1.31 1.2¢ 1.17 0.9¢ 0.7€
Net interest rate sprei 3.62 3.5¢ 3.4C 3.2z 2.81
Noninterest income to average as: 0.7¢ 0.71 0.81 0.1€ 0.9¢
Noninterest expense to average as 3.1« 3.0C 3.1C 291 3.1t
Efficiency ratio (e) 77.5¢ 71.9¢ 76.3¢ 73.0Z 85.8¢

(a) Exclusive of net gains (losses) on sales and imsait of investment securities and net gains (I)ssesales of loans and foreclosed real es

(b) Exclusive of regulatory assessmel

(c) Tangible equity excludes intangible ass

(d) The dividend payout ratio is calculated using divids declared and not waived by the Mutual Hol@ogpany, divided by net incom

(e) The efficiency ratio is calculated as noninteregtemse, including regulatory assessments, divigettido sum of taxab-equivalent net interest income and noninterestrimecexcluding net gains (losses) on sales, redengpéni
impairment of investment securities and net (Iosgais on sales of loans and foreclosed realee
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ITEM 7: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
INTRODUCTION

Throughout Management’s Discussion and Analysis@{&A”) the term, “the Company”refers to the consolidated entity of Pathfinder &ap, Inc. Pathfinder Bank and Pathfinder Stajufnust Il are wholly owned subsidiaries
Pathfinder Bancorp, Inc., however, Pathfinder $oajuTrust Il is not consolidated for reporting poses (see Note 11 of the consolidated financatstents). Pathfinder Commercial Bank, PathfilREEIT, Inc. and Whispering Oa
Development Corp. are wholly owned subsidiariefathfinder Bank. At December 31, 2011, Pathfirncorp, M.H.C, the Comparg/mutual holding company parent, whose activitiesret included in the consolidated finan
statements or the MD&A, held 60.5% of the Compaimyitstanding common stock and the public held 3%5%e outstanding common stock.

The Company's business strategy is to operatevad-gapitalized, profitable and independent comityubank dedicated to providing valaetded products and services to our customers. rélgnehe Company has sought to implen
this strategy by emphasizing retail deposits agritsary source of funds and maintaining a subithpart of its assets in locallyriginated residential first mortgage loans, loem$usiness enterprises operating in its markeis,ir
investment securities. Specifically, the Comparsiness strategy incorporates the following efgme(i) operating as an independent commuaitgnted financial institution; (i) maintaining jiéal in excess of regulatc
requirements; (i) emphasizing investment in oodetur family residential mortgage loans, loansteall businesses and investment securities; apan@intaining a strong retail deposit base.

The Company's net income is primarily dependeritonet interest income, which is the differencensen interest income earned on its investmentsarigage and other loans, investment securitieo#ret assets, and its cost of fu
consisting of interest paid on deposits and bomgei The Company's net income also is affecteitshrovision for loan losses, as well as by theamt of noninterest income, including income frazed, service charges and servi
rights, net gains and losses on sales and redemspafosecurities, loans and foreclosed real esaatd noninterest expense such as employee comipenaatl benefits, occupancy and equipment costa, gtacessing costs and incc
taxes. Earnings of the Company also are affedtgdfisantly by general economic and competitiveditions, particularly changes in market inter@sés, government policies and actions of regulaathorities, of which these eve
are beyond the control of the Company. In paréicithe general level of market rates tends toigielyrcyclical.

APPLICATION OF CRITICAL ACCOUNTING POLICIES

The Company's consolidated financial statementgpepared in accordance with accounting princigleserally accepted in the United States and folpoactices within the banking industry. Applicatiohthese principles requ
management to make estimates, assumptions and gundgthat affect the amounts reported in the cadesteld financial statements and accompanying notesse estimates, assumptions and judgments seel ba information availa
as of the date of the financial statements; acogiy as this information changes, the financiatesnents could reflect different estimates, assiomptand judgments. Certain policies inherentlyeha greater reliance on the us
estimates, assumptions and judgments and as suetatgreater possibility of producing results ttatld be materially different than originally repet. Estimates, assumptions and judgments arsseagewhen assets and liabilitie:
required to be recorded at fair value or when aetasr liability needs to be recorded contingerdrup future event. Carrying assets and liabilieair value inherently results in more finangttement volatility. The fair values
information used to record valuation adjustmentsciertain assets and liabilities are based on quatarket prices or are provided by other thpatfty sources, when available. When third parfgrination is not available, valua
adjustments are estimated in good faith by manageme

The most significant accounting policies followey the Company are presented in Note 1 to the citaget! financial statements. These policies, alwitg the disclosures presented in the other fif@rstatement notes and in
discussion, provide information on how significassets and liabilities are valued in the consdadiddinancial statements and how those values aerrdimed. Based on the valuation techniques usddtiee sensitivity of financ
statement amounts to the methods, assumptionsstintaées underlying those amounts, managementeasified the allowance for loan losses, deferremine taxes, pension obligations, the evaluatiogoofiwill for impairment, t
evaluation of investment securities for other themporary impairment and the estimation of failueal for accounting and disclosure purposes to éacthounting areas that require the most subjeatidecomplex judgments, an
such, could be the most subject to revision asinéamation becomes available.
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The allowance for loan losses represents managenestimate of probable loan losses inherent irahe portfolio. Determining the amount of the almce for loan losses is considered a critical aeting estimate because it requ
significant judgment and the use of estimates edl&d the amount and timing of expected future dishs on impaired loans, estimated losses on poblsomogeneous loans based on historical lossriexpe, and consideration
current economic trends and conditions, all of Whicay be susceptible to significant change. Tlam Iportfolio also represents the largest asset dypthe consolidated statements of condition. Note the consolidated financ
statements describes the methodology used to deeethe allowance for loan losses, and a discussitine factors driving changes in the amount efalowance for loan losses is included in thiorep

Deferred income tax assets and liabilities arerdered using the liability method. Under this nahthe net deferred tax asset or liability is gguped for the future tax consequences attributabldifferences between the finan:
statement carrying amounts of existing assets iabdities and their respective tax bases as welet operating and capital loss carry forwardefeDed tax assets and liabilities are measuredjiesacted tax rates applied to tax
income in the years in which those temporary diffices are expected to be recovered or settled effét on deferred tax assets and liabilities ohange in tax rates is recognized in income tgeese in the period that includes
enactment date. To the extent that current aVailatidence about the future raises doubt aboutikbEhood of a deferred tax asset being realizeaaluation allowance is established. The judgraéout the level of future taxal
income, including that which is considered capiiglinherently subjective and is reviewed on a icwral basis as regulatory and business factorsgehaA valuation allowance of $458,000 was mairgdiat December 31, 2011,
management believes it may not generate sufficiapital gains to offset its capital loss carry fard: The Company'’s effective tax rate differs frim statutory rate due primarily to ntaxable income from investment securities
bank owned life insurance.

Pension and posetirement benefit plan liabilities and expenses lased upon actuarial assumptions of future everdsiding fair value of plan assets, interesesatate of future compensation increases andetigtt of time th
Company will have to provide those benefits. Theuagptions used by management are discussed inlifdtethe consolidated annual financial statements.

Management performs an annual evaluation of the f2oryis goodwill for possible impairment. Based on theutes of the 2011 evaluation, management has detednthat the carrying value of goodwill is not iamgd as of Decemkt
31, 2011. The evaluation approach is describédbie 9 of the consolidated financial statements.

The Company carries all of its investments atValue with any unrealized gains or losses reparecf tax as an adjustment to shareholders' eqgitiept for the credit-related portion of debtusitg impairment losses and other-than-
temporary impairment (‘OTTI"pf equity securities, which are charged to earninffse Company's ability to fully realize the vabfeits investments in various securities, inclgdaorporate debt securities, is dependent on tberlyinc
creditworthiness of the issuing organization. Valeating the debt security portfolio for othersth@mporary impairment losses, management cons{dgi§ we intend to sell the security; (2) if & i'more likely than notiwe will be
required to sell the security before recovery sfamortized cost basis; or (3) if the present valuexpected cash flows is not sufficient to recave entire amortized cost basis. In determinilgther OTTI has occurred for equ
securities, the Company considers the applicalu®ifa described above and the length of time thetyegecuritys fair value has been below the carrying amoureindgement continually analyzes the portfolio tedeine if furthe
impairment has occurred that may be deemed as-titaestemporary. Further charges are possiblertépg on future economic conditions.

The estimation of fair value is significant to seleof our assets, including investment securiiesilable for sale, the interest rate derivatiméangible assets and foreclosed real estate, Assvie value of loan collateral when valt
loans. These are all recorded at either fair vatue lower of cost or fair value. Fair values adletermined based on third party sources, whenablail Furthermore, accounting principles genertigepted in the United States req
disclosure of the fair value of financial instrunteas a part of the notes to the consolidated ¢inastatements. Fair values may be influenced byraber of factors, including market interest rapgepayment speeds, discount rates
the shape of yield curves.
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Fair values for securities available for sale areaimed from an independent third party pricingviser. Where available, fair values are based astegliprices on a nationally recognized securitiehange. If quoted prices are
available, fair values are measured using quotettenharices for similar benchmark securities. Mggraent made no adjustments to the fair value qubggsvere provided by the pricing source. The Yalues of foreclosed real est
and the underlying collateral value of impairednisare typically determined based on evaluationthipg parties, less estimated costs to sell. Wienressary, appraisals are updated to reflect esangnarket conditions.

EXECUTIVE SUMMARY AND RESULTS OF OPERATIONS
Earnings performance metrics for 2011 were gengelesdls than those reported for 2010 as net incogharn on assets and return on equity all decreased

Net income for 2011 was $2.3 million, a $182,008rdase from 2010 and return on assets and retuaguity were 0.55% and 6.75%, respectively, dov®% and 1.32% from 2010. While net interest incanueeased in 201
expenses relating to the new Cicero branch locapoofessional fees in support of the payoff of @@mpanys participation in the CPP and its entrance ino $BLF, and expenses relating to the ESOP and siotitn program
contributed to the higher expenses. Offsets teetlexpense increases included gains from the abéesilable-for-sale securities and a reductioRIHC assessment expenses.

Total assets increased $34.4 million to $443.0ionilas total deposits grew $39.6 million primauly a result of the opening of the new Cicero brdacation. The increase in assets was generafipréipned between the investm
securities portfolio and loans as the latter greB#®Gyear over year, centered largely in the regidiemortgage segment. The Company will contirmernphasize its focus in the Cicero, Central Square Fulton markets where it fe
further market penetration opportunities exist.diidnally, we will maintain focus on expanding corarcial deposit relationships with our existingdeny customers as well as expanding our commelazel growth in the greal
Syracuse market.

Asset quality metrics were mixed in 2011 when coragavith 2010. Net chargeffs were $608,000, a $128,000 increase due latgetne large commercial relationship, but theorafi nonperforming loans to period end loans
nonperforming assets to total assets both declifiée. ratio of allowance to loan losses to perind Ipans increased slightly to 1.31, as manageowmritnues to revaluate the estimable and probable losses witigiidan portfolio an
provide additional allowance related to growth.

The Company improved its equity position in 2011itgzsaid off the preferred stock related to itstjggpation in the CPP and entered into an agreemithtthe Treasury to participate in the SBLF peaogr These concurrent actit
resulted in a $6.2 million increase in equity. &e¢d earnings increased $455,000 through 201&mibly net income and partially offset by prefermed common stock dividends, accretion of the prefestock discount, and the sali
shares to the ESOP.
Net Interest Income
Net interest income is the Company's primary sowfceperating income for payment of operating exgesnand providing for possible loan losses. thesamount by which interest earned on int-earning deposits, loans ¢

investment securities exceeds the interest paideposits and borrowed money. Changes in net sitémeome and the net interest margin ratio refsafh the interaction between the volume and contjpssiof earning assets &
interest-bearing liabilities, and their respectjields and funding costs.
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Net interest income, on a -equivalent basis, increased $969,000, or 7.2%]405million for the year ended December 31, 2@&Icompared to $13.5 million for the year endedeldzer 31, 2010. The Company's net interest m
for 2011 increased to 3.76% from 3.73% in 2010e Ftrease in net interest income is attributadbl@eéarly equally, a decrease in the cost of istdrearing liabilities and an increase in averagerfzaaf residential and commercial |
estate loans.

The average balance of interest-earning assetsased $22.9 million, or 6.3%, during 2011 and trevage balance of interelsearing liabilities increased by $16.3 million,%0%. The increase in the average balance ofistearnin
assets primarily resulted from a $20.0 million #&se in the average balance of the loan portfoltbaa$6.7 million increase in the average balarfidbesecurity investment portfolio. This was feddby a $16.3 million increase
interest-bearing liabilities driven largely by arciease in money market deposit accounts. Intéresine, on a taequivalent basis, increased $501,000, or 2.7%nd@011. The decrease in yield on interest earagsgts to 4.88%
2011 from 5.05% in 2010 was more than offset byati386 increase in volume. Interest expense onestéearing liabilities decreased $468,000, 0¥ &s the rates paid dropped 21 basis points 694.i@ 2011 from 1.47% in 2010.
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Average Balances and Rates

The following table sets forth information concempiaverage interest-earning assets and interesgdibilities and the yields and rates therelmterest income and resultant yield informatiorttie table is on a fully tagquivalen
basis using marginal federal income tax rates &6.34verages are computed on the daily average balfam each month in the period divided by the nendf days in the period. Yields and amounts eaimeldde loan fees. Noaecrua
loans have been included in interest-earning agseirposes of these calculations.

For the Years Ended December 31

2011 2010 2009
Average Average Average
Average Yield / Average Yield / Average Yield /
(Dollars in thousands Balance Interest Cosl Balance Interest Cosl Balance Interest Cosl
Interest-earning assets
Real estate loans resideni $ 153,73t $ 8,02¢ 52:% $ 138,49° $ 7,672 5506 $ 133,44: $ 7,468 5.5%
Real estate loans commerc 70,05( 4,372 6.24% 65,12( 4,04< 6.21% 58,42¢ 4,02¢ 6.8%%
Commercial loan 38,53t 1,904 4.92% 37,70( 1,89¢ 5.02% 31,66¢ 1,601 5.06%
Consumer loan 28,46¢ 1,72¢ 6.06% 29,50¢ 1,77¢ 6.01% 28,487 1,767 6.2(%
Taxable investment securiti 79,23¢ 2,231 2.82% 75,66( 2,54¢ 3.3 71,45¢ 2,942 4.12%
Tax-exempt investment securiti 11,71¢ 571 4.81% 8,587 39¢ 4.65% 1,46¢ 65 4.4%
Interes-earning time depos 17€ 2 1.1% - - 0.0(% - - 0.0(%
Interes-earning deposit 4,147 5 0.12% 8,14( 7 0.0% 7,511 6 0.06%
Total interes-earning asse! 386,06 18,84( 4.88% 363,21( 18,33¢ 5.05% 332,44¢ 17,87: 5.3t%
Noninterest-earning assets
Other asset 35,647 32,081 29,70«
Allowancefor loan losse (3,872) (3,420) (2,737)
Net unrealized losse
on available for sale securiti 1,29% 1,51% (620)
Total asset $ 419,12¢ $ 393,39( $ 358,80:
Interest-bearing liabilities:
NOW account: $ 30,27« 87 02% $ 29,81¢ 79 026% $ 26,05t 72 0.28%
Money management accoul 12,96¢ 43 0.3%% 12,101 39 0.32% 11,037 35 0.32%
MMDA accounts 64,35: 43¢ 0.68% 50,72: 33€ 0.6€% 35,57: 24€ 0.6%
Savings and club accour 60,71 78 0.1% 57,81( 84 0.15% 53,72¢ 87 0.1€6%
Time deposit: 139,29¢ 2,590 1.86% 137,97¢ 2,871 2.08% 135,96! 3,99« 2.9%
Junior subordinated debentu 5,15¢ 16: 3.16% 5,158 164 3.18% 5,15¢ 14¢ 2.8%
Borrowings 31,25¢ 942 3.01% 34,10: 1,23t 3.62% 37,34( 1,44¢ 3.81%
Total interes-bearing liabilities 344,01 4,341 1.2€% 327,68 4,80¢ 1.47% 304,84¢ 6,02¢ 1.9¢%
Noninterest-bearing liabilities:
Demand deposit 35,97 29,47¢ 26,11«
Other liabilities 4,72: Bil7E 4,88¢
Total liabilities 384,70! 362,330 335,85:
Shareholders' equit 34,42« 31,057 22,95(
Total liabilities & shareholder.
equity $ 419,12¢ $ 393,39( $ 358,80:
Net interest incom $ 14,50( $ 13,531 $ 11,84¢
Net interest rate sprei 3.62% 3.58% 3.4(%
Net interest margi 3.7¢% 3.75% 3.56%
Ratio of average intere-earning asset
to average intere-bearing liabilities 112.2:% 110.8% 109.0'%
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Interest Income
Changes in interest income result from changelsdéraverage balances of loans, securities and $tteaening deposits and the related yields on thakces. Interest income on a tax-equivaleris basreased $501,000, or 2.7%.

Average interest earning asset balances increa3egif 2011, with yields decreasing 17 basis pdim#.88%. The Company's average residential ragetgoan portfolio increased $15.2 million, or 24,&vhen comparing 2011 to 2C
with the average yield on this portfolio decreasd®gbasis points to 5.22% in 2011 as higher rateriamg mortgages were replaced with new origivagi reflecting current market rates. The averagenice of commercial real est
loans increased $4.9 million, or 7.6%, and thedyiatreased 3 basis points to 6.24% in 2011. Ayemmercial loans modestly increased $833,00Q,2% while the yield decreased 8 basis points 4% in 2011. The avers
balance of consumer loans decreased $1.0 milliod,586, while the average yield increased 5 basistp to 6.06%.

Interest income on taxable investment securitiesedsed 12.5% from 2010 as the average yield demlesb basis points to 2.82% in 2011 from 3.37%010, offset by an increase of $3.6 million or 4.ifP4he average balance
taxable investment securities.

Interest Expense

Changes in interest expense result from chang#®iaverage balances of deposits and borrowingshencklated interest costs on those balancesresttexpense decreased $468,000, or 9.7%%, in @0Eh compared to 2010. 1
average rate paid on all interest-bearing depesits 1.26% in 2011 as compared to 1.47% in 2010, baBis point decrease. Average balances foritttslestbearing liabilities increased by $16.3 million 612 when compared
2010, principally due to a $13.6 million increaseaverage money market deposit accounts (“MMDg&mming from the opening of the new Cicero brdonchtion. The average rates paid on all MMDA iased 2 basis points in 2(
to 0.68%.

The decrease in the cost of interest bearing ifsiiresulted from a decrease of 61 basis pointhé average cost of borrowings and a 22 basis pleicrease in the average rates paid on time dep@oth of these decreases

attributable to the maturities of borrowings andeideposit products with higher rates being repldmne lower rates on borrowings and time depositieetng current market conditions. Savings ansbchccounts recorded aver
balances of $60.7 million in 2011 reflecting a 5.0%rease over 2010. Average rates paid on thesmiats decreased 2 basis points to 0.13%.
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Rate/Volume Analysis

Net interest income can also be analyzed in terfiiseoimpact of changing interest rates on int-earning assets and interégaring liabilities and changes in the volume opamt of these assets and liabilities. The followdalle
represents the extent to which changes in intes¢éss and changes in the volume of interest-earaisgts and interest-bearing liabilities have &dfthe Company' interest income and interest expense during ¢hiegs indicate

Information is provided in each category with retpe: (i) changes attributable to changes in va@yghange in volume multiplied by prior rate); @hanges attributable to changes in rate (chamgege multiplied by prior volume); a
(iii) total increase or decrease. Changes atitietto both rate and volume have been allocatatilya

Years Ended December 31

2011 vs. 2011 2010 vs. 200!
Increase/(Decrease) Due t Increase/(Decrease) Due t
Total Total
Increase Increase
(In thousands Volume Rate (Decrease’ Volume Rate (Decrease’
Interest Income:
Real estate loans residen $ 81t $ 458) $ 357 % 277 $ ©8) $ 20¢
Real estate loans commerc 30€ 20 32¢ 43¢ (418) 20
Commercial loan 41 (31) 10 30€ (29) 287
Consumer loan (63) 15 (48 62 (55) 7
Taxable investment securiti 11E (433 (319 16& (5598 (393
Tax-exempt investment securiti 152 20 17z 331 3 334
Interes-earning time deposi 2 - 2 - - -
Interes-earning deposit (4) 2 (2 1 2 3
Total interest incom 1,36€ (86E) 501 1,58( (1,11%) 467
Interest Expense:
NOW accountt 1 7 8 12 5) 7
Money management accoul 3 1 4 4 - 4
MMDA accounts 92 10 10z 101 (11) 90
Savings and club accour 5 (11) (6) 4 (7) 3)
Time depositt 27 (308) (281) 58 (1,18)) (1,129
Junior subordinated debentu - (1) (1) - 15 15
Borrowings (97) (197) (294 (121) (90) (211)
Total interest expens 31 (49¢) (46€) 58 (1,279 (1,22])
Net change in net interest incol $ 133  $ (366) $ 96c $ 152 $ 166 $ 1,68¢

Provision for Loan Losses
The provision for loan losses was $940,000 foryther ended 2011, a decrease of $110,000 or 10&%6tfre prior year. This provision exceeded thechatge-offs of $608,000 recorded in 2011 and teduh the ratio of allowance to

period end loans to increase to 1.31% at Decemhe2(®L1 as compared to 1.28% at December 31, 2006.Company continued to provide for a greateellef provision for loan losses than net charge-offthe current year to allow
for the estimable and probable loan losses withéngrowing loan portfolio. Management believes tha existing allowances provided on these loaesafficient to cover anticipated losses.

Page 2t




Table of Content

Noninterest Income
The Company's noninterest income is primarily casgat of fees on deposit account balances and ttoss, loan servicing, commissions and net gailesses on securities, loans and foreclosed statee
The following table sets forth certain information noninterest income for the years indicated.

Twelve Months Ended December 31

(in thousands 2011 201C Change

Service charges on deposit accot $ 1131 $ 137 $ (244 -17.1%
Earnings on bank owned life insurar 224 434 (210) -48.2%
Loan servicing fee 19¢ 20€ (20) -4.8%
Debit card interchange fe 36¢ 31€ 53 16.8%
Other charges, commissions and { 531 52: 8 1.5%
Noninterest income before gains (loss 2,451 2,85¢ (403) -14.1%
Net gains on sales and redemptions of investmentises 791 211 58C 274.%
Net losses on sales of loans and foreclosed rese (50) (45) (5) 11.1%
Total noninterest incom $ 319 $ 3,02( $ 17z 5.7%

For the year ended December 31, 2011, nonintetestrie before gains (losses) decreased $403,00@, B¥6, when compared with the year ended Decenthe2®0. The decrease waise primarily to a decrease in service charge
deposit accounts of $244,000 due to the reducti@xiended overdraft fees and a $210,000 reductiogarnings on bank owned life insurance stemmimi the recording of $155,000 in noninterest incatugng the fourth quarter
2010 from life insurance proceeds in connectiorhlite death of a former director. Debit card icitenge fees increased $53,000 year over year dusage. Net gains on sales and redemptions dhtestment securities portfo
increased $580,000 for 2011 over the prior yeghasCompany restructured a portion of its investnsewurities portfolio due to falling interest m@nd a significant mismatch between the demandafat available supply of, ba
qualified fixed income products in the current neapface.

Noninterest Expense
The following table sets forth certain information noninterest expense for the years indicated.

Twelve Months Ended December 31

(In thousands) 2011 201( Change

Salaries and employee bene $ 707¢ $ 6,12¢ $ 95(C 15.5%
Building occupanc! 1,398 1,281 114 8.5%
Data processin 1,39¢ 1,372 26 1.9%
Professional and other servic 681 562 11¢ 21.(%
Advertising 437 26¢ 16¢ 63.1%
FDIC assessmen 39C 51t (125) -24.%%
Audits and exam 162 257 (95 -37.%
Other expense 1,60¢ 1,407 202 14.4%
Total noninterest expens $ 13,14¢ $ 11,78¢ $ 1,35¢ 11.5%

Noninterest expense for the twe-month period ended December 31, 2011 increasednillidn over the prior year principally due to therease of $950,000 in personnel expenses dstaffing of the new Cicero branch location,
increased compensation costs related to the ES@Rtaok option programs implemented in 2011, insedapension costs and annual wage rate increAslitionally, advertising expenses increased $189 Jargely related to ti
opening of our Cicero branch location. Profesdiamal other services increased $118,000 due t®$B6n legal fees to support the implementatiothef Companys participation in the United States Treasury SiBaBiness Lendir
Fund and the remaining increase to support theemehtation of the ESOP, and activities relatedhéoreview of the Compang'retirement and compensation plans. Other expanseeased $202,000 due to increases in comn
service donations, the debit card rewards progeamth,non-foreclosure collection expenses. Theseases were partially offset by a decrease in FiBk&ssment expenses of $125,000, all between cabavelve-month periods.
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Income Tax Expense

In 2011, the Company reported income tax expen$d @4 million compared with $1.007 million in ZD1The effective tax rate increased to 31.0% ih12€ompared to a tax rate of 28.7% in 2010 duext@kempt income on the |
insurance proceeds relating to the death benefitcésted with coverage on a former director in 20$@e Note 16 to the consolidated financial statesfor the reconciliation of the statutory tater the effective tax rate.

Earnings Per Share

Basic earnings per share was $0.53 in 2011 as cexhpa $0.82 in 2010. Diluted earnings per shaas $0.52 in 2011 as compared to $0.82 in 20IBese decreases in basic and diluted earningshpee svere due principally to
accelerated accretion on preferred stock total#ig0$00 or $0.19 per basic and diluted share xblat¢he Company’s participation in and exit frdme ICPP and, separately, the dividends on the peeffstock related to the Compasy’
participation in the SBLF. Additionally, the $1,8R0 decrease in net income between 2010 and 28iited in a decrease of $0.07 per basic and dikhare between these two periods.

CHANGESIN FINANCIAL CONDITION

Investment Securities

The investment portfolio represents 24% of the Camyjs average earning assets and is designed to gerefavorable rate of return consistent with safétprincipal while assisting the Company in megtits liquidity needs ar
interest rate risk strategies. All of the Companiyivestments are classified as available for salee Company invests primarily in securities issbg United States Government agencies and spahsmterprises, mortgagecke(
securities, state and municipal obligations, mutuatls, equity securities, investment grade cotgodabt instruments, and common stock issued bff¢deral Home Loan Bank of New York (FHLBNY). Byesting in these types
assets, the Company reduces the credit risk afsget base, but must accept lower yields than wgpldally be available on loan products. Our mgage backed securities portfolio is comprised predantly of pasghrough securitie
guaranteed by Fannie Mae, Freddie Mac or Ginnie &Makdoes not, to our knowledge, include any stestacked by sub-prime or other high-risk moregag

At December 31, 2011, investment securities in@eds.7% to $100.4 million from $85.3 million at&senber 31, 2010. There were no securities thateziad 10% of consolidated shareholdetglity. See Note 4 to the consolid:
financial statements for further discussion on sées.
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The following table sets forth the carrying valdetee Company's investment portfolio at December 31

(In Thousands) 2011 201(C
Investment Securities:
US treasury, agencies and G¢ $ 5,07¢ 20,02%
State and political subdivisiol 20,30« 18,97¢
Corporate 20,43¢ 5,60(
Residential mortgac-backec 51,57¢ 37,24¢
Mutual funds 2,56t 3,02¢
Equity securitie: 444 45E
Total investments in securiti $ 100,39 85,32
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The following table sets forth the scheduled méesj amortized cost, fair values and average yitdd the Company's investment securities at Deee®b, 2011. Yield is calculated on the amortizest ¢o maturity and adjusted t

fully tax-equivalent basis.

One Year or Less One to Five Years

Five to Ten Years

Annualized Annualized Annualized
Amortized Weighted Amortized Weighted Amortized Weighted
(Dollars in thousands Cosi Avg Yield Cosi Avg Yield Cost Avg Yield
Debt investment securities
US Treasury, agencies and G¢ $ 1,002 0.40% $ 4,002 15¢% $ 20 3.38%
State and political subdivisiol 82¢ 2.3% 2,10z 2.54% 4,64( 3.32%
Corporate 2,53¢ 3.75% 15,10! 1.8%% 1,20C 1.97%
Total $ 4,36 27% $ 21,20¢ 1.90% $ 5,86( 3.04%
Mortgage-backed securities:
Residential mortga-backec $ 75 44% $ 34¢ 5.11% $ 15,67« 2.48%
Total $ 75 441% $ 34¢ 511% $ 15,67« 2.48%
Other non-maturity investments:
Mutual funds $ 2,374 312% $ - - $ - 0.0C%
Equity securitie: 442 1.84% - - - 0.0(%
Total $ 2,811 26% $ - - $ - 0.0C%
Total investment securitie $ 7,251 282% $ 21,55¢ 1.95% $ 21,53¢ 2.6%
Total Investment
More Than Ten Years Securities
Annualized Annualized
Amortized Weighted Amortized Fair Weighted
(Dollars in thousands Cosl Avg Yield Cosl Value Avg Yield
Debt investment securities
US Treasury, agencies and G¢ $ - 0.0(% $ 5,02¢ $ 5,078 1.36%
State and political subdivisiol 11,937 3.4% 19,50¢ 20,30« 3.26%
Corporate 2,251 1.07% 21,08¢ 20,43¢ 2.05%
Total $ 14,18¢ 3.05% $ 45,61¢ $ 45,811 2.5(%
Mortgage-backed securities:
Residential mortga-backec $ 3.12% $ 50,17 $ 51,57¢ 2.94%
Total $ 3.12% $ 50,177 $ 51,57t 2.94%
Other non-maturity investments:
Mutual funds $ - - $ 2374 $ 2,56¢ 3.12%
Equity securitiet - - 442 444 1.84%
Total $ = - 3 2811 $ 3,00¢ 2.95%
Total investment securiti¢ $ 48,26 31(% $ 98,607 $ 100,39¢ 2.74%

The above noted yield information does not giveefto changes in fair value that are reflecteaicicumulated other comprehensive loss in consotidsttareholders’ equity.
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Loans Receivable

Loans receivable represent 75% of the Compmayerage earning assets and account for the gr@ateion of total interest income. The Compamphasizes residential real estate financing andipates a continued commitmen
financing the purchase or improvement of residémgal estate in its market area. The Company algdends credit to businesses within its markegpleecured by commercial real estate, equipmengniovies and accour
receivable. It is anticipated that small busiressling in the form of mortgages, term loans, Isased lines of credit will provide the most oppaity for balance sheet and revenue growth ovenéa term. Commercial and munic
loans comprise 13% of the total loan portfolio. Ddcember 31, 2011, 77% of the Company'’s total fmantfolio consisted of loans secured by first gages on residential and commercial real estate.

December 31

(In thousands 2011 201C 200¢ 200¢ 2007
Residential real estate ( $ 162,39: $ 147,72. $ 135,10: $ 136,21¢  $ 126,66¢
Commercial real esta 73,62¢ 69,06( 62,25( 55,061 45,49(
Commercial and municipal loal 40,33¢ 39,83¢ 35,447 30,68t 25,28¢
Home Equity and Junior lier 24,251 25,271 26,08¢ 24,39: 21,37¢
Consumer loan 4,14 3,41( 3,58( 3,51€ 3,92¢

Total loans receivab $ 304,75( $ 285,29¢ $ 262,46 $ 249,87 $ 222,74¢

(1) Includes loans held for sale. (None at Decer8fte2011, 2010, 2008 and 2007.)

The following table shows the amount of loans @utding as of December 31, 2011 which, based oningmyascheduled repayments of principal, are duthénperiods indicated. Demand loans having nedtschedule of repayme
and no stated maturity, and overdrafts are repatedne year or less. Adjustable and floating ledes are included in the period on which interas#s are next scheduled to adjust rather thapetied in which they contractua
mature, and fixed rate loans are included in theogen which the final contractual repayment iedu

Due Under Due 15 Due Over
(In thousands) One Year Years Five Years Total
Real estate
Commercial real esta $ 5541 $ 4117 $ 63,96¢ $ 73,62¢
Residential real esta 56 2,78¢ 159,55: 162,39¢
5,602 6,908 223,51 236,020
Other Commercie 18,67« 12,92¢ 8,73¢ 40,33¢
Home Equity and junior lien 79 862 23,30¢ 24,251
Consume! 1,06t 2,322 752 4,14(
Total loans $ 2542, $ 23,01t $ 256,310 $ 304,75(
Interest rates
Fixed $ 508t $ 13,93 $ 137,42:  $ 156,44:
Variable 20,33t 9,082 118,88¢ 148,30
Total loans $ 2542, $ 2301t $ 256,310 $ 304,75(

Total loans receivable increased $19.5 million %6 when compared to the prior year driven prirlgjpiay a $14.7 million or 9.9% increase in residehteal estate loans. The Company does not aigisub-prime, AlA, negativt
amortizing or other higher risk structured resid@nhortgages. Commercial real estate loans inece&4.6 million or 6.6% in support of the Compangtrategy to balance its diversification amongitsiuct segments. At December
2011, total loans receivable having a fixed interage represented 51.3% of the portfolio as coeghan 48.4% at December 31, 2010. As was evideirc@010, this shift to fixed interest rate producontinued in 2011, given t
historically lower fixed rates and the market's efife to lock in lower borrowing costs.
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Commercial and municipal loans increased $503,000.3% over the prior year to $40.3 million at Dexteer 31, 2011 as new originations modestly outparedrtization on the existing portfolio. The Compaontinues to seek
expand its loan outstandings within this portfdliat the prolonged challenging economic environnadiotved a smaller number of lending opportunitsjaalified borrowers.

Consumer loans, which include second mortgage |d@rse equity lines of credit, direct installmentaevolving credit loans, decreased 1.0% to $28IHon at December 31, 2011. The decrease rasdiiem a decrease in hol
equity lines of credit as a result of the currearket and economic conditions.

Non-performing Loans and Assets
The following table represents information concegiihe aggregate amount of non-performing assets:

December 31

(In thousands 2011 201C 200¢ 200¢ 2007
Nonaccrual loans:

Commercial real estate and commer $ 259 % 422¢  $ 1,021 $ 1458 $ 521

Consumel 70€ 36¢ 111 254 15C

Residential real esta 1,42¢ 1,33t 1,181 614 92(
Total nonaccrual loar 4,72¢ 5,92¢ 2,318 2,328 1,591

Total nor-performing loan: 4,72¢ 5,92¢ 2818 2,32% 1,591

Foreclosed real este 53€ 37t 181 33t 86E

Total nor-performing asset $ 526¢ $ 6,29¢ $ 2,49, $ 2,65¢ $ 2,45¢

Non-performing loans to total loat 1.55% 2.0¢% 0.86% 0.95% 0.71%
Non-performing assets to total ass 1.1$% 1.5/% 0.67% 0.75% 0.71%
Interest income that would have been recol

under the original terms of the loz $ 28C $ 26 $ 11z $ 131 $ 71

Total non-performing loans decreased approximaé!2 million at December 31, 2011, when compareeoember 31, 2010. The decrease in perierming loans was primarily the result of thtagge commercial relationships, e
of which either returned to accrual status, recordepartial pay down, or completely paid off durid@1l1l. As a result of these events, the ratio arf{merforming loans to total loans declined from 2.08%@2010 to 1.55% i
2011. Foreclosed real estate increased $161,000 frecember 31, 2010 to December 31, 2011 as thadution of 7 properties to foreclosed real estata total of 11 properties at December 31, 2@flécted the increasinc
challenging economic environment over the last sdwears. Included in the foreclosed real edtatances at year end 2011 is a former Bank brahttiedCompany with a carrying value of $113,000t Mcluded in norperforming
assets is a repossessed boat recorded within agkets with a carrying value of $258,000. Managermentinues to monitor and react to national aall economic trends as well as general portfaiedétions, which may impact t
quality of the portfolio. Nonaccrual loans thatenthe criteria of an impaired loan are specifjoavaluated for impairment based on the underlgioigpteral support for the loan or the presentealf future cash flows, and an allowa
is provided, if necessary, which is included witttie allowance for loan losses.

Appraisals are obtained at the time a real estatersd loan is originated. Collateral is reevaidathould the loan become 45 days delinquent todeésrmine the bank’level of exposure. When a loan enters nonacstaals, the bai

evaluates its collateral position and, if approjria new appraisal is performed. When evaluatingability to collect from secondary sources, ajged values are adjusted to reflect the age abigap, the condition of the property,
current local real estate market, and cost to $&lbperties are re-appraised when our evaluafitimeccurrent property condition and the local restate market suggests values may not be accurate.
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The Company generally places a loan on aocrual status and ceases accruing interest wiaenpayment performance is deemed unsatisfactoryreniban is past due 90 days or more or whengtabably that the Company will
unable to collect all contractual principal ancehesst payments. There are no loans that are pafi@lor more and are still accruing interest.

Management has identified potential problem loanaling $8.0 million as of December 31, 2011, coradato $7.0 million in potential problem loans dsDecember 31, 2010. These loans have been ifiiesiassified as speci
mention or substandard, yet are not currently ctemsid impaired or in noaecrual status. Management has identified potesréalit problems which may result in the borrowees being able to comply with the current loanaypen
terms and which may result in it being includediture past due reporting. Management believesttfaturrent allowance for loan losses is adeqtatver probable credit losses in the current Iparifolio. As a result of tt
provision for loan losses exceeding the net chaftgefor 2011 in addition to allowing for the logmowth through the year, the ratio of allowancddan and lease losses to perientd loans at December 31, 2011 as compat
December 31, 2010 was 1.31% and 1.28%, respectigglyesenting an increase of 3 basis points.

In the normal course of business, Pathfinder Barkdold residential mortgage loans and participatiterests in commercial loans. As is typicaltie tndustry, the Bank makes certain representatiodswarranties to the buyer. ~
Bank maintains a quality control program for clodedns and has never been asked to repurchasel dosol Therefore, management considers the eskisuncertainties associated with potential remsetrequirements to
minimal. There are no known or alleged defecthésecuritization process or in the mortgage desuation. Any future risk of exposure would be iaterial.

Allowance for Loan Losses

The allowance for loan losses is established thralgrges to expense in the form of a provisioridan losses and reduced by loan chafienet of recoveries. The allowance for loarséssrepresents the amount available for pro
credit losses in the Compasyloan portfolio as estimated by management. Téregany maintains an allowance for loan losses baped a monthly evaluation of known and inheresksiin the loan portfolio, which includes a rev
of the balances and composition of the loan padfas well as analyzing the level of delinquenaiesach segment of the loan portfolio.

The Company establishes a specific allocationlfdoans identified as being impaired with a baleit excess of $100,000 which are on nonaccruahwve been risk rated under the Companmigk rating system as substandard, doul
or loss. The measurement of impaired loans is @élydsased upon the present value of future cashisfldiscounted at the historical effective interase, except that all collaterdependent loans are measured for impairment bas
the fair value of the collateral, less costs td. sEhe majority of the Company’s impaired loang @ollateraldependent. The Company uses the fair value oéteodll less costs to sell to measure impairmentamnmercial an
commercial real estate loans. Large residentill estate loans may also be included in this inidiai loan review. At December 31, 2011 and 2016,Gbmpany had $4.3 million and $7.0 million in Isawhich were identified .
impaired, having valuation allowances of $619,000 $1.1 million, respectively. For all other loaargl leases, the Company uses the general allncatthodology that establishes an allowance tmesti the probable incurred loss
each risk-rating category that reflects actual ogserience, delinquency trends, current econoonmiditions, and several other environmental factors.

The allowance for loan losses at December 31, 20112010 was $4.0 million and $3.6 million, or 28and 1.28% of total period end loans, respectivélgt loan chargeffs were $608,000 during 2011, as compared to S480ir

2010. The majority of the increase in current yaaarge-off activity is the result of an increasenét charge-offs of 1-4 family residential wittettemaining net chargeff activity higher than historical levels and edtive of the rece
challenging economic environment.
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The following table sets forth the allocation dbalance for loan losses by loan category for théops indicated. The allocation of the allowangechtegory is not necessarily indicative of futlmeses and does not restrict the use ¢

allowance to absorb losses in any category.

2011

2010 2009 2008 2007
Allocation Percent ¢ Allocation Percent ¢ Allocation Percent ¢ Allocation Percent ¢ Allocation Percent ¢
of the Loans tc of the Loans tc of the Loans tc of the Loans tc of the Loans tc
(Dollars in thousands Allowance Total Loan: Allowance Total Loan: Allowance Total Loan: Allowance Total Loan: Allowance Total Loan:
Residential real esta $ 664 53.2% $ 75C 51.7% $ 762 515% $ 67¢ 545% $ 464 56.%
Commercial real esta 1,34¢ 24.2% 1,20¢ 24.2% 1,00¢ 23.1% 907 22.% 614 20.4%
Commercial and municipi 1,114 13.2% 1,08¢ 14.0% 864 13.5% 50E 12.2% 34z 11.%%
Home equity and junior lier 501 8.0% 424 8.9% 39C 9.9% 332 9.8% 23¢ 9.6%
Consumer loan 162 1.4% 89 1.2% 76 1.4% 48 1.4% 44 1.8%
Unallocatec 192 98 (24) - -
Total $ 3,98( 100.(% $ 3,64¢ 100.% $ 3,07¢ 100.% $ 2,472 100.% $ 1,708 100.(%
The following table sets forth the allowance foaridosses for the periods indicated and relatéadstat
(In thousands 2011 201(C 200¢ 200¢ 2007
Balance at beginning of yea $ 364t $ 307t $ 2,472 1,70¢  $ 1,49¢
Provisions charged to operating exper 94C 1,05C 87¢€ 82C 36E
Recoveries of loans previously charge-off:
Commercial real estate and lo¢ 1 55 - 17 -
Consumel 48 36 20 30 27
Residential real esta 49 19 3 - 23
Total recoverie: 99 11C 23 47 50
Loans charged off:
Commercial real estate and loz (309 (385) (74) (46) (85)
Consumel (16€) (157) (134) (52) 77)
Residential real esta (237) (48) (85) - (46)
Total charge-off (707) (590) (293) (98) (20€)
Net charg-offs (608) (480) (270) (51) (158)
Balance at end of yea $ 3,98( $ 3,64¢ $ 3,07¢ 2,472 $ 1,708
Net charg-offs to average loans outstand 0.21% 0.18% 0.11% 0.02% 0.08%
Allowance for loan losses to ye-end loan: 1.31% 1.26% 1.17% 0.95% 0.7€%

Deposits

The Company'’s deposit base is drawn from eightdetiice offices in its market area, including aghé office opened in Cicero, New York on Februan2011. The deposit base consists of demand itepe®ney management ¢
money market deposit accounts, savings and timesitsp During 2011, 59% of the Company's averagmsiebase of $343.7 million consisted of core ditgo Core deposits, which exclude time depoaits,considered to be m:
stable and provide the Company with a lower coste®of funds than time deposits. The Company eafitinue to emphasize retail core deposits by tamiimg its network of full service offices and piding depositors with a ft
range of deposit product offerings. In additioattfinder Commercial Bank, our commercial bank &libsy, seeks business growth by focusing on itallidentification and service excellence.
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Average deposits increased $25.7 million, or 8.4#ten compared to 2010. The increase in averagesdepprimarily related to a $7.1 million incredsethe average balance of municipal deposits afi#i2a3 million increase in ret
deposits, the latter due largely to the succesiseo€ompany’s new Cicero branch location.

At December 31, 2011, time deposits in excess 60FDO0 totaled $69.6 million, or 45%, of time deoand 19% of total deposits. At December 31,2@ese deposits totaled $57.4 million, or 40%irogé deposits and 18% of tc
deposits.

The following table indicates the amount of the @amy’s certificates of deposit of $100,000 or minyeime remaining until maturity as of December 201 1:

(In thousands
Remaining Maturity:

Three months or les $ 30,50¢
Three through six montt 5,208
Six through twelve montt 8,981
Over twelve month 24,86

Total $  69,55¢
Borrowings

Short-term borrowings are comprised primarily ofautces and overnight borrowing at the FHLBNY. Agd@mber 31, 2011 and December 31, 2010 there Wexads$13.0 million, respectively, in short-termmowvings outstanding.

The following table represents information regagdshort-term borrowings during 2011, 2010 and 2009:

(Dollars in thousands 2011 201C 200¢
Maximum outstanding at any month € $ 11,10¢ $ 13,000 $ 1,40C
Average amount outstanding during the y 5,371 74% 1,72¢
Average interest rate during the yi 0.5(% 0.47% 1.84%

Long-term borrowed funds consist of advances apdrohase agreements from the FHLBNY and Citi Grang junior subordinated debentures. Laéegrn borrowed funds and junior subordinated debresttotaled $31.2 million
December 31, 2011 as compared to $33.2 millionesenber 31, 2010.

Capital

Shareholders' equity at December 31, 2011, was33$8illion as compared to $30.6 million at Decem®&r 2010. The Company added $2.3 million to remiearnings through net income, offset by a $7Zbi6frease in accumulat
other comprehensive loss to $2.7 million from $hifion at December 31, 2010, the latter driveryédy by the year end adjustment to the actuari Io the pension plan, net of tax expense. litiaddthe Company election to ex
from participation in the Treasury's CPP progrand garticipate in the Treasus/SBLF program caused a net increase in capit@6d million. Common stock dividends declared remlicapital by $299,000 and preferred s
dividends paid to the Treasury, under the termtb®CPP and SBLF agreements, reduced capital b§,3aG The Compang’sale of 125,000 shares of treasury stock to 8@FEin the third quarter of 2011 did not have ameact ot
shareholders’ equity.

Risk-based capital provides the basis for which all saae evaluated in terms of capital adequacy. t@lagilequacy is evaluated primarily by the useatibs which measure capital against total assstaell as against total assets
are weighted based on defined risk characterisfite Companys goal is to maintain a strong capital positiomsistent with the risk profile of its subsidiaryria that supports growth and expansion activitib8enat the same tin
exceeding regulatory standards. At December 311 2he Bank exceeded all regulatory required mimmeapital ratios and met the regulatory definitidra “well-capitalized’institution, i.e. a leverage capital ratio excegdifo, a Tie
1 risk-based capital ratio exceeding 6% and a tetkibased capital ratio exceeding 10%. As alteguhe Dodd-Frank Act, the Compamsyability to raise new capital through the userostt preferred securities may be limited bec
these securities will no longer be included in Tiecapital. In addition, our ability to generateasiginate additional revenue producing assets beyonstrained in the future in order to complshvénticipated heightened cap
standards required by state and federal regulafiea.note 19 to the consolidated financial statésfen further discussion on regulatory capitaluieements.
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LIQUIDITY

Liquidity management involves the Compasgbility to generate cash or otherwise obtain $usitfeasonable rates to support asset growth,depesit withdrawals, maintain reserve requiremeartd otherwise operate the Compan
an ongoing basis. The Company's primary sourcésnufs are deposits, borrowed funds, amortizatimh @repayment of loans and maturities of investnseotrities and other shderm investments, and earnings and funds pro
from operations. While scheduled principal repagta®n loans are a relatively predictable sourciinds, deposit flows and loan prepayments aretlgredluenced by general interest rates, econotoieditions and competition. T
Company manages the pricing of deposits to mairtaiesired deposit balance. In addition, the Coppavests excess funds in short-term interestiegrand other assets, which provide liquidity toetending requirements.

The Company's liquidity has been enhanced by itsibeeship in the Federal Home Loan Bank of New Yarkpse competitive advance programs and linesexfitprovide the Company with a safe, reliable eadvenient source
funds. A significant decrease in deposits in thtere could result in the Company having to seélesources of funds for liquidity purposes. Ssehrces could include, but are not limited to, &ddal borrowings, brokered depos
negotiated time deposits, the sale of "availabtesile” investment securities, the sale of seaeudtioans, or the sale of whole loans. Such aztionld result in higher interest expense costfoahusses on the sale of securities or loans.
The Company has a number of existing credit faedivailable to it. Total credit available untte existing lines is approximately $96.8 millioAt December 31, 2011, the Company had $25.0 miltiotstanding under existing cre
facilities with $71.8 million available.

The Asset Liability Management Committee of the @amy is responsible for implementing the policied guidelines for the maintenance of prudent lesélkquidity. As of December 31, 2011, managenreported to the Board
Directors that the Company is in compliance wighliuidity policy guidelines.

OFF-BALANCE SHEET ARRANGEMENTS

The Company is also a party to financial instrureemith off-balance sheet risk in the normal course of busiteesgeet the financing needs of its customers.s@liimancial instruments include commitments teedtcredit and stand
letters of credit. At December 31, 2011, the Conypaad $27.1 million in outstanding commitmentgxtend credit and standby letters of credit. SeeM7 in the accompanying consolidated finant¢&tksnents.

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

Not required of a smaller reporting compa
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL RERR&

The Company’s management is responsible for estabj and maintaining adequate internal controt éimancial reporting, as such term is defined ié® 13a-15(f) and 15d-15(f) of the Securities Exaje Act of 1934, as amended.
Because of its inherent limitations, internal cohtver financial reporting may not prevent or det@isstatements. Also, projections of any evatuabf effectiveness to future periods are subjec¢hé risk that controls may become
inadequate because of changes in conditions, orthbadegree of compliance with policies or procedumay deteriorate. The Company'’s internal corar@r financial reporting is a process designedeurtde supervision of the
Company'’s principal executive officer and princifiagncial officer to provide reasonable assuraecgrding the reliability of financial reportingdathe preparation of the Company’s financial statets for external reporting purposes
in accordance with United States generally acceptedunting principles.

Under the supervision and with the participatiom@nagement, including the Company’s principal etige officer and principal financial officer, ttompany conducted an evaluation of the effectiveésts internal control over
financial reporting based on the frameworkriternal Control — Integrated Framewoi&sued by the Committee of Sponsoring Organizatafrtbe Treadway Commission. Based on its evalnatioder that framework, management
concluded that the Company'’s internal control direancial reporting was effective as of December@111. In addition, based on our assessment, rear&g has determined that there were no materiakmesses in the Company’s
internal controls over financial reporting.

This annual report does not include an attestagport of the Company’s independent registerediputicounting firm regarding internal control oerancial reporting pursuant to the rules of thedBd-rank Act that exempts the
Company from such attestation and requires onlyagement's report.

/sl Thomas W. Schneider /sl James A. Dowd
Thomas W. Schneidt James A. Dowt
President & Chief Executive Offict Senior Vice President and Chief Financial Offi

Oswego, New York
March 28, 2012
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Report of Independent Registered Public Accourfing

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

We have audited the accompanying consolidatednséateof condition of Pathfinder Bancorp, Inc. antdsidiaries (the “Company”) as of December 31, 28A4d the related consolidated statements of incoh@mges in shareholders’

equity and cash flows for the year then ended.firdéir Bancorp, Incs management is responsible for these consolidia@akcial statements. Our responsibility is to @gsran opinion on these consolidated financiaistants based
our audit.

We conducted our audit in accordance with the statelof the Public Company Accounting Oversight ld&@nited States). Those standards require thatlare and perform the audit to obtain reasonakbderasce about whether
consolidated financial statements are free of naterisstatement. The Company is not required t@haor were we engaged to perform, an audit ahiesnal control over financial reporting. Our #udcluded consideration of intert
control over financial reporting as a basis forigieing audit procedures that are appropriate inciheaimstances, but not for the purpose of expngsan opinion on the effectiveness of the Compaunyternal control over financ
reporting. Accordingly, we express no such opinidn.audit also includes examining, on a test basiglence supporting the amounts and disclosuréeiconsolidated financial statements, assesss@dcounting principles used :
significant estimates made by management, as wellaluating the overall financial statement prestéam. We believe that our audit provides a reabtmbasis for our opinion.

In our opinion, the consolidated financial statetaeeferred to above present fairly, in all materéspects, the financial position of Pathfinden8arp, Inc. and subsidiaries as of December 311 20 the results of their operations
their cash flows for the year then ended in conftyrmith accounting principles generally acceptedhe United States of America.

/s/ BONADIO & CO., LLP

Syracuse, New York
March 28, 2012
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Report of Independent Registered Public Accountindrirm

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

We have audited the accompanying consolidatednséateof condition of Pathfinder Bancorp, Inc. antsdiaries (the “Company”) as of December 31, 2@h@ the related consolidated statements of incohenges in shareholders’

equity and cash flows for the year then ended.fiar Bancorp, Inc.'s management is responsilsléniese consolidated financial statements. Ouromresipility is to express an opinion on these cddatéd financial statements based on
our audit.

We conducted our audit in accordance with the statglof the Public Company Accounting Oversighti8q@nited States). Those standards require thatlareand perform the audit to obtain reasonatdaerasce about whether the
consolidated financial statements are free of raterisstatement. The Company is not required t@haor were we engaged to perform, an audit dhiesnal control over financial reporting. Our &udcluded consideration of internal
control over financial reporting as basis for dasig audit procedures that are appropriate in tfeeimstances, but not for the purpose of expresaingpinion on the effectiveness of the Companyternal control over financial
reporting. Accordingly, we express no such opiniédm audit also includes examining, on a testhaasiidence supporting the amounts and disclosatee consolidated financial statements, assesBagccounting principles used and
significant estimates made by management, as weilaluating the overall financial statement prest@an. We believe that our audit provides a reabte basis for our opinion.

In our opinion, the consolidated financial statetaegaferred to above present fairly, in all mategapects, the consolidated financial positiofPafhfinder Bancorp, Inc. and subsidiaries as ofebder 31, 2010, and the consolidated
results of their operations and their cash flowstie year then ended in conformity with accounpinigciples generally accepted in the United Stafesmerica.

RafenteBeard LLC

Harrisburg, Pennsylvania
March 24, 2011
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PATHFINDER BANCORP, INC.
CONSO LIDATED STATEMENTS OF CONDITION

December 31 December 31
(In thousands, except share data) 2011 201C
ASSETS:
Cash and due from ban $ 7,09 $ 6,36€
Interest earning depos 3,128 7,397
Total cash and cash equivale 10,21¢ 13,76%
Interest earning time depos 2,00( -
Investment securities, at fair val 100,39¢ 85,321
Federal Home Loan Bank stock, at ¢ 1,52¢ 2,13¢
Loans 304,75( 285,29¢
Less: Allowance for loan loss: 3,98( 3,64¢
Loans receivable, n 300,77( 281,64¢
Premises and equipment, | 10,697 9,432
Accrued interest receivab 1,68¢ 1,70¢
Foreclosed real este 53€ 37¢
Goodwill 3,84(C 3,84(
Bank owned life insuranc 7,93¢ 6,91%
Other asset 3,37 3,40z
Total asset $ 442.98( $ 408,54!
LIABILITIES AND SHAREHOLDERS' EQUITY:
Deposits:
Interes-bearing $ 32897t $ 295,78¢
Noninteres-bearing 37,15¢ 30,71¢
Total deposit: 366,12¢ 326,50:
Shor-term borrowings - 13,00C
Long-term borrowings 26,07« 28,00(
Junior subordinated debentu 5,15¢ 5,15¢
Accrued interest payab 14& 14¢€
Other liabilities 7,63¢€ 5,14¢
Total liabilities 405,13¢ 377,95!
Shareholders' equit
Preferred stoc- CPP, par value $0.01 per share; $1,000 liquidatieference
1,000,000 shares authorized; 0 and 6,771 sharesdissd outstanding, respectiv - 6,22¢
Preferred stoc- SBLF, par value $0.01 per share; $1,000 liquidegiteference
13,000 shares authorized; 13,000 and 0 sharedlissueoutstanding, respective 13,00¢ -
Common stock, par value $0.01; authorized 10,0@sb@res
2,979,969 and 2,972,119 shares issued and 2,61&®B2,484,832 shares outstanding, respect 30 30
Additional paid in capita 8,73( 8,61%
Retained earning 24,61¢ 24,16
Accumulated other comprehensive | (2,664) (1,939
Unearned ESO (1,039 -
Treasury stock, at cost; 362,287 and 487,287 shagsectively (4,834 (6,502)
Total shareholders' equi 37,841 30,59:
Total liabilities and shareholders' equ $ 442,98( $ 408,54!

The accompanying notes are an integral part oftinsolidated financial statemer

Page 4C




Table of Content

PATHFINDER BANCORP, INC.

CONSOLIDATED STATEMENTS OF INCOME

Years Ended

December 31

December 31

(In thousands, except per share data) 2011 201(C
Interest and dividend income:
Loans, including fee $ 15,98¢ 15,31¢
Debt securities
Taxable 2,08C 2,32¢
Tax-exempl 37¢ 264
Dividends 152 22C
Interest earning time depos 2 -
Federal funds sold and interest earning dep 4 7
Total interest incomr 18,60« 18,13¢
Interest expense
Interest on deposi 3,23¢ 3,40¢
Interest on shc-term borrowings 27 4
Interest on lon-term borrowings 1,07¢ 1,39¢
Total interest expen 4,341 4,80¢
Net interest incorr 14,26 13,33!
Provision for loan losse 94C 1,05C
Net interest income after provision foah losse 13,32% 12,28
Noninterest income:
Service charges on deposit accot 1,131 1,37¢
Earnings on bank owned life insurar 224 434
Loan servicing fee 19€ 20€
Net gains on sales and redemptions of investmentises 791 211
Net (losses) on sales of loans and foreclosecestate (50) (45)
Debit card interchange fe 36¢ 31€
Other charges, commissions & fe 531 522
Total noninterest incon 3,192 3,02
Noninterest expense
Salaries and employee bene 7,07¢ 6,12¢
Building occupanc! 1,398 1,281
Data processin 1,39¢ 1,372
Professional and other servic 681 562
Advertising 437 26€
FDIC assessmen 39C 51¢
Audits and exam 162 257
Other expense 1,60¢ 1,407
Total noninterest expen: 13,14¢ 11,78¢
Income before income tax 3,367 3,512
Provision for income taxe 1,04¢ 1,007
Net income 2,32% 2,508
Preferred stock dividends and discount accre 1,00¢ 462
Net income available to common shareholdel $ 1,32( 2,042
Earnings per common share- basic 0.58 0.82
Earnings per common share- diluted 0.52 0.82
Dividends per common share 0.12 0.1Z2

The accompanying notes are an integral part of¢insolidated financial statemer
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PATHFINDER BANCORP, INC.
CONS OLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQU ITY
YEARS ENDED DECEMBER 31, 2011 AND DECEMBER 31, 201!

Accumulated

Additional Other Com-
Preferred Common Paid in Retainec prehensive Unearnec Treasury
(In thousands, except share data) Stock Stock Capital Earnings Loss ESOF Stock Total
Balance, January 1, 201 $ 6,228 $ 30 % 861t $ 24,160 $ (1,939 $ - % (6,509 $ 30,59:
Comprehensive incom
Net income 2,32% 2,32%
Other comprehensive income (loss), net
tax:
Unrealized holding gains on securit
available for sale (net of $607 tax
expense 90¢€ 90¢€
Unrealized holding loss on financ
derivative (net of $36 tax benef (54) (54)
Retirement plan net loss
not recognized in plan expen:
(net of $1,053 tax benefi (1,579 (1,579
Total comprehensive incor 1,59¢
Sale of preferred stoc- SBLF 13,000 13,000
Redemption of CPP Preferred st (6,77]) (6,77])
Preferred stock discount accret 54€ (54€) -
Preferred stock dividen- CPP and SBLI (457) (457)
Sale of treasury stock to ES( (56€) (1,109) 1,66¢ -
ESOP shares earned (7,105 she 2 63 65
Stock based compensati 47 47
Stock options exercise 66 66
Common stock dividends declared ($0
per share (29%) (29%)
Balance, December 31, 201 $ 13,000 $ 30 $ 873C $ 24618 $ (2,669 $ (1,039 $ (483) $ 37,841
Balance, January 1, 201! $ 6,101 $ 30 % 861t 3 2241¢ $ 1429 $ - 8 (6,509 $ 29,23¢
Comprehensive incom
Net income 2,50¢ 2,50
Other comprehensive loss, net of t
Unrealized holding losses on securi
available for sale (net of $56 t
benefit) (85) (85)
Unrealized holding loss on financ
derivative (net of $44 tax benef (66) (66)
Retirement plan net losses |
recognized in plan expens
(net of $242 tax benefit) (369 (369
Total comprehensive incor 1,991
Preferred stock discount accret 124 (1249 -
Preferred stock dividen- CPP (33¢) (33¢)
Common stock dividends declared ($0.1:
per share) (29%) (29%)
Balance, December 31, 201 $ 622t $ 30 $ 861t § 24,160 $ (1,939 $ - % (6,509 $ 30,59:

The accompanying notes are an integral part oftinsolidated financial statements.
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PATHFINDER BANCORP, INC.

CONSO LIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31

(In thousands) 2011 201C
OPERATING ACTIVITIES
Net income 2,32¢ 2,50¢
Adjustments to reconcile net income to net cashigeal by operating activitie:
Provision for loan losse 94C 1,05C
Deferred income tax expen 1,192 262
Proceeds from sales of loa - 264
Originations of loans he-for-sale - (25€)
Realized losses (gains) on sales and redemptio
Real estate acquired through foreclos 50 53
Loans - (8)
Premises and equipme - 1
Available-for-sale investment securiti (791) (211)
Depreciatior 728 644
Amortization of mortgage servicing rigk 27 28
Amortization of deferred loan cos 16C 23C
Earnings on bank owned life insurar (229 279
Realized gain on proceeds from bank owned liferizsce - (155)
Net amortization of premiums and discounts on itimesit securitie 614 31¢
Stock based compensation and ESOP exp 112 -
Decrease (increase) in accrued interest receiy 24 (227)
Net change in other assets and liabili (1,14]) 162
Net cash provided by operating activities 4,01C 4,384
INVESTING ACTIVITIES
Purchase of interest earning time depc (2,000 -
Purchase of investment securities avail-for-sale (60,64) (60,459
Net proceeds from the redemption of (purchaseséfederal Home Loan Bank sto 60€ (235)
Proceeds from maturities and principal reductidr
investment securities availa-for-sale 32,17: 37,43!
Proceeds from sales and redemption:
Available-for-sale investment securiti 15,09! 10,20¢
Real estate acquired through foreclos 75C 21C
Premises and equipme 5 24
Purchase of bank owned life insural (80C) -
Proceeds from bank owned life insural - 474
Net increase in loar (20,985 (24,007
Purchase of premises and equipn (1,999 (2,92¢)
Net cash used in investing activitie (37,799 (39,27%)
FINANCING ACTIVITIES
Net increase in demand deposits, NOW accountshgséccounts
money management deposit accounts, MMDA accournteacrow deposil 42,41( 36,75¢
Net decrease in time depos (2,789 (7,090
Net repayments of sh-term borrowings (13,000 13,00(¢
Payments on lor-term borrowings (6,000 (12,000
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PATHFINDER BANCORP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31

(In thousands) 2011 201C
Proceeds from lor-term borrowings 4,07 4,00
Proceeds from sale of preferred st— SBLF 13,00( -
Proceeds from exercise of stock optit 66 -
Redemption of preferred sto—- CPP (6,77]) -
Cash dividends paid to preferred sharehc— CPP and SBLI (457) (339)
Cash dividends paid to common shareholi (29S) (29¢)
Net cash provided by financing activities 30,24( 34,02¢
Decrease in cash and cash equivaler (3,545 (86€)
Cash and cash equivalents at beginning of p¢ 13,76% 14,631
Cash and cash equivalents at end of peric 10,21¢ 13,76
CASH PAID DURING THE PERIOD FOR:
Interest 4,344 4,84¢
Income taxe: 1,507 402
NON-CASH INVESTING ACTIVITY
Transfer of loans to foreclosed real es 1,08¢ 46(
25¢ -

Transfer of loans to repossessed as

The accompanying notes are an integral part oféimsolidated financial statemer
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

The accompanying consolidated financial statemewtside the accounts of Pathfinder Bancorp, Inke (tCompany”) and its wholly owned subsidiary, Pater Bank (the “Bank”).The Bank has three wholly owned opera
subsidiaries, Pathfinder Commercial Bank, Whisge@aks Development Corp. and Pathfinder REIT, Altinter-company accounts and activity have been eliminatetbnsolidation. The Company has seven officesitted it
Oswego County and a new branch, which opened fsinbss on February 1, 2011 in northern OnondagatoThe Company is primarily engaged in the bessnof attracting deposits from the general publihe Companys marke
area, and investing such deposits, together witaratources of funds, in loans secured by onettoffmmily residential real estate, commercial esthte, business assets and in investment sesuritie

Pathfinder Bancorp, M.H.C., (the “Holding Compang’mutual holding company whose activity is notunigld in the accompanying consolidated financidaestants, owns approximately 60.5% of the outstapdommon stock of tt
Company.

Use of Estimates in the Preparation of Financial $tements

The preparation of financial statements in conftymiith accounting principles generally acceptedhe United States of America requires managententake estimates and assumptions that affect peetezl amounts of assets .
liabilities and disclosure of contingent assets diabilities at the date of the financial statenserind the reported amounts of revenues and expehsesy the reporting period. Actual results cowlifer from thos
estimates. Management has identified the allowémrciwan losses, deferred income taxes, pensitigaitons, the evaluation of goodwill for impairnteand the evaluation of investment securities fbenthan temporary impairment
be the accounting areas that require the mostatisgeand complex judgments, and as such, couttidenost subject to revision as new informatiorobees available.

The Company is subject to the regulations of varigovernmental agencies. The Company also undemgédic examinations by the regulatory agenwigish may subject it to further changes with respe@sset valuations, amou
of required loss allowances, and operating regiristresulting from the regulators' judgments basethformation available to them at the time afitlexaminations.

Significant Group Concentrations of Credit Risk

Most of the Company' activities are with customers located primanilydswego and parts of Onondaga counties of New ‘Btake. Note 4 discusses the types of securhisthe Company invests in. Note 5 discussesythesto
lending that the Company engages in. The Compaay dot have any significant concentrations toaweyindustry or customer.

Advertising
The Company follows the policy of charging the sasftadvertising to expense as incurred.
Cash and Cash Equivalents

Cash and cash equivalents include cash on handirasndue from banks and interest-bearing depasgith ¢riginal maturity of three months or less).
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Investment Securities

The Company classifies investment securities adadle-for-sale. Available-for-sale securities agported at fair value, with net unrealized gaind losses reflected as a separate componentrehsitders’equity, net of the applicak
income tax effect. None of the Company’s investnsexturities have been classified as trading or-teefdaturity.

Gains or losses on investment security transactoadased on the amortized cost of the speciioriges sold. Premiums and discounts on secaréie amortized and accreted into income usingnteeest method over the perioc
maturity.

Note 4 to the consolidated financial statementiudes additional information about the Comg's accounting policies with respect to the impaintnef investment securities.

Federal Home Loan Bank Stock

Federal law requires a member institution of theefal Home Loan Bank (“FHLB") system to hold staxflits district FHLB according to a predeterminednfiula. The stock is carried at cost.
Mortgage Loans Held-for-Sale

Mortgage loans held-for-sale are carried at theetood cost or fair value. Fair value is determiimethe aggregate. There were no loans held-fieresaforward commitments outstanding as of Deceriie 2011 and 2010.

Transfers of Financial Assets

Transfers of financial assets, including saleoahk and loan participations, are accounted feakes when control over the assets has been sareghdControl over transferred assets is deembd surrendered when (1) the assets
been isolated from the Company, (2) the transfeteains the right (free of conditions that constriaifrom taking advantage of that right) to pledgeexchange the transferred assets, and (3) thgp@uy does not maintain effect
control over the transferred assets through areaggat to repurchase them before their maturity.

Loans

The Company grants mortgage, commercial and consioaes to customers. Loans that management leastént and ability to hold for the foreseeablrife or until maturity or papif are stated at their outstanding unpaid prini
balances, less the allowance for loan losses ami Et deferred loan origination costs. The abiitthe Companys debtors to honor their contracts is dependenn upe real estate and general economic conditioriee marke
area. Interest income is generally recognized wheome is earned using the interest method. Nandzfble loan fees received and related directratgin costs incurred are deferred and amortized the life of the loan using t
interest method, resulting in a constant effecyiedd over the loan term. Deferred fees are recghinto income and deferred costs are chargetttarie immediately upon prepayment of the relatad.lo

The loans receivable portfolio is segmented intdential mortgage, commercial and consumer lodine residential mortgage segment consists of e+etr family firstdien residential mortgages and construction loaBemmercie
loans consist of the following classes: real estteer commercial and industrial, lines of cremlitl municipal loans. Consumer loans include bothéhequity lines of credit and loans with juni@nis and other consumer loans.
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Allowance for Loan Losses

The allowance for loan losses represents managésrestimate of losses inherent in the loan portfatiof the date of the statement of condition amslrecorded as a reduction of loans. The all@eads increased by the provision
loan losses, and decreased by charff®-net of recoveries. Loans deemed to be uectitile are charged against the allowance for losses, and subsequent recoveries, if any, aréened the allowance. All, or part, of the pripal
balance of loans receivable are charged off t@loevance as soon as it is determined that theyrapat of all, or part, of the principal balancéighly unlikely. Nonresidential consumer loans are generally chargiedoofater than 12
days past due on a contractual basis, unless preeumllection efforts are providing results. Gamer loans may be charged off earlier in the evémankruptcy, or if there is an amount that iemed uncollectible. Because
identified losses are immediately charged off, odipn of the allowance for loan losses is restdcto any individual loan and the entire allowaiscavailable to absorb any and all loan losses.

The allowance for loan losses is maintained avel leonsidered adequate to provide for lossescdnatbe reasonably anticipated. Management perfarqerterly evaluation of the adequacy of thewadloce. The allowance is basec
the Company'’s past loan loss experience, knownirgimerent risks in the portfolio, adverse situatiohat may affect the borrowsrability to repay, the estimated value of any ulyitey collateral, composition of the loan portfm
current economic conditions and other relevanbfact This evaluation is inherently subjectivejtasquires material estimates that may be sudalepiy significant revision as more information bees available.

The allowance consists of specific, general andlarsted components. The specific component refatdoans that are classified as impaired. Fansdathat are classified impaired, an allowancetahdished when the discounted ¢
flows or collateral value of the impaired loan leer than the carrying value of that loan.

The general component covers pools of loans, hy étess, including commercial loans not considémguhired, as well as smaller balance homogenouss|aaich as residential real estate, home equityptrer consumer loans. Th
pools of loans are evaluated for loss exposuredbasdistorical loss rates for each of these categof loans, which are adjusted for qualitatizetdrs. The qualitative factors include:

§ Lending policies and procedures, including undemgistandards and collection, che-off and recovery practice

§ National, regional and local economic and busimesslitions as well as the condition of various neadegments, including the value of underlyingatetial for collateral dependent loe
§ Nature and volume of the portfolio and terms ofltens

§ Experience, ability and depth of the lending mamnagyet and staf

§ Volume and severity of past due, classified anc-accrual loans, as well as other loan modificat

§ Quality of the Compar’s loan review system and the degree of oversiglivéyCompan's Board of Director

Each factor is assigned a value to reflect impmyatable or declining conditions based on managémbest judgment using relevant information avadailthe time of the evaluation. Adjustments ®fdctors are supported throt
documentation of changes in conditions in a nareaaiccompanying the allowance for loan loss anslgsd calculation.

An unallocated component is maintained to coveretainties that could affect managemergstimate of probable losses. The unallocatecbooent of the allowance reflects the margin of ieesion inherent in the underlyi
assumptions used in the methodologies for estigatecific and general losses in the portfolio.

A loan is considered impaired when, based on ctinéormation and events, it is probable that tteerPany will be unable to collect the scheduled peyts of principal or interest when due accordintheocontractual terms of the Ic
agreement. Factors considered by managementemdetng impairment include payment status, cotidtealue and the probability of collecting schestliprincipal and interest payments when due. Ltlsatsexperience insignifice
payment delays and payment shortfalls generallynateclassified as impaired. Management determihessignificance of payment delays and shortfaiisa casdsy case basis, taking into consideration all of ¢freumstance
surrounding the loan and the borrower, including lé#ngth and reason for the delay, the borrosverior payment record and the amount of shoritfialelation to what is owed. Impairment is meadubog either the present value of
expected future cash flows discounted at the loeffiestive interest rate or the fair value of timelerlying collateral if the loan is collateral depent.
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An allowance for loan loss is established for apaired loan if its carrying value exceeds its eatid fair value. The estimated fair values of gutflly all of the Companyg impaired loans are measured based on the edirfz
value of the loan’s collateral. For loans securgdeal estate, estimated fair values are detexdnminarily through thirdearty appraisals. When a real estate secureddeaomes impaired, a decision is made regardinghehett
updated certified appraisal of the real estateeisessary. This decision is based on various ceraidns, including the age of the most recenta@ipal, the loan-taalue ratio based on the original appraisal, ardctindition of th
property. Appraised values are discounted to amivthe estimated selling price of the collatesdlich is considered to be the estimated fair valliee discounts also include estimated costsltéhgeproperty.

For commercial and industrial loans secured by reah-estate collateral, such as accounts receivavientory and equipment, estimated fair valuesdatermined based on the borrowdinancial statements, inventory reports, acc
receivable agings or equipment appraisals or imsidndications of value from these sources anermgdly discounted based on the age of the finaimdfiarmation or the quality of the assets.

Large groups of homogeneous loans are collectiegbluated for impairment. Accordingly, the Compatoes not separately identify individual residdntieortgage loans, home equity and other consumensidor impairmel
disclosures, unless such loans are related toWwersowith impaired commercial loans or they aresthigject to a troubled debt restructuring agreement

Loans whose terms are modified are classified@sbted debt restructurings if the Company granth<wrrowers concessions and it is deemed thae thogowers are experiencing financial difficul§oncessions granted und¢
troubled debt restructuring generally involve a penary reduction in the interest rate or an exmmsif a loan$ stated maturity date. Loans classified as texlibebt restructurings are designated as impairéceealuated as discus:
above.

The allowance calculation methodology includesHertsegregation of loan classes into risk ratinggmries. The borrowes’overall financial condition, repayment sourcesargntors and value of the collateral, if apprdpriare
evaluated annually for commercial loans or whenlicrgeficiencies arise on all loans. Credit qyatisk ratings include regulatory classificatiorfsspecial mention, substandard, doubtful and I@=se Note 5 for a description of th
regulatory classifications.

In addition, Federal regulatory agencies, as aggiai part of their examination process, periotiicaview the Companyg' allowance for loan losses and may require the2om to recognize additions to the allowance basetheil
judgments about information available to them atttine of their examination, which may not be cnotiyeavailable to management. Based on manag¢s comprehensive analysis of the loan portfolio, aggment believes the curr
level of the allowance for loan losses is adequate.

Income Recognition on Impaired and Non-accrual Loas

For all classes of loans receivable, the accruahtefest is discontinued when the contractual paymof principal or interest has become 90 days$ ghas or management has serious doubts about furtiiectibility of principal o
interest, even though the loan may be currentljopeing. A loan may remain on accrual status i§iin the process of collection and is either gnéged or well secured. When a loan is placedoorancrual status, unpaid interes
reversed and charged to interest income. Intesestived on non-accrual loans, including impaireank, generally is either applied against principateported as interest income, according to mameqts judgment as to tl
collectibility of principal. Generally, loans arestored to accrual status when the obligatiomasight current, has performed in accordance wighctntractual terms for a reasonable period of &ime the ultimate collectibility of ti
total contractual principal and interest is no lengn doubt. Noraccrual troubled debt restructurings are restavettrual status if principal and interest paymemtsier the modified terms, are current for sixsemutive months aft
modification.
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For non-accrual loans, when future collectabilifytee recorded loan balance is expected, intenestnie may be recognized on a cash basis. In tieevdzare a norccrual loan had been partially charged off, retagnof interest on
cash basis is limited to that which would have besmognized on the recorded loan balance at theeamnal interest rate. Cash interest receiptx@ess of that amount are recorded as recoveride tallowance for loan losses until p
charge-offs have been fully recovered.

Off-Balance Sheet Credit Related Financial Instrumats

In the ordinary course of business, the Companyehgered into commitments to extend credit, incigdtommitments under standby letters of creditchSinancial instruments are recorded when theyfarded.

Premises and Equipment

Premises and equipment are stated at cost, lesmatated depreciation. Depreciation is computed straightine basis over the estimated useful lives of #lated assets, ranging up to 40 years for preraise¢d.0 years for equipme
Maintenance and repairs are charged to operatipgnses as incurred. The asset cost and accumdigpeekciation are removed from the accounts faetas®ld or retired and any resulting gain or Iesacluded in the determination
income.

Foreclosed Real Estate

Properties acquired through foreclosure, or by dedieu of foreclosure, are recorded at their failue less estimated costs to sell. Fair valgpisally determined based on evaluations by thadies. Costs incurred in connection \
preparing the foreclosed real estate for dispasiie capitalized to the extent that they enhameeverall fair value of the property. Any writevdas on the assetfair value less costs to sell at the date of siépn are charged to t
allowance for loan losses. Subsequent write damdsexpenses of foreclosed real estate are incindeshinterest expense.

Goodwill

Goodwill represents the excess cost of an acquisiizer the fair value of the net assets acqui@dodwill is not amortized, but is evaluated antyufar impairment.

Mortgage Servicing Rights

Originated mortgage servicing rights are recordetheir fair value at the time of transfer of theated loans and are amortized in proportion to @ret the period of estimated net servicing incaméoss. The carrying value of 1
originated mortgage servicing rights is periodiga@aluated for impairment or between annual ev&na under certain circumstances.

Stock-Based Compensation

Compensation costs related to share-based payra@sactions are recognized based on the grantaiatealue of the stockased compensation issued. Compensation coste@gnized over the period that an employee pro
service in exchange for the award.
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Retirement Benefits

The Company has established tax qualified retirérpi&ns covering substantially all full-time empéms and certain patithe employees. Pension expense under these iglargrged to current operations and consists wérai
components of net pension cost based on variouaraitassumptions regarding future experience ithgeplans.

Gains and losses, prior service costs and cretditsany remaining transition amounts that haveyebbeen recognized through net periodic benefit ace recognized in accumulated other comprehesss, net of tax effects, until t
are amortized as a component of net periodic d@kstn assets and obligations are measured as Goifm@any’s statement of condition date.

The Company has unfunded deferred compensatiorsgmplemental executive retirement plans for setecterent and former employees and officers thatige benefits that cannot be paid from a qualifietfement plan due
Internal Revenue Code restrictions. These plansiangualified under the Internal Revenue Code, a@s®ts used to fund benefit payments are not segrkfrom other assets of the Company, therefargeneral, a participant's
beneficiary's claim to benefits under these plaresia general creditor.

The Company sponsors an Employee Stock Ownership PESOP”)covering substantially all full time employees. eTbost of shares issued to the ESOP but not coeunitt be released to the participants is preseintéle
consolidated statement of condition as a reduadibshareholdersequity. ESOP shares are released to the partisiganportionately as the loan is repaid. The Camyprecords ESOP compensation expense based hahe
committed to be released and allocated to theggaatit's accounts multiplied by the average shaiepf the Company'’s stock over the period. Dévids related to unallocated shares are recordeah@sensation expense.

Derivative Financial Instruments

Derivatives are recorded on the statement of cmmdés assets and liabilities measured at theirviziue. The accounting for increases and decreast® value of derivatives depends upon the dsdgenvatives and whether t
derivatives qualify for hedge accounting. The Ceampcurrently has one interest rate swap, whichbleas determined to be a cash flow hedge. Thevdhie of cash-flow hedging instruments (“Cash Fléedge”)is recorded in eith:
other assets or other liabilities. On an ongoingisyahe statement of condition is adjusted teentfthe then current fair value of the Cash Flowddte The related gains or losses are reportechgr a@omprehensive income (loss) anc
subsequently reclassified into earnings, as a yadjdstment in the same period in which the relatéefest on the hedged item (primarily a variataiee debt obligation) affect earnings. To the eixtbat the Cash Flow Hedge is
effective, the ineffective portion of the Cash Flbledge is immediately recognized as interest ex@ens

Income Taxes
Provisions for income taxes are based on taxeemilyrpayable or refundable and deferred incomestan temporary differences between the tax bdsissets and liabilities and their reported amoimthe consolidated financ

statements. Deferred tax assets and liabilitieseperted in the consolidated financial statemantsurrently enacted income tax rates applicablaeoperiod in which the deferred tax assets atilliiies are expected to be realize:
settled.
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Earnings Per Share

Basic earnings per common share are computed bgirivnet income, after preferred stock dividendd preferred stock discount accretion, by the weiglaverage number of common shares outstandingghout each year. Dilut
earnings per share gives effect to weighted aveshgees that would be outstanding assuming theciereof issued stock options and warrants usingréesury stock method. Unallocated shares ofodmapanys ESOP plan are r
included when computing earnings per share urgi #ire committed to be released.

Reclassifications
Certain amounts in the 2010 consolidated finarstetements have been reclassified to conform teuhent year presentation. These reclassificatiat no effect on net income as previously redorte
NOTE 2: NEW ACCOUNTING PRONOUNCEMENTS

In December 2011, the Financial Accounting Starsl@dard (“FASB”) issued Accounting Standards Upd&&sSU”) 2011-12 -Deferral of the Effective Date for Amendments te fresentation of Reclassifications of Items o
Accumulated Other Comprehensive Income in AccognBtandards Update No. 2011-05. Stakeholders raimecerns that the new presentation requiremestsd{pg paragraphs 220-10-45-17 through 45-18, ZRB5t7 through 5B,
220-10-55-9, and 220-10-58 of the FASB Accounting Standards Codificatiohpat reclassifications of items out of accumuladéter comprehensive income would be difficult foegarers and may add unnecessary complex
financial statements. In addition, it is difficéittr some preparers to change systems in time teegéte information for the new presentation regmients by the effective date of ASU 2018.-Given these issues, they asked the Bo:
reconsider whether it is necessary to requireiesttb present reclassification adjustments by amapt in both the statement where net income isepted and the statement where other compreheinsiome is presented for be
interim and annual financial statements. Becaussettpending paragraphs are effective on a retrtigpdzasis for public entities for annual periodsimning after December 15, 2011, and interim pisriwithin those years, thc
stakeholders asked the Board, at a minimum, tor dieéeeffective date pertaining to reclassificatamfjustments out of accumulated other comprehemsoame in Accounting Standards Update 2051-Comprehensive Income (To
220): Presentation of Comprehensive Income, umgilBoard is able to reconsider those paragraphs.

In September 2011, the FASB issued ASU 2011-08antgibles—Goodwill and Other (Topic 350), Testing Goodwilt flanpairment. The objective of this Update is tmgiify how entities, both public and nonpublic,ttgsodwill for
impairment. The amendments in the Update permérdity to first assess qualitative factors to deiee whether it is more likely than not that the falue of a reporting unit is less than its cargyamount as a basis for determir
whether it is necessary to perform the two-stepdgdlbimpairment test described in Topic 350. Therelikely-thannot threshold is defined as having a likelihoodnafre than 50 percent. Previous guidance under Rflaequired &
entity to test goodwill for impairment, on at least annual basis, by comparing the fair value @fperting unit with its carrying amount, includiggodwill (step one). If the fair value of a repogiunit is less than its carrying amoi
then the second step of the test must be perfotmedeasure the amount of the impairment loss, yf &mder the amendments in this Update, an ergityot required to calculate the fair value of aorépg unit unless the ent
determines that it is more likely than not thaff#is value is less than its carrying amount. Theeadments in this Update are intended to reduceplendity and costs by allowing an entity the opttormake a qualitative evaluation akt
the likelihood of goodwill impairment to determiménether it should calculate the fair value of aoripg unit. The amendments are effective for ahana interim goodwill impairment tests performen fiscal years beginning af
December 15, 2011. Early adoption is permitteduifing for annual and interim goodwill impairmeests performed as of a date before September 18, #@&n entitys financial statements for the most recent annuaiterim perioc
have not yet been issued or, for nonpublic entitiese not yet been made available for issuanbe. Gompany early adopted this update for its 2@iddgill impairment evaluation with no material ingp@n the consolidated financ
statements.
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In June 2011, the FASB issued ASU 2011-@5emprehensive Income (Topic 220), Presentationosfi@ehensive Income. This update was issued toowepthe comparability, consistency, and transpgrei financial reporting and
increase the prominence of items reported in oteenprehensive income. To increase the prominendeemwis reported in other comprehensive income anfdilitate convergence of U.S. generally accemecbunting principle
(GAAP) and International Financial Reporting Standda(IFRS), the FASB decided to eliminate the aptio present components of other comprehensivariacas part of the statement of changes in shamfsokhuity, among oth:
amendments in this Update. The amendments rethateall nonowner changes in shareholdergiity be presented either in a single continudaement of comprehensive income or in two sepdrateonsecutive statements.
amendments in this Update should be applied retatsly. For public entities, the amendments dfectve for fiscal years, and interim periods viithhose years, beginning after December 15, 2@&lly adoption is permitte
because compliance with the amendments is alrealyipped. The amendments do not require any tiansitisclosures. The adoption of this update wifjuire the Company to provide a change in discisstelated to comprehens
income.

NOTE 3: EARNINGS PER SHARE
Basic earnings per share are calculated by dividitgincome available to common shareholders bywighted average number of common shares outsigntliring the period. Net income available to cammshareholders is r
income less the total of preferred dividends dedand the amortization of the warrant value uriderCPP program. Diluted earnings per share iecthd potential dilutive effect that could occuonphe assumed exercise of iss

stock options and warrants issued to the U.S. Tirgassing the treasury stock method. Unallocatemiraon shares held by the ESOP are not includebeinveightedaverage number of common shares outstanding f@opes ¢
calculating earnings per common share until theycammitted to be released.

The following table sets forth the calculation ek and diluted earnings per share:

Three months endec Years ended
(In thousands, except per share data) December 31 December 31
2011 201C 2011 201C
Basic Earnings Per Common Sh
Net income available to common shareholc $ 24¢  $ 57C $ 132 $ 2,04:
Weighted average common shares outstar 2,49¢ 2,48¢ 2,49( 2,48t
Basic earnings per common sh $ 01C $ 02 $ 05 $ 0.82
Diluted Earnings Per Common Shi
Net income available to common shareholc $ 24¢  $ 57C $ 132 $ 2,04:
Weighted average common shares outstar 2,49¢ 2,48t 2,49( 2,48t
Effect of assumed exercise of stock opti - - -
Effect of assumed exercise of stock warri 40 23 43 4
Diluted weighted average common shares outstar 2,53¢ 2,50¢ 2,53¢ 2,48¢
Diluted earnings per common shi $ 0.1C $ 02 $ 05z $ 0.82
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NOTE 4: INVESTMENT SECURITIES — AVAILABLE-FOR-SALE

The amortized cost and estimated fair value ofstment securities are summarized as follows:

December 31, 201

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
(In thousands) Cosi Gains Losse: Value
Debt investment securitie
US Treasury, agencies and G¢ $ 5028 $ 48 $ - % 5,072
State and political subdivisiol 19,50¢ 791 (€D)] 20,30«
Corporate 21,08¢ 38 (69C) 20,43«
Residential mortga-backed- US agency 49,66 1,398 ) 51,05¢
Residential mortga-backed- private labe 50E 14 - 51¢
Total 95,78¢ 2,292 (695) 97,38¢
Equity investment securitie
Mutual funds:
Ultra short mortgage fun 1,28¢ 12 - 1,29¢
Large cap equity fun 90& 11¢ - 1,024
Other mutual fund 182 60 - 242
Common stocl- financial services industi 442 2 (1) 444
Total 2,811 19z 1) 3,00¢
Total investment securiti¢ $ 98,60¢ $ 248t $ (696) $ 100,39¢

December 31, 201/

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
(In thousands) Cosl Gains Losse: Value
Debt investment securitie
US Treasury, agencies and G¢ $ 20,137 $ 13¢  $ (253 $ 20,02¢
State and political subdivisiol 19,227 174 (422) 18,97¢
Corporate 5,86¢ 22¢ (493) 5,60(
Residential mortga-backed- US agency 35,71« 934 (23¢) 36,40¢
Residential mortga-backed- private labe 81€ 21 - 837
Total 81,75¢ 1,49¢ (1,407) 81,84¢
Equity investment securitie
Mutual funds:
Ultra short mortgage fun 1,532 26 - 1,55¢
Large cap equity fun 1,12¢ 93 - 1,222
Other mutual fund 18¢ 61 - 244
Common stocl- financial services industi 45C 5 - 45E
Total 3,29¢ 18t - 3,47¢
Total investment securiti¢ $ 85,05 $ 1681 $ (1,40) $ 85,321
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The amortized cost and estimated fair value of delEstments at December 31, 2011 by contractuadnitiaare shown below. Expected maturities mayedifrom contractual maturities because borroweay fmave the right to call
prepay obligations with or without penalties.

Amortized  Estimated
Cosi Fair Value

(In thousands

Due in one year or les $ 4,368 $ 4,38¢
Due after one year through five ye 21,20¢ 21,21(
Due after five years through ten ye 5,86( 6,227
Due after ten yeal 14,18¢ 13,99
Mortgage-backed securitie 50,17( SiLE7E

Totals $  9578¢ $§ 97,38t

The Company'’s investment securities’ gross unredllpsses and fair value, aggregated by investoaagory and length of time that individual sedesithave been in a continuous unrealized lossiposis as follows:

December 31, 201

Less than Twelve Months Twelve Months or More Total

Unrealized Fair Unrealized Fair Unrealized Fair
Losse: Value Losse: Value Losse: Value

(In thousands
State and political subdivisiol $ @ s 41z $ - 3% - 3% @ s 412
Corporate (131) 13,48¢ (559 1,41C (690) 14,89¢
Residential mortga«-backec- US agenc) 4) 1,89¢ - - 4) 1,89¢
Common stoc-financial services industt - - (1) 3 (1) 3
$ (13¢) $ 15797 $ (560) $ 141 $ (696) $ 17,21(

December 31, 201/

Less than Twelve Months Twelve Months or More Total

Unrealized Fair Unrealized Fair Unrealized Fair
Losse: Value Losse: Value Losse: Value

(In thousands
US Treasury, agencies and G¢ $ (253 $ 926 $ - $ - $ (253 $ 9,26(
State and political subdivisiol (422) 10,17 - - (422) 10,17
Corporate - - (493) 1,47: (493) 1,47:
Residential mortgac-backec- US agency (239) 8,861 - - (23€) 8,861
$ (919 $ 28,29 $ (499 % 147§ (1,40) $ 29,767

We conduct a formal review of investment securitesa quarterly basis for the presence of other-teanporary impairment (“OTTI")We assess whether OTTI is present when the fairevaf a debt security is less than its amor
cost basis at the statement of condition date. Uthdse circumstances, OTTI is considered to haeareed (1) if we intend to sell the security; if2} is “more likely than not'we will be required to sell the security beforeaeery of it
amortized cost basis; or (3) the present valupéeted cash flows is not expected to be suffidiemecover the entire amortized cost basis. Theagee requires that credit-related OTTI is recpgdiin earnings while non-creditate:
OTTI on securities not expected to be sold is rategl in other comprehensive income (“OCI”). Noedit+elated OTTI is based on other factors, includitiguidity. Presentation of OTTI is made in the sofidated statement
income on a gross basis, including both the porémognized in earnings as well as the portionndxin OCI. The gross OTTI would then be offsethy amount of non-credit-related OTTI, showingleé as the impact on earnings.
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At December 31, 2011, one state and political susidin security is in an unrealized loss positidine Portland Michigan Public Schools general obiigabond is AA-rated by S&P and carries credit support from Asi
Guaranty. The security has been in an unrealiassl position for only 4 months. The unrealized dsseelate principally to changes in interest ratglssequent to the acquisition of the specific séesr No other than tempor:
impairment is deemed present on this security.

At December 31, 2011, twenty one corporate seesritiere in unrealized loss positions. Nineteghetwenty one securities are currently A rateteiter by Moodys or S&P. All of the nineteen positions have areatized loss that
2.23% of their associated book value or less. Queirig has been in an unrealized loss positiorséwen months and the remaining eighteen have bdess positions for only four months or less. Tr@mpany does not intend to !
and it is not more than likely than not the Compauily be required to sell those securities untitaeery or final maturity. The unrealized lossesitlprincipally to changes in interest rates subseqto the acquisition of the spec
securities. No other than temporary impairmenigismed present on these securities.

The remaining two corporate securities represesst-fpreferred issuances from large money centenéial institutions. The JP Morgan Chase floatag trustpreferred security has a carrying value of $986,800 a fair value
$685,000. The Bank of America floating rate trustfprred security has a carrying value of $983 808 a fair value of $725,000. The securities atedr A2 and Bal by Moods; respectively. The securities are both floatatg note
that adjust quarterly to LIBOR. These securities r@flecting a net unrealized loss due to currgnilar offerings being originated at higher spre&ml&|BOR, as the market currently demands a grgateing premium for the associa
risk. Management has performed a detailed credityais on the underlying companies and has condludat neither issue is credit impaired. Due t fifict that each security has approximately 15syeatil final maturity, an
management has determined that there is no reta¢elit impairment, the associated pricing risk @naged similar to long-term, low yielding, 15 arfdy®ar fixed rate residential mortgages carriethé@@Companys loan portfolio. Th
risk is managed through the Compangktensive interest rate risk management proceduree Company expects the present value of egppe@etsh flows will be sufficient to recover the atized cost basis. Thus, the securities ar
deemed to be other-than-temporarily impaired.

Two US government agency and US government spothemterprise (GSE) residential mortgagpeked security holdings have an unrealized los$ Becember 31, 2011. The securities were isbyatie Federal Home Loan Mortg:
Corporation. The unrealized losses have beenaicepior three months or less. The unrealized losdates principally to changes in interest ratédsssquent to the acquisition of the specific séguriNo OTTI is deemed present
these securities.

In determining whether OTTI has occurred for egsiggurities, the Company considers the applicaeofs described above and the length of time dfuétyesecuritys fair value has been below the carrying amounnadement h:
determined that we have the intent and abilityetrain the equity securities for a sufficient perafdime to allow for recovery. The Company holdeeequity security that had a fair value less tiencarrying value at December
2011. A small common stock investment in The Pho€ompanies has an unrealized loss of less thz®@08. Due to the relatively small size of theaatized loss and short duration of the loss pemnodOTT! is deemed present
relation to this security.
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The following table presents a roll-forward of gm@ount related to credit losses recognized in egsrfior the years ended December 31:

(In thousands) 2011 201C
Beginning balanc- January : $ 87t $ 87t

Reductions for securities sc (875) -
Ending balanc- December 3: $ - 8 87t

The above credit losses were related to one sgchst was sold at a small gain during the periodieel December 31, 2011.

Gross realized gains (losses) on sales and redemspif securities for the years ended Decemberedietailed below:

(In thousands) 2011 201C
Realized gain $ 79€ $ 21z
Realized losse (5) (1)

$ 791 § 211

As of December 31, 2011 and December 31, 2010risieswith a fair value of $61.2 million and $47dllion, respectively, were pledged to collatezalcertain deposit and borrowing arrangements.

Management has reviewed its mortgage-backed siesupirtfolio and determined that, to the best@knowledge, little or no exposure exists to stimp or other highisk residential mortgages. The Company is ndhépractice ¢
investing in these types of loans.
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NOTE 5: LOANS

Major classifications of loans are as follows:

December 31 December 31
(In thousands) 2011 201(C
Residential mortgage loar
1-4 family first-lien residential mortgage $ 158,38: $ 143,66:
Constructior 3,93t 3,56¢
162,31¢ 147,23(
Commercial loans
Real estat 73,42( 69,04:
Lines of credit 13,791 14,12;
Other commercial and industt 22,701 20,77¢
Municipal 3,61¢ 4,82¢
113,53: 108,76¢
Consumer loans
Home equity and junior lier 24,171 25,16¢
Other consume 4,14C 3,411
28,31! 28,57¢
Total loans 304,16: 284,57¢
Net deferred loan cos 58¢ 71¢
Less allowance for loan loss (3,980) (3,64%)
Loans receivable, ni $ 300,77  $ 281,64¢

The Company grants residential mortgage, commeatidl consumer loans to customers throughout Oswaeddgarts of Onondaga counties. Although the Compas a diversified loan portfolio, a substantiaftipn of its debtors’
abilities to honor their contracts is dependentrugie counties’ employment and economic conditions.

Loan Origination / Risk Manageme

The Company has lending policies and procedurgdaice that are designed to maximize loan incombiwian acceptable level of risk. Management resiewd approves these policies and procedures eguéar basis. A reportil
system supplements the review process by frequpntlyiding management with reports related to Ipesduction, loan quality, loan delinquencies, parforming and potential problem loans. Diversifion in the loan portfolio is
means of managing risk associated with fluctuatioreconomic conditions.

Risk Characteristics of Portfolio Segments

Each portfolio segment generally carries its owigjua risk characteristics.

The residential mortgage loan segment is impacyegeberal economic conditions, unemployment rateké Bank’s service area, real estate valueshantbtward expectation of improvement or deteriorain economic conditions.
The commercial segment is impacted by general en@moonditions but, more specifically, the indussggment in which each borrower participates. Umigompetitive changes within a borroveespecific industry, or geograp
location could cause significant changes in thedweer's revenue stream, and therefore, impact its aliditsepay its obligations. Commercial real estatalso subject to general economic conditionschiainges within this segm«
typically lag changes seen within the consumer @rdmercial segment. Included within this portfadice both owner occupied real estate, in whichbitreower occupies the majority of the real estatgperty and upon which t

majority of the sources of repayment of the oblais dependent upon, and nowner occupied real estate, in which several tenemrnprise the repayment source for this portfetigment. The composition and competitive posibi
the tenant structure may cause adverse changes iegiayment of debt obligations for the non-ovotaupied class within this segment.
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The consumer segment is impacted by general ecarmoniitions, unemployment rates in the Compargr'sise area, and the forward expectation of impneset or deterioration in economic conditions.

Real estate loans, including residential mortgagesymercial real estate loans and home equity, demppproximately 85% of the portfolio in both 20dnd 2010. Loans secured by real estate prokigleest collateral protection ¢
thus significantly reduce the inherent risk in guetfolio.

Management has reviewed its loan portfolio andrdgteed that, to the best of its knowledge, littteno@ exposure exists to sub-prime or other higk-residential mortgages. The Company is nahépractice of originating these ty,
of loans.

Description of Credit Quality Indicators

The Company utilizes an eight tier risk rating eysto evaluate the quality of its loan portfolicoans that are risk rated “1” through “4” are cafesed “Pass” loans. In accordance with regulagorigielines, loans rated “5” through “8”
are termed “criticized” loans and loans rated ‘l&ough “8” are termed “classified” loans. A deption of the Company’s credit quality indicatordidavs.

For Commercial Loans

1. Prime: A loan that is fully secured by properly margirfeathfinder Bank deposit account(s) or an oblkgetif the US Government. It may also be unsecifiieis supported by a very strong financial camat and, in the ca:
of a commercial loan, excellent management. Theigts an unquestioned ability to repay the loaacicordance with its term

[\

Strong: Desirable relationship of somewhat less statae Prime grade. Possesses a sound documenésuineqt source, and back up, which will allow repagtrwithin the terms of the loan. Individual lodrexcked by soli
assets, character and integrity. Ability of indival or company management is good and well estadtli Probability of serious financial deteriaratis unlikely.

w

Satisfactory: Stable financial condition with cash flow suféint for debt service coverage. Satisfactory loahsverage strength having some deficiency or enalbility to changing economic or industry condigobu
performing as agreed with documented evidence pyment capacity. May be unsecured loans to bem®with satisfactory credit and financial strengBatisfactory provisions for management succaesaiw a seconde
source of repayment exis

4. Satisfactory Watch A four is not a criticized or classified credithese credits do not display the characteristica cfiticized asset as defined by the regulatofinitiens. A credit is given a Satisfactory Watchsignation i

there are matters or trends observed deservingtiattessomewhat beyond normal monitoring. Borrowimdjgations may be handled according to agreeientould be adversely impacted by developing facsach as indust
conditions, operating problems, litigation pendafg significant nature or declining collateral tityaand adequacy.
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5. Special Mention A warning risk grade that portrays one or moeaknesses that may be tolerated in the short tégsets in this category are currently protectetdne potentially weak. This loan would not norndie
booked as a new credit, but may have redeemingcteaistics persuading the Bank to continue workiity the borrower. Loans accorded this classiifirtehave potential weaknesses which may, if necked or correcte
weaken the compa’s assets, inadequately protect the F's position or effect the orderly, scheduled redurctf the debt at some future tin

o

Substandar: The relationship is inadequately protected ®/¢hrrent net worth and cash flow capacity of tberdwer, guarantor/endorser, or of the collatetatiged. Assets have a v-defined weakness or weaknesses
jeopardize the orderly liquidation of the debt.eTrielationship shows deteriorating trends or otledicient areas. The loan may be -performing and expected to remain so for the farabke future. Relationship balances
be adequately secured by asset value; howeverdatated financial condition may necessitate ¢tettd liquidation to effect repayment. A relatibips with an unacceptable financial condition repgrexcessive attention
the officer due to the nature of the credit riskamk of borrower cooperation. All loans on -accrual or in a bankruptcy are not graded highem Bubstandar:

7. Doubtful: The relationship has all the weaknesses inhémemtredit graded 5 with the added characteribti¢ the weaknesses make collection on the bésisrently existing facts, conditions and valuightly questionable ¢

improbable. The possibility of some loss is exgmhigh, however its classification as an antitgpdoss is deferred until a more exact deternonadf the extent of loss is determined. Loansis tategory must be on non-
accrual.

8. Loss: Loans are considered uncollectible and of sttt Value that continuance as bankable assetstis/arranted. It is not practicable or desirableefer writing off this basically worthless asseen though partial recove
may be possible in the futur

For Residential Mortgage and Consumer Loz

Residential mortgage and consumer loans are assigtfeass” rating unless the loan has demonstsiged of weakness as indicated by the ratings below
5. Special Mentior: All loans sixty days past due are classified &dedention. The loan is not upgraded until it fesen current for six consecutive moni
6. Substandar: All loans 90 days past due are classified Sulostah The loan is not upgraded until it has beereat for six consecutive montt

7. Doubtful: The relationship has all the weaknesses inhémemtredit graded 5 with the added characteribti¢ the weaknesses make collection on the bésisnently existing facts, conditions and valuighty questionable «
improbable. The possibility of some loss is extegnhigh,

The risk ratings are evaluated at least annuatlgdonmercial loans or when credit deficienciesearisich as delinquent loan payments, for commereisidential mortgage or consumer loans. Sebdudiscussion of risk ratings in N:
1.
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The following table presents the segments and edaskthe loan portfolio summarized by the aggregaiss rating and the criticized and classifiethgatof special mention, substandard and doubtitilivthe Company's internal ri
rating system as of December 31, 2011:

December 31, 201

Specia
(In thousands) Pas: Mention Substandarc Doubtful Total
Residential mortgage loar
1-4 family first-lien residential mortgage $ 153,04¢ $ 1,05¢ $ 4,28  $ - 3% 158,38¢
Constructior 3,93t - - - 3,93t
156,98¢ 1,05C 4,28¢ - 162,31¢
Commercial loans
Real estat: 69,731 21z 3,471 - 73,42(
Lines of credil 12,57¢ 49 1,162 - 13,79
Other commercial and industr 21,97¢ 89 591 43 22,70!
Municipal 3,61¢ - - - 3,61¢
107,91¢ 35C 5,22¢ 43 113,53
Consumer loans
Home equity and junior lier 22,50( 162 1,45€ 53 24,171
Other consume 3,922 61 122 34 4,14C
26,42: 228 1,57¢ 87 28,31!
Total loans $ 291318  $ 1628 $ 11,08  $ 3¢  $ 304,16
December 31, 201
Specia
(In thousands) Pas: Mention Substandarc Doubtful Total
Residential mortgage loar
1-4 family first-lien residential mortgage $ 138,43¢ $ 1,72¢ $ 3,501 $ - $ 143,66
Constructior 3,56¢ - - - 3,56¢
142,00« 1,728 3,501 - 147,23(
Commercial loans
Real estat 63,83¢ 524 4,68¢ - 69,047
Lines of credit 13,28( 28 814 - 14,122
Other commercial and industri 19,851 162 75¢ - 20,77¢
Municipal 4,82¢ - - - 4,82¢
101,79° 71t 6,257 - 108,76¢
Consumer loans
Home equity and junior lier 23,55¢ 31€ 1,292 25,16¢
Other consume 3,271 30 11C 3,411
26,83( 34¢€ 1,408 - 28,57¢
Total loans $ 270,63. $ 278¢ $ 11,1671  $ - 8 284,57¢

Page 6C




Table of Content

Nor-accrual and Past Due Loans

Loans are considered past due if the required jpahand interest payments have not been receivihvthirty days of the payment due date.

An age analysis of past due loans, exclusive afrdedi costs, segregated by class of loans wewlas/$:

December 31, 201

3C-59 Day: 6C-89 Day: 90 Day:s Total Total Loans
(In thousands) Past Due Past Due and Over Past Due Current Receivable
Residential mortgage loar
1-4 family first-lien residential mortgage 2,87C 934 142¢  $ 5,232 153,15. $ 158,38¢
Constructior - - - - 3,93t 3,93t
2,87(C 934 1,42¢ 5,232 157,08] 162,31¢
Commercial loans
Real estat 2,018 4 1,622 3,642 69,77¢ 73,42(
Lines of credit 337 75 467 87¢ 12,912 13,791
Other commercial and industri 35€ 39z 504 1,252 21,44¢ 22,701
Municipal - - - - 3,61¢ 3,61¢
2,70¢ 471 2,594 5,77% 107,75¢ 113,53
Consumer loans
Home equity and junior lier 357 182 55C 1,08¢ 23,08: 24,171
Other consume 55 2 15€ 21z 3,927 4,14C
412 184 70€ 1,302 27,00¢ 28,311
Total loans 5,99(C 1,58¢ 4,72¢  $ 12,307 29185  $ 304,16
December 31, 201/
3C-59 Days 6C-89 Day: 90 Days Total Total Loans
(In thousands) Past Due Past Due and Over Past Due Current Receivable
Residential mortgage loar
1-4 family first-lien residential mortgage 2,04 1,07¢ 133  $ 4,45¢ 139,200  $ 143,66
Constructior - - - - 3,56¢ 3,56¢
2,04 1,07¢ 1,33t 4,45¢ 142,77: 147,23(
Commercial loans
Real estat 23€ 90€ 3,68( 4,82¢ 64,21¢ 69,047
Lines of credit 20t - 69 274 13,84¢ 14,12:
Other commercial and industri 734 301 47E 1,51C 19,26¢ 20,77¢
Municipal - - - - 4,82¢ 4,82¢
1,177 1,20¢ 4,224 6,61( 102,15¢ 108,76¢
Consumer loans
Home equity and junior lier 58€ 371 30z 1,26( 23,90¢ 25,16¢
Other consume 15 7 62 84 3,327 3,411
601 37¢ 36% 1,34¢ 27,23t 28,57¢
Total loans 3,828 2,66% 592¢ $ 12,41: 272,16t  $ 284,57¢
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Year-end non-accrual loans, segregated by classof were as follows:

Decembe Decembe

31 31
(In thousands) 2011 201C
Residential mortgage loar
1-4 family first-lien residential mortgage $ 1,42¢ $ 1,33¢
Constructior - -
1,42¢ 1,33¢
Commercial loans
Real estat 1,62 3,68(
Lines of credit 467 69
Other commercial and industri 504 47t
Municipal loans - -
2,59¢ 4,22¢
Consumer loans
Home equity and junior lier 55C 302
Other consume 15€ 62
70€ 36E
Total nonaccrual loar $ 4,728 $ 5,92«

There were no loans past due ninety days or matestilhaccruing interest at December 31, 20110&®
The Company is required to disclose certain agiwvitelated to Troubled Debt Restructurings (“TDRPsaccordance with transition guidance under ARB0-40-651. The Company has determined that, for interimopls beginnin

after June 30, 2011 which was the date of adopmifahis accounting standard update, there was omemercial and industrial loan with a carrying amipboh$122,000 and one commercial real estate loitim avcarrying amount
$324,000 that were TDRs occurring over the pricl#e months and that reported a payment defauthfosix month period ended December 31, 2011.€Twere no TDR's during this period.

Page 62




Table of Content

Impaired Loans

The following table summarizes impaired loans infation by portfolio class:

December 31, 201 December 31, 201
Unpaid Unpaid
Recordec Principal Relatec Recordec Principal Relatec
(In thousands) Investment Balance Allowance Investment Balance Allowance
With no related allowance recorded:
1-4 family first-lien residential mortgage $ 44z % 44z % - $ 18  $ 18¢ -
Residential construction mortga - - - - - -
Commercial real esta 96€ 1,09¢ - 1,91¢ 1,91¢ -
Commercial lines of cred 74 74 - - - -
Other commercial and industri 257 257 - 96 96 -
Municipal - - - - - -
Home equity and junior lier 31z 31z - 411 411 -
Other consume - - - - - -
With an allowance recorded: -
1-4 family first-lien residential mortgage 85€ 85€ 14¢ 1,21t 1,21t 25¢
Residential construction mortga - - - - - -
Commercial real esta 73E 73E 10¢ 2,232 2,322 352
Commercial lines of cred 37¢ 37¢ 17¢ 30C 30C 30C
Other commercial and industri 122 122 122 34€ 34€ 78
Municipal - - - - - -
Home equity and junior lier 13€ 13€ 61 252 252 11C
Other consume - - - - - -
Total:
1-4 family first-lien residential mortgage 1,29¢ 1,29¢ 14¢ 1,40 1,40 25¢E
Residential construction mortga - - - - - -
Commercial real esta 1,702 1,831 10¢ 4,152 4,241 352
Commercial lines of cred 452 452 17¢ 30C 30C 30C
Other commercial and industri 37¢ 37¢ 122 44z 44z 78
Municipal - - - - - -
Home equity and junior lier 44¢ 44¢ 61 662 662 11C
Other consume - - - - - -
$ 428 3 4406 3 61 3 6951 $ 7,04¢ 1,098
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The following table presents the average recordeestment in impaired loans for the years endecbéer 31:

(In thousands) 2011 2010
Residential mortgag $ 1,15¢ $ 1,12¢
Commercial real esta 2,447 3,55
Commercial lines of cred 207 27E
Other commercial and industri 71z 29¢
Home equity and junior lier 554 17€
Consumel - -

$§ 507t § 54«

The following table presents the interest inconegaized on impaired loans for the years ended mbee 31:

(In thousands) 2011 2010
Residential mortgag $ 64 $ 75
Commercial real esta 86 10¢
Commercial lines of cred 31 10
Other commercial and industri 12 17
Home equity and junior lier 9 24
Consumel - -

$ 20z § 23t
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NOTE 6: ALLOWANCE FOR LOAN LOSSES

Changes in the allowance for loan losses for tlaesyended December 31, 2011 and 2010 and informpédaining to the allocation of the allowancelé@n losses and balances of the allowance forllmeses and loans receivable b:
on individual and collective impairment evaluatimnloan portfolio class at December 31, 2011 artD2ire summarized as follows:

2011
1-4 family
first-lien Residentia Other
residential construction Commercial Commercial commercial
(In thousands) mortgage mortgage real estate lines of credit and industrial
Allowance for loan losses
Beginning Balanc $ 75 $ - $ 1,20 $ 57 $ 50
Charg-offs (237 - (20t (6% (3¢
Recoverie: 4 - - -
Provisions 10 - 34 (52 18
Ending balanc $ 66 $ - $ 1,34 $ 46 $ 64
Ending balance: related to loz
individually evaluated for impairmel $ 14 $ - $ 10 $ 17 $ 12
Ending balance: related to loz
collectively evaluated for impairme $ 51 $ - $ 1,23 $ 28 $ 52
Loans receivables
Ending balanc $ 158,38 $ 3,9¢ $ 7342 $ 13,79 $ 22,70
Ending balance: individuall
evaluated for impairmel $ 1,29 $ = $ 1,70 $ 45 $ 37
Ending balance: collective
evaluated for impairmel $ 157,08 $ SeE $ 7171 $ 13,33 $ 22,32
Home equity Other
Municipal and junior liens Consumel Unallocatec Total
Allowance for loan losses
Beginning Balanc $ $ 4z $ 8 $ 9 $ 3,64
Charg-offs - (4 12z - (701
Recoverie! - 1 & - 9
Provisions (1 11 15 9 94
Ending balanc $ $ 5C $ 16 $ 19 $ 3,98
Ending balance: related to loz
individually evaluated for impairmel $ - $ € $ - $ - $ 61
Ending balance: related to loz
collectively evaluated for impairme $ $ 44 $ 16 $ 19 $ 3,36
Loans receivables
Ending balanc $ 3,61 $ 24,17 $ 4,14 $ - $ 304,16
Ending balance: individuall
evaluated for impairmel $ - $ 44 $ - $ - $ 4,28
Ending balance: collective
evaluated for impairmel $ 3,61 $ 23,72 $ 4,14 $ - $ 299,88
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2010
1-4 family
first-lien Residentia Other
residential mortgage Commercial Commercial commercial
mortgage construction real estate lines of credil and industrial
Allowance for loan losses
Beginning Balanc: 762 - 1,00¢ 37¢ 48€
Charg-offs (48) - (162 (19€) (27)
Recoverie: 19 - 55 -
Provisions 16 - 30z 39¢ 42
Ending balanci 75C - 1,204 57¢ 501
Ending balance: related to loz
individually evaluated for impairmel 25E - 352 30C 78
Ending balance: related to log
collectively evaluated for impairme 49t - 852 27¢ 427
Loans receivables
Ending balanc 143,66 3,56¢ 69,047 14,12; 20,77¢
Ending balance: individuall
evaluated for impairmel 1,40C - 4,157 30C 447
Ending balance: collective
evaluated for impairmel 142,26 3,56¢ 64,89( 13,82: 20,337
Home equity Other
Municipal and junior liens Consumel Unallocatec Total
Allowance for loan losses
Beginning Balanc 2 39C 76 (24) 3,07¢
Charg-offs - (76) (81) - (590)
Recoverie! - 5 Bl - 11C
Provisions 1 108 63 122 1,05C
Ending balanci 3 424 89 98 3,64¢
Ending balance: related to loz
individually evaluated for impairme: - 11C - - 1,09¢
Ending balance: related to loz
collectively evaluated for impairme 3 314 89 98 2568
Loans receivables
Ending balanc 4,82¢ 25,16¢ 3,411 284,57¢
Ending balance: individuall
evaluated for impairmel - 662 - 6,957
Ending balance: collective
evaluated for impairmel 4,82¢ 24,50¢ 3,411 277,62.
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NOTE 7: SERVICING

Loans serviced for others are not included in teompanying consolidated statements of conditibime unpaid principal balances of mortgage and dti@ers serviced for others were $31,241,000 and7#87000 at December 31, 2(
and 2010, respectively. The balance of capitalsgssticing rights included in other assets at Ddmam31, 2011 and 2010, was $8,000 and $35,000cteely.

The following summarizes mortgage servicing rigtepitalized and amortized:

(In thousands) 2011 201C
Mortgage servicing rights capitaliz: $ -8 2
Mortgage servicing rights amortiz: $ 27 § 28
NOTE 8: PREMISES AND EQUIPMENT
A summary of premises and equipment at Decembeis 3, follows:
(In thousands) 2011 201C
Land $ 154¢ $ 1,22¢
Buildings 10,05¢ 7,181
Furniture, fixtures and equipme 8,70:¢ 7,531
Construction in progres 358 2,761
20,65¢ 18,69¢
Less: Accumulated depreciati 9,95¢ 9,267

$ 1069 $ 9,43

The increase in premises and equipment is thetreftile construction of the new branch locatio€inero, New York.

NOTE 9: GOODWILL

Goodwill represents the excess cost of an acquisiier the fair value of the net assets acquiBsshdwill is not amortized, but is evaluated annuésk impairment or between annual evaluationseirtain circumstances. Managen
performs an annual assessment of the Company’sagibodl determine whether or not any impairmenttioé carrying value may exist. In accordance wittSBAASU 201108, the Company is permitted to assess qualitétiomrs tc

determine if it is more likely than not that thér fealue of the reporting unit is less than theryiag value. For purposes of this assessment, geanent considers the Company and its subsidiasiasahole to be the reporting unit. Ba
on the results of the assessment, management teamited that the carrying value of goodwill in gm@ount of $3.8 million is not impaired as of Det@mn31, 2011.
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NOTE 10: DEPOSITS

A summary of deposits at December 31, is as follows

(In thousands) 2011 201(C
Savings accouni $ 58,68 $ 55,96
Time account: 83,78 85,24
Time accounts over $100,0' 69,55 57,39
Money management accoul 14,24 12,59
MMDA accounts 70,58 54,79
Demand deposit intere-bearing 28,62 26,44
Demand deposit noninter-bearing 37,15 30,71
Mortgage escrow func 3,48 3,34

$ 366,12 $ 326,50

At December 31, 2011, the scheduled maturitiegwd tleposits are as follows:

(In thousands
Year of Maturity:

2012 $ 85,34
2013 28,54
2014 27,08
2015 5,87
2016 2,06
Thereaftel 4,43

$ 153,34

Page 6¢€




Table of Content
NOTE 11: BORROWED FUNDS

The composition of borrowings (excluding junior sutinated debentures) at December 31 is as follows:

(In thousands) 2011 201C

Shor-term:
FHLB Advances $ - $  13,00(

Long-term:
FHLB advance: $ 20,000 $ 23,00(
ESOP loan payab 1,07¢ -
Citigroup Repurchase agreeme 5,00( 5,00(
Total lon¢-term borrowings $ 26,07« $§ 28,000

Terms of the ESOP loan payable, which is basedwariable rate, are detailed in Note 15.
The principal balances, interest rates and magsrif the remaining borrowings, all of which aradiked rate, at December 31, 2011 are as follows:

Term Principal Rates
( Dollars in thousands

Long-term:
Repurchase agreements (due in 2( $ 5,00( 2.95%
Advances with FHLE
2.70%-
due within 1 yea 4,000 4.91%
4.46%
due within 2 year 4,00( 4.52%
2.85%
due within 3 year 5,00( 3.0™%
due within 4 year 2,00C 2.7%
due within 5 year 3,00C 2.12%
due within 6 year 2,00( 2.56%
Total advances with FHL 20,00(
Total $_ 25,00(
At December 31, 2011, scheduled repayments of feng-debt are as follows (in thousands):
2012 $ 4,11C
2013 9,11(¢
2014 5,11C
2015 2,11C
2016 3,11C
Thereaftel 2,52¢
$ 26,07
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The repurchase agreement with Citigroup is coliditeed by certain investment securities havingiavialue of $6,136,000 at December 31, 2011. Tditeral is under the Comparsycontrol. The Company also has access to Ft
Home Loan Bank advances, under which it can boabwarious terms and interest rates. Residentitgage loans with a carrying value of $65,781,808 FHLB stock with a carrying value of $1,528,0G%e been pledged by
Company under a blanket collateral agreement toreetbe Companyg’ borrowings at December 31, 2011. The total antihg indebtedness under borrowing facilities wlith FHLB cannot exceed the total value of thetagsledge
under the blanket collateral agreement. The Compas a $15.0 million line of credit available ad@mber 31, 2011 with the Federal Reserve Bankewf Mork through its Discount Window and has pledgedous corporate al
municipal securities against the line. The Complaay an $11.0 million line of credit available wititee other correspondent banks. $4.0 million af time of credit is available on an unsecuredsasi the remaining $7.0 million m
be collateralized with marketable investment seiesti Interest on the lines is determined at time tf borrowing.

The Company has a non-consolidated subsidiary, tReghfinder Statutory Trust Il, of which the Compaowns 100% of the common equity. The Trust ids$&,000,000 of 30 year floating rate Compamjigated pooled capit
securities of Pathfinder Statutory Trust Il. Thengpany borrowed the proceeds of the capital séesifitom its subsidiary by issuing floating rateifpr subordinated deferrable interest debenturggmpaubstantially similar terms. T
capital securities mature in 2037 and are treasefier 1 capital by the Federal Deposit Insuranog@ration and the Federal Reserve Board (“FRBHe capital securities of the trust are a poolasttpreferred fund of Preferred Te
Securities VI, Ltd. and are tied to the 3-month OB plus 1.65% (2.24%) at December 31, 2011) witlieayear call provision. The Company guarantdesfahese securities.

The Company's equity interest in the trust subsjdéd $155,000 is reported in "Other assets". fegulatory reporting purposes, the Federal ResBosed has indicated that the preferred securitiéiscantinue to qualify as Tier
Capital subject to previously specified limitatiomsitil further notice. If regulators make a deteration that Trust Preferred Securities can no éorige considered in regulatory capital, the seesrliecome callable and the Company
redeem them.

NOTE 12: EMPLOYEE BENEFITS AND DEFERRED COMPENSATI ON AND SUPPLEMENTAL  RETIREMENT PLANS

The Company has a noncontributory defined benefisfpn plan covering substantially all employedse Plan provides defined benefits based on yeassrofce and final average salary. In addition,Gleenpany provides certain het

and life insurance benefits for a limited numbeebdible retired employees. The healthcare ptacointributory with participantgontributions adjusted annually; the life insuraptan is noncontributory. Employees with less ttd
years of service as of January 1, 1995, are ngibldifor the health and life insurance retirenteenefits.
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The following tables set forth the changes in tleag benefit obligations, fair value of plan assatd the plans’ funded status as of December 31:

Pension Benefits Postretirement Benefits
(In thousands) 2011 201(C 2011 201(C
Change in benefit obligation
Benefit obligations at beginning of ye $ 7,53¢ $ 6,09t $ 364 $ 33z
Service cos 32¢ 261 - -
Interest cos 414 37¢ 19 20
Actuarial loss 2,08t 954 47 37
Benefits paic (19S) (147) (29) (25)
Benefit obligations at end of ye 10,167 7,563¢ 401 364
Change in plan asse
Fair value of plan assets at beginning of \ 7,89( 6,252 - -
Actual return on plan asse (142) 722 - -
Benefits paic (199 (147 (29 (25
Employer contribution - 1,062 29 25
Fair value of plan assets at end of y 7,54¢ 7,89( - -
Funded Statu- (liability) assei $ (2,619 $ 351 $ (401) $ (364)
Amounts recognized in accumulated other comprehersss as of December 31 are as follows:
Pension Benefits Postretirement Benefits
(In thousands) 2011 201C 2011 201C
Unrecognized transition obligatic $ - $ - $ $ 2
Net loss 5,94 3,33¢ 8 A
5,94 3,33t 8 6:
Tax Effect 2,37 1,33« 3 2!
$ 3,56 $2,00: $ 5] $ 3

Gains and losses in excess of 10% of the greatkedfenefit obligation or the fair value of assees amortized over the average remaining senedeg of active participants.

The accumulated benefit obligation for the defimeahefit pension plan was $8,245,000 and $6,185a0@ecember 31, 2011 and 2010, respectively. Tstretirement plan had an accumulated benefit atitig of $401,000 ar
$364,000 at December 31, 2011 and 2010, respectivel

The significant assumptions used in determiningoiveefit obligations as of December 31, are as\id|

Pension Benefits Postretirement Benefits
2011 201(C 2011 201(C
Weighted average discount ri 4.40% 5.54% 4.40% 5.54%
Rate of increase in future compensation le 3.50% 3.50% - -

Assumed health care cost trend rates have a signtfeffect on the amounts reported for the pastreent health care plan. The annual rates oéase in the per capita cost of covered medicapagstription drug benefits for yeanc
calculations were assumed to be 8.00% for each yHae rates were assumed to decrease gradu&l9@6 in 2015 and remain at that level thereafter.
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The composition of the net periodic benefit plastdor the years ended December 31 is as follows:

Pension Benefil Postretirement Benefits
2011 201(C 2011 201(C
(In thousands
Service cos $ 32 $ 26 $ - $ -
Interest cos 41 37 1 2
Expected return on plan ass (62% (554 - -
Amortization of transition obligatio - - 1 1
Amortization of net losse 24 20 -
Net periodic benefit plan co $ 36 $ 28 $ & $ 3
The significant assumptions used in determiningniteperiodic benefit plan cost for years endedebezer 31 were as follows:
Pension Benefits Postretirement Benefits
2011 201(C 2011 201(C
Weighted average discount ri 5.54% 6.25% 5.54% 6.25%
Expected long term rate of return on plan as 8.00% 8.00% - -
Rate of increase in future compensation le 3.50% 3.50% - -

The long term rate of return on assets assumptias set based on historical returns earned by eguind fixed income securities, adjusted to reféepectations of future returns as applied to @' target allocation of as:
classes. Equities and fixed income securities vesimed to earn real rates of return in the ranf&s0%-9.0% and 2.0%-6.0%, respectively. Thegierm inflation rate was estimated to be 3.0%. Witese overall retu
expectations are applied to the plan’s target atlon, the expected rate of return was determindaktin the range of 7.0% to 11.0%. Managementhasen to use an 8% expected |oaxgn rate of return to reflect current econc
conditions and expected returns.

The estimated net actuarial loss that will be aipedt from accumulated other comprehensive loss rietoperiodic benefit plan cost during 2012 is $6202. The estimated amortization of the unrecaghizansition obligation ai
actuarial loss for the post retirement health e2012 is $15,000. The expected net periodic fitgplan cost for 2012 is estimated at $649,000kfth retirement plans.

Plan assets are invested in diversified investriwerds of the RSI Retirement Trust (the “Trust@)private placement investment fund. The investriierds include a series of equity and bond mutuadls or commingled trust fun
each with its own investment objectives, investnetrategies and risks, as detailed in the Statenfdnvestment Objectives and Guidelines. The fThas been given discretion by the Plan Sponsdetermine the appropriate strate
asset allocation versus plan liabilities, as goedrby the Trust's Statement of Investment Objestaed Guidelines.

The long-term investment objectives are to mainpdém assets at a level that will sufficiently coleng-term obligations and to generate a returplan assets that will meet or exceed the ratehathwiongterm obligations will grow. .
broadly diversified combination of equity and fixitome portfolios and various risk managementriepies are used to help achieve these objectives.

In addition, significant consideration is paid teetplan’s funding levels when determining the olleasset allocation. If the plan is considerecdbéowell-funded, approximately 65% of the pkmissets are allocated to equities

approximately 35% allocated to fixed-income. I tplan is does not satisfy the criteria for a viefided plan, approximately 50% of the plan’'s asaetsallocated to equities and approximately 50kcated to fixedncome. Asst
rebalancing normally occurs when the equity anddiincome allocations vary by more than 10% frogirtrespective targets (i.e., a 20% policy rangeejine).
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The investment goal is to achieve investment reshkt will contribute to the proper funding of thension plan by exceeding the rate of inflatioerahe longterm. In addition, investment managers for thesTare expected to provi
above average performance when compared to theirpanagers. Performance volatility is also maado Risk/volatility is further managed by thetitist investment objectives of each of the Trustdsiand the diversification witt
each fund.

Pension plan assets measured at fair value are atireh below:

At December 31, 201:

Total Fair
(In thousands) Level 1 Level 2 Level 2 Value
Asset Category
Mutual funds- equity
Large-cap value (a $ 67t $ - $ - $ 67¢
Smal-cap core (b 89t - - 89t
Common/collective trust- equity
Large-cap core (c - 79¢€ - 79¢€
Large-cap value (d - 39z - 39z
Large-cap growth (e - 1,087 - 1,087
International core (f - 83C - 83C
Common/collective trust- fixed income
Market duration fixed (g - 2,871 - 2,871
Total $ 157  $ 597¢ $ -0 $ 7,54¢
At December 31, 201(
Total Fair
(In thousands) Level 1 Level 2 Level 2 Value
Asset Category
Mutual funds- equity
Large-cap value (a $ 711 $ - $ - $ 711
Smal-cap core (b 94¢ - - 94¢
Common/collective trust- equity
Large-cap core (c - 81C - 81C
Large-cap value (d - 411 - 411
Large-cap growth (e - 1,164 - 1,164
International core (f - 1,081 - 1,081
Common/collective trust- fixed income
Market duration fixed (g - 2,764 - 2,764
Total $ 166( $ 6.23C $ -0 $ 7,89(C
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(a) This category consists of investments whose sectdrindustry exposures are maintained within aomalbrand around Russell 1000 index. The portfotit approximately 150 stock

(b) This category contains stocks whose sector weightare maintained within a narrow band around tésiee Russell 2000 index. The portfolio will tgally hold more than 150 stock

(c) This fund tracks the performance of the S&P 50@inbly purchasing the securities represented iintfex in approximately the same weightings as tigex.

(d) This category contains lar-cap stocks with abo-average yields. The portfolio typically holds beem 60 and 70 stock

(e) This category consists of a portfolio of betweeradl 65 stocks that will typically overweight teology and health car

(f) This category consists of a broadly diversifiedtfadio of nor-U.S. domiciled stocks. The portfolio will typicglhold more than 200 stocks, with (- 35% invested in emerging markets securit
(g) This category consists of an index fund that trabksBarclays Capital U.S. Aggregate Bond Indeke und invests in Treasury, agency, corporatefgagr-backed and as«-backed securitie:

Funds that are mutual funds and actively tradedifyjuas “Level 1" assets because market valuesreaglily available and accessible (“using quotedqwiin active markets”). Funds referred to as ‘fom/collective trusts'are
proprietary funds that are not available to theegahpublic. These funds hold assets that are teagglue and, individually, are readily availabled accessible, so that the fund manager can gaeiiyice a value, satisfying the condi
that a value is determined from “significant otbbservable inputs”.

For the fiscal year ending December 31, 2012, tekBexpects to contribute approximately $28,00f¢opostretirement plan. In January 2012, the Baa#le a contribution of $2.6 million to the penspdan in response to the unfun:
pension liability of $2.6 million recorded at Dedeen 31, 2011. Additional contributions may be mad2012.

The following benefit payments, which reflect exigetfuture service, as appropriate, are expectee fmaid from both retirement plans:

Pension Postretirement
Benefits Benefits Total
Years ending December 31
(In thousands
2012 $ 21z $ 2¢ $ 24(
2013 22( 3( 25(
2014 23( 3t 26
2015 241 & 27¢
2016 25¢ 3t 281
Years 201%- 2021 1,71¢ 15¢€ 1,871

The Company also offers a 401(k) plan to its emgdsy Contributions to this plan by the Companyevir76,000 and $160,000 for 2011 and 2010, respécti
The Company maintains optional deferred compensgtians for its directors and certain executivéceffs, whereby fees and income normally receivediaferred and paid by the Company based uponragrayschedule commenc

at age 65 and continuing monthly for 10 years. @@es must serve on the board for a minimum of &gy¢o be eligible for the Plan. At December 3112@nd 2010, other liabilities include approximgai$1,929,000 and $1,872,0
respectively, relating to deferred compensatiorfeBed compensation expense for the years endeeniiesr 31, 2011 and 2010 amounted to approximagdy $00 and $225,000, respectively.
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The Company has a supplemental executive retireplantfor the benefit of the Chief Executive Offi@nd a retired Chief Executive Officer. At Decemi31, 2011 and 2010, other liabilities includegragimately $218,000 ai
$259,000 accrued under this plan. Compensatiomnsepiecludes approximately $19,000 relating tostiygplemental executive retirement plan for the gealed December 31, 2011 and $22,000 for the yetdeDecember 31, 2010.

To assist in the funding of the Compasipenefits under the supplemental executive reéremlan, the Company is the owner of single premiite insurance policies on selected participats December 31, 2011 and 2010, the
surrender values of these policies were $7,93%0@066,915,000, respectively. The increase irstineender values was primarily the result of puselseof life insurance policies in the second quaft€011.
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NOTE 13: OTHER COMPREHENSIVE LOSS

Accounting principles generally accepted in thetehiStates of America require that recognized reggaxpenses, gains and losses be included imem@ne. Although certain changes in assets anilitiey such as unrealized ga
and losses on available-for-sale securities, tfextfe portion of casliow hedges, and unrecognized gains and lossesransition assets or obligations for defined bengdinsion and post retirement plans are reportex separa
component of the shareholders’ equity section efdbnsolidated statements of condition, such iteiesig with net income, are components of comprgkierincome.

The components of other comprehensive loss ancethaeed tax effect for the years ended Decembear@las follows:

(In thousands) 2011 201C
Unrealized holding (losses) gains on securitiesiavie for sale
Unrealized holding gains arising during the pel $ 2,30 $ 7
Reclassification adjustment for net gains incluifedet income (791 (211
Net unrealized gains (losses) on securities aJaila sale 1,51 (141
Unrealized holding loss on financial derivati
Unrealized holding loss arising during the pet (151 (17¢
Reclassification adjustment for interest expenskided in net incom 6 6
Net unrealized loss on financial derivat (9( (11C
Defined benefit pension and post retirement pl
Additional plan losse (2,89¢ (82
Reclassification adjustment for amortization of &émplans' net los
and transition obligation recognized in net perioekpenst 26 21
Net change in retirement pla (2,632 (60¢
Other comprehensive loss before (1,207 (85¢
Tax effect 48 34
Other comprehensive lo $ (72¢ $ (51«

The components of accumulated other comprehenssge het of related tax effects, at December lasrfollows:

(In thousands) 2011 201C
Unrealized gains on securities available for

(net of tax expense 20- $716; 201(- $110) $ 1,072 $ 164
Unrealized losses on financial derivat

(net of tax benefit 201- $80; 201C- $44) (120) (66)
Net pension losse

(net of tax benefit 201- $2,376; 201(- $1,334) (3,564 (2,007
Net pos-retirement losses and transition obligat

(net of tax benefit 201- $36; 201C- $25) (53) (36)

$ (2,669 $ (1,939

NOTE 14: STOCK BASED COMPENSATION PLANS
The February 1997 Stock Option Plan

In February 1997, the Board of Directors approvedption plan and granted options thereunder witkexercise price equal to the market value of the@anys shares at the date of grant. Under the Stoclo®ptan, up to 132,2:
options had been authorized for grant of incergieek options and nonqualified stock options. Nofthe original options granted prior to July 2@@main outstanding at December 31, 2011.
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In July 2001, the Board approved the issuance gf9®Bstock options remaining in the 1997 Stock @pflan. The exercise price was equal to the rhaedae of the Company's shares at the date oft ¢8&134). The options grant
under the issuance had a 10-year term and expirddly 31, 2011.

The April 2010 Stock Option Plan

In June 2011, the Board of Directors of the Compapgyroved the grant of stock option awards to ited@ors and Executive Officers under the 2010 I8tption Plan that was approved at the Annual Meetif Shareholders on Ag
28, 2010 when 150,000 shares were authorized farcawA total of 45,000 stock option awards werenged to the nine directors of the Company andO0dlock option awards, in total, were grantecheo@hief Executive Officer ai
the Company'’s four Senior Vice Presidents. Therdsvavill vest ratably over five years (20% per yéareach year of the participant’s service wita @ompany) and will expire ten years from the détée grant, or June 2021.

The fair value of each option grant was establishtetthe date of grant using the Black-Scholes oppiacing model. The Black-Scholes model used dilewing weighted average assumptions: fige interest rate of 2.2%; volatil
factors of the expected market price of the Comjsaogmmon stock of .45; weighted average expedted bf the options of 7.0 years: cash dividenddyd 1.49%. Based upon these assumptions, thehtezlgaverage fair value
options granted was $3.77.

The compensation expense of the awards is bas#tedair value of the instruments on the date ahgr The Company recorded compensation experthe iamount of $47,000 in 2011, and is expecteédord $90,000 in each of 1
years 2012 through 2015, and $43,000 in 2016.

At December 31, 2011, there were 120,000 optiotstanding, none of which were vested, all had arase price of $9.00 and an average remainingactual life of 9.5 years.

Activity in the stock option plans is as follows:

Weighted
Options Average Shares

(Sharesin thousands) Outstanding Exercise Price Exercisable

Outstanding at January 1, 20 139 $ 8.34 19
Exercisec - -

Expired - -

Outstanding at December 31, 2C 19 $ 8.34 19
Grantec 12¢  $ 9.0C -
Exercisec [©)] 8.3 ()]
Expired (11) 8.34 (€]

Outstanding at December 31, 2( 12C  $ 9.0C -

The aggregate intrinsic value of a stock optiorresents the total priex intrinsic value (the amount by which the cutnerarket value of the underlying stock exceedsettercise price of the option) that would have beseived by th
option holders had all option holders exercisedr tbptions prior to the expiration date. The insic value changes based on fluctuations in thé&ehamlue of the Company’stock. The intrinsic value of the 8,000 optiexercise:
during 2011 was $11,000. At December 31, 20110erember 31, 2010 the market value of the Compastyck was less than the stock option price, hekfore, the outstanding and exercisable stodkmphad no aggregate intrin
value.
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NOTE 15: EMPLOYEE STOCK OWNERSHIP PLAN

The Company established the Pathfinder Bank Empl@teck Ownership Plan (“Plant) purchase stock of the Company for the benefitsaémployees. In July 2011, the Plan receiv&d.a million loan from Community Bank, N.
to fund the Plan’s purchase of 125,000 shareseofaimpanys treasury stock. The loan is to be repaid in kquarterly installments of principal plus interester ten years beginning October 1, 2011. Intexdsaccrue at the We
Street Journal Prime Rate plus 1.00%, and is sédwre¢he unallocated shares of the ESOP stoclact¢nrdance with the payment of principal and irsteas the loan, a proportionate number of sharéswiallocated to the employe
over the ten year time horizon of the loan. Pguiots’vesting interest in the shares of Company stockheilat the rate of 20% per year. The Companyrdstb$72,000 in compensation expense in 2011, divgu$7,000 for dividenc
on unallocated shares. At December 31, 2011, there 117,895 unearned ESOP shares with a faie\a|$1.1 million.

NOTE 16: INCOME TAXES

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

(In thousands) 2011 201(C
Current $ (14¢) $ 744
Deferred 1,192 262

$ 1,04¢ § 1,007

The provision for income taxes includes the follogui

(In thousands) 2011 201(C
Federal Income Ta $ 96¢ $ 911
New York State Franchise T: 76 96

$ 1,04¢ § 1,007
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The components of the net deferred tax asset,dedlin other assets as of December 31, are asviollo

(In thousands)

2011 201C
Assets:

Deferred compensatic $ 83z $ 82t
Allowance for loan losse 1,54( 1,411
Postretirement benefi 15€ 141
Mortgage recording tax credit carryforwe 2717 24z
Impairment losses on investment securi 34z 68€
Capital loss carryforwar 307 -
AMT credit carryforwarc 59 -
Pension liability 85 -
Other 10€ 165
3,704 3,47(

Liabilities:
Pension asst - (13€)
Depreciatior (74¢) (35¢)
Accretion (45) (48)
Loan origination fee (221) (279
Intangible asset (1,40¢ (1,220
Investment securities and financial derival (63€) (52)
Prepaid expens¢ (114) (16€)
(3,179 (2,26))
53C 1,20¢
Less: deferred tax asset valuation allowe (458) (458)
Net deferred tax ass $ 72 3% 751

Realization of deferred tax assets is dependent tpwgeneration of future taxable income or thisterce of sufficient taxable income within thergadrack period. A valuation allowance is provideden it is more likely than not tt
some portion, or all of the deferred tax asseth,net be realized. In assessing the need forlaatian allowance, management considers the schédelersal of the deferred tax liabilities, theeleof historical taxable income and
projected future level of taxable income over tleeiqrs in which the temporary differences compgsihe deferred tax assets will be deductible. jTidgment about the level of future taxable incoménherently subjective and

reviewed on a continual basis as regulatory anihbas factors change. The valuation allowance 88800 represents the portion of the deferred &metathat management believes may not be realizablthe Company may 1
generate sufficient capital gains to offset itsizdposses.
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A reconciliation of the federal statutory income tate to the effective income tax rate for thergemnded December 31, is as follows:

2011 201(C
Federal statutory income tax ré 34.(% 34.(%
State tax, net of federal bene 15 1.8
Tax-exempt interest incomr 4.9 3.9
Increase in value of bank owned life insurance fpessiums paic 1.9) (2.3
Gain on proceeds from bank owned life insure - 1.5)
Other 1.8 0.1
Effective income tax rat 31.(% 28.7%

At December 31, 2011 and 2010, the Company dichaeé any uncertain tax positions. The Compsupglicy is to recognize interest and penaltieanif, in income tax expense in the ConsolidateteBtents of Income. The tax ye
subject to examination by the Federal and New \&itte taxing authorities are the years ended Deeefiih 2008 through 2011.

NOTE 17: COMMITMENTS AND CONTINGENCIES

The Company is a party to financial instrumentwif-balance sheet risk in the normal course of busittes®et the financing needs of its customers. & fieancial instruments include commitments to edteredit and standby letts
of credit. Such commitments involve, to varyingyees, elements of credit risk in excess of thelarnecognized in the consolidated statement ofliciom. The contractual amount of those commitméatextend credit reflects t
extent of involvement the Company has in this palér class of financial instrument. The Compargxposure to credit loss in the event of nonperémice by the other party to the financial instruniencommitments to extend credi
represented by the contractual amount of the im&ni. The Company uses the same credit policisgaking commitments as it does for on-balance shegtiments.

At December 31, 2011 and 2010, the following firahimstruments were outstanding whose contractamsorepresent credit risk:

Contract Amount

(In thousands) 2011 201C
Commitments to grant loa $ 9,01C $ 9,591
Unfunded commitments under lines of cre 17,17¢ 18,95(
Standby letters of crec 1,59 1,524

Commitments to extend credit are agreements to ieredcustomer as long as there is no violatioaryf condition established in the contract. Committegenerally have fixed expiration dates or otkemination clauses and
require payment of a fee. Since some of the comemitramounts are expected to expire without beiagvdrupon, the total commitment amounts do not reecig represent future cash requirements. The @oyevaluates ea
customer’s creditworthiness on a case-by-case.besésamount of collateral obtained, if deemed ssar/ by the Company upon extension of creditaget on managemestredit evaluation of the counter party. Colldtbedd varie
but may include residential real estate and incpneelucing commercial properties. Loan commitmentstanding at December 31, 2011 with fixed interates amounted to approximately $4.5 million. h@@mmitments, includir
unused lines of credit and standby letters of ¢reditstanding at December 31, 2011 with variaflerest rates amounted to approximately $23.3anilliThese outstanding loan commitments carry ntimarket rates.
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Unfunded commitments under standby letters of treelvolving credit lines and overdraft protectagreements are commitments for possible futurensidas of credit to existing customers. Thesesliofecredit usually do not contai
specified maturity date and may not be drawn updhé total extent to which the Company is comrditte

Letters of credit written are conditional commitrteeissued by the Company to guarantee the perfarenaha customer to a third party. Generally)edters of credit, when issued have expiration slatighin one year. The credit r
involved in issuing letters of credit is essenyidlle same as those that are involved in exterideny facilities to customers. The Company gengtedlds collateral and/or personal guarantees stipgghese commitments. Managen
believes that the proceeds obtained through adédigin of collateral and the enforcement of guaesitwould be sufficient to cover the potential amai future payments required under the corresipanguarantees. The amount of
liability as of December 31, 2011 and 2010 for gnéees under standby letters of credit issuedtisnaterial.

The Company leases land and leasehold improverneder agreements that expire in various years neitewal options over the next 30 years. Rentatesg, included in building occupancy expense, ateduo $73,000 for 2011 a
$67,000 for 2010.

Approximate minimum rental commitments for non-aelable operating leases are as follows:

Years Ending December 31
(In thousands

2012 $ 6
2013 3
Total minimum lease paymer $ 9

The total amount of minimum rents to be receivethinfuture under non-cancelable subleases is 26,0
NOTE 18: DIVIDENDS AND RESTRICTIONS

The Board of Directors of Pathfinder Bancorp, M.H.@etermines whether the Holding Company will veaor receive dividends declared by the Companyjestlo regulatory approval, each time the Compaeglares a dividen
which is expected to be on a quarterly basis. TolkliHg Company may elect to receive dividends atiltz@ such funds to pay expenses or for othemadlole purposes. The FRB has indicated that (iHbleling Company shall provit
the FRB annually with written notice of its intentwaive its dividends prior to the proposed ddtéhe dividend and the FRB shall have the authddtapprove or deny any dividend waiver requetjf(a waiver is granted, dividen
waived by the Holding Company will be excluded fréine Companys capital accounts for purposes of calculatingdgind payments to minority shareholders. Duringl28id 2010, the Company paid or accrued divideoigdirig
$190,000 to the Holding Company in each of theseytears. The Holding Company did not waive thetrigtreceive its portion of the cash dividends desdl during 2011 or 2010.

The Company's ability to pay dividends to its shateers is largely dependent on the Bank's aliitgay dividends to the Company. In addition tiestaw requirements and the capital requiremestuisised in Note 19, federal stat.
regulations and policies limit the circumstancedarmwhich the Bank may pay dividends. The amofimetined earnings legally available under thespilations approximated $5,619,000 as of Decembe2@®L1. Dividends paid |
the Bank to the Company would be prohibited if éfffect thereof would cause the Baskapital to be reduced below applicable minimupitairequirements. The Company is prohibited fracoepting or directing the Bank to dec
or pay a dividend or other capital distributionsheiut prior written approval of the Federal Reseboard.
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Since the Company has chosen to participate iff teasurys SBLF program, it is permitted to pay dividendsitsrcommon stock provided certain Tier 1 capitalimums are exceeded and SBLF dividends have beelaréd and pa
to Treasury as of the most recent dividend period.

NOTE 19: REGULATORY MATTERS

The Bank is subject to various regulatory capiégjuirements administered by the federal banking@ge. Failure to meet minimum capital requiremesats initiate certain mandatory and possibly addél discretionary actions
regulators that, if undertaken, could have a dimeaterial effect on the Compasytonsolidated financial statements. Under capi@lquacy guidelines and the regulatory frameworkpfompt corrective action, the Bank must r
specific capital guidelines that involve quantitatimeasures of its assets, liabilities, and ceméfitbalance sheet items as calculated under regulameyunting practices. The capital amounts and ifitztfons are also subject
qualitative judgments by the regulators about camepts, risk weightings, and other factors.

Quantitative measures established by regulatiensure capital adequacy require the Bank to mairtaiounts and ratios (set forth in the table belofatptal and Tier 1 capital (as defined in theulegjons) to riskweighted assets (
defined), and of Tier 1 capital (as defined) torage assets (as defined).

As of December 31, 2011, the Bank’s most recerification from the Federal Deposit Insurance Cogpon categorized the Bank as “well-capitalizeatider the regulatory framework for prompt correetaction. To be categorizec
“well-capitalized”, the Bank must maintain totakibased, Tier 1 riskased and Tier 1 leverage ratios as set forthartahles below. There are no conditions or eventeghat notification that management believesshzhanged tt
Bank's category.

The Bank’s actual capital amounts and ratios @3eaember 31, 2011 and 2010 are presented in tloeving table.

Minimum
To Be "Well-
Minimum Capitalized"
For Capital Under Prompt
Actue Adequacy Purposes Corrective Provisions
(Dallarsin thousands) Amount Ratio Amount Ratio Amount Ratio
As of December 31, 201
Total Core Capital (to Ri-Weighted Assets $ 43,67 14.9% $ 23,38 8.0% $ 29,23 10.0%
Tier 1 Capital (to Ris-Weighted Assets $ 3991 13.7% $ 11,69 4.0% $ 17,54 6.0%
Tier 1 Capital (to Average Asse $ 39,91 9.4% $ 17,04 4.0% $ 21,30 5.0%
As of December 31, 201
Total Core Capital (to Ri-Weighted Assets $ 3583 13.5% $ 21,19 8.0% $ 26,49 10.0%
Tier 1 Capital (to Ris-Weighted Assets $ 32,44 12.2% $ 10,59 4.0% $ 15,89 6.0%
Tier 1 Capital (to Average Asse $ 32,44 8.1% $ 16,00 4.0% $ 20,00 5.0%

On September 11, 2009, the Company entered intBuhehase Agreement with the United States Depattofehe Treasury pursuant to which the Comparyisisued and sold to Treasury: (i) 6,771 sharéseo€ompanys Fixed Rat
Cumulative Perpetual Preferred Stock, Series Avpare $0.01 per share, having a liquidation amentshare equal to $1,000, for a total price o7 $6,000; and (ii) a Warrant to purchase 154,3%¢eshof the Companysommor
stock, par value $0.01 per share, at an exercise per share of $6.58. The Company contributatiedank, its subsidiary, $5,500,000 or 81.23%hefproceeds of the sale of the Series A Pref&tedk.
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The $6,771,000 of proceeds was allocated to thesSarPreferred Stock and the Warrant based on ttlettive fair values at issuance ($6,065,000 afasated to the Series A Preferred Stock and $I006to the Warrant).

On September 1, 2011, the Company redeemed all 8f7ares of its Fixed Rate Cumulative PerpetudeReel Stock Series A. The Company paid $6,786t600e Treasury Department to redeem the SeriBseferred Stock, whic
included the original investment of $6,771,000sphgcrued dividends.

In connection with this redemption, on Septembe2Qil,1, the Company entered into a Securities PaecAgreement with the Secretary of the Treasurye@$ury”)pursuant to which the Company sold to the Treasi8y)00 shares
its Senior Non-Cumulative Perpetual Preferred St&@sies B (“Series B Preferred Stockipving a liquidation preference of $1,000 per sHareaggregate proceeds of $13,000,000. This actien was entered into as part of
Treasury’s Small Business Lending Fund Program (S}

Accordingly, the Company is no longer subject ttnietions of the CPP program. The SBLF programsduave its own requirements, which are summabieémiv:

The Series B Preferred Stock is entitled to receieecumulative dividends payable quarterly, on eachudgni, April 1, July 1 and October 1, beginningtéder 1, 2011. The dividend rate, which is caltedaon the aggrege
Liquidation Amount, was initially set at 4.2% pemaim based upon the current level of “Qualified BiBasiness Lending”, or “QSBL" (as defined in tBecurities Purchase Agreement) by the Compsawjiolly owned subsidiary, t
Bank. The dividend rate for future dividend pesadiill be set based upon the “Percentage Changgualified Lending” (as defined in the Securitiesrdhase Agreement) between each dividend periodttamdBaseline”QSBL
level. Such dividend rate may vary from 1% peruamno 5% per annum for the second through tentidelnd periods, from 1% per annum to 7% per annurthf® eleventh through the first half of the niretéh dividend periods. If t/
Series B Preferred Stock remains outstanding forentivan four-and-one-half years, the dividend waite be fixed at 9%. Prior to that time, in genlerdne dividend rate decreases as the level oBiéwek's QSBL increases. T
Companys dividend rate as of the date of this report %%. Such dividends are not cumulative, but the @amg may only declare and pay dividends on its comstock (or any other equity securities juniottte Series B Preferr
Stock) if it has declared and paid dividends far ¢hrrent dividend period on the Series B Prefegtedk, and will be subject to other restrictionsits ability to repurchase or redeem other seestit

The Company may redeem the shares of Series Brizf8tock, in whole or in part, at any time aedemption price equal to the sum of the Liquida#ianount per share and the per-share amount of apgid dividends for the then-
current period, subject to any required prior apptdy the Company’s primary federal banking retpra

The Companys ability to pay common stock dividends is condigibon payment of the Series B Preferred Stockdeivils described above. In addition, the SBLF pmogrequires the Company to file quarterly report€QSBL lendint
reported on by its Auditor annually. The Companystralso outreach and advertise the availabilitBBL to organizations and individuals who représeimorities, woman and veterans. The Company ranstally certify that r
business loans are made to principals of businegisesiave been convicted of a sex crime againsharmFinally, the SBLF program requires the Compto file quarterly, annual and other reports jled to shareholders concurrel
with the Treasury.

The Companys goal is to maintain a strong capital positiomsistent with the risk profile of its subsidiaryria that supports growth and expansion activitibgenat the same time exceeding regulatory starsdafd December 3
2011, the Bank exceeded all regulatory requiredmim capital ratios and met the regulatory defimitof a “well-capitalized” institution, i.e. a lenagye capital ratio exceeding 5%, a Tier 1 isised capital ratio exceeding 6% and a
risk-based capital ratio exceeding 10%.

The Bank is required to maintain average balanndsand or with the Federal Reserve Bank. At Deasr8ih, 2011 and 2010, these reserve balances agabtan$2,582,000 and $2,804,000, respectively.
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NOTE 20: INTEREST RATE DERIVATIVE

Derivative instruments are entered into primaryaarisk management tool of the Company. Finarnigslatives are recorded at fair value as othestasnd other liabilities. The accounting for chesin the fair value of a derivati
depends on whether it has been designated andiegi@s part of a hedging relationship. For a Yaiue hedge, changes in the fair value of the dévie instrument and changes in the fair valuehef iedged asset or liability :
recognized currently in earnings. For a cash fledde, changes in the fair value of the derivathstrument, to the extent that it is effective, @eorded in other comprehensive income and subs#ygueclassified to earnings as
hedged transaction impacts net income. Any indffeqtortion of a cash flow hedge is recognizedentty in earnings. See Note 21 for further disimrssf the fair value of the interest rate derivati

The Company has $5 million of floating rate trustfprred debt indexed torBenth LIBOR. As a result, it is exposed to vardiégpin cash flows related to changes in projedteerest payments caused by changes in the benk
interest rate. During the fourth quarter of fis2@09, the Company entered into an interest nagpsagreement, with a $2.0 million notional amotmtzonvert a portion of the variablate junior subordinated debentures to a fixec
for a term of approximately 7 years at a rate 86%. The derivative is designated as a cash fledgh. The hedging strategy ensures that changesinflows from the derivative will be highly effeve at offsetting changes in inter
expense from the hedged exposure.

The following table summarizes the fair value ofstanding derivatives and their presentation orstagments of condition as of December 31:

(In thousands) 2011 2010
Cash flow hedge

Other liabilities $ 2C$ 1

The change in accumulated other comprehensivedass pretax basis, and the impact on earnings fhenmterest rate swap that qualifies as a cash liledge for the year ended December 31 were lasviol

(In thousands) 2011 2010
Balance as of January $ (110 3 =
Amount of losses recognized in other compreherisiveme (151 (170

Amount of loss reclassified from other compreheasincome
and recognized as interest expe 6 6
Balance as of December & $ (200 $ (110

No amount of ineffectiveness has been includedaimiegs and the changes in fair value have beesrded in other comprehensive income. Some or tiieeeamount included in accumulated other comprsive loss would t
reclassified into current earnings should a portiror the entire hedge no longer be considerfstfe, but at this time, management expects éugé to remain fully effective during the remaintagm of the swap.

The Company posted cash, of $200,000, under calaterangements to satisfy collateral requiremasgociated with the interest rate swap contract.
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NOTE 21: FAIR VALUE MEASUREMENTS AND DISCLOSURES

Accounting guidance related to fair value measurgmand disclosures specifies a hierarchy of valnaechniques based on whether the inputs to thaketion techniques are observable or unobsesv&iibservable inputs refle
market data obtained from independent sourcesewhibbservable inputs reflect our market assumgtidhese two types of inputs have created thevallp fair value hierarchy:

Level 1 — Quoted prices (unadjusted) for identasaets or liabilities in active markets that thetghas the ability to access as of the measuréentee.

Level 2 — Quoted prices for similar assets andlites in active markets; quoted prices for ideatior similar assets or liabilities in marketsttaee not active; and modederived valuations in which all significant inpwsd significar
value drivers are observable in active markets.

Level 3 — Model-derived valuations in which onenwore significant inputs or significant value drisere unobservable.

An asset’s or liability’s level within the fair vaé hierarchy is based on the lowest level of ittpat is significant to the fair value measurement.

The Company used the following methods and sigaifi@ssumptions to estimate fair value:

Investment securities: The fair values of seasitavailable for sale are obtained from an indepeinthird party and are based on quoted pricesatiorally recognized exchange (Level 1), where labé. If quoted prices are 1
available, fair values are measured by utilizingrmaricing, which is a mathematical techniquedisédely in the industry to value debt securitieighaut relying exclusively on quoted prices for eifie securities but rather by relyi

on the securities’ relationship to other benchnepréited securities (Level 2). Management made pestadent to the fair value quotes that were reckfvem the independent third party pricing service.

Interest rate swap derivative: The fair valuehef interest rate swap derivative is calculated dasea discounted cash flow model. All future fingtcash flows are projected and both floating fixet cash flows are discounted to
valuation date. The curve utilized for discountargl projecting is built by obtaining publicly akadile third party market quotes for various swapurity terms.

Impaired loans: Impaired loans are those loanshiitinthe Company has measured impairment gendsafigd on the fair value of the loarrollateral. Fair value is generally determineddsl upon independent third party apprais¢
the properties and/or estimates by management ddimgpcapital collateral or discounted cash floveséd upon expected proceeds. These assets ageitiels Level 3 fair values, based upon the lolg®st of input that is significant
the fair value measurements. The fair value cemsisloan balances less their valuation allowances

Foreclosed real estate: The fair values for fom=dl real estate are determined based upon eealsiaty third parties less costs to sell.
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The following tables summarize assets measureairatdlue on a recurring basis as of December&dregiated by the level of valuation inputs witthia hierarchy utilized to measure fair value:

2011
Total Fair
(In thousands) Level Level Level Value
Debt investment securitie
US Treasury, agencies and G¢ $ - $ 5,07 $ - $ 5,07
State and political subdivisiol - 20,30 - 20,30
Corporate - 20,43¢ - 20,43¢
Residential mortgac-backec— US agenc) - 51,05¢ - 51,05¢
Residential mortgac-backec- private labe - 51¢ - 51!
Equity investment securitie
Mutual funds:
Ultra short mortgage fun 1,29 - - 1,29
Large cap equity fun 1,02 - - 1,02.
Other mutual fund - 24 - 24
Common stocl- financial services industi 2 41 - 44.
Total investment securiti¢ $ 2,34 $ 98,04 $ = $ 100,39
Interest rate swap derivati' $ = $ (20C $ = $ (200
2010
Total Fair
(In thousands) Level Level : Level & Value
Debt investment securitie
US Treasury, agencies and G¢ $ - $ 20,02 $ - $ 20,02
State and political subdivisiol - 18,97 - 18,97
Corporate - 5,60( - 5,60(
Residential mortga-backec— US agency - 36,40¢ - 36,40¢
Residential mortgac-backec- private labe - 837 - 83
Equity investment securitie
Mutual funds:
Ultra short mortgage fun 1,55 - - 1,55
Large cap equity fun 1,22 - - 1,22
Other mutual fund - 24 - 24.
Common stocl- financial services industi 3 41 - 45!
Total investment securiti¢ $ 2,81 $ 8251 $ - $ 85,32
Interest rate swap derivati' $ - $ (11c $ - $ (110

Certain assets and liabilities are measured avéire on a nonrecurring basis; that is, the imsémis are not measured at fair value on an ondmsip but are subject to fair value adjustmenteitain circumstances (for example, when
there is evidence of impairment).
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The following tables summarize assets measureairatdlue on a nonrecurring basis as of Decembgs&jregated by the level of valuation inputs witthie hierarchy utilized to measure fair value:

2011
Total Fair
(In thousands) Level Level Level Value
Impaired loan: $ - $ - $ 1,60 $ 1,60
Foreclosed real este - - $ 16! $ 16!
2010
Total Fail
(In thousands Level Level : Level ! Value
Impaired loan: $ - $ - $ 3,251 $ 325

There have been no transfers of assets in or anyofair value measurement level.

Required disclosures include fair value informatidriinancial instruments, whether or not recogdizethe consolidated statement of condition, fbial it is practicable to estimate that value. dses where quoted market prices ar
available, fair values are based on estimates ysiegent value or other valuation techniques. Theseniques are significantly affected by the agstions used, including the discount rate and esémaf future cash flows. In tt
regard, the derived fair value estimates cannatibstantiated by comparison to independent masketsin many cases, could not be realized in imatediettlement of the instrument.

Management uses its best judgment in estimatindaine/alue of the Company'financial instruments; however, there are inhevesaknesses in any estimation technique. Thexefor substantially all financial instruments, flag
value estimates herein are not necessarily indieatf the amounts the Company could have realizexisales transaction on the dates indicated.eS$timated fair value amounts have been measurefithsir respective periodnds
and have not been mraluated or updated for purposes of these finhstEitements subsequent to those respective datesuch, the estimated fair values of these fir@iestruments subsequent to the respective riepotates may
different than the amounts reported at each pegiwtl-

The following information should not be interpretesian estimate of the fair value of the entire Gamy since a fair value calculation is only prodder a limited portion of the Comparsyassets and liabilities. Due to a wide ran(
valuation techniques and the degree of subjectilsgd in making the estimates, comparisons bettiee@ompanys disclosures and those of other companies magenoteaningful. The Company, in estimating its Vaiue disclosure
for financial instruments, used the following metb@nd assumptions:

Cash and cash equivalents — The carrying amouritesé assets approximate their fair value.

Interest earning time deposits — The carrying arteafthese assets approximate their fair value.

Investment securities Fhe fair values of securities available for sale abtained from an independent third party andbaseed on quoted prices on nationally recognizetiange (Level 1), where available. If quoted priaes no

available, fair values are measured by utilizingrirgricing, which is a mathematical technique disédely in the industry to value debt securitiethaut relying exclusively on quoted prices for sifie securities, but rather by relyi
on the securities’ relationship to other benchnepréited securities (Level 2). Management made pestadent to the fair value quotes that were reckfvem the independent third party pricing service.

Page 87




Table of Content
Federal Home Loan Bank stock — The carrying amofititese assets approximates their fair value.

Loans —The fair values of portfolio loans, excluding imal loans (see previous discussion of methods ssuh@ptions), are estimated using an option adjuwitedunted cash flow model that discounts fut@shdlows using rece
market interest rates, market volatility and cregitead assumptions.

Accrued interest receivable and payable — The irayrgmount of these assets approximates theivéire.
Mortgage servicing rights - The carrying amounthefse assets approximates their fair value.

Interest rate swap derivativeThe fair value of the interest rate swap derivaisvealculated based on a discounted cash flow médiguture floating cash flows are projected abakth floating and fixed cash flows are discourtthe
valuation date. The curve utilized for discountaryl projecting is built by obtaining publicly akaile third party market quotes for various swaurigy terms.

Deposits — The fair values disclosed for demandsiep (e.g., interest-bearing and nonintebestring checking, passbook savings and certairstgpenoney management accounts) are, by definigqoal to the amount payable
demand at the reporting date (i.e., their carrgingounts). Fair values for fixewdte certificates of deposit are estimated usidieounted cash flow calculation that applies egérates currently being offered in the marketenificate:
of deposits to a schedule of aggregated expectedhiganaturities on time deposits.

Borrowings — Fixed/variable term “bullet” structsrare valued using a replacement cost of fundsoappr These borrowings are discounted to the FHL.BNvance curve. Option structured borrowinigd' values are determined
the FHLB for borrowings that include a call or cension option. If market pricing is not availatilem this source, current market indications fréva FHLBNY are obtained and the borrowings are disted to the FHLBNY advan
curve less an appropriate spread to adjust fooptien.

Junior subordinated debenture€urrent economic conditions have rendered the nhéwokehis liability inactive. As such, we are Unato determine a good estimate of fair valuenc8ithe rate paid on the debentures held is lowa
what would be required to secure an interest irséimee debt at year end, and we are unable to abtairrent fair value, we have disclosed that #reying value approximates the fair value.

Off-balance sheet instruments — Fair values for@oenpany’s offbalance sheet instruments are based on fees dyrodwatrged to enter into similar agreements, taking account the remaining terms of the agreemants thi
counterparties’ credit standing. Such fees wetenaterial at December 31, 2011 and 2010.

Page 8¢




Table of Content

The carrying amounts and fair values of the Com{sdfityancial instruments as of December 31 aregmtesl in the following table:

2011 2010

Carrying Estimated Carrying Estimated
(In thousands) Amounts Fair Values Amounts Fair Values
Financial asset:
Cash and cash equivalel $ 10,21¢  $ 10,21¢  $ 13,76:  $ 13,76
Interest earning time depos 2,00( 2,00( - -
Investment securitie 100,39! 100,39! 85,327 85,327
Federal Home Loan Bank sto 1,52¢ 1,52¢ 2,13¢ 2,13¢
Net loans 300,77( 310,21¢ 281,64¢ 290,04¢
Accrued interest receivab 1,68¢ 1,68¢ 1,70¢ 1,70¢
Mortgage servicing right 8 8 35 35
Financial liabilities:
Deposits $ 366,12¢ $ 369,15c $ 326,50: $ 328,96¢
Borrowings 26,07« 27,32 41,00( 41,98¢
Junior subordinated debentu 5,15¢ 5,15¢ 5,15¢ 5,15
Accrued interest payab 14E 14¢& 14¢& 14¢&
Interest rate swap derivati 20C 20C 11C 11C
Off-balance sheet instrumen
Standby letters of crec $ - $ - $ - $ -
Commitments to extend cret $ - 3 - 3 - 3 =

NOTE 22: PARENT COMPANY — FINANCIAL INFORMATION

The following represents the condensed financiarination of Pathfinder Bancorp, Inc. as of andtfa years ended December 31:

Statements of Condition 2011 2010
(In thousands
Assets
Cash $ 1,72¢ % 1,19¢
Investments 23 24
Investment in bank subsidia 41,21 34,40¢
Investment in nc-bank subsidiar 15 15
Other asset 32¢ 16€
Total asset $ 4344t $ 35,95:
Liabilities and Shareholders' Equity
Accrued liabilities $ 45z $ 20%
Junior subordinated debentu 5,15¢ 5,15¢
Shareholders' equit 37,84: 30,59:
Total liabilities and shareholders' equ $ 43,44t % 35,95
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Statements of Income 2011 2010
(In thousands
Income
Dividends from bank subsidia $ - $ 70
Dividends from no-bank subsidiar
Total income 70
Expenses
Interest 16 16
Operating 20 17
Total expense 36 33
(Loss)/income before taxes and equity in undistebunet income of subsidiari (35¢ 36
Tax benefit 10 9
(Loss)/income before equity in undistributed nepime of subsidiarie (251 46
Equity in undistributed net income of subsidial 2,57 2,03
Net income $ 2,32 $ 2,50
Statements of Cash Flow 2011 201C
(In thousands
Operating Activities
Net Income $ 2,32 $ 2,50
Equity in undistributed net income of subsidial (2,574 (2,03¢
Stock based compensation and ESOP exp 11 -
Net change in other assets and liabili 2 12
Net cash (used in) provided by operating activi (11¢ 59
Investing Activities
Capital contributed to whol-owned bank subsidial (4,90C -
Net cash used in investing activiti (4,90C -
Financing activities
Proceeds from sale of preferred st-SBLF 13,00 -
Proceeds from exercise of stock opti 6 -
Redemption of preferred sto- CPP (6,771 -
Cash dividends paid to preferred sharehol (457 (33¢
Cash dividends paid to common shareholi (29¢€ (29¢
Net cash provided by (used in) financing activi 5,54 (637
Increase (decrease) in cash and cash equiv: 53 (4z
Cash and cash equivalents at beginning of 1,19 1,24
Cash and cash equivalents at end of $ 1,72 $ 1,19

Page 9C




Table of Content

NOTE 23: RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Companyghasted loans to certain directors, executivecef§ and their affiliates (collectively referredas “related parties”)These loans were made on substantially the sammes témncluding
interest rates and collateral, as those prevailirtge time for comparable transactions with othreffiliated parties and do not involve more thanmal risk of collectibility.

The following represents the activity associatethwoans to related parties during the year endecehber 31, 2011:

(In thousands

Balance at the beginning of the yi $ 5,81
Originations 1,45
Principal payment (1,274
Decrease due to Director attriti (2,23€

Balance at the end of the ye $ &7

At December 31, 2011 and December 31, 2010, thé Bad a loan receivable from the Holding Companghfl million and $1.2 million, respectively. émest paid by the Holding Company for the yearsedr2D11 and 2010 w
$59,000 and $64,000, respectively.

Deposits of related parties at December 31, 20#i1D@tember 31, 2010 were $2.4 million and $3.2iom|lrespectively.

In October 2002, the Company entered into a laagdevith one of its directors on an arfesgth basis. In January 2006, the Company enteteda lease with the Holding Company for the uba training facility. This lease w
executed on an arms-length basis. During 2010Ctdmepany entered into an arm’s length lease wigh-tblding Company for space that is then sub-leagetie Company to a charitable organization atweharket rents. Rent expel
paid to the related parties during 2011 and 2019$28,000 and $46,000, respectively, with the deserelue to the departure of the above referencectati during 2011.

NOTE 24: SUBSEQUENT EVENTS

On February 1, 2012 the Company repurchased frerftéasury a warrant (the “Warrant”) to purchas#,354 shares of the Compasyommon stock at an exercise price per share.68$6The repurchase price for the Warrant w:
agreed upon price of $537,633. The Warrant waseisso Treasury on September 11, 2009 in conneetitnthe Company’s participation in the Treasur@apital Purchase Program (“CPRi$ part of the Troubled Asset Re
Program. The Company previously redeemed all 6shétes of its Fixed Rate Cumulative Perpetual FrexfeStock, Series A (“Series A Preferred Stodk’§old to Treasury on September 11, 2009, in cotime with the CPP. Tt
Company paid $6,786,000 to the Treasury to redéenséries A Preferred Stock, which included thgioail investment of $6,771,000, plus accrued divitte

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

None.
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ITEM 9A: CONTROLS AND PROCEDURES

REPORT OF MANAGEMENS RESPONSIBILITY

The Company’s management, including the Companyreipal executive officer and principal financiafficer, have evaluated the effectiveness of then@any’s “disclosure controls and proceduressuch term is defined in R
13a-15(e) promulgated under the Securities Exchangef 1934, as amended, (the “Exchange AdBgsed upon their evaluation, the principal exeeugfficer and principal financial officer concludétht, as of the end of the per
covered by this report, the Compasiglisclosure controls and procedures were effeftivehe purpose of ensuring that the informatieguired to be disclosed in the reports that the i@om files or submits under the Exchange Act

the Securities and Exchange Commission (the “SEL)’)s recorded, processed, summarized and repwitbch the time periods specified in the SEC’sesiland forms, and (2) is accumulated and commuuidat the Company’
management, including its principal executive aridgipal financial officers, as appropriate to alléimely decisions regarding required disclosure.

MANAGEMEN"S REPORT ON INTERNAL CONTROL OVER FINANCIAL RERRGT

Management'’s report on internal control over finaheeporting is contained in “ltem 8 — Financiah@®ments and Supplementary Data” in this annyairtén Form 10-K.

This annual report does not include an attestatort of the Company’s independent registeredipwicounting firm regarding internal control ograncial reporting pursuant to the rules of thedB&rank Act that exempts t
Company from such attestation and requires onlyagement's report.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTIN

There were no changes in the Company’s internarabaver financial reporting that occurred durithgg Company’s last fiscal quarter that have madtgrédfected, or are reasonably likely to matesiadiffect, the Compang’interna
control over financial reporting.

ITEM 9B: OTHER INFORMATION

None

Page 92




Table of Content

PART Ill

ITEM 10: DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS, CONTROL PERSONS AND CORPORATE GOVERNANCE, COMPLIANC E WITH SECTIONS 16 (A) OF EXCHANGE ACT

(a) Information concerning the directors of the Companiyncorporated by reference hereunder in the Gmylp Proxy Materials for the Annual Meeting of &taolders
(b) Set forth below is information concerning the ExeaiOfficers of the Company at December 31, 2(

Name Age Positions Held With the Company

Thomas W. Schneid¢ 50 President and Chief Executive Offic

James A. Dowd, CP. 44 Senior Vice President, Chief Financial Offic
Edward A. Mervine 55 Senior Vice President, General Cour
Melissa A. Miller 54 Senior Vice President, Chief Operating Offi
Ronald Tascarell 53 Senior Vice President, Chief Credit Offic

ITEM 11: EXECUTIVE COMPENSATION

Information with respect to management compensadiuh transactions required under this item is jpo@ted by reference hereunder in the Company'syRvtaterials for the Annual Meeting of Stockholdensder the captic
"Compensation Committee".

ITEM 12: SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTER S

The information required by this item is incorpeby reference hereunder in the Company’s Proxieias for the Annual Meeting of Stockholders uniihe caption "Voting Securities and Principal Hatsl Thereof"
ITEM 13: CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR INDEPENDENCE

The information required by this item is incorpecby reference hereunder in the Company’s Proxelitds for the Annual Meeting of Stockholders uniiee caption "Transactions with Certain Relaterts®es”.
ITEM 14: PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item is incorpecby reference hereunder in the Company’s Proxeliéds for the Annual Meeting of Stockholders unie caption "Audit and Related Fees".
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PART IV

ITEM 15: EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(@)

@)
(b)
3.1
3.2

4
10.1
10.2
10.3
10.4

10.5

10.6

10.7

10.8

Financial Statements - The Compangbnsolidated financial statements, for the yeaded December 31, 2011 and 2010, together witRépert of Independent Registered Public Accounfiing are filed as part
this Form 10-K report. See “Item 8: Financial 8taénts and Supplementary Data.”

Financial Statement Schedu- All financial statement schedules have been ométethe required information is inapplicable or basen included i*“ltem 7: Management Discussion and Anal”
Exhibits

Certificate of Incorporation of Pathfinder Barp, Inc. (Incorporated herein by reference toGbenpany's Current Report on Form 8-K filed on J25e2001)

Bylaws of Pathfinder Bancorp, Inc. (Incorperhherein by reference to the Company's QuartezfyoR on Form 10-Q filed on August 15, 2005 and &ber 28, 2007)

Form of Stock Certificate of Pathfinder Bancorps.Ifincorporated herein by reference to the Comigadyrrent Report on Forn-K dated June 25, 200

Form of Pathfinder Bank 1997 Stock OptiomRlacorporated herein by reference to the Compa®8 file no. 333-53027)

Form of Pathfinder Bank 1997 Recognition Retention Plan (Incorporated by reference to thex@my's S-8 file no. 333-53027)

2003 Executive Deferred Compensation Plan (Incatearherein by reference to the Comy's Annual Report on Form -K for the year ended December 31, 2008 file no-23601)

2003 Trustee Deferred Fee Plan (Incorporated héseneference to the Compé's Annual Report on Form -K for the year ended December 31, 2008 file no-23601)

Employment Agreement between the Bank andriBisoW. Schneider, President and Chief Executive@f{Incorporated by reference to the Company'suah Report on Form 18-for the year ended December
2008 file no. 000-23601)

Employment Agreement between the Bank and Edwardekvine, Vice President, General Counsel and $&agréIncorporated by reference to the Company'suahReport on Form -K for the year ended Decem|
31, 2008 file no. 000-23601)

Change of Control Agreement between the Bank anthiRdTascarella (Incorporated by reference to thengany's Annual Report on Form -K for the year ended December 31, 2008 file no-23601)

Change of Control Agreement between the Bank ameSa\. Dowd (Incorporated by reference to the CamjsaAnnual Report on Form 10-K for the year en@stember 31, 2008 file no. 000-23601)
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10.9 Change of Control Agreement between the Bank aniésd&eA. Miller (Incorporated by reference to then@pany’s Annual Report on Form 10-K for the yeatezhDecember 31, 2008 file no. 000-23601)
10.10 Executive Supplemental Retirement Agreement betwieerBank and Chris C. Gagas (Incorporated by eefsr to the Company’s Annual Report on Form 104Ktlie year ended December 31, 2008 file no. 000-
1011 23601)
gggfséig/glsupplemental Retirement Agreement betvieerBank and Thomas W. Schneider (Incorporatetefgrence to the Company’s Annual Report on ForrK X0r the year ended December 31, 2008 file
14 Code of Ethics (Incorporated by reference to then@any's Annual Report on Form -K for the year ended December 31, 20
21 Subsidiaries of Compar
23 Consent of Bonadio & Co., LLP
231 Consent of ParenteBeard LL
311 Rule 13a-14(a) / 15d-14(a) Certificationtsd Chief Executive Officer
31.2 Rule -14(a) / 15-14(a) Certification of the Chief Financial Offic
321 Section 1350tifleation of the Chief Executive and Chief FinaldOfficer
99.1 Certification of Chief Executive Officer PursudatSection 111(b)(4) of the Emergency Econo

Stabilizatiéwt of 2008

99.2 Certification of ChiEinancial Officer Pursuant to Section 111(b)(4}h&f Emergency Economic
Stabilization Act of @8
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Signatures

Pursuant to the requirements of Section 13 of gwifities Exchange Act of 1934, the Company hag dailised this report to be signed on its behathbyundersigned, thereunto duly authorized.

Date:

March 28, 201:

Pathfinder Bancorp, Inc.

By: /s/ Thomas W. Schneid
Thomas W. Schneider
President and Chief Executive Offic

Pursuant to the requirements of the Securities &xgh of 1934, this report has been signed belothdjollowing persons on behalf of the Registrard & the capacities and on the dates indic:

By:

Date

By:

Date

By:

Date

By:

Date

By:

Date

By:
Date
By:

Date

/sl Thomas W. Schneid

Thomas W. Schneider, President

Chief Executive Office
(Principal Executive Officer
March 28, 201:

/sl Janette Resnic

Janette Resnick, Direct
Chairman of the Boar

March 28, 201:

/sl Bruce E. Manwarin

Bruce E. Manwaring, Directc
March 28, 201:

/s/ L. William Nelsor

L. William Nelson, Directol
March 28, 201:

/s/ Corte J. Spenc

Corte J. Spencer, Direct
March 28, 201:

/s/ Lloyd Stemple

Lloyd Stemple, Directo
March 28, 201:

/s/John P. Funiciell

John Funiciello, Directc
March 28, 201:
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By:

Date

By:

Date

By:

Date

By:

Date

By:

Date

By:

Date

/sl James A. Dow

James A. Dowd, Senior Vice President .
Chief Financial Office

(Principal Financial Officer

March 28, 201:

/sl Richard M. Jablonk

Richard M. Jablonka, Vice President ¢
Controller

(Principal Accounting Officer

March 28, 201:

/s/ William A. Barclay

William A. Barclay, Directol
March 28, 201:

/sl Chris R. Burrit

Chris R. Burritt, Directo
March 28, 201:

/sl George P. Joyt

George P. Joyce, Direct
March 28, 201:

/s/ David A. Ayouk

David Ayoub, Directol
March 28, 201:
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EXHIBIT 21: SUBSIDIARIES OF THE COMPANY

Jurisdiction or State of

Company Percent Owne: Incorporatior
Pathfinder Banl 100% New York
Pathfinder Statutory Trust 100% Delaware
Pathfinder Commercial Bank ( 100% New York
Pathfinder REIT, Inc. (1 100% New York
Whispering Oaks Development Corp. 100% New York

(1) Wholly owned subsidiary of Pathfinder Bank.

EXHIBIT 23: CONSENT OF BONADIO & CO., LLP
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

Pathfinder Bancorp, Int
Oswego, New York

We hereby consent to the incorporation by referéncthe Registration Statements on Form S-8 (N&-B&590) and Form S-8 (No. 333-53027) of PathfirBiencorp, Inc. of our report, dated March 28, 20Eating to the
consolidated financial statements, which appe#ti;mAnnual Report on Form 10-K.

/s/ BONADIO & CO., LLP
Bonadio & Co., LLP
Syracuse, New York
March 28, 201:
EXHIBIT 23.1: CONSENT OF PARENTEBEARD LLC

Pathfinder Bancorp, Inc.
Oswego, New York

We hereby consent to the incorporation by referémdbe Registration Statements on Forms S-8 (188-1378590 and No. 333-53027) of Pathfinder Banchmp, and subsidiaries of our report dated March2?.1, relating to the
consolidated financial statements as of Decembe2@®I0 and for the year then ended, which appeatss form Form 10-K.

/sSIPARENTEBEARD LLC

Harrisburg, Pennsylvania
March 28, 2012
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EXHIBIT 31.1: Rule 13a-14(a) / 15d-14(a) Certificaibn of the Chief Executive Officer
Certification of Chief Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley A2002
I, Thomas W. Schneider, President and Chief Exee@ifficer, certify that
1. I have reviewed this Annual report on Forn-K of Pathfinder Bancorp, Inc

2. Based on my knowledge, this report does notaio any untrue statement of a material fact oit torstate a material fact necessary to makettdtersents made, in light of the circumstances undiéch such
statements were made, not misleading with respebtietperiod covered by this report;

3. Based on my knowledge, the consolidated fizdstatements, and other financial informatioriuded in this report, fairly present in all maténespects the consolidated financial conditiosules of operations
and cash flows of the registrant as of, and far,pteriods presented in this report;

4.  Theregistrant's other certifying officer and | arepessible for establishing and maintaining disclestontrols and procedures (as defined in ExchamgdrAles 13-15(e) and 1£-15(e)) and internal contr:
over financial reporting (as defined in Exchangé Rules 13a-15(f) and 15d-15(f)) for the registrandl have:

(@) Designed such disclosure controls and proceduresused such disclosure controls and procedurtes @iesigned under our supervision, to ensurenthggrial information relating to the registrantlimding its
consolidated subsidiaries, is made known to usthgrs within those entities, particularly during theriod in which this report is being prepared;

(b)  Designed such internal control over finanoggdorting, or caused such internal control ovearicial reporting, to be designed under our supiem;j to provide reasonable assurance regardingtiadility of
financial reporting and the preparation of consatkd financial statements for external purposegaordance with generally accepted accounting ipless

(c) Evaluated the effectiveness of the regigsalisclosure controls and procedures and predémthis report our conclusions about the eféectess of the disclosure controls and procedusesf, the end of the
period covered by this report based on such evahjand

(d) Disclosed in this report any change inréngistrant's internal control over financial repugtthat occurred during the registrant's mostmefiscal quarter (the registrant's fourth fiscader in the case of an
annual report) that has materially affected, ae@sonably likely to materially affect, the regasi's internal control over financial reportingdan

5. The registrant's other certifying officer dritave disclosed, based on our most recent evatuefiinternal control over financial reporting,ttee registrant's auditors and the audit commitfetee registrant's
board of directors:

(a)  Allsignificant deficiencies and materiat@knesses in the design or operation of intermattaloover financial reporting which are reasondidgly to adversely affect the registrant's aitio record, process,
summarize and report financial information;
(b)  Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrant's internal control overficial reporting

March 28, 201: /s/ Thomas W. Schneid
Thomas W. Schneider
President and Chief Executive Offic
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EXHIBIT 31.2: Rule 13a-14(a) / 15d-14(a) Certificaibn of the Chief Financial Officer
Certification of Chief Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley A2002
1, James A. Dowd, Senior Vice President and Chie&ncial Officer, certify thai
1. I have reviewed this Annual report on Forn-K of Pathfinder Bancorp, Inc

2. Based on my knowledge, this report does notaio any untrue statement of a material fact oit torstate a material fact necessary to maketdements made, in light of the circumstanceguwthich such
statements were made, not misleading with respebtietperiod covered by this report;

3. Based on my knowledge, the consolidated fizdstatements, and other financial informatioriuded in this report, fairly present in all maténespects the consolidated financial conditiosules of operations
and cash flows of the registrant as of, and far,pteriods presented in this report;

4.  The registrant's other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as defined in Exggh&rt Rules 12-15(e) and 1£-15(e)) and internal contni
over financial reporting (as defined in Exchangé Rules 13a-15(f) and 15d-15(f)) for the registrandl have:

(@) Designed such disclosure controls and proceduresused such disclosure controls and procedurtes @iesigned under our supervision, to ensurenthggrial information relating to the registrantlimding its
consolidated subsidiaries, is made known to usthgrs within those entities, particularly during theriod in which this report is being prepared;

(b)  Designed such internal control over finanoggdorting, or caused such internal control ovearicial reporting, to be designed under our supiem;j to provide reasonable assurance regardingtiadility of
financial reporting and the preparation of consatkd financial statements for external purposegaordance with generally accepted accounting ipless

(c) Evaluated the effectiveness of the regigsalisclosure controls and procedures and predémthis report our conclusions about the eféectess of the disclosure controls and procedusesf, the end of the
period covered by this report based on such evahjand

(d) Disclosed in this report any change inréngistrant's internal control over financial repugtthat occurred during the registrant's mostmefiscal quarter (the registrant's fourth fiscader in the case of an
annual report) that has materially affected, ae@sonably likely to materially affect, the regasi's internal control over financial reportingdan

5. The registrant's other certifying officer dritave disclosed, based on our most recent evatuefiinternal control over financial reporting,ttee registrant's auditors and the audit commitfetee registrant's
board of directors:

(a)  Allsignificant deficiencies and materiat@knesses in the design or operation of intermattaloover financial reporting which are reasondidgly to adversely affect the registrant's aitio record, process,
summarize and report financial information;
(b)  Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrant's internal control overficial reporting

March 28, 201: /sl James A. Dow
James A. Dowd
Senior Vice President and Chief Financial Offi
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EXHIBIT 32.1 Section 1350 Certification of the Chef Executive and Chief Financial Officers

Certification pursuant to 18 U.S.C. Section 1350adopted pursuant to Section 906 of the Sarbarksr@ct of 2002

Thomas W. Schneider, President and Chief Exec@ifieer, and James A. Dowd, Senior Vice President @hief Financial Officer of Pathfinder Bancorpe! (the "Company"), each certify in his capaciyaa officer of the Compa
that he has reviewed the Annual Report of the Cayppa Form 10-K for the year ended December 311201 that to the best of his knowledge:

1.  the report fully complies with the requirengaf Sections 13(a) of the Securities ExchangeoAt934; and

2. the information contained in the report faphesents, in all material respects, the cons@iléinancial condition and results of operationshef Company.

The purpose of this statement is solely to compti Witle 18, Chapter 63, Section 1350 of the UthiStates Code, as amended by Section 906 of theuSz-Oxley Act of 2002
March 28, 2012 /sl Thomas W. Schneider
Thomas W. Schneider
President and Chief Executive Officer
March 28, 2012

/sl James A. Dowd
James A. Dowd
Senior Vice President and Chief Financial Offi
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EXHIBIT 99.1 Certification of Chief Executive Officer Pursuant to Section 111(b)(4) of the Emergendyconomic Stabilization Act of 2008
IFR Section 30.15 — Certification for Partial FiscdYear 2011
Pathfinder Bancorp, Inc. UST #1304
I, Thomas W. Schneider, certify, based on my kndgge that:

(i) The compensation committee of Pathfinder Bapgctmc. has discussed, reviewed, and evaluated seitiior risk officers at least every six monthsaeein January 1, 2011 and September 1, 2011, teePddhfinder Bancorp, Ir
repurchased preferred stock from the United Stateasury (“the TARP period”), senior executive oéfi (SEO) compensation plans and employee compengdans and the risks these plans pose to Pd#fiBancorp, Inc.;

(i) The compensation committee of Pathfinder Bapctnc. has identified and limited during any pafr2011 fiscal year that was a TARP period anyuiess of the SEO compensation plans that could $#@s to take unnecessary
excessive risks that could threaten the value dfffider Bancorp, Inc and has identified any feasuof the employee compensation plans that pdse tdsPathfinder Bancorp, Inc. and has limited ¢hfesitures to ensure that Pathfir
Bancorp, Inc. is not unnecessarily exposed to yisks

(iii) The compensation committee has reviewedgeast every six months during any part of the 2@ddaf year that was a TARP period, the terms oheanployee compensation plan and identified anjufea of the plan that cot
encourage the manipulation of reported earningzatififinder Bancorp, Inc. to enhance the compensafian employee, and has limited any such features

(iv) The compensation committee of Pathfinder Bapctnc. will certify to the reviews of the SEO cpamsation plans and employee compensation plangedagunder (i) and (iii) above;

(v) The compensation committee of Pathfinder Bamcirc. will provide a narrative description of havimited during any part of the 2011 fiscal yehat was a TARP period the features in:

(A) SEO compensation plans that could lead SEOs touakecessary and excessive risks that could tiréagevalue of Pathfinder Bancorp, Ir
(B) Employee compensation plans that unnecessarilysexpathfinder Bancorp, Inc. to risks; ¢
(C) Employee compensation plans that could encouragegnipulation of reported earnings of Pathfinden®rp, Inc. to enhance the compensation of anaree]

(vi) Pathfinder Bancorp, Inc. has required thatumpayments to SEOs or any of the next twenty iigély compensated employees, as defined in thaelagns and guidance established under sectiorol EESA (bonus) paymen
be subject to a recovery or “clawbaclgtovision during the 2011 fiscal year that was eRPAperiod if the bonus payments were based on mlénaccurate financial statements or any otimeterially inaccurate performance me
criteria;

(vii) Pathfinder Bancorp, Inc. has prohibited amjdgn parachute payment, as defined in the regustnd guidance established under section 11E8AEto a SEO or any of the next five most hightynpensated employees dui
any part of the 2011 fiscal year that was a TARifope

(viii) Pathfinder Bancorp, Inc. has limited bonusyments to its applicable employees in accordaritte section 111 of EESA and the regulations andignuie established thereunder during any part o2®i4 fiscal year that was
TARP period;
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(ix) Pathfinder Bancorp, Inc. and its employeeseheemplied with the excessive or luxury expendiyelicy, as defined in the regulations and guidagstablished under section 111 of EESA, duringpamyof the 2011 fiscal year tl
was a TARP period; and any expenses that, pursaghts policy, required approval of the board @&dtors, a committee of the board of directorsS&D, or an executive officer with a similar leeélresponsibility, were propel
approved;

(x) Pathfinder Bancorp, Inc. included in April 20ahonbinding shareholder resolution in compliance witly applicable federal securities rules and reguation the disclosures provided under the federlrities laws related to St
compensation paid or accrued during any part o201l fiscal year that was a TARP period. The &falders voted in favor of the SEO compensation.

(xi) Pathfinder Bancorp, Inc. will disclose the amg nature, and justification for the offering ther any part of the 2011 fiscal year that was a PA#eriod, of any perquisites, as defined in thelegns and guidance established u
section 111 of EESA, whose total value exceedsiB5for any employee who is subject to the bonysneat limitations identified in paragraph (vii);

(xii) Pathfinder Bancorp, Inc. will disclose whetteathfinder Bancorp, Inc., the board of direcwir®athfinder Bancorp, Inc., or the compensatianmittee of Pathfinder Bancorp, Inc. has engagethduany part of the 2011 fiscal yt
that was a TARP period a compensation consultantflze services the compensation consultant ogitiate of the compensation consultant providednf this period;

(xiii) Pathfinder Bancorp, Inc. has prohibited theeyment of any grossps, as defined in the regulations and guidan@bkstted under section 111 of EESA, to the SEOstlamahext twenty most highly compensated employeesmc
any part of the 2011 fiscal year that was a TARffope

(xiv) Pathfinder Bancorp, Inc. has substantialljnptied with all other requirements related to ergplcompensation that are provided in the agreeb®ween Pathfinder Bancorp, Inc. and Treasuryydticg any amendments;

(xv) Pathfinder Bancorp, Inc. has submitted to Sty a complete and accurate list of SEOs andwhaty next most highly compensated employees frcthrent fiscal year, with the non-SBEO®anked in descending order of leve
annual compensation, and with the name, title,eangloyer of each SEO and most highly compensatedognee identified; and

(xvi) | understand that a knowing and willful falsefraudulent statement made in connection with ¢krtification may be punished by fine, impris@nt) or both. Seefor example, 18 U.S.C. 1001.)

Date: October 31, 2011 /sl Thomas W. Schneide
Thomas W. Schneider,
President and Chief Executive Officer
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EXHIBIT 99.2 Certification of Chief Executive Officer Pursuant to Section 111(b)(4) of the Emergendyconomic Stabilization Act of 2008
IFR Section 30.15 — Certification for Partial Fisca Year 2011
Pathfinder Bancorp, Inc. UST #1304
1, James A. Dowd, certify, based on my knowledbet:t

(i) The compensation committee of Pathfinder Bapgctmc. has discussed, reviewed, and evaluated seitiior risk officers at least every six monthsaeen January 1, 2011 and September 1, 2011, teePddhfinder Bancorp, Ir
repurchased preferred stock from the United Steteasury (“the TARP period”), senior executive ofi (SEO) compensation plans and employee compengdans and the risks these plans pose to Pdgfidancorp, Inc.;

(i) The compensation committee of Pathfinder Bapctnc. has identified and limited during any pafr2011 fiscal year that was a TARP period anyuiess of the SEO compensation plans that could $@s to take unnecessary
excessive risks that could threaten the value tfffaer Bancorp, Inc and has identified any feesuof the employee compensation plans that pdsg tasPathfinder Bancorp, Inc. and has limited ¢hfestures to ensure that Pathfir
Bancorp, Inc. is not unnecessarily exposed to risks

(iii) The compensation committee has reviewedgeast every six months during any part of the 20ddaf year that was a TARP period, the terms oheanployee compensation plan and identified anjufea of the plan that cot
encourage the manipulation of reported earningatififinder Bancorp, Inc. to enhance the compensafian employee, and has limited any such features

(iv) The compensation committee of Pathfinder Bapctnc. will certify to the reviews of the SEO cpansation plans and employee compensation plangedaginder (i) and (iii) above;
(v) The compensation committee of Pathfinder Bapctirc. will provide a narrative description of havimited during any part of the 2011 fiscal yehat was a TARP period the features in:
(A) SEO compensation plans that could lead SEOs toutaecessary and excessive risks that could thréfagevalue of Pathfinder Bancorp, Ir
(B) Employee compensation plans that unnecessarilysexpathfinder Bancorp, Inc. to risks; ¢
(C) Employee compensation plans that could encourageénipulation of reported earnings of Pathfinden®rp, Inc. to enhance the compensation of anaree]
(vi) Pathfinder Bancorp, Inc. has required thatumpayments to SEOs or any of the next twenty inigély compensated employees, as defined in thaelagns and guidance established under sectiorol EESA (bonus) paymen
be subject to a recovery or “clawbaclgtovision during the 2011 fiscal year that was aRPAperiod if the bonus payments were based on ralieénaccurate financial statements or any otmeterially inaccurate performance me

criteria;

(vii) Pathfinder Bancorp, Inc. has prohibited amdgn parachute payment, as defined in the reguktnd guidance established under section 11E8AEto a SEO or any of the next five most hightynpensated employees dul
any part of the 2011 fiscal year that was a TARffope

(viii) Pathfinder Bancorp, Inc. has limited bonusyments to its applicable employees in accordarite section 111 of EESA and the regulations andigpuie established thereunder during any part o2@id fiscal year that wa:
TARP period;

Page 10t




Table of Content

(ix) Pathfinder Bancorp, Inc. and its employeeseheemplied with the excessive or luxury expendiyelicy, as defined in the regulations and guidagstablished under section 111 of EESA, duringpamyof the 2011 fiscal year tl
was a TARP period; and any expenses that, pursaghts policy, required approval of the board @&dtors, a committee of the board of directorsS&D, or an executive officer with a similar leeélresponsibility, were propel
approved;

(x) Pathfinder Bancorp, Inc. included in April 20ahonbinding shareholder resolution in compliance witly applicable federal securities rules and reguation the disclosures provided under the federlrities laws related to St
compensation paid or accrued during any part o201l fiscal year that was a TARP period. The &falders voted in favor of the SEO compensation.

(xi) Pathfinder Bancorp, Inc. will disclose the amg nature, and justification for the offering ther any part of the 2011 fiscal year that was a PA#eriod, of any perquisites, as defined in thelegns and guidance established u
section 111 of EESA, whose total value exceedsiB5for any employee who is subject to the bonysneat limitations identified in paragraph (vii);

(xii) Pathfinder Bancorp, Inc. will disclose whetteathfinder Bancorp, Inc., the board of direcwir®athfinder Bancorp, Inc., or the compensatianmittee of Pathfinder Bancorp, Inc. has engagethduany part of the 2011 fiscal yt
that was a TARP period a compensation consultantflze services the compensation consultant ogitiate of the compensation consultant providednf this period;

(xiii) Pathfinder Bancorp, Inc. has prohibited theeyment of any grossps, as defined in the regulations and guidan@bkstted under section 111 of EESA, to the SEOstlamahext twenty most highly compensated employeesmc
any part of the 2011 fiscal year that was a TARffope

(xiv) Pathfinder Bancorp, Inc. has substantialljnptied with all other requirements related to ergplcompensation that are provided in the agreeb®ween Pathfinder Bancorp, Inc. and Treasuryydticg any amendments;

(xv) Pathfinder Bancorp, Inc. has submitted to Sty a complete and accurate list of SEOs andwhaty next most highly compensated employees frcthrent fiscal year, with the non-SBEO®anked in descending order of leve
annual compensation, and with the name, title,eangloyer of each SEO and most highly compensatedognee identified; and

(xvi) | understand that a knowing and willful falsefraudulent statement made in connection with ¢krtification may be punished by fine, impris@nt) or both. Seefor example, 18 U.S.C. 1001.)

Date: November 1, 2011 /sl James A. Dowd
James A. Dowd,
Senior Vice President and Chief Financial Officer
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EXHIBIT 31.1: Rule 13a-14(a) / 15¢-14(a) Certification of the Chief Executive Officer
Certification of Chief Executive Office
Pursuant to Section 302 of the Sarbanes-Oxley A2002
I, Thomas W. Schneider, President and Chief Exee@ifficer, certify that:
1. | have reviewed this Annual report on FormKL6f Pathfinder Bancorp, Inc.;

2. Based on my knowledge, this report does not cortaynuntrue statement of a material fact or omgitéde a material fact necessary to make the stasrmade, in light of the circumstances under wbiech
statements were made, not misleading with respebetperiod covered by this report;

3. Based on my knowledge, the consolidated finantaéments, and other financial information includethis report, fairly present in all material pests the consolidated financial condition, resoftsperation:
and cash flows of the registrant as of, and fa,gériods presented in this report;

4.  The registrant's other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as defined in Exggh&rt Rules 12-15(e) and 15-15(e)) and internal contri
over financial reporting (as defined in Exchangé Rules 13a-15(f) and 15d-15(f)) for the registrandl have:

(a)  Designed such disclosure controls and piares, or caused such disclosure controls and guoes to be designed under our supervision, toreribat material information relating to the regist, including its
consolidated subsidiaries, is made known to usthgrs within those entities, particularly during theriod in which this report is being prepared;

(b)  Designed such internal control over finanoggdorting, or caused such internal control ovearicial reporting, to be designed under our supiem;j to provide reasonable assurance regardingtiadility of
financial reporting and the preparation of consatid financial statements for external purposesaordance with generally accepted accounting iplies;

(c) Evaluated the effectiveness of the registrantelalisire controls and procedures and presentedsinethort our conclusions about the effectivenésbendisclosure controls and procedures, as oétiaeof the
period covered by this report based on such evahjand

(d) Disclosed in this report any change inréngistrant's internal control over financial repugtthat occurred during the registrant's mostmefiscal quarter (the registrant's fourth fiscader in the case of an
annual report) that has materially affected, ae@sonably likely to materially affect, the regasi's internal control over financial reportingdan

5. The registrant's other certifying officer dritave disclosed, based on our most recent evafuefiinternal control over financial reporting,ttee registrant's auditors and the audit commitfetee registrant's
board of directors:

(a) Allsignificant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting which are reasonably likedyadversely affect the registrant's ability toorel; process
summarize and report financial information;
(b)  Any fraud, whether or not material, thatatves management or other employees who havendisant role in the registrant's internal contoster financial reporting.

March 28, 2012 /sl Thomas W. Schneider
Thomas W. Schneider
President and Chief Executive Offic




EXHIBIT 31.2: Rule 13a-14(a) / 15¢-14(a) Certification of the Chief Financial Officer
Certification of Chief Financial Office
Pursuant to Section 302 of the Sarbanes-Oxley A2002
1, James A. Dowd, Senior Vice President and Chieéncial Officer, certify that:
1. | have reviewed this Annual report on FormKL6f Pathfinder Bancorp, Inc.;

2. Based on my knowledge, this report does not cortaynuntrue statement of a material fact or omgittde a material fact necessary to make thersetts made, in light of the circumstances undéctw$uch
statements were made, not misleading with respebetperiod covered by this report;

3. Based on my knowledge, the consolidated finantaéments, and other financial information includethis report, fairly present in all material pests the consolidated financial condition, resoftsperation:
and cash flows of the registrant as of, and fa,gériods presented in this report;

4.  The registrant's other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as defined in Exggh&rt Rules 12-15(e) and 15-15(e)) and internal contri
over financial reporting (as defined in Exchangé Rules 13a-15(f) and 15d-15(f)) for the registrandl have:

(a)  Designed such disclosure controls and piares, or caused such disclosure controls and guoes to be designed under our supervision, toreribat material information relating to the regist, including its
consolidated subsidiaries, is made known to usthgrs within those entities, particularly during theriod in which this report is being prepared;

(b)  Designed such internal control over finanoggdorting, or caused such internal control ovearicial reporting, to be designed under our supiem;j to provide reasonable assurance regardingtiadility of
financial reporting and the preparation of consatid financial statements for external purposesaordance with generally accepted accounting iplies;

(c) Evaluated the effectiveness of the registrantelalisire controls and procedures and presentedsinethort our conclusions about the effectivenésbendisclosure controls and procedures, as oétiaeof the
period covered by this report based on such evahjand

(d) Disclosed in this report any change inréngistrant's internal control over financial repugtthat occurred during the registrant's mostmefiscal quarter (the registrant's fourth fiscader in the case of an
annual report) that has materially affected, ae@sonably likely to materially affect, the regasi's internal control over financial reportingdan

5. The registrant's other certifying officer dritave disclosed, based on our most recent evafuefiinternal control over financial reporting,ttee registrant's auditors and the audit commitfetee registrant's
board of directors:

(a) Allsignificant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting which are reasonably likedyadversely affect the registrant's ability toorel; process
summarize and report financial information;
(b)  Any fraud, whether or not material, thatatves management or other employees who havendisant role in the registrant's internal contoster financial reporting.

March 28, 2012 /sl James A. Dowd
James A. Dowd
Senior Vice President and Chief Financial Offi




EXHIBIT 32.1 Section 1350 Certification of the Chef Executive and Chief Financial Officers

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

Thomas W. Schneider, President and Chief Exec@itfieer, and James A. Dowd, Senior Vice Presidewnt @hief Financial Officer of Pathfinder Bancorpe! (the "Company"), each certify in his capaciyaa officer of the Compa
that he has reviewed the Annual Report of the Cayppa Form 10-K for the year ended December 311201 that to the best of his knowledge:

1. the report fully complies with the requirementsSefctions 13(a) of the Securities Exchange Act 841@nd

2.  the information contained in the report faphesents, in all material respects, the cons@léinancial condition and results of operationshef Company.

The purpose of this statement is solely to compti Witle 18, Chapter 63, Section 1350 of the Uthiftates Code, as amended by Section 906 of tiharszs-Oxley Act of 2002.
March 28, 201: /s/ Thomas W. Schneid
Thomas W. Schneider
President and Chief Executive Officer
March 28, 201:

/sl James A. Dow
James A. Dowd
Senior Vice President and Chief Financial Offi




EXHIBIT 99.1 Certification of Chief Executive Officer Pursuant to Section 111(b)(4) of the Emergendyconomic Stabilization Act of 200¢
IFR Section 30.15 — Certification for Partial Fisca Year 2011
Pathfinder Bancorp, Inc. UST #1304
I, Thomas W. Schneider, certify, based on my kndgig that:

(i) The compensation committee of Pathfinder Bapgctmc. has discussed, reviewed, and evaluated seitfior risk officers at least every six monthsaesn January 1, 2011 and September 1, 2011, teePdahfinder Bancorp, Ir
repurchased preferred stock from the United Steteasury (“the TARP period”), senior executive ofi (SEO) compensation plans and employee compengdans and the risks these plans pose to Pdgfidancorp, Inc.;

(i) The compensation committee of Pathfinder Bapgetnc. has identified and limited during any pafr2011 fiscal year that was a TARP period anyuies of the SEO compensation plans that could $#@s to take unnecessary
excessive risks that could threaten the value tfffaer Bancorp, Inc and has identified any feesuof the employee compensation plans that pdse tasPathfinder Bancorp, Inc. and has limited ¢hfestures to ensure that Pathfir
Bancorp, Inc. is not unnecessarily exposed to risks

(iii) The compensation committee has reviewedgeast every six months during any part of the 20ddaf year that was a TARP period, the terms oheanployee compensation plan and identified anjufea of the plan that cot
encourage the manipulation of reported earningatififinder Bancorp, Inc. to enhance the compensafian employee, and has limited any such features

(iv) The compensation committee of Pathfinder Bapctnc. will certify to the reviews of the SEO cpansation plans and employee compensation plangedaginder (i) and (iii) above;
(v) The compensation committee of Pathfinder Bapctirc. will provide a narrative description of havimited during any part of the 2011 fiscal yehat was a TARP period the features in:
(A) SEO compensation plans that could lead SEOs toutaecessary and excessive risks that could thréfagevalue of Pathfinder Bancorp, Ir
(B) Employee compensation plans that unnecessarilysexpathfinder Bancorp, Inc. to risks; ¢
(C) Employee compensation plans that could encouragménipulation of reported earnings of Pathfinden&rp, Inc. to enhance the compensation of anaree)
(vi) Pathfinder Bancorp, Inc. has required thatusopayments to SEOs or any of the next twenty migély compensated employees, as defined in thelaggns and guidance established under sectiorfl EESA (bonus) paymen
be subject to a recovery or “clawbaclgtovision during the 2011 fiscal year that was aRPAperiod if the bonus payments were based on ralieénaccurate financial statements or any otmeterially inaccurate performance me

criteria;

(vii) Pathfinder Bancorp, Inc. has prohibited amdgn parachute payment, as defined in the reguktnd guidance established under section 11E8AEto a SEO or any of the next five most hightynpensated employees dul
any part of the 2011 fiscal year that was a TARffope

(viii) Pathfinder Bancorp, Inc. has limited bonusyments to its applicable employees in accordarite section 111 of EESA and the regulations andigpuie established thereunder during any part o2@id fiscal year that wa:
TARP period;

(ix) Pathfinder Bancorp, Inc. and its employeeseheemplied with the excessive or luxury expendgyelicy, as defined in the regulations and guidagstablished under section 111 of EESA, duringpamyof the 2011 fiscal year that
was a TARP period; and any expenses that, pursaidinis policy, required approval of the board wédtors, a committee of the board of directorsS&®, or an executive officer with a similar leséresponsibility, were properly
approved;

(x) Pathfinder Bancorp, Inc. included in April 20@honbinding shareholder resolution in compliance witly applicable federal securities rules and reguiiation the disclosures provided under the fedelrities laws related to St
compensation paid or accrued during any part o201l fiscal year that was a TARP period. The &falders voted in favor of the SEO compensation.

(xi) Pathfinder Bancorp, Inc. will disclose the amg nature, and justification for the offering thgr any part of the 2011 fiscal year that was a PAferiod, of any perquisites, as defined in theleg@ns and guidance established u
section 111 of EESA, whose total value exceedsiB5for any employee who is subject to the bonysneat limitations identified in paragraph (vii);

(xii) Pathfinder Bancorp, Inc. will disclose whetteathfinder Bancorp, Inc., the board of direcwir®athfinder Bancorp, Inc., or the compensatianmittee of Pathfinder Bancorp, Inc. has engagethduany part of the 2011 fiscal yt
that was a TARP period a compensation consultantflze services the compensation consultant ogeitiate of the compensation consultant providednf this period;

(xiii) Pathfinder Bancorp, Inc. has prohibited b@yment of any grossps, as defined in the regulations and guidan@bksited under section 111 of EESA, to the SEOstlamadext twenty most highly compensated emplogeeing
any part of the 2011 fiscal year that was a TARffope

(xiv) Pathfinder Bancorp, Inc. has substantialljnptied with all other requirements related to ergplcompensation that are provided in the agreeb@ween Pathfinder Bancorp, Inc. and Treasuryydticg any amendments;

(xv) Pathfinder Bancorp, Inc. has submitted to Sty a complete and accurate list of SEOs andwhaty next most highly compensated employees frcthrent fiscal year, with the non-SBEO®anked in descending order of leve
annual compensation, and with the name, title,eangloyer of each SEO and most highly compensatedognee identified; and

(xvi) | understand that a knowing and willful falsefraudulent statement made in connection with ¢krtification may be punished by fine, impris@nt) or both. Seefor example, 18 U.S.C. 1001.)

Date: October 31, 2011 /s/ Thomas W. Schneide
Thomas W. Schneider,
President and Chief Executive Officer



EXHIBIT 99.2 Certification of Chief Executive Officer Pursuant to Section 111(b)(4) of the Emergendyconomic Stabilization Act of 200¢
IFR Section 30.15 — Certification for Partial Fisca Year 2011
Pathfinder Bancorp, Inc. UST #1304
1, James A. Dowd, certify, based on my knowledbet:t

(i) The compensation committee of Pathfinder Bapgctmc. has discussed, reviewed, and evaluated seitfior risk officers at least every six monthsaesn January 1, 2011 and September 1, 2011, teePdahfinder Bancorp, Ir
repurchased preferred stock from the United Steteasury (“the TARP period”), senior executive ofi (SEO) compensation plans and employee compengdans and the risks these plans pose to Pdgfidancorp, Inc.;

(i) The compensation committee of Pathfinder Bapgetnc. has identified and limited during any pafr2011 fiscal year that was a TARP period anyuies of the SEO compensation plans that could $#@s to take unnecessary
excessive risks that could threaten the value tfffaer Bancorp, Inc and has identified any feesuof the employee compensation plans that pdse tasPathfinder Bancorp, Inc. and has limited ¢hfestures to ensure that Pathfir
Bancorp, Inc. is not unnecessarily exposed to risks

(iii) The compensation committee has reviewedgeast every six months during any part of the 20ddaf year that was a TARP period, the terms oheanployee compensation plan and identified anjufea of the plan that cot
encourage the manipulation of reported earningatififinder Bancorp, Inc. to enhance the compensafian employee, and has limited any such features

(iv) The compensation committee of Pathfinder Bapctnc. will certify to the reviews of the SEO cpansation plans and employee compensation plangedaginder (i) and (iii) above;
(v) The compensation committee of Pathfinder Bapctirc. will provide a narrative description of havimited during any part of the 2011 fiscal yehat was a TARP period the features in:
(A) SEO compensation plans that could lead SEOs toutaecessary and excessive risks that could thréfagevalue of Pathfinder Bancorp, Ir
(B) Employee compensation plans that unnecessarilysexpathfinder Bancorp, Inc. to risks; ¢
(C) Employee compensation plans that could encouragménipulation of reported earnings of Pathfinden&rp, Inc. to enhance the compensation of anaree)
(vi) Pathfinder Bancorp, Inc. has required thatusopayments to SEOs or any of the next twenty migély compensated employees, as defined in thelaggns and guidance established under sectiorfl EESA (bonus) paymen
be subject to a recovery or “clawbaclgtovision during the 2011 fiscal year that was aRPAperiod if the bonus payments were based on ralieénaccurate financial statements or any otmeterially inaccurate performance me

criteria;

(vii) Pathfinder Bancorp, Inc. has prohibited amdgn parachute payment, as defined in the reguktnd guidance established under section 11E8AEto a SEO or any of the next five most hightynpensated employees dul
any part of the 2011 fiscal year that was a TARffope

(viii) Pathfinder Bancorp, Inc. has limited bonusyments to its applicable employees in accordarite section 111 of EESA and the regulations andigpuie established thereunder during any part o2@id fiscal year that wa:
TARP period;

(ix) Pathfinder Bancorp, Inc. and its employeeseheemplied with the excessive or luxury expendiyelicy, as defined in the regulations and guidagstablished under section 111 of EESA, duringpeamyof the 2011 fiscal year tl
was a TARP period; and any expenses that, pursaghts policy, required approval of the board @fdtors, a committee of the board of directorsS&0O, or an executive officer with a similar lee¢lresponsibility, were propel
approved;

(x) Pathfinder Bancorp, Inc. included in April 20@honbinding shareholder resolution in compliance witly applicable federal securities rules and reguiiation the disclosures provided under the federlrities laws related to St
compensation paid or accrued during any part o201l fiscal year that was a TARP period. The &falders voted in favor of the SEO compensation.

(xi) Pathfinder Bancorp, Inc. will disclose the amg nature, and justification for the offering thgr any part of the 2011 fiscal year that was a PAferiod, of any perquisites, as defined in theleg@ns and guidance established u
section 111 of EESA, whose total value exceedsiB5for any employee who is subject to the bonysneat limitations identified in paragraph (vii);

(xii) Pathfinder Bancorp, Inc. will disclose whetteathfinder Bancorp, Inc., the board of direcwir®athfinder Bancorp, Inc., or the compensatianmittee of Pathfinder Bancorp, Inc. has engagethduany part of the 2011 fiscal yt
that was a TARP period a compensation consultantflze services the compensation consultant ogeitiate of the compensation consultant providednf this period;

(xiii) Pathfinder Bancorp, Inc. has prohibited b@yment of any grossps, as defined in the regulations and guidan@bksited under section 111 of EESA, to the SEOstlamadext twenty most highly compensated emplogeeing
any part of the 2011 fiscal year that was a TARffope

(xiv) Pathfinder Bancorp, Inc. has substantialljnptied with all other requirements related to ergplcompensation that are provided in the agreeb@ween Pathfinder Bancorp, Inc. and Treasuryydticg any amendments;

(xv) Pathfinder Bancorp, Inc. has submitted to Sty a complete and accurate list of SEOs andwhaty next most highly compensated employees frcthrent fiscal year, with the non-SBEO®anked in descending order of leve
annual compensation, and with the name, title,eangloyer of each SEO and most highly compensatedognee identified; and

(xvi) | understand that a knowing and willful falsefraudulent statement made in connection with ¢krtification may be punished by fine, impris@nt) or both. Seefor example, 18 U.S.C. 1001.)

Date: November 1, 2011 /s/ James A. Dowd
James A. Dowd,
Senior Vice President and Chief Financial Offi



