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Pathfinder Bancorp, Inc. Announces Third Quarter and Year to Date Earnings
Oswego, New York, October 15, 2014 - Pathfinder Bancorp, Inc. (“Company”), the midtier holding company of Pathfinder Bank (“Bank”), (NASDAQ: PBHC) announced its
results for the three and nine month periods ended September 30, 2014.
Highlights for the three and nine month periods ended September 30, 2014


Net income for the third quarter of 2014 was $746,000 as compared to $528,000
for the comparable prior year period. The increase in net income of $218,000 was
primarily the result of the increase in net interest income due to the increase of
average interest-earning asset balances and the decrease in the average cost of
interest-bearing liabilities between the third quarter of 2014 and the third quarter
of 2013, offset by a $194,000 increase in the provision for loan losses. Net
income for the nine month period ended September 30, 2014 was unchanged at
$1.9 million as compared to the same period in 2013.



Basic and diluted earnings per share were $0.28 for the third quarter of 2014, as
compared to basic and diluted earnings per share of $0.21 and $0.20, respectively,
for the third quarter of 2013. The increase in basic and diluted earnings per share
between these two periods was due principally to the increase in net income
available to common shareholders. Basic and diluted earnings per share for the
nine month period ended September 30, 2014 were $0.73 and $0.72, respectively,
as compared to basic and diluted earnings per share of $0.74 and $0.73,
respectively, for the nine month period ended September 30, 2013.



Return on average assets was 0.52% for the three month period ended September
30, 2014 compared to 0.43% for the corresponding period in 2013. The increase
was due principally to the increase in net income for the three months ended
September 30, 2014 as compared to the prior year period. Return on average

assets was 0.47% for the nine month period in 2014 as compared to 0.50% for the
comparable prior year period. This decrease was principally due to the increase in
average assets for the nine month period ended September 30, 2014 as compared
to the prior year period.


Return on average equity was 6.29% for the three month period ended September
30, 2014, compared to 5.25% for the same period in 2013. This increase was due
principally to an increase in net income for the three months ended September 30,
2014 as compared to the three months ended September 30, 2013. For the nine
month period ended September 30, 2014, return on average equity was 5.55%,
compared to 6.04% for the same period in 2013. This decrease was due
principally to an increase in average equity for the nine months ended September
30, 2014 as compared to the nine months ended September 30, 2013.



Total loans were $374.3 million at September 30, 2014, compared to total loans of
$341.6 million at December 31, 2013, representing an increase of 9.6%. This
growth of $32.7 million in loans resulted largely from an increase in the
commercial real estate loan portfolio and, to a lesser extent, the commercial and
industrial loan portfolio.



Total deposits were $483.0 million at September 30, 2014, compared to total
deposits of $410.1 million at December 31, 2013. The increase of $72.9 million,
or 17.8% in deposits, was primarily due to a $37.6 million increase in retail
demand deposits as a result of subscription orders received for our second-step
conversion targeted to close on October 16, 2014. The remaining increase was
due to an additional $24.2 million in municipal deposits and $13.1 million in
business deposits.

“Earnings have demonstrated positive trends primarily driven by organic loan growth and
a stable to slightly increasing net interest margin,” according to Tom Schneider, President
and CEO. “Loan growth of 9.6% over the first nine months of 2014 is primarily the
result of strong market acceptance of our community bank model in our expanding
footprint within Central New York. Loans continue to be principally funded by local
deposits. The recently released FDIC market share data shows our leading position in
Oswego County increased to 33.5%, while our share of market in Onondaga County has
increased by 24.0%,” Schneider continued.
“Higher provision for loan losses, enhanced charge-off policies, and an increase in nonperforming loans both mitigated some of the earnings growth and reflect stronger risk
management practices required of a growing commercial loan portfolio,” Schneider
added.
“On September 9th, we opened our Business Banking Office in downtown Syracuse
located at 109 W. Fayette Street in the historic Pike Block building. This office will
allow us to better serve our growing customer base in the greater Syracuse market,”
Schneider said.

“On October 16th, we will close our stock offering and Plan of Conversion,” stated
Schneider. “We are extremely pleased with the positive market and depositor response to
our offering as we were oversubscribed by eligible account holders of the bank at record
date of March 31, 2013, our first tier of subscription. We plan to use this increased
capital to support our continued organic growth in Central New York.”
Income Statement
For the three months ended September 30, 2014, net interest income, on a tax-equivalent
basis, increased $491,000, or 12.2% to $4.5 million from $4.0 million for the three
months ended September 30, 2013. The increase in net interest income was due
principally to the $368,000 increase in interest income caused by the increase in average
balances of commercial real estate loans and increases in both average balances and
yields on commercial loans and taxable investment securities, offset in part by a decrease
in the average yield of commercial real estate loans. Additionally, interest expense
decreased $123,000 between the year over year third quarter periods as the average cost
of time deposits decreased due principally to the decrease in rates paid of 43 basis points
on this interest-bearing liability product. The decrease in average rates paid on time
deposits was the result of maturing certificates of deposits reinvested in shorter duration
certificate of deposit as consumers opted to improve their liquidity given the current
uncertain low rate environment. As a result, our interest spread for the three months
ended September 30, 2014 increased to 3.46% from 3.34% during the three months ended
September 30, 2013.
For the nine months ended September 30, 2014, net interest income, on a tax-equivalent
basis, increased $888,000, or 7.4% to $12.9 million from $12.0 million for the
comparable prior year period due primarily to the decrease in average rates paid on time
deposits and Federal Home Loan Bank of New York borrowings between the year over
year nine month periods. Significant reductions were recorded in average rates paid on
time deposits and borrowings of 32 basis points and 52 basis points, respectively,
between these same two periods. As a result, our interest rate spread for the nine months
ended September 30, 2014 increased to 3.40% from 3.30% for the nine months ended
September 30, 2013.
Noninterest income for the three months ended September 30, 2014 increased to
$900,000 from $704,000 for the three months ended September 30, 2013. This increase
of $196,000 between these two periods was due primarily to an increase of $170,000 in
other charges, commissions and fees, the majority of which were from the commissions
earned from Pathfinder Risk Management Company, Inc., which owns a 51%
membership interest in FitzGibbons Agency, LLC (“Insurance Agency”) which we
acquired in the fourth quarter of 2013. Accounting guidance requires the Company to
consolidate 100% of the Insurance Agency within the consolidated financial statements.
The 49% of which the Company does not own is accounted for separately as a
noncontrolling interest within the consolidated financial statements. Additionally, loan
servicing fees increased $51,000 due to the recognition of income from guarantee fees of
the Federal National Mortgage Association (“FNMA”).

Noninterest income for the nine months ended September 30, 2014 increased $119,000,
or 4.8%, to $2.6 million as compared to $2.5 million for the same prior year period. This
increase was driven by the increase in commissions of $480,000 during the nine months
ended September 30, 2014 as compared to the nine months ended September 30, 2013.
The commissions of the Insurance Agency were responsible for $430,000 of this
increase. Additionally, loan servicing fees increased $90,000 and service charges on
deposit accounts increased $38,000, during the nine months ended September 30, 2014 as
compared to the nine months ended September 30, 2013. Loan servicing fees increased
due to the previously mentioned FNMA guarantee fees. Service charges on deposit
accounts increased primarily due to the increase in deposit accounts. These increases in
noninterest income were offset by a $448,000 decrease in net gains on sales of loans and
foreclosed real estate. During the nine months ended September 30, 2013, we recorded
$395,000 in net gains from the sale of residential loans as a means of mitigating interest
rate risk. Additionally, we recorded a decrease of $87,000 in net gains on sales and
redemptions of investment securities between the nine months ended September 30, 2014
and the nine months ended September 30, 2013. A limited investment portfolio
restructuring resulted in modest gains being recognized during the nine months ended
September 30, 2013 that was not repeated during the first three quarters of 2014.
Total noninterest expense for the three months ended September 30, 2014 increased
$145,000, or 4.0%, to $3.8 million from $3.7 million for the three months ended
September 30, 2013. The increase in noninterest expense was due principally to
increases in personnel expenses of $108,000 and building occupancy expenses of
$39,000. Personnel expenses increased due in part to wage increases, increased deferred
compensation expenses of $67,000, and the inclusion of $81,000 in personnel expenses
of the Insurance Agency. Offsetting the other components within personnel expenses
was a $97,000 improvement in the pension benefit which offset other increases in
employee benefits such as payroll taxes and 401(k) contributions.
Total noninterest expense for the nine months ended September 30, 2014 increased
$710,000, or 6.6%, to $11.5 million from $10.8 million for the same prior year period
due largely to the $642,000 increase in personnel expenses and $84,000 in building
occupancy expenses. The increase in personnel expenses reflected wage increases,
$197,000 related to increased deferred compensation costs, and $111,000 related to
commissions and accrued expenses for corporate incentive. Additionally, $234,000 of
the increase in personnel expenses related to those of the Insurance Agency, which was
not acquired until the fourth quarter of 2013. Offsetting the other components within
personnel expenses was a $293,000 improvement in the pension benefit which was able
to offset other increases in employee benefits such as payroll taxes and 401(k)
contributions. Partially offsetting the increase in the above expenses was a reduction in
other operating expenses of $70,000 due principally to the $65,000 write-off of a
repossessed asset which occurred in the second quarter of 2013.
We recorded $410,000 in provision for loan losses for the three month period ended
September 30, 2014, as compared to $216,000 for the three month period ended

September 30, 2013. One large commercial relationship with two loan facilities was
charged off in the amount of $336,000 in the third quarter of 2014, with a specific reserve
allocated through the provision for loan losses in prior periods of $243,000. The
$177,000 decrease in specific reserves between June 30, 2014 and September 30, 2014
was largely due to the charge-offs associated with this commercial relationship. The
increase in the provision for loan losses was a direct result of the $406,000 in net chargeoffs in the third quarter of 2014 and the $15.5 million growth in gross loans between the
second quarter and the third quarter of 2014. Management deems the amount of the
provision recorded during the third quarter of 2014 to be adequate in support of the
current level of allowance for loan losses.
We recorded a $930,000 provision for loan losses through the first nine months of 2014
as compared to $816,000 for the same prior year period. Net charge-offs for the nine
months ended September 30, 2014 were $801,000 as compared to $232,000 for the prior
year period, an increase of $569,000. The year over year increase in net charge-offs was
due to certain first quarter 2014 non-recurring portfolio charge-offs recorded in order to
conform more closely to FDIC guidance and the previously mentioned $336,000 chargeoff recorded in the third quarter of 2014. Management deems the amount of the
provision recorded during the first nine months of 2014 to be adequate in support of the
current level of allowance for loan losses.
Balance Sheet as of September 30, 2014
Total assets increased to $66.2 million, or 13.1%, to $570.0 million at September 30,
2014 as compared to $503.8 million at December 31, 2013. This increase was due
primarily to an increase in investment securities, loans, bank owned life insurance, and
total cash and cash equivalents.
Investment securities increased to $136.6 million at September 30, 2014 from $115.4
million at December 31, 2013 due principally to the need to collateralize the increase in
municipal deposits between these same two time periods. Of the total increase of $21.2
million in investment securities, 62.0% was classified within the available-for-sale
portfolio, centered largely in residential mortgage backed securities. The remaining
increase was recorded in the held-to-maturity investment securities portfolio. When new
investment securities are acquired, management reviews certain security characteristics
and determines the company’s intent and ability to hold the security to maturity. Based
on the security characteristics and management’s intentions, the security is classified as
either available-for-sale or held-to-maturity.
Total loans receivable increased $32.7 million, or 9.6%, to $374.3 million at September
30, 2014 from $341.6 million at December 31, 2013 primarily due to a $23.9 million, or
25.0%, increase in commercial real estate loans. This increase was a direct result of our
growth in the greater Syracuse marketplace. Additionally, commercial and industrial
loans and lines of credit increased $6.4 million or 13.7%. Residential mortgage loans
increased $4.0 million, or 2.4%, between December 31, 2013 and September 30, 2014.
During the third quarter of 2014, the Company has achieved modest residential loan

portfolio growth as we gained market share in the greater Syracuse marketplace. As a
result of our effort to diversify our loan portfolio with an increased emphasis on our
commercial loan and commercial real estate products, the percent of our portfolio from
these loan products grew from 43.3% to 47.0% between December 31, 2013 and
September 30, 2014.
Bank owned life insurance increased $2.0 million during the first nine months of 2014 to
$10.2 million at September 30, 2014 due principally to additional purchases of single
premium life insurance policies on selected participants. These purchases will provide
income that will assist in the funding of optional deferred compensation and
supplemental executive retirement plans.
The increase in total assets was largely funded by increases in deposits within our market
area, totaling $72.9 million, or 17.8%, to $483.0 million at September 30, 2014 from
$410.1 million at December 31, 2013. The increase was due largely to a $37.6 million
increase in retail demand deposits as a result of subscription orders received from our
second-step conversion expected to close on October 16, 2014. Additionally, municipal
deposit accounts increased $24.2 million and business deposit accounts increased $13.1
million between these two time periods as a direct result of the Company’s strategy to
gather deposits across all markets.
The Company’s shareholders’ equity increased $2.3 million, or 5.4%, to $45.0 million at
September 30, 2014 from $42.7 million at December 31, 2013. This increase was
principally due to a $1.6 million increase in retained earnings, resulting from $1.9 million
in net income through the nine months ended September 30, 2014 offset by dividends
declared on our common stock totaling $229,000, preferred stock dividends declared of
$63,000, and a reduction of $415,000 in accumulated other comprehensive loss due
principally to an increase in the market value of our available-for-sale investment
portfolio.
Asset Quality
Non-performing assets at September 30, 2014 were $7.9 million, or 1.38% of total assets,
as compared to $6.0 million, or 1.18% of total assets, at December 31, 2013. The $1.9
million increase in non-performing assets between December 31, 2013 and September
30, 2014 was principally due to the addition of two commercial relationships. One large
commercial relationship became non-performing during the second quarter of 2014 with
a total present balance of $970,000, including related commercial business and personal
residential loans extended to this relationship at September 30, 2014. The borrower
brought all loans current within this relationship through the third quarter of 2014, but we
will maintain this relationship on non-performing status while monitoring the borrower’s
payment performance. Once management has concluded that payment of contractual
principal and interest is no longer in doubt, the relationship may be reclassified as
performing. A second commercial relationship totaling six loans, whose total aggregate
balance is $1.5 million, was placed on non-performing status as of September 30, 2014.
Partially offsetting these increases was a charge-off in the amount of $336,000 due to a

commercial relationship totaling two loans that were previously in non-performing status.
As a result, the ratio of nonperforming loans to period end loans increased from 1.57% to
1.99% between these two time periods.
The ratio of annualized net loan charge-offs to average loans increased from 0.15% for
the full year 2013 to 0.30% for the first nine months of 2014. Net loan charge-offs for
the first nine months of 2014 were $801,000 as compared to $232,000 for the same prior
year period. A portion of the increase in net loan charge offs was a result of certain nonrecurring portfolio charge-offs recorded in order to conform more closely to FDIC
guidance. Additionally, $336,000 of the net charge-offs for the first nine months of 2014
was due to the previously mentioned charge-off of two loans within a commercial
relationship in the third quarter. We had a $243,000 specific reserve against these two
loans from a provision for loan losses recorded in prior periods. Net charge-offs during
the third quarter of 2014 were $406,000 as compared to $5,000 in net recoveries in the
third quarter of 2013, and due principally to the previously mentioned charge-off.
The ratio of the allowance for loan losses to period end loans decreased from 1.48% at
December 31, 2013 to 1.38% at September 30, 2014 due largely to the previously
mentioned charge-offs and management’s quarterly re-evaluation of the environmental
factors impacting our borrowers in our markets. Management reviews trends in historical
loss rates and environmental factors on a quarterly basis, in addition to assessing the
specific allowance needs on impaired loans, and judges the current level of allowance for
loan losses to be adequate to absorb the estimable and probable losses inherent in the loan
portfolio.
About Pathfinder Bancorp, Inc.
Pathfinder Bancorp, Inc. is the mid-tier holding company of Pathfinder Bank, a New
York chartered savings bank headquartered in Oswego, New York. The Bank has eight
full service offices located in its market area consisting of Oswego County and northern
Onondaga County and a business banking office located in downtown Syracuse that
opened in the third quarter of 2014. Through its subsidiary, Pathfinder Risk Management
Company, Inc., the Bank owns a 51% interest in the Fitzgibbons Agency, LLC.
Financial highlights for Pathfinder Bancorp, Inc. are attached. Presently, the only
business conducted by Pathfinder Bancorp, Inc. is the 100% ownership of Pathfinder
Bank and Pathfinder Statutory Trust II.
Forward Looking Statements
Certain statements contained herein are “forward looking statements” within the
meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934. Such forward looking statements may be identified by reference to
a future period or periods, or by the use of forward looking terminology, such as “may,”
“will,” “believe,” “expect,” “estimate,” “anticipate,” “continue,” or similar terms or
variations on those terms, or the negative of those terms. Forward looking statements are
subject to numerous risks and uncertainties, as described in our SEC filings, including,
but not limited to, those related to the real estate and economic environment, particularly

in the market areas in which the Company operates, competitive products and pricing,
fiscal and monetary policies of the U.S. Government, changes in government regulations
affecting financial institutions, including regulatory fees and capital requirements,
changes in prevailing interest rates, acquisitions and the integration of acquired
businesses, credit risk management, asset-liability management, the financial and
securities markets and the availability of and costs associated with sources of liquidity.
The Company wishes to caution readers not to place undue reliance on any such forward
looking statements, which speak only as of the date made. The Company wishes to advise
readers that the factors listed above could affect the Company's financial performance
and could cause the Company's actual results for future periods to differ materially from
any opinions or statements expressed with respect to future periods in any current
statements. The Company does not undertake and specifically declines any obligation to
publicly release the results of any revisions, which may be made to any forward looking
statements to reflect events or circumstances after the date of such statements or to
reflect the occurrence of anticipated or unanticipated events.

