


PERFORMANCE HIGHLIGHTS

Strong residential real estate loan originations,
up 121 percent over 2001 production

- Consumer loan originations of $197 million, an increase of 25 percent over last year

" Strong growth in commiercial real estate production, including construction loan advances, up more
than 97 percent over 2001 originations

Significant progress in the restructuring of our risk profile as gross commercial loans declined to
37 percent of total loans

Consolidation of all residential mortgage lending activities under one roof — improving operational
efficiencies and contributing to strong loan production results during 2002

Conversion to a computer based proof of deposit (POD) system for check and fee processing,
increasing operating efficiencies and reducing overhead

BSB Bancorp, Inc.
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Assets $2.0 billion
Gross Loans $1.3 billion
Deposits $1.4 billion
Shareholders’ Equity $148.9 million

Avg. Branch Deposit Size* $62 million
Total Households Serviced 103,094

* Excludes Supermarket Branches
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BSB Bancorp, Inc. provides a broad range of deposit, loan, trust and financial

management services to businesses and consumers primarily located in the Central and

Southern Tier regions of Upstate New York. The Bank serves its customers from 20 full-service
banking offices, 27 branch-based and 26 off-premise automatic teller machines and at 12
proprietary banking service locations (StoreTeller®) situated in a large area supermarket chain. BSB's
facilities are located in and around the cities of Binghamton and Syracuse in Broome, Onondaga,
Tioga, and Chenango counties. In Broome County, BSB is the leading bank in total deposits, with
nearly 32 percent. The Bank is also an active residential real estate lender in other Upstate urban
centers including Rochester and Albany, as well as the Hudson Valley Region.

CORE MARKETS

Southern Tier

Although the economy continues to face uncertainty, the Southern Tier region of Upstate New York
has provided a stable platform from which to support regional and national business. Employment
levels remain stable; the November 2002 unemployment rate for the Binghamton MSA was 5.5 percent,
compared to the national average of 5.7 percent. With a strong base of institutions of higher
education, the area provides a valuable and renewing educated workforce. Nationally acclaimed
Binghamton University continues to attract international students in increasing numbers, with a record
1,102 students from 85 countries currently enrolled. The growth continues a five-year trend that has
seen a 55 percent increase in the number of international students, the majority of which are enrolled
in graduate programs. The Watson School of Engineering and Applied Sciences leads all other New
York State colleges and universities in the number of students obtaining the fundamentals of
engineering degree.

Central New York

The Syracuse area economy continues to shift away from a traditional manufacturing base, and toward
a more knowledge and service-based economy, which currently represents more than 80 percent of

the region’s non-agricultural employment. Over the past twelve months, manufacturing empioyment in
Syracuse has declined by 4.9 percent, while the trade and services sector has experienced a 1.9 percent
employment increase. Overall, the regional economy remained relatively stable with a November 2002
unemployment rate for the Syracuse MSA of 5.0 percent, well below the national average of 5.7 percent.



REPOSITIONED FOrR STRENGTH

Since the fourth quarter of 2000, we have taken the
necessary and sometimes painful steps to ensure that BSB is
positioned for solid, sustainable growth and profitability. While it has not been without challenge,
we are confident we have delivered on our promises of substantially increasing the overall quality of
our business by staying focused on key initiatives set in place. Solving the Bank'’s liquidity problems
and reducing its credit risk profile required that steps be taken to reduce the size and composition of
the commercial loan portfolio. Significant progress has been achieved as gross commercial loans
were reduced to approximately 37 percent of total loans at year-end, compared to 55 percent at the
end of 2000.

The key to the past two years has been a willingness to face challenges head-on, taking decisive and
appropriate action to improve asset quality and bring balance to the loan portfolio.

° Capital ratios remain strong - the Bank's risk-based capital to risk-weighted assets ratio was 11.90
percent at year-end — well above the Federal Reserve requirements of a “well capitalized” institution

Two branches in Elmira, New York were sold in the fourth quarter of 2002, because they did not
complement our primary market areas of Binghamton and Syracuse

BSB is moving to centralize underwriting activities for consumer lending by the second quarter of 2003

The BSB Bank & Trust Web site has been rebuilt from the ground up and successfully launched, with
Internet banking capabilities expanded beyond basic account service.

BSB has focused on diversifying its loan portfolio across geographic lines. At year-end, loans were
balanced between the Central New York and Southern Tier regions.

= The Bank's 15 largest commercial borrowers owed $218.5 million on December 31, 2001, or an average of $14.6
million, as compared to an average of $12.3 million at December 31, 2002 - a reduction of 15.8 percent




Repositioned Loan Porfolio
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GROSS REAL ESTATE LOANS 35.4% GROSS COMMERCIAL LCANS 36.5%
1

9
GROSS CONSUMER LOANS 28.1% ! .

Cur focus on an improved asset mix has resulted in a
decrease of $504.9 million, or 50.6 percent in commercial

and industrial loans from December 31, 2000

Gross real estate loans increased $121.5 million, or
34 percent during 2002

Deposit Composition
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SAVINGS 12.2%
CD'S RETAIL 34.9% CD’'S WHOLESALE 9.6%
NON-INTEREST BEARING MONEY MARKET 23.5%

CHECKING 10.7%
INTEREST BEARING CHECKING 9.1%

Wholesale deposits — used to fund C&l lending — have
been reduced by $346.0 million from year-end 2000

Retail and Wholesale Deposits to Total Deposits
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RETAIL DEPOSITS 90.4% MONEYDESK 1.2%
1

MUNICIPAL DEPOSITS 1.5%
BROKERED CD'S 6.9%
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To OUR SHAREHOLDERS, CUSTOMERS aNnD EMPLOYEES

HOWARD SHARP PRESIDENT ano CHIEF EXECUTIVE OFFICER

When | came to BSB in November 2000, it was clear that BSB had serious asset quality problems.
During the late ‘80s and throughout the '90s, the Bank concentrated on achieving extraordinary growth
rates in high-risk commercial and industrial loans, many coming from outside the Bank’s retail market area.
As the loan growth was dramatically greater than the rate at which the Bank was growing its deposits,
the funding for the loans was expensive and volatile non-core deposits. That strategy did not work.

Community banking is clearly a business that involves a certain degree of risk in its lending activities.
However, that risk is manageable. Not only must credit risks be carefully evaluated, the funding of
those credits must be carefully matched with the Bank's deposit gathering. When those risks are
managed successfully, the mistakes, the resulting charge-offs and reduced net interest margins, are
kept to a minimum. When that risk is poorly managed, as it was at BSB, it becomes a serious threat to
the organization. It has been costly, and more time consuming than we would like, to restructure the
Bank. However, we came at the problem with a clear strategy and a committed team, and over the last
24 months we have made significant strides.

Early in 2001, we communicated the strategy for addressing the problems that existed at BSB.

The solution involved assembling a capable and effective management team, restructuring the loan
mix to reduce credit risk, improving liquidity by reducing the use of, and need for, wholesale funding,
and effectively managing a still-strong capital position.

We believe that significant progress has been made in returning BSB to a position of strength
as an Upstate New York regional community bank. Despite a loan loss provision in 2002 that
was higher than we would have liked, a significant portion of the actions to reposition BSB for
profitable growth is behind us.

A solid and capable team of experienced bankers has been assembled. We strengthened the risk
management, treasury and lending functions. We also created and staffed a special assets group to
minimize the costs associated with non-performing loans.

At the end of 2000, commercial and industrial (C&l) loans made up 55 percent of the Bank’s loan
portfolio, a high level of risk for a regional community bank. Changing our risk profile has been a
primary strategic focus, and we have made considerable progress. The composition of our loan
portfolio is significantly different than it was two years ago. At year-end 2002, C&! loans were reduced
to approximately 36 percent of total loans. We are committed to a further reduction in this portfolio, to
about 25 - 30 percent of total loans.

Returning BSB'’s asset quality to an acceptable level is difficult and time-consuming. Combining the
effects of a loan portfolio over-weighted with commercial and industrial loans, with a prolonged
challenging economy, has provided predictably negative results. A significant portion of these loans
became non-performers, requiring large loan loss provisions that seriously impacted the Bank's
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profitability. The provision for 2002 was just over $46 million, on top of an $18.2 million provision in 2001,
well above an acceptable level for a $2 billion asset bank. One of the effects of the 2002 provision was a
decline in net income to $1.8 million, or $0.18 per share, from $20.5 million, or $2.02 per share in 2001.

At $50.6 million, year-end 2002 non-performing loans remained at a disappointingly high level. But,
this is a 17 percent improvement over the 2001 amount of $60.7 million. Loans 30-89 days past due
also improved dramatically during 2002, declining 66 percent from $18.1 million at the end of 2001 to
$6.1 million at year-end. Another consequence of the provisions taken during 2002 was to grow our loan
loss reserve. At year-end 2002, loan loss reserve coverage increased to 125 percent of non-performing
loans, up from 97 percent at the end of 2001.

Prudent management of risk and asset quality will never be a secondary issue for this management
team. We remain focused on improving asset quality and working to ensure that BSB strikes a balance
between attaining reasonable organic growth and maintaining a quality loan portfolio.

One of the important components of our strategy to change the Bank’s loan mix was to increase
residential mortgage originations. A streamlined, efficient process from application to closing is
essential and in March 2002, we announced plans to consolidate all mortgage lending activity at a
single facility. We believed that consolidating all functions would improve operational efficiencies
and raise the level and quality of customer service. We were right. While we were clearly aided by
the interest rate environment, our streamlined process, wide array of products and strong sales
efforts contributed to our success in becoming the leading mortgage originator in our primary
markets at year-end. Total residential mortgage loan volume was double the prior year. The strong
residential growth, combined with improving commercial real estate activity, helped to push gross
real estate loans to 35 percent of total loans at December 31, 2002, as compared with 24 percent at
December 31, 2001.

Another important piece of our residential mortgage lending strategy was to improve the cross-selling of

deposit accounts to our loan customers. Led by our success with our “bi-weekly” mortgage product, we
managed to open active checking accounts for over 30 percent of our new mortgage customers.
These accounts are vital to our goal of building multi-product core customer relationships.

New products and improvements to our delivery system helped drive strong consumer loan
demand in the second half of 2002. Offering more attractive rates to customers with high
“credit scores” increased demand while keeping the focus on credit quality. These factors
combined to move consumer loans to 28 percent of total loans at the end of 2002.

Along with a strong push to restructure the mix of our portfolio by loan type, we have also
been working to diversify the portfolio along geographic lines. Our objective is to have a better balance
between loans from the Central New York region and loans originated in our traditional Southern Tier
market area. This focus on increasing our foothold in and around the Syracuse market continues to bear
fruit. At year-end 2002, loan balances were nearly evenly divided between the two areas.



LETTER 70 OUR SHAREHOLDERS, CUSTOMERS anD EMPLOYEES

BSB's strong retail branch system has been, and remains, a valuable asset. We took additional steps
during the year to ensure that our associates could continue to provide the high level of service and
attention that our customers expect. During the second quarter, we converted our deposit account
system to a proof of deposit, or POD system, fulfilling a goal we identified during 2001. With this
system fully functional for more than half the year, we are realizing the anticipated benefits. The POD
system has provided increased efficiency for our teller fine, consistency in float management and a
more efficient and centralized fee monitoring and assessment system.

With a concentrated presence in Binghamton, and a growing foothold in Syracuse, we have two
markets with a complementary relationship. Based on our prior determination that our best opportunity
for growth rests with these two core markets, we took action in the fourth quarter to pare two branches
that didn't fit with this strategy. In October, we announced that we would sell two branches in the
Eimira, New York area with combined deposits of approximately $44 million. Also, in the first quarter
we completed the sale of our credit card portfolio of $11 million. The relatively small size of the
portfolio made it difficult for the Bank to offer the types of incentives routinely offered by larger
institutions with multi-billion dollar credit card operations.

Another initiative planned for 2002 was attending to a Web site in need of a thorough update.
During the fourth quarter, we reintroduced a new and improved BSB Bank & Trust Web site. Along
with revamping the appearance, we expanded our site capabilities beyond basic account service,
and increased the functionality of iBSB, our cash management product
for business. Bank customers were introduced to the Web site’s new
capabilities through a promotional effort that included television
advertising and branch marketing material, focused on the increased
convenience of Internet banking.

During 2003, the Downtown Syracuse Office at 431 E. Fayette Street will be renovated to house

a state-of-the-art image based check and item processing center, increasing operational
efficiency, expanding electronic account services and improving online account security.

The word challenging has been used a number of times to characterize BSB's business environment
during the past two years. And challenging it remains. But another term that should be used to
summarize the last two years is progress.

Significant problems existed that monopolized the time of cur management team during this period. |
would like to be able to tell you that these problems are all behind us. | don't believe that we, or for
that matter any financial institution, can provide that kind of assurance. | am comfortable saying that we
have worked hard to identify the asset quality problems that existed, and have taken decisive, and
sometimes painful, action to address them.




As discussed above,
we believe that we have made significant
progress in returning BSB to a solid competitive footing during the Jast two

years. Although additional work remains tc be done, we believe that it's appropriate to begin to shift our
focus to a more growth-oriented action plan during 2003.

Building upon the progress made in 2002, it's possible for us to return to a mode of measured asset
growth in 2003, carefully balanced by our ongoing focus on asset quality. As demonstrated by our loan
production numbers in 2002, solid opportunities exist for lending growth in the markets we've targeted.

With 2002 residential real estate originations up 121 percent, to over $200 million, we clearly delivered

on the promise to make this a focus of our efforts to restructure assets. This was more than twice the

original production goal set for the year. While we recognize that the interest rate environment helped

us with originations, we also believe that part of our success was the result of the priority we placed on

being the leader in that business in our markets. We will continue to build on this success. We have
expanded our mortgage offerings, adding a bi-weekly product and additional adjustable
rate options, both of which have been well received.

These factors, along with our success at expanding our residential pipeline with wholesale
originations from other Upstate markets, such as Albany and Rochester, as well as the
Hudson Valley, lead us to conclude that we can continue to generate strong production
numbers in 2003.

Our commercial real estate production, including construction loan advances, also significantly increased
in 2002, up 97 percent in comparison to 2001. We expect to show continued growth in this portfolio in
2003. Along with opportunities in our traditional Southern Tier and Central New York markets, we will be
exploring potential relationships that meet our enhanced underwriting criteria in neighboring states.

The third area that we will focus our growth efforts on for 2003 is consumer lending. Consumer loan
production remained strong at $197 million in 2002, up 25 percent over 2001, but not at the expense
of credit quality. We implemented a tiered pricing structure and underwriting standards that target a
minimum average credit score of 680 on new loan criginations.

During 2003 we plan to implement a separate consumer loan underwriting department to ensure that
we maintain consistent underwriting standards for all direct and indirect consumer loans. We expect
our consumer loan production to remain strong throughout the year.

With nine branches in and around Syracuse, we clearly have an opportunity to fill gaps in this service
area. During 2003, we plan to actively explore opportunities to acquire branches in this market that will
help to fill out our market coverage. Where acquisition is not an appropriate option, we will consider
de novo branching. Over the longer term, we believe that we can grow our share of deposits to the
10 - 15 percent range in this market.
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Strong customer relationships have been, and

will remain, a focus of our retail branch system.,

We have done a very respectable job of retaining and
acquiring deposits in our core market areas, at the same time that we were allowing higher cost
wholesale deposits to run off. We are particularly pleased with our growth in the Syracuse market
area, where branch deposits grew by about 11 percent in 2002. We expect this to remain
another bright spot during 2003.

Our branch system also had a successful consumer sales program in 2002, as evidenced by a
21 percent increase in branch consumer lending and record mortgage loan volumes.

Ferris Akel, a BSB Bancorp director since 1986, has announced his intention to retire from the
Board on April 28, 2003. A conscientious member of the Board, he has served on the executive,
salary and personnel administration, loan, and compensation committees. We wish him all the
best and thank him for his many years of service on behalf of the shareholders of BSB Bancorp.

——————— - —  Although we expect the 2003 business environment to remain

’ challenging, we do expect to have a successful year with
measurable accomplishments. With the exception of our C&l
portfolic, we expect to return to a growth posture this year with
total results being driven by improved execution within all business
R ——-—-m-j operations. We are committed to further improvement to the

non-performing loan situation driven by organization-wide
dedication to asset quality. And finally, we are also committed to leadership and teamwork
within our organization that will drive improved performance and positively impact
shareholder value. We greatly appreciate the continued support and confidence
demonstrated by our shareholders.

il Aoy

Howard W. Sharp
President and Chief Executive Officer




PLANNING FOR GROWTH

The opportunity exists to grow Syracuse deposit The competitive
market share to approximately 10 to 15 percent, 2ndscape for banking

BSB's community banking franchise has functioned as a strong foundation for the organization for
many years. This strength has been a significant stabilizing factor as BSB worked through significant
operational challenges during the last two years. As BSB returns to a growth posture, the Bank will
benefit from a solid and growing presence in its two primary markets.

In the Southern Tier region that anchors our retail banking franchise, we remain a strong competitor

with significant market share and a large and loyal customer base. The strength of the BSB brand in

the Southern Tier is exemplified by a commanding deposit market share of 32 percent in Broome
County. This strong presence provides BSB with ample cross-selling
opportunities for an expanded product line that includes insurance and
investment options.

With 11 full-service branches and 12 supermarket-based locations, BSB remains the leading bank in
and around the Binghamton area, despite the presence of strong bank competitors and the
emergence of other financial services competition.

With the third strongest concentration of high-technology industries in the United States, Broome
County {approximate population 200,000} has acquired a reputation for economic stability, with
employee turnover rates substantially lower than state and national
s averages. Although the area is feeling the effects of the current economy,
Q" the Triple Cities area (Binghamton, Endicott and Johnson City) has the
advantage of an educated, well-trained, stable and productive work force.

BSB is proud to be the major sponsor of the Annual Spiedie Fest Balloon
Rally Expo. Since 1985, visitors have traveled from across the country to
experience this Broome County tradition.

A GROWING FOOTHOLD

In the greater Syracuse area, a somewhat larger urban center 75 miles north of Binghamton, we
currently hold roughly 5 percent of the deposit market share and believe the opportunity exists to
increase this to approximately 10-15 percent. We entered this market by acquiring

Skaneateles Bancorp, Inc. in 1999, and have a solid nine-branch foothold in
Onondaga County.

The Syracuse metropolitan area has a population of just over 730,000 (U.S.
Census Bureau - 2000) and more than 280,000 households. The region
boasts a diverse economy and relatively low unemployment. Onondaga
County’s unemployment rate was 4.8 percent in June 2002, significantiy
below the 5.8 percent unemployment rate for New York State and the

6 percent rate nationwide.

A 2002 economic study commissioned by the Syracuse Chamber of
Commerce, found that if the region were a separate state, it would
have ranked 27th in 2001 job creation.

around Syracuse also
provides a different view with a number of larger “super-regional”
banks claiming sizable but not dominant market share. With a strong
customer service orientation, we believe we have the right formula to
make inroads in this market.



PLANNING FOR GROWTH

With BSB's conversion to a state-chartered stock savings bank in 1985, it began the process of

evolving from a traditional thrift institution to a diversified financial services organization. The change
became more dramatic in 1995 when BSB received approval to become a state-chartered commercial
bank. Since then, we have added a broad range of products and services and have become a majo
provider of banking services to the business community.

These changes along with the approval of the Financial Services Modernization Act of 1999, which
enabled banks to further expand financial product offerings, helped to shape significant changes to
BSB’s line of products and services. In addition to a complete menu of community banking services,
BSB has added a broad choice of investment and insurance products that includes annuities, mutual
funds, stocks and bonds, money market funds, unit investment trusts, U.S. Government securities, life
insurance, and long-term care insurance.

BSB has taken a measured approach to entering the market for investments and insurance by offering
these products through INVEST Financial Corporation {(INVEST), a registered broker/dealer. This
enabled the Bank to enter this market with knowledgeable representatives that are located in BSB
Bank & Trust branches.

Brokerage and insurance products will be a focus area during 2003, with marketing efforts targeted
primarily in Central New York. Commissions from the sale of life insurance and long-term care
insurance are expected to contribute to growing non-interest income during the year.

BSB customers have had access to the benefits of a full-service trust department since 1991. Along
with servicing individual customers, BSB had been providing trust and investment services to
corporations, charitable and non-profit organizations.

Trust services involve the management and protection of property for the
benefit of others. The Trust Department utilizes investment products or life
insurance to fund payments to named beneficiaries. Our Trust Department
also provides investment management services or personalized portfolio
supervision for the busy part-time investor.

Trust fees were down in 2002 due in large part to adverse general market
conditions with the broad-market indexes suffering significant declines.
Trust services remain an important element in BSB's non-interest income and will remain an
important focus during 2003.
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Remaining competitive in the current banking environment requires investment in technology that reduces
costs and levels the workload to manageable proportions. During 2002, BSB continued to invest in
technology systems necessary to ensure that it remains competitive with other financial institutions.

In 2001, we identified and communicated our intention to switch to a computer-based, image-enabled
check and fee processing system. The proof of deposit, or POD system, was brought on-line during
the second quarter of 2002. BSB's investment in the POD system was seen as critical to increasing
efficiency and was required to process growing numbers of checks.

In our branches, the POD system makes transaction processing easier for our customer service-staff
allowing them more time to interact with customers. This increases the opportunity to introduce
additional products and services. The system provides operational benefits by reducing labor costs and
providing a more efficient process of fee monitoring and assessment. The POD software recognizes
the handwritten numbers on checks, significantly reducing the need to have this information manually
entered by a data entry clerk.

Also during 2002, the BSB Bank & Trust Web site was rebuilt from the ground up, and successfully
re-launched. Our marketing campaign for the re-launch — Banking at the Speed of Life - focused
attention on the additional convenience provided by the site’s new features. Print material and

television spots were used to direct customers to the site, with the primary focus being the Central
New York region.

The capabilities of the BSB Web site have been expanded beyond basic account service. Customers
can now use the site to pay their bills, check current rates, apply for loans, estimate their monthly

payments and manage their money. The new site also functions as an educational tool for customers,
offering information about trust services, and estate and retirement planning options.

iBSB — Internet Banking Services for Business — was also expanded with cash management capabilities
added. Initial customer reactions to the Web site improvements have been positive, and use of the site
has increased. Our plan for 2003 is to continue promotion of the Web site with a goal of increasing
customer use of home banking by approximately 40 percent.

Another area of the Web site that was significantly improved was the investor relations content.
Investors now have access to current and historical stock price data, BSB Bancorp SEC filings, institutional
and insider ownership information, analyst coverage, press releases, and a listing of market makers.
The site continues to offer information on the BSB dividend reinvestment program, annual report
downloads, and presentations by management to the professional investment community. The practice
of providing investors with current, complete and timely financial and strategic information about BSB
remains one of the Company’s top priorities.

Alternative Delivery System

Customer Use - 2002

12 StoreTeller® locations with extended-hours 223,557 Transactions
53 ATMs - includes 26 off-premise locations 1.6 Million Transactions
24-Hour TelephoneTeller® service 1.7 Million Inquiries
Customer service center 331,632 Inquiries

Rapidly growing Internet banking service Number of users up 59.4%
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PLANNING For GROWTH

Residential real estate lending was a critical element
ir BSB's plan to significantly improve its risk profile by
changing the loan portfolic composition in 2001 and

2002. This traditional strength will remain an important

fector in our plan for asset growth in coming years. N

Residential real estate originations for 2002 were $200.5 m\ﬁ’non, ;
an increase of more than 120 percent over the prior year. As a résult of thig strong performance, gross
real estate loans, as a percentage of total loans, increased to approximately 35 percent at year-end.

BSB has taken a number of actions during the last two years that contributed to its strong residential
real estate lending performance.

Ir. March 2002, BSB Mortgage Corporation was consolidated in a 4,500 square foot facility in Vestal,
New York. We took this opportunity to consolidate the entire mortgage loan process, from application
to closing, under one roof. This resulted in increased operational efficiencies
and significantly improved the level and quality of service provided to
residential mortgage customers. This is demonstrated by the fact that the
number of real estate loans processed in 2002 was nearly double the
number for 2001.

The Right Mortgage Option

BSB Mortgage Corporation also expanded its menu of real estate lending options in 2002. It added a
popular bi-weekly payment product and additional adjustable-rate mortgage options to an already wide
range of products. The range of residential real estate products now includes: traditional fixed-rate
mortgages, one-year adjustable-rate mortgages, convertible adjustable-rate mortgages (convertible to a
fixed-rate after the first and before the fifth year), bi-weekly mortgages, reverse mortgages, government-
backed mortgages (such as FHA and SONYMA mortgages), and new home construction loans.

Along with residential product offerings, we also expanded the origination staff and upgraded their
technology capabilities. Laptop computers, used in the origination process, provide lenders with
automated underwriting programs that contain application-specific details that explain the system'’s
underwriting decision. If a loan isn't recommended for approval, the orginator receives an explanation
of why it was referred to an underwriter for further review.

Residential Real Estate  An additional action included the decision to actively pursue out-of-market

Criginations originations through wholesale and retail production sources. The result has
(ir millions) been a strong residential pipeline with significant originations from other
$200.5 upstate market areas such as Albany and Rochester, as well as the Hudson

Valley area. The increased use of wholesale sources has provided additional
flexibility in originations, as we expand or contract this activity to maintain a

more constant level of production.
$90.6
$75.9

Residential real estate originations increased by 121.3%
. in 2002, following an increase of 19.4% in 2001
2000 2001 2002



Another element of BSB's repositioning and growth strategy is a strong consumer lending program.
Our 2002 consumer lending production was $197 million, an increase of 25 percent over 2001. We
were particularly strong in the areas of indirect new and late model used auto lending. Importantly, this
was accomplished without sacrificing loan quality.

We made a number of changes to our consumer lending process during 2002 that we believe will increase
our efficiency and effectiveness. To provide maximum flexibility for potential customers, we have added

an online application to our Web site, and continue to offer the more traditional options of toll-free

phone service or visiting a BSB Bank & Trust office. We also implemented credit-tiered pricing and an
underwriting standard that targets a minimum average credit score of 680 on all new indirect auto
production. The result was a strong average credit score of approximately 740 for indirect loans written.

— We are currently moving to centralize our consumer loan underwriting

F process to ensure that we maintain consistent underwriting standards for all
direct and indirect lending. We expect to have this initiative completed by
the second quarter of 2003.

/ ;

BSB has invested in Web-based production software that is expected to
provide additional benefits during 2003 and beyond. The software is
designed to increase customer service and generate higher production
numbers by providing faster credit processing. The system automatically approves or declines credit
applications that do not reguire a loan officer’s time or expertise. For credit applications requiring
review, it evaluates and routes them to the appropriate loan officer with key information highlighted for
quick review and decision making. We believe the efficiencies available through this software will enable
us to significantly grow consumer lending without incurring significant additional fixed costs.

COMMERCIAL REAL ESTATE OPPORTUNITY

I

Commercial real estate lending has been
another important element in BSB's loan
portfolio repositioning, and remains a targeted
opportunity for growth in 2003 and beyond.

Commercial real estate production, including
construction loan advances, increased significantly
in 2002, up 97 percent in comparison to the prior
year. At year-end, the commercial real estate loan portfolio
was $147.0 million, up 9 percent compared to the

end of 2001.

BSB has had a strong position in the business lending market and continues to maintain an active - but
selective ~ presence in designated locations. Along with our core market areas around Binghamton and
Syracuse, New York, we plan to seek commercial real estate lending opportunities in a number of the
states that border New York. Commercial real estate originations in these areas will have to meet the same
enhanced underwriting criteria that were put in place for our Southern Tier and Central New York regions.




EXECUTIVE OFFICERS

JOHN P. DRISCOLL
EXECUTIVE VICE PRESIDENT, CENTRAL NEW YORK REGION

Mr. Driscoll has been a director since 1999. He was

N.Y. Region of the Company and the Bank. He serves
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ARTHUR C. SMITH
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Vice President and Corporate Secretary in December
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to December 1996, Prior to that time, he was Vice
President - Financial Services of the Bank since 1985.




DOUGLAS R. JOHNSON
SENIOR VICE PRESIDENT

Mz, Johnson joined BSB in 1990. He became Senior
Vice President of the Company in January 1997. He
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MARK W. LOUER
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Ferris G. Akel, has been a member of the Board

BOARD OF DIRECTORS since 1986, Mr Akel is President of Binghamton Giant
Markets, Inc. Mr. Akel has announced his intention to
retire from the Board on April 28, 2003.
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David A. Niermeyer, President and Chief
Executive Officer of Stakmore Co., inc. has been a
director since 1994.

Board Committees:

Loan Committee of the Bank

Salary and Personnel Administration Committee
of the Bank

Compensation Committee of the Company

Audit Committee of the Company

Nominating Committee of the Company

Howard W. Sharp has been a director, President
and Chief Executive Officer of the Company and the Bank
since Novemnber 2000, Prior to that time, he was Regiona!
President of the Syracuse Region of M & T Bank since
April 1998, and was Senior Executive Vice President and
Chief Operating Officer of OnBancourp, Inc and GnBank
& Trus: Co. from Noverrber 1988 until Aprit 1998

Board Committees:
Loan Committee of the Bank

Executive Committee of the Company and the Bank
Trust Committee of the Bank




SHAREHOLDER AND%CORPOR/—\TE INFORMATION

Corporate Headguarters - Independent Auditors "~ Speciel Coursel

General Counsal

GENERAL SHAREHOLDER DESCRIPTION

As of December 31, 2002, there were 2,222 shareholders of record of the Company's common stock.
thstitutional investors held approximately 4.1 million shares.
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SUMMARY FINANCIAL INFORMATION

Summary Financial Information
(in thousands)

DECEMBER 31, 2002 2001

Assets $ 2,034,667 $2,062,937

Earning assets 1,952,148 2,007,700 -
Gross loans 1,347,431 1,484,707

Allowance for loan losses (63,250) (58,829)

Gross investment

securities 598,853 512,208

Unrealized appreciation

in AFS securities 14,999 4,322

Interest-bearing deposits 1,287,998 1,337,841

Non-interest—

bearing deposits 154,758 159,096 '
‘ Operations Data

Borrowings 378,118 360,251 (in thousands)

Capital securities 48,000 30,000

Shareholders’ equity 148,926 155,825 DECEMBER 31, 2002 2001

Non-performing Ioanis 50 615 60.675 Total interest income $129,488 $ 163,494

Performing loans Total interest expense 51,219 82,167

30-89 days past due 6,120 18,111 Net interest income 78,269 81,327

Other real estate owned 1,532 710 Provision for loan losses 46,170 18,224

Repossessed assets 1,577 1,324 Non-interest income 17,763 13,532

Trust assets 261,689 317,940 Operating expense 48,333 43,603

Serviced loans 366,020 460,874 Income tax (benefit) expense (254} 12,572
Net income 1,783 20,460

Selected Financial Data

DECEMBER 31, 2002 2001
Yield on earning assets 6.49 % 7.77%
Cost of funds 2.97 4.49
Interest rate spread 3.52 3.28
Interest rate margin 3.92 3.87
Return on average assets 0.09 0.95
Return on average equity 1.15 12.87
Equity to assets (1) 7.32 7.55
Operating expense

to average assets 2.34 2.02
Efficiency ratio 52.59 46.11

(1) At period end



CONSOLIDATED

FINANCIAL INFORMATION

BSB BANCORP, INC



BSB BANCORP, INC.
FIVE YEAR SELECTED FINANCIAL DATA

(Dollars in Thousands, Except Per Share Data)
At December 31, 2002

Selected Financial
Condition Data:

Total assets $2,034,667 $2,062,937 $2,315,376 $2,242,285 $2,145128
Total loans 1,347,431 1,484,707 1,838,745 1,739,585 1,590,943
Investment securities™ 613,852 516,530 401,676 401,723 427,537
Deposits 1,442,756 1,496,937 1,881,226 1,901,204 1,709,860
Borrowings and trust

preferred securities® 426,118 390,251 255,468 172,045 259,736
Shareholders’ equity 148,926 155,825 155,785 154,493 154,091
Allowance for loan losses 63,250 58,829 59,291 29,134 25,030
For years ended December 31, 2002 2001 2000 1999 1998
Selected Operations Data:
Total interest income $ 129,488 $ 163,494 $ 192,346 $ 176,117 $ 165,822
Total interest expense 51,219 82,167 102,189 89,576 84,786
Net interest income 78,269 81,327 90,157 86,541 81,036
Provision for loan losses 46,170 18,224 53,721 19,137 12,931
Net interest income after
__provision for loan losses 32,099 63,103 36,436 67,404 68,105
Non-interest income 17,763 13,532 14,748 12,975 8,939
Operating expense® 48,333 43,603 47,597 50,824 42,156
Income before income taxes 1,529 33,032 3,587 29,555 34,888
Income tax (benefit) expense (254) 12,572 1,316 11,330 13,369
NET INCOME $ 1,783 $ 20,460 $ 2,271 § 18,225 $ 21519

Share and Per Share Data:

Basic earnings per share $ 0.19 $ 205 % 022 § 1.80 % 215
Diluted earnings per share $ 0.18  §$ 202 % 622 % 177 % 2.08
Cash dividends per share $ 100 % 1.00 % 1.00 % 095 % 0.83
Book value per share $ 1578  § 1619  § 1508 $ 1511  § 15.35
Selected Financial Ratios

and Other Data:
Weighted average yield of all

interest-earning assets 6.49% 7.77% 8.71% 8.16% 8.59%
Weighted average cost of all

interest-bearing liabilities 2.97% 4.49% 5.26% 4.64% 4.88%
interest rate spread

during the period 3.52% 3.28% 3.95% 3.52% 3.71%
Interest rate margin

during the period 3.92% 3.87% 4.08% 4.01% 4.20%
Return on average assets 0.09% 0.95% 0.10% 0.82% 1.08%
Return on average equity 1.15% 12.87% 1.41% 11.69% 14.73%
Efficiency ratio 52.59% 46.11% 45.37% 51.07% 46.85%
Average equity to average assets 7.54% 7.37% 7.08% 6.99% 7.30%
Dividend payout ratio 539.88% 48.83% 452.97% 52.95% 38.28%

{1) Includes Federal Home Loan Bank of New York stock

(2) Includes Company obligated mandatorily redeemable preferred securities of subsidiaries, holding solely junior subordinated debentures of the
Company (“trust preferred securities”)

(3) Includes merger related expenses of $2.0 million in 2000 and $5.4 million in 1999




MANAGEMENT'S DISCUSSION aND ANALYSIS ofF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

General Information

The financial review which follows focuses on the factors affecting the consolidated financial condition
and results of operations of BSB Bancorp, Inc. and its subsidiaries during the year ended December 31, 2002,
and the preceding two years. The consolidated financial statements and related notes as of December 31,
2002 and 2001, and for each of the years in the three-year period ended December 31, 2002, should be
read in conjunction with this review. Certain data for prior years has been reclassified to conform to the current
year's presentation. These reclassifications had no effect on net income or shareholders’ equity.

BSB Bancorp, Inc. (the “Company”) is a full-service financial services company, providing a wide variety
of loan, deposit and other banking products to its business, individual or retail, and municipal customers,
as well as a full range of mortgage banking, trust, investment and insurance services. The Company is the
bank holding company of BSB Bank & Trust Company (the “Bank"), Binghamton, New York, a New York-
chartered commercial bank and trust company. The Company originates real estate mortgages, both
residential and commercial, consumer loans and commercial business loans throughout its primary market
area utilizing customer deposits and borrowings. The primary market area of the Bank includes Broome,
Chenango, Onondaga and Tioga counties of New York State with services provided by 20 full-service
branches of the Bank as of December 31, 2002. Additional banking services are provided by a network of
branch-based and off-premise automatic teller machines, as well as 12 proprietary banking service locations
{"Storeteller”) within a large area supermarket chain.

The Company’s profitability, like that of many financial institutions, is dependent to a large extent upon
net interest income, which is the difference between the interest received on earning assets, such as loans
and securities, and the interest paid on interest-bearing liabilities, principally deposits and borrowings.
Results of operations are also affected by the provision for loan losses, operating expenses such as
salaries and employee benefits, occupancy and other operating expenses, including income taxes, and, to
a lesser extent, non-interest income such as trust service fees, checkcard interchange income, loan servicing
fees, and service charges on deposit accounts. Economic conditions, competition and the monetary and
fiscal policies of the Federal government in general, significantly affect financial institutions, including the
Company. Lending activities are influenced by the demand for and supply of housing, competition among
lenders, interest rate conditions and prevailing market rates on competing investments, customer preferences
and levels of personal income and savings in the Company’s primary market area.

During recent years, the Company has initiated strategic changes to its bank operations intended to
enhance the Bank’s utilization of resources, and the effectiveness of customer services within its primary
market area. In December 2002, the Bank completed the sale of two Elmira, New York branches with
deposit liabilities of $44.2 million, and recognized a net gain of $3.1 million from the disposition. In May
2001, the Bank sold its Oswego supermarket branch office, including $4.3 million of deposit liabilities, and
had a net gain of $299,000 on disposition. In March 2002, the Company sold its credit card portfolio and
realized a net gain of $1.8 million.

Critical Accounting Policies

In the course of the Company’s normal business activity, management must select and apply many
accounting policies and methodologies that lead to the financial results presented in the consolidated
financial statements of the Company. Some of these policies are more critical than others. Management
considers the accounting policy relating to the allowance for loan losses to be a critical accounting policy
because of the uncertainty and subjectivity inherent in estimating the levels of allowance needed to cover
probable credit losses within the loan portfolio and the material effect that these estimates can have on
the Company’s results of operations. While management’s evaluation of the allowance for loan losses as of
December 31, 2002 considers the allowance to be adequate, under adversely different conditions or
assumptions, the Company would need to increase the allowance. In addition, the assumptions and
estimates used in the internal reviews of the Company’s non-performing loans and potential problem loans,
as well as the associated evaluation of the related collateral coverage for these loans, has a significant
impact on the overall analysis of the adequacy of the allowance for loan losses. Though management has
concluded that the current evaluation of collateral values is reasonable under the circumstances, if collateral




evaluations were significantly lowered, the Company’s allowance for loan losses policy would also require
making additional provisions for loan losses. All accounting policies are important and the reader of the
financial statements should review these policies, described in Note 1 to the Consolidated Financial
Statements, to gain a greater understanding of how the Company's financial performance is reported.

Forward-Looking Statements

Certain statements in this Annual Report, especially within Management's Discussion and Analysis of
Financial Condition and Results of Operations, will include forward-looking statements within the meaning
of the Securities Exchange Act of 1934, as amended. In general, the word or phrases “will likely result”, "are

"ou "ot "oou " ou

expected to”, “will continue”, “is anticipated”, “estimate”, "project”, “believe” or similar expressions are

intended to identify “forward-looking statements”. In addition, certain disclosures and information customarily
provided by financial institutions, such as analysis of the adeguacy of the aliowance for loan losses or an
analysis of the interest rate sensitivity of the Company's assets and liabilities, are inherently based upon
predictions of future events and circumstances. Although the Company makes such statements based on
assumptions which it believes to be reasonable, there can be no assurance that actual results will not differ
materially from the Company's expectations. Some of the important factors which could cause its results to
differ from any results which might be projected, forecasted or estimated, based on such forward-looking
statements include: (i) general economic and competitive conditions in the markets in which the Company
operates, and the risks inherent in its operations; (i) the Company’s ability to manage its credit risk and
control its operating expense, increase earning assets and non-interest income, and maintain its net interest
margin; and (iii) the level of demand for new and existing products. Should one or more of these risks or
uncertainties materialize, or should underlying assumptions prove incorrect, actual results may vary materially
from those described in the forward-looking statements. Except as required by applicable law, the Company
does not intend, and specifically disclaims any obligation, to update forward-looking statements.

Financial Condition

Total assets were $2.0 billion at December 31, 2002 compared to $2.1 billion at December 31, 2001, a
decrease of 1.4%. Changes in the composition of its assets are a significant part of the Company'’s strategy to
shift and improve the mix of the loan portfolio and to reduce credit risk. In order to maintain flexibility for
execution of the Company's strategy to improve asset quality and minimize credit risk, the Company
utilized a short term strategy involving an increase of $92.5 million in aggregate investment securities.
Investment securities available for sale ("AFS") were $538.5 million, up $50.9 million or 10.4% from
$487.7 million as of December 31, 2001. Securities held to maturity were $55.4 million, up $41.6 million
from $13.8 million as of December 31, 2001.

The Company's overall total loan portfolio decreased from $1.5 billion at December 31, 2001 to $1.3
billion at December 31, 2002, a decrease of 9.2%. The Company experienced strong growth throughout
2002 in the residential loan portfolio, which grew to $330.3 million at December 31, 2002, reflecting an
increase of $109.4 million or 49.5% from $220.9 million at December 31, 2001.

Commercial and industrial (“C&I") loans at December 31, 2002 totaled $492.2 million or 36.5% of the
total loan portfolic, compared to $750.6 million or 50.6% of the total loan portfolio at December 31,
2001. Commercial real estate loans provided modest growth in 2002 to $147.0 miilion from $134.9 million
at December 31, 2001, a 9.0% rate of growth.

Residential mortgage loan originations for 2002 were a record $200.5 million, compared to $90.6 million
for 2001 as a key factor in the residential loan portfolio growth described above. Also, the interest rate
environment during 2002 was a significant factor in the expansion of the residential mortgage loan portfolio.
However, the Company actively pursued opportunities to be a leader of the residential mortgage business
in our primary markets, and to achieve improved process efficiencies at our BSB Mortgage Corporation
facility. in addition, the Company actively marketed a fixed-rate, bi-weekly mortgage product during the
year, which contributed to the increased origination volume.

Competition for auto loans remained high during the year with auto manufacturers’ captive finance
companies offering low or no interest loans to selected borrowers. Despite this competition, the Company
was able to increase its new auto loan portfolio by 52.1% to $60.1 million at December 31, 2002 while
maintaining high credit standards. The consumer loan portfolio remained stable at $378.0 million at both
December 31, 2002 and 2001, despite a decrease during the first half of the year to $345.4 million at June




30, 2002. Indirect auto originations were up 72.5% for 2002 compared to 2001. Total consumer loan origina-
tions were $197.0 million in 2002, an increase of 25.1% compared to consumer loan originations of $157.5
million in 2001. The Company’s consumer loan portfolio includes indirect mobile home loans originated with
two service companies. The Company ceased originations with one of these companies during 2001 and
initiated minimal new loans in 2002 to continue efforts to reduce the risk profile of the loan portfolio.

The Company purchased $20.0 million of bank owned life insurance (“BOLI") during December 2002
to provide funding for certain employee benefits. The Company's investment in BOL! is carried at the cash
surrender value of the underlying policies. The BOLI will provide tax-exempt income (recorded as non-
interest income) based on increases in the cash surrender value of the underlying life insurance policies.

Other assets at December 31, 2002 and 2001 were $36.3 million and $26.2 million, respectively, an
increase from year to year of $10.1 million or 38.6%. The principal factor for such increase is the
Company's prepaid pension asset of $6.8 million at December 31, 2002, compared to a pension payable
of $98,000 at December 31, 2001. The Company contributed $6.5 milfion to the plan in 2002, which
represents the maximum voluntary contribution, as determined by the plan actuaries. The Company
decided to contribute the maximum allowable contribution in 2002 in order to provide the plan with more
earning assets and to reduce the increase in net periodic pension expense projected for 2003. Not
withstanding this contribution, net periodic pension expense is expected to increase by approximately
$530,000 in 2003, based on preliminary estimates from the plan’s actuaries. The increase in net periodic
pension expense in 2002 and the projected increase in 2003 is primarily due to amortization of unrecognized
investment losses, as well as lower discount rates and lower assumed rates of return on plan assets. The
impact of the plan’s recent investment performance may effect pension costs beyond 2003, as the
Company uses a market-related value of assets for purposes of pension accounting, which distributes
investment gains and losses over a two-year period. in addition, other assets at December 31, 2002
include $2.9 million of prepaid and refundable income taxes compared to an income tax payable at
December 31, 2001, primarily attributed to the decrease in the level of income before taxes.

Total deposits were $1.4 billion at December 31, 2002, down $54.2 million or 3.6% from the previous
year. The following table shows the deposit composition at December 31:

2002 2001

(Dollars in Thousands) Deposits Percent Deposits Percent
Savings accounts $ 175,637 12.2% $ 166,275 11.1%
Money market deposit accounts 339,191 23.5% 350,119 23.4%
Time deposits 641,635 44.5% 697,462 46.6%
NOW accounts 131,535 %1% 123,985 8.3%
Non-interest-bearing demand accounts 154,758 10.7% 159,096 10.6%

$ 1,442,756 100.0% $ 1,496,937 100.0%

The decrease in deposits from year to year relates primarily to the December 2002 sale of two Elmira,
New York area branches with $44.2 million in deposits. In addition, money market deposit accounts and
higher-costing time deposits decreased in response to trends in related interest rates. Core deposits,
generally deposit accounts other than time deposits, remained relatively stable. Contributing to the
stability was the Company's success in obtaining new core deposit accounts for almost 31% of our new
residential mortgage customers.

The Company increased its total borrowings (including trust preferred securities) to $426.1 million at
December 31, 2002, an increase of $35.9 million or 9.2% from the $390.3 million at December 31, 2001.
Short-term borrowings (repurchase agreements and Federal Home Loan Bank ("FHLB") line of credit
advances) decreased $80.0 million or 66.6%, primarily in FHLB line of credit advances. FHLB term advances
increased $98.0 million or 41.2% from year to year, as the Company extended the maturity of its liabilities to
take advantage of rates which were at historic lows. Long-term borrowings, in the nature of trust preferred
securities, increased to $48.0 million from $30.0 million. in this regard, BSB Bancorp, Inc. formed two new
business trust subsidiaries that issued $10.0 million and $15.0 million, respectively, of floating-rate securities
priced at rates tied to the London InterBank Offering Rate (“LIBOR"), and maturing in years 2032 and 2033,
respectively. The proceeds of these borrowings were used for general corporate purposes, including the
repurchase, at a discount, of $7.0 million of previously issued fixed-rate trust preferred securities.




Shareholders’ equity at December 31, 2002 was $148.9 million, a decrease of $6.9 million or 4.4% from
$155.8 million at December 31, 2001. During 2002, the Company had stock repurchase programs in place
through which it repurchased 315,496 shares at a cost of $7.9 million. Cash dividends remained at $1.00 per
share in 2002, or $9.6 million for the year. Net income and other comprehensive income increased equity by
$8.2 million for the year. Stock option exercises provided an increase of $2.4 million in 2002.

Shareholders’ equity as a percentage of total assets was 7.3% at December 31, 2002, compared to
7.6% at December 31, 2001. Book value per share was $15.78 at December 31, 2002, down 2.5% from
$16.19 at December 31, 2001.

Asset Quality

In order to improve overall asset quality, the Company has dedicated itself to implementing a strong
credit culture, which is expected to translate into an improved or lower credit risk profile for the future.
The Company utilizes a system to rate substantially all of its loans based on their respective risks. The
system assists management in assessing the adequacy of the allowance for loan losses. Loan ratings are
continually reviewed to determine the integrity of the respective ratings.

Total non-performing assets were $53.7 million or 2.64% of total assets at December 31, 2002, compared
to $62.7 million or 3.04% of total assets at December 31, 2001. Loans are placed on a non-accrual status
when, in the judgment of management, the probability of collection of principal or interest is deemed to
be insufficient to warrant further accrual. When a loan is placed in a non-accrual status, previously accrued
but unpaid interest is deducted from interest income. Other than with respect to consumer loans, the
Company does not accrue interest on loans greater than 90 days past due uniess the estimated fair value
of the collateral and active collection efforts are believed to be adequate to result in full recovery.

The following table sets forth information regarding non-accrual loans, loans which are 90 days or
more overdue and other real estate owned ("ORE") held by the Company at the dates indicated:

(Dollars in Thousands)

December 31, 2002 2001 2000 © 1999 1998
Non-accrual loans:
Commercial loans $ 34,614 $ 42,424 $ 17,104 $ 1,852 $ 5,326
Residential real estate loans 616 882 2,071 2,161 2,813
Commercial real estate loans 2,647 4,235 1,522 53 1,730
Consumer loans 288 - - - -
Troubled debt restructured loans 12,172 12,255 10,660 6,596 6,406
Total non-accrual loans 50,337 59,796 31,357 10,662 16,275

Accruing loans with principal or
interest payments 90 days

or more overdue 278 879 781 945 818

Total non-performing loans 50,615 60,675 32,138 11,607 17,093
Other real estate owned and

repossessed assets 3,109 2,034 1,805 2,442 3,777

Total non-performing assets $ 53,724 $ 62,709 $ 33,943 $ 14,049 $ 20,870

Total non-performing loans
to total loans 3.76% 4.09% 1.75% 0.67% 1.07%

Total non-performing assets
to total assets 2.64% 3.04% 1.47% 0.63% 0.97%

Accruing loans classified as troubled debt restructured foans totaled $13.8 million, $8.8 million, $4.8
million, $13.1 million and $11.9 million at December 31, 2002, 2001, 2000, 1999 and 1998, respectively.
The Company does not consider these loans to be non-performing assets.

Non-performing commercial loans decreased to $34.6 million at December 31, 2002 from $42.4
million at December 31, 2001. The level of commercial loans classified as non-performing reflects the
continued economic sluggishness and uncertainty for businesses within the Company’s primary markets.




All non-performing loans have been internally risk-rated as an integral part of the Company's risk
management and asset quality assessment.

Aloan is considered impaired, based on current information and events, if it is probable that the
Company will be unable to collect the scheduled payments of principal or interest when due under the
contractual terms of the loan agreement. The measurement of impaired loans is generally based upon the
present value of expected future cash flows discounted at the historical effective interest rate, except that
all loans that have become collateral dependent are measured for impairment based on the fair value of
the collateral. At December 31, 2002, the Company’s recorded investment in loans for which impairment
has been recognized in accordance with Statement No. 114 totaled $63.2 million with an impairment
allowance aggregating $15.2 million. At December 31, 2001, total loans for which impairment has been
recognized in accordance with Statement No. 114 totaled $46.9 million with an impairment allowance
aggregating $18.4 million. For the twelve months ended December 31, 2002 and 2001, the average recorded
investment in impaired loans was approximately $58.1 million and $53.5 million, respectively. The Company
recognized, on a cash basis, $544,000 of interest in 2002 and $799,000 of interest in 2001 on impaired
loans during the portion of the respective year they were impaired.

The allowance for loan losses represents the amount available for probable loan losses in the
Company’s loan portfolio as estimated by management. Specific reserves are determined through review
of impaired loans, non-performing loans and certain performing loans designated as problems. General
reserves are determined through regular disciplined analysis of the portfolio. The risk profile and experience
of the existing portfolio, along with growth, concentration and management resources are also considered.
The allowance for loan losses reflects management’s best estimate of probable loan losses.

The allowance for loan losses was $63.3 million or 4.69% of total loans outstanding at December 31,
2002 providing coverage for non-performing foans of 124.96%. At December 31, 2001, the coverage of
non-performing loans was 96.96%, as the allowance for loan losses was $58.8 million or 3.96% of total
loans outstanding. The improved coverage ratio for non-performing loans is consistent with management'’s
priority to strategically balance the mix of the Company’s loan portfolio and recognize the influence of
general economic and business conditions, especially those influencing our regional businesses.
Management's assessment of the adequacy of the allowance for loan losses incorporates an evaluation
of the Company's overall loan portfolio, based on both general economic factors and specific factors
influencing loans covered by the risk-rating system described above.

Other asset quality ratios improved as well, with performing loans past due 30-89 days declining to $6.1
million at December 31, 2002 from $18.1 million at December 31, 2001. As noted above, over the last two
years the Company has focused on establishing consistent and conservative underwriting standards, as well as
identifying and managing non-performing assets. As part of this process, the Company has also expanded the
definition of loans identified as potential problem loans to include all accruing loans classified as substandard
in order to focus management efforts to address problems. By identifying these loans under the Company's
current rating system, management is focused on addressing problems associated with loans before they
become non-performing. Potential problem loans are ioans that are currently performing, but where known
information about possible credit problems of the related borrowers causes management to have serious
doubt as to the ability of such borrowers to comply with the present loan repayment terms and which may
result in disclosure of such loans as non-performing at some time in the future. Performing substandard loans
decreased to $78.2 million ($12.2 million of which are accruing troubled debt restructured loans) at December
31, 2002 compared to $131.1 miillion ($8.8 million of which are accruing troubled debt restructured loans) at
December 31, 2001. Potential problem loans at December 31, 2002 primarily consisted of commercial and
industrial loans. The Company’s loan mix continued to shift away from commercial lending to more real estate
and consumer lending with a loan portfolio of 36.5% commercial loans, 24.5% residential mortgage loans,
28.1% consumer loans and 10.9% commercial real estate loans at December 31, 2002.

The zllowance for loan losses required an aggregate provision for loan losses of $46.2 million in 2002 com-
pared to $18.2 million in 2001. The 2002 provision included a provision of $26.7 million during the second
quarter. The significant provision in the second quarter reflected specific circumstances affecting specific indi-
vidual loans and our ongoing analysis of other borrowers whose reported financials revealed further deteriora-
tion of collateral and repayment ability. As a result, the increased provision for loan losses was primarily due
to increased net loan charge-offs, continued high levels of non-performing and problematic loans, discussed
above, as well as the continued economic sluggishness that the Company sees in its primary markets.




The following table summarizes activity in the Company’s allowance for loan losses during the periods
indicated:

{Dollars in Thousands)

Years Ended December 31, 2002 2001 2000

Average total loans outstanding $ 1,359,891 $ 1,657,154 $1,797,857

Allowance at beginning of period $ 58,829 $ 59,29 $ 29134

Charge-offs:
Commercial loans 42,934 16,688 21,058
Consumer loans 4422 6,657 4,272
Residential real estate loans 88 228 151
Commercial real estate loans 1,112 58 110
Total loans charged-off 48,556 23,631 25,591

Recoveries:
Commercial loans 4,578 3,459 836
Consumer loans 2,229 1,340 1,030
Commercial real estate loans - 146 161
Total recoveries 6,807 4,945 2,027
Net charge-offs 41,749 18,686 23,564
Provision for loan losses 46,170 18,224 53,721
Allowance at end of period 63,250 58,829 59,291

Ratio of net charge-offs to:

Average total loans outstanding 3.07% 1.13% 1.31%
Ratio of allowance to:

Non-performing loans 124.96% 96.96% 184.49%

Year-end total loans outstanding 4.69% 3.96% 3.22%

Other real estate owned ("ORE") and repossessed assets include property acquired by foreclosure or
by deed in lieu of foreclosure. At December 31, 2002, total ORE and repossessed assets totaled $3.1
million, representing an increase of $1.1 million or 52.9% over the similar total at December 31, 2001.
ORE includes five commercial properties reported at $1.4 million or 94.0% of the total $1.5 million at
December 31, 2002. ORE at December 31, 2001 totaled $710,000 with 82.8% represented by commercial
real estate. Other repossessed assets primarily represent commercial equipment representing former
collateral on certain commercial loans, as well as consumer loan collateral including vehicles and mobile
home units. Other repossessed assets increased to $1.6 million at the end of 2002 compared to $1.3 million
at December 31, 20071. Consumer loan repossessions represent 23.9% and 100.0% of the respective balances.
One commercial repossession represents $1.2 million of the total balance at December 31, 2002.

RESULTS OF OPERATIONS
Comparison of Operating Results for the Years 2002 and 2001

General

For the year ended December 31, 2002, the Company reported net income of $1.8 million compared to
$20.5 million for the year ended December 31, 2001. Basic and diluted earnings per share were $0.19 and
$0.18, respectively, for the year ended 2002 compared to basic and diluted earnings per share of $2.05 and
$2.02 for the year ended December 31, 2001. The weighted average common shares outstanding were
9,589,361 for the year ended December 31, 2002, down 3.7% or 369,591 shares from the previous year. The
decrease in the average shares outstanding is primarily attributed to the Company's repurchase programs.
Return on average assets for the year ended December 31, 2002 was 0.09% and 0.95% for 2001. The return
on average equity was 1.15% for the year ended December 31, 2002 compared to 12.87% for 2001.




Average interest-earning assets decreased $108.4 million or 5.2% to $2.0 billion for the year ended December 31,
2002. Changes in average earning assets generally follow the trends discussed earlier under "Financial Condition”.

The following table sets forth information regarding average balances of the Company’s assets and liabilities and
shareholders’ equity, as well as changes in such amounts from period to period to facilitate an understanding of the
comparative elements of overall earnings performance:

2002 2001 2000
Average Increase (Decrease) Average Increase (Decrease) Average
(Dollars in Thousands) Balance Amount % Balance Amount % Balance
Interest-earning assets: '
Commercial loans $ 616,409 $ (261,985) (29.8% $ 878,394 $ (101,745) (10.4)% $ 980,139
Consumer loans:
Personal-direct 61,780 975 1.6 60,805 (8,132) (11.8) 68,937
Personal-indirect 261,211 (35,541) (12.0) 296,752 (40,827) 12.1) 337,579
Other™ 41,200 (7,508) (15.4) 48,708 197 0.4 48,511
Total consumer loans 364,191 (42,074) (10.4) 406,265 (48,762) (10.7) 455,027
Real estate loans:
Residential-fixed 182,839 43,230 31.0 139,609 24,176 209 115,433
Commercial-fixed 20,377 8,694 74.4 11,683 723 6.6 10,960
Residential-adjustable 70,585 (10,173) (12.6) 80,758 532 0.7 80,226
Commercial-adjustable 106,607 (34,670) (24.5) 141,277 (15,519) (9.9 156,796
Total real estate loans 380,408 7,081 1.9 373,327 9912 2.7 363,415
Investment securities® 613,761 204,817 50.1 408,944 1,424 0.3 407,520
Loans held for sale 3,559 1,530 75.4 2,029 1,772 689.5 257
Federal funds sold 16,218 (17,754) (52.3) 33,972 32,764 2,712.3 1,208
Total interest-
earning assets 1,994,546 (108,385) (5.2) 2,102,931 (104,635) 4.7 2,207,566
Allowance for loan losses (57,666) 1,426 (2.4) (59,092) (23,194) 64.6 (35,898)
Non-interest-earning assets 110,888 (1,832) (1.6) 112,720 17,187 18.0 95,533
Total assets $2,047,768 $ (108,791) (5.00% $2,156,559 $ (110,642) (4.9% $2,267,201
Interest-bearing liabilities:
Deposits:
Savings $ 176205 $ 12,985 80% $ 163220 $ (17,003) 9.4% $ 180,223
Money market 372,809 9,183 2.5 363,626 (7,746) (2.1) 371,372
Time deposits 675,939 (207,453) {23.5) 883,392 (201,624) (18.6) 1,085,016
NOW 120,913 7,124 6.3 113,789 3,571 3.2 110,218
Total deposits 1,345,866 (178,161) (11.7) 1,524,027 (222,802) (12.8) 1,746,829
Borrowings 345,138 71,067 25.9 274,071 108,396 65.4 165,675
Trust preferred securities 35,786 5,786 19.3 30,000 - - 30,000
Total interest-bearing
liabilities 1,726,790 (101,308) (5.5) 1,828,098 (114,4006) (5.9) 1,942,504
Non-interest-bearing liabilities 16,023 (7,018) (30.5) 23,041 3,407 17.4 19,634
Commercial checking 150,483 3,991 2.7 146,492 2,054 1.4 144,438
Shareholders’ equity 154,472 (4,456) (2.8) 158,928 (1,697) (1.1) 160,625
Total liabilities and
shareholders’ equity $2,047,768 $ (108,791) (5.00% $2,156,559 % (110,642) 4.9% $2,267,201

(1) Other loans include passbook, overdraft, credit cards (portfolio sold in the first quarter of 2002), checkeard reserve and student loans

(2) At amortized cost and include securities available for sale, securities held to maturity and Federal Home Loan Bank of New York stock

Net Interest income

Net interest income is impacted by the difference between rates earned on interest-earning assets and rates paid on
interest-bearing liabilities (interest rate spread) and the relative amounts of interest-earning assets and interest-bearing
liabilities. The interest income and interest expense of financial institutions are significantly affected by general economic
conditions, competition, policies of regulatory authorities and other factors.

The Company earned net interest income of $78.3 million and $81.3 million in 2002 and 2001, respectively. The
Company's interest rate spread increased to 3.52% in 2002 from 3.28% in 2001. While net interest margin for the year




2002 increased slightly to 3.92% compared to 3.87% for the year 2001, the increase was more than offset by the impact of
declines in the average balance of eaming assets. Average earning asset balances declined 5.2% from $2,102.9 million for
2001 to $1,994.5 million for 2002. The changes in average balances and rates produced a decrease in net interest income

of 3.8% from 2001 to 2002.

The following table sets forth, for the periods indicated, information regarding (i) the total dollar amount of interest
income from interest-earning assets and the resulting average yields, (i) the total dollar amount of interest expense on
interest-bearing liabilities and the resultant average cost, (jii) net interest income, (iv) interest rate spread, (v) interest rate
margin and (vi) ratio of interest-earning assets to interest-bearing liabilities. No tax equivalent adjustments were made.

Years Ended December 31,

2002

2001

2000

Average
(Dollars in Thousands) Balance

Interest

Yield/
Rate

Average
Balance

Interest

Yield/
Rate

Average
Balance

Interest

Yield/
Rate

Interest-earning assets:

Commercial loans $ 616,409 $ 40,565 6.58% $ 878,394 $ 70,543 8.03% $ 980,139 $ 94,288 9.62%
Consumer loans:
Personal-direct 61,780 5,201 8.42 60,805 5,817 9.57 68,937 6,679 9.69
Personal-indirect 261,211 20,780 7.96 296,752 26,551 8.95 337,579 29,757 8.81
Other® 41,200 2,558 6.21 48,708 4,786 9.83 48,511 5496 11.33
Total consumer loans 364,191 28,539 7.84 406,265 37,154 9.15 455,027 41,932 9.22
Real estate loans:
Residential-fixed 182,839 12,536 6.86 139,609 10,298 7.38 115,433 8,762 7.59
Commercial-fixed 20,377 1,587 7.79 11,683 1,037 8.88 10,960 934 8.52
Residential-adjustable 70,585 4,536 6.43 80,758 6,409 794 80,224 6,435 8.02
Commercial-adjustable 106,607 8,583 8.05 141,277 11,755 8.32 156,796 13,359 852
Total real estate loans 380,408 27,242 7.6 373,327 29,499 7.90 363,415 29,490 811
Investment securities® 613,761 32,622 5.32 408,944 25,008 ¢6.12 407,520 26,545 6.51
Loans held for sale 3,559 233 6.55 2,029 189 9.31 257 15 5.84
Federal funds sold 16,218 287 1.77 33,972 1,101 3.24 1,208 76 629
Total interest-earning
assets 1,994,546 $129,488 6.49% 2,102,931 $163,494 7.77% 2,207,566 $192,346 8.71%
Allowance for loan lasses (57,666) (59,092) (35,898)
Non-interest-earning assets 110,888 112,720 95,533
Total assets $2,047,768 $2,156,559 $2,267,201
Interest-bearing liabilities:
Deposits:
Savings $ 176,205 $ 2551 1.45% $ 163,220 $ 4,092 251% $ 180,223 $ 4,719 2.62%
Money market 372,809 5,667 1.52 363,626 11,500 3.16 371,372 19,110 5.15
Time deposits 675,939 26,401 391 883,392 48,878 5.53 1,085,016 64,566 595
NOW 120,913 710 0.59 113,789 1,522 1.34 110,218 1,575 1.43
Total deposits 1,345,866 35,329 2.63 1,524,027 65,992 4.33 1,746,829 89,970 5.15
Borrowings 345,138 13,162 3.81 274,071 13,738 5.01 165,675 9,836 5.94
Trust preferred securities 35,786 2,728 7.62 30,000 2,437 8.12 30,000 2,383 7.94
Total interest-bearing
liabilities 1,726,790 51,219 2.97% 1,828,098 82,167 4.49% 1,942,504 102,189 5.26%
Non-interest-bearing liabilities 16,023 23,041 19,634
Commercial checking 150,483 146,492 144,438
Shareholders’ equity 154,472 158,928 160,625
Total liabilities and
shareholders’ equity $2,047,768 $2,156,559 $2,267,201
Net interest income $ 78,269 $ 81,327 $ 90,157
Net earning assets $ 267,756 $ 274,833 $ 265,062
Net interest rate spread 3.52% 3.28% 3.45%
Net interest rate margin 3.92 3.87 4.08
Ratio of interest-earning assets
to interest-bearing liabilities 1.16x 1.15x 1.14x

(1) Other loans include passbock, overdraft, credit cards (portfolio sold in the first quarter of 2002), checkcard reserve and student loans

(2) At amortized cost and include securities available for sale, securities held to maturity and Federal Home Loan Bank of New York stock




Rate/Volume Analysis

The table below presents changes in interest income and interest expense attributable to (i) changes
in volume (change in volume multiplied by old rate) and (i) changes in rate (change in rate multiplied by
old volume). The net change attributable to the combined impact of volume and rate has been allocated
proportionately to the change due to volume and the change due to rate.

2002 Compared to 2001 2001 Compared to 2000
Increase (Decrease) Increase (Decrease)
(Dollars in Thousands) Volume Rate Net Volume Rate Net
interest income on interest-
earning assets:
Commercial loans $ (18,673) $(11,305) $(29,978) $ (9,160) $(14,585) $(23,745)
Consumer loans {(3,616) (4,999) (8,615) (4,462) (316) (4,778)
Real estate loans 550 (2,807} (2,257) 788 (779) Q
Investment securities 11,227 (3,613) 7,614 Q0 (1,627) (1,537)
Loans held for sale 112 (68) 44 160 14 174
Federal funds sold {436) (378) (814) 1,079 (54) 1,025
Total (10,836) (23,170) (34,006) (11,505} (17,347) (28,852)
Interest expense on interest-
bearing liabilities:
Savings 304 {1,845) (1,541) (434) (193) (627)
Money market 283 6,116) (5,833) (390) (7,220) (7,610)
Time deposits (10,001)  (12,476) (22,477) (11,369) (4,319) (15,688)
NOW 90 (902) (812 49 (102) (53)
Total deposits (9,324)  (21,339) (30,663) (12,144)  (11,834) (23,978)
Borrowings 3,120 (3,696) (576) 5,635 {1,733) 3,902
Trust preferred securities 448 (157) 291 - 54 54
Total (5,756)  (25,192) (30,948) (6,509) (13,513) (20,022)
Net interest income $ (5,080) $ 2,022 $ (3,058 $ 4,996) $ (3,834) $ (8,830

Interest on Commercial Loans

Commercial loans, which represent 36.5% of total loans at December 31, 2002, tend to increase the
interest rate sensitivity of the overall loan portfolio, because interest rates on such loans are generally tied
to the Company's Prime Rate.

The steady decrease in general interest rates, including the Company’s commercial loan Prime Rate, which
commenced during 2001, provided the general low interest rate environment that continued to drive the yield
on commercial loans lower into the year 2002. The average balance of commercial loans declined from the
same periods in 2001, as the Company continued to reallocate its asset balances by reducing its total loan
portfolio, especially commercial loans, and focusing on improving asset quality. Lower commercial loan bal-
ances were the primary factor in the overall lower levels of interest income. The average balance of commer-
cial loans decreased by $262.0 million from 2001 to $616.4 million for the year 2002. In addition, the average
yield on commercial loans decreased to 6.58% for 2002 compared to 8.03% for 2001. The decline in yield on
commercial foans has also been impacted by the level of non-accruing loans.

Interest on Consumer Loans

The interest income earned from the consumer loan portfolic, which includes principally fixed-rate loans
with short terms, continued to be adversely impacted by declines in volume for the year 2002 when
compared to the same periods in 2001. The average balance of all consumer loans decreased $42.1 million
to $364.2 million for the year 2002 from $406.3 million in 2001. The average yield on the aggregate con-
sumer loan portfolio has decreased to 7.84% for 2002 compared to 9.15% in 2001. In addition, the change
in the mix of the consumer loan portfolio contributed to the decrease in yield from 2001 to 2002. The
Company has de-emphasized the origination of mobile home loans, which generally have higher yields
than other consumer loan types, but also have increased credit risk. In addition, the Company’s indirect




used auto loan portfolio was fairly flat during 2002, with year end balances at approximately $130.0 mil-
lion, while the indirect new auto loan portfolio increased from $39.5 million at December 31, 2001 to
$60.1 million at December 31, 2002. Finally, the sale of the Company's credit card portfolio during the first
quarter of 2002 also contributed to the decrease in yield from 2001 to 2002.

Interest on Real Estate Loans

Interest on real estate loans consists of interest from both residential and commercial real estate mortgages
and totaled $27.2 million in 2002, compared to $29.5 million in 2001. Though the overall average yield on
real estate loans decreased to 7.16% for 2002 compared to 7.90% in 2001, the Company pursued additional
real estate loans, especially residential mortgages, as an integral part of the strategy to improve the mix and
credit quality of the loan portfolio. This additional volume helped to mitigate the impact of the lower yields
earned in 2002. Residential real estate loans, including both fixed- and adjustable-rate mortgages, had
average balances of $253.4 million in 2002, for a net increase of $33.1 million or 15.0% over the year 2001,
For 2002, adjustable-rate residential mortgages represented approximately $70.6 million or 27.9% of the
average residential portfolio, which was a decrease of $10.2 million or 12.6% from the comparable averages
for 2001. At December 31, 2002, adjustable-rate residential mortgages were relatively unchanged at $70.6
million compared to $80.8 million at December 31, 2001. Fixed-rate mortgages have grown steadily relative
to the aggregate level of residential mortgages representing 72.1% in 2002, up from 63.4% in 2001.
Originations of variable-rate loans have generally declined compared to total originations and reflect recent
consumer preferences for fixed-rate mortgages associated with the low rate market trends.

During 2002, the Company completed the consolidation of all mortgage lending activities within a single
facility to promote processing efficiency and an improvement in the quality of customer service. This new
facility and operations aided the growth of the Company's real estate loan portfolic.

Interest on Investment Securities

During 2002, investment securities, mainly mortgage-backed securities, have been utilized to facilitate the
Company's redistribution of liquidity. The average balance of investment securities for 2002 was $613.8 million,
an increase of $204.8 million or 50.1%, over the average balance of $408.9 million for 2001. The increase in
investment securities was due in part to the additional funds available from declines in the commercial loan
portfolic. Though the income from investment securities increased to $32.6 million in 2002 compared to
$25.0 in 2001 primarily due to increased volume, the impact of the increased volume was partially offset by
the lower yields on such investment securities, which declined to 5.32% for 2002 compared to 6.12% for
2001. The relative yields were also influenced by the amortization of any premiums incurred to acquire such
investment securities, especially mortgage-backed securities. As prepayments have increased due to the low
rate environment, the Company has had to accelerate the premium amortization, thus decreasing yields.

Interest on Loans Held For Sale

Loans held for sale provided $233,000 of interest income for 2002, an increase of 23.3% over the year
2001. The average balance of loans held for sale was $3.6 million in 2002, an increase of $1.5 million over
the average balance in 2001, which provided an increase in income of $112,000 in 2002 associated with
increased volume. However, the average yield declined for the same period to 6.55% from 9.31% in 2001.

Interest on Federal Funds Sold

Interest income on federal funds sold during 2002 declined to $287,000 compared to $1.1 million for
2001. The decline was attributed to declines in both volume and yield. The average balance of federal
funds sold in 2002 was $16.2 million or 52.3% lower than 2001. The average yield decreased to 1.77%
from 3.24% in 2001, a decrease of 45.4%.

Interest on Deposits

interest expense on deposits for the year ended December 31, 2002 was $35.3 million, a decrease of
$30.7 million or 46.7% from $66.0 million in 2001. In the same periods, the average cost of interest-bearing
deposits declined to 2.63% from 4.33%. The most significant factors impacting the annual cost of interest-
bearing deposits relates to a decline in the average rate paid and volume of time deposits. The Company
has continued efforts to reduce such higher-costing deposits, including brokered time deposits. The average
balance outstanding for all time deposits was $675.9 million for 2002, a decrease of $207.5 million or




23.5% from $883.4 million for 2001. The cost of funds for all time deposits decreased to $26.4 million in
2002 with an average rate of 3.91%, compared to $48.9 million in 2001 with an average rate of 5.53%.
The cost of funds for money market deposit accounts in 2002 declined to $5.7 million from $11.5 million,
principally due to the significant decrease in the average rate which declined to 1.52% from 3.16%. The
Company continues to monitor the cost and the availability of deposits against the cost and levels of
borrowings to determine the best funding sources for the Company's assets.

Interest on Borrowings and Trust Preferred Securities

Borrowed funds are used to supplement retail and commercial deposits as needed to fund asset
growth, lengthen liabilities and lower the cost of funds, when possible. While the cost of these funds can
approximate the costs of wholesale funds, it does remove the volatility that can occur with moneydesk
deposits and enhances planning for liquidity needs. Although the average balance of borrowings during
2002 increased to $345.1 million, the average interest rate paid on borrowings decreased to 3.81% from
5.01% in 2001. Interest paid on borrowings decreased to $13.2 million from $13.7 million in 2001.

Interest expense on trust preferred securities increased $291,000 from $2.4 million in 2001 to $2.7
million in 2002. The increased volume of trust preferred securities was partially offset by a decrease in the
average rate paid from 8.12% to 7.62%.

Provision for Loan Losses

The provision for loan losses in 2002 was $46.2 million compared to $18.2 million in 2001. As discussed
previously under “Asset Quality”, the Company recorded a provision for loan losses of $26.7 million in the
second quarter of 2002 primarily due to specific circumstances affecting individual borrowers, and our
analysis during the second quarter of other borrowers whose reported financial results revealed deterioration
of collateral and repayment ability.

Non-interest Income

Non-interest income was $17.8 million for the year ended December 31, 2002, an increase of $4.2 million or
31.3% over the year ended December 31, 2001. A key item in this comparison includes the December 2002 sale
of two branch offices in the Elmira, New York area which resulted in a net gain of $3.1 million. The Company sold
its two Elmira branches located in the Chemung County area to concentrate on the further development of
its retail branch operations in the Greater Binghamton area and the Central New York region. Earlier in 2002,
the Company sold its credit card portfolio for a net gain of $1.8 million. The increasing costs associated with
maintaining the technology to provide a high level of service to our customers and the higher levels of
charge-offs associated with credit card debt made this a less profitable line of business for the Company.

Service charges on deposit accounts, representing 29.1% of total non-interest income in 2002, totaled
$5.2 million in both 2002 and 2001, despite a 10.4% decrease in the average balance of deposits for 2002
compared to 2001. Checkeard interchange fees were $1.4 million, an increase of 10.7% in 2002 over
2001. The increases in the related fees is primarily attributed to increases in transaction volume.

Mortgage servicing fees for 2002 were $832,000, down 26.0% from $1.1 million, reflecting a general
decline in the volume of mortgage loans serviced for others reflecting the high level of prepayments
during 2002. Mortgage loans serviced for others were $366.0 million and $460.9 million at December 31,
2002 and 2001, respectively.

Trust fees, which are, for the most part, dependent on the market value of assets under management, were
$1.3 million for the year 2002, a decrease of $310,000 from 2001. The level of trust fees in 2002 represents a
decrease of 19.2% with a comparable decrease in the valuation of related trust assets under management.

Operating Expense

Operating expense totaled $48.3 million for the year ended December 31, 2002 compared to $43.6
million for the year 2001, an increase of $4.7 million or 10.8%. The primary factor relates to salaries, pensions
and other employee benefits which increased $2.9 million or 13.5% in 2002 compared to 2001. Salary
increases were $2.1 million for 2002 compared to 2001 and represent Company plans to increase staffing in
certain areas, principally special assets and credit administration, as well as promotions and merit raises
effective at the start of 2002. Benefit costs, principally in health insurance and pension costs, represent the
balance of the increase in personnel-related costs. The current trend for increased health insurance and
pension costs is expected to continue into 2003.




Professional fees, which increased 31.0% to $2.9 million in 2002 from $2.2 million in 2001, were impacted
by the levels of problematic loans as well as negotiations related to certain credit recoveries in both years.
Advertising and promotion expense increased $362,000 to $1.3 million in 2002 compared to 2001,

The increase is generally associated with the Company’s new products and efforts to increase the Company’s
corporate identity in our core markets. System conversion costs of $387,000 represent one-time expenses
related to the Bank's conversion to a proof of deposit ("POD") process in 2002. The POD system will enable
the Company to realize operational benefits in future years that include efficiencies at the teller line, consistency

of float management and a more efficient, centralized fee monitoring and assessment system.

Operating costs associated with repossession and maintenance of other real estate owned and repossessed
assets totaled $688,000 in 2002 compared to $211,000 in 2001. The increase in such costs is consistent with
the trend for such assets, which increased by 52.9% from December 31, 2001 to December 31, 2002, as well as
the higher repossession costs attributed to property representing former collateral for commercial loans.

Since a substantial portion of operating expense relates directly to income generation, an effective meas-
urement of the control of operating expense is the Efficiency Ratio. This ratio consists of operating expense
divided by recurring revenues (net interest income and non-interest income) on a pre-tax basis. The Efficiency
Ratio for the Company was 52.59% and 46.11% for 2002 and 2001, respectively. The Company's ratio of
operating expense to average assets was 2.34% in 2002 and 2.02% in 2001. These ratios increased in 2002
due primarily to the increase in operating expense, primarily salaries, pensions and other employee benefits.

Income Taxes

The provision for income taxes for the year ended December 31, 2002 reflects a tax benefit of $254,000
with an effective income tax rate of (16.6)%. For comparative purposes, the provision for income tax
expense was $12.6 million for the year ended December 31, 2001 with an effective tax rate of 38.1%. The
levels of income tax expense generally fluctuate with the respective levels of income before income taxes.
The primary factor impacting the Company's effective tax rate in 2002 relates to various tax credits associated
with New York State's Qualified Empire Zone Enterprise {“QEZE") program. QEZE credits recognized in
2002 were $469,000. In addition, the Company had a higher ratio of tax-exempt income to income before
taxes in 2002, as compared to 2001, which also contributed to the reduced effective tax rate.

Comparison of Operating Results for the Years 2001 and 2000

General

For the year ended December 31, 2001, the Company reported net income of $20.5 million compared
to $2.3 million for the year ended December 31, 2000. Basic and diluted earnings per share were $2.05
and $2.02, respectively, for the year 2001, compared to basic and diluted earnings per share of $0.22 for
the year ended December 31, 2000. The weighted average common shares outstanding were 9,958,952
for the year ended December 31, 2001, down 3.1% or 320,715 shares from the previous year. The
decrease in the average shares outstanding is primarily attributed to the Company's repurchase programs.

Net Interest Income

The Company earned net interest income of $81.3 million and $90.2 million in 2001 and 2000,
respectively. The Company’s interest rate spread decreased to 3.28% in 2001 from 3.45% in 2000. The
changes in average balances and rates produced a decrease in net interest income of 9.8% from 2000 to
2001. Average interest-earning assets decreased $104.6 million or 4.7% to $2.1 billion for the year ended
December 31, 2001 compared to the year 2000. Changes in average earning assets generally follow the
trends discussed earlier under “Financial Condition.”

Interest on Commercial Loans

Commercial loans, which represented 50.6% of total loans at December 31, 2001, tend to increase the
interest rate sensitivity of the overall loan portfolio, because interest rates on such loans are generally tied to
the Company’s Prime Rate. The rapid decrease in general interest rates, including the Company's commercial
loan Prime Rate, drove the overall yield on earning assets lower in 2001 compared to 2000. Average balances
for all types of commercial loans declined from the same periods in 2000, as the Company reallocated its
asset balances by reducing its total loan portfolio, especially commercial toans, and focusing on improving
asset quality. Lower commercial loan balances contributed significantly to the overall lower levels of interest




income consistent with the Company’s objective to lower its risk profile through reduction of such loans. The
average balance of commercial loans decreased by $101.7 million from 2000 to $878.4 million for the year
2001. In addition, the average yield on commercial loans decreased to 8.03% for 2001 compared to 9.62%
for 2000. The decline in yield on commercial loans was also impacted by the level of non-accruing loans.

Interest on Consumer Loans

The average yield on the aggregate consumer loan portfolio decreased to 9.15% for 2001 compared to
9.22% for 2000. The interest income earned from the consumer loan portfolio, which includes principally
fixed-rate loans with short terms, was adversely impacted by declines in the average volume for 2001 when
compared to 2000, especially in the indirect loan category. Competition for autc loans remained high during
the year with captive finance companies offering low or no interest loans to selected borrowers. Total consumer
loan originations were $157.5 million in 2001, down from $179.5 million for the year 2000. The average
balance of all consumer loans decreased $48.8 million to $406.3 million in 2001 from $455.0 million in 2000.

Interest on Real Estate Loans

Interest on real estate loans from both residential and commercial real estate mortgages totaled $29.5
million in both 2001 and 2000. The overall average yield on real estate loans decreased to 7.90% in 2001
from 8.11% in 2000. Residential real estate loans, including both fixed- and adjustable-rate mortgages,
had average balances of $220.4 million in 2001, for a net increase of $24.7 million or 12.6% over the year
2000. For 2001, adjustable-rate residential mortgages represented approximately $80.8 million or 36.6%
of the average residential portfolio, compared to $80.2 million or 41.0% for 2000. Fixed-rate mortgages
have grown relative to the aggregate level of residential mortgages representing 63.4% in 2001 up from
59.0% in 2000. Originations of variable-rate mortgage loans have generally declined compared to total
originations and reflect consumer preferences for fixed-rate mortgages associated with the low level of
interest rates.

Interest on Investment Securities

The average balance of investment securities for 2001 was $408.9 million, an increase of $1.4 million
over the average balance of $407.5 million for 2000. The income from investment securities decreased to
$25.0 million in 2001 from $26.5 million in 2000, consistent with the relative yields on such investment
securities, which declined to 6.12% for 2001 compared to 6.51% for 2000.

Interest on Loans Held For Sale
Income from loans held for sale increased to $18%,000 in 2001 from $15,000 in 2000. The increase was
primarily attributed to the increase in the average balances to $2.0 million in 2001 from $257,000 in 2000.

Interest on Federal Funds Sold

Federal funds sold in 2001 provided $1.1 million of interest income compared to $76,000 for 2000.
The primary factor impacting such increase was the increase in the average balance in 2001 to $34.0 million
from $1.2 million for the year 2000.

Interest on Deposits

Interest expense on deposits for the year ended December 31, 2001 was $66.0 million, a decrease of
$24.0 million or 26.7% from $90.0 million in 2000. The average cost of funds declined to 4.33% in 2001
from 5.15% in 2000. The most significant factor impacting this trend was the decline in time deposits,
especially the average balance of higher-costing brokered time deposits. The average balance outstanding
for all time deposits was $883.4 million for 2001, a decrease of $201.6 miflion or 18.6% from $1,085.0
million in 2000. The cost of funds for all time deposits decreased to $48.9 million in 2001 with an average
rate of 5.53% compared to $64.6 million in 2000 with an average rate of 5.95%.

Interest on Borrowings and Trust Preferred Securities

The average balance of borrowings increased to $274.1 million in 2001 from $165.7 million in 2000.
Although the cost of borrowings decreased to 5.01% in 2001 from 5.94% in 2000, interest paid on borrowings
increased from $9.8 million to $13.7 million from 2000 to 2001, due to the increase in volume. Interest
expense on trust preferred securities was $2.4 miltion for both 2001 and 2000 consistent with the $30.0
million average balance for both years.




Provision for Loan Losses

The provision for loan losses was $18.2 million compared to $53.7 million in 2000. The Company’s 2000 provision
reflected management’s assessment of the increased probability of loan losses identified within the loan portfolio,
principally for certain commercial loans.

Non-interest Income

Non-interest income was $13.5 million for the year ended December 31, 2001, a decrease of $1.2 million or 8.2%
from $14.7 million for the year ended December 31, 2000. In December 2000, the Company outsourced all merchant
credit card activity with a resultant reduction of related fee income of approximately $1.8 million in 2001 compared
to the year 2000. Trust fee income increased as a result of converting to an accrual basis providing an additional
$267,000 in income. As a result of investment security sales, the Company had net security gains of $379,000 in 2001
and $9,000 in 2000.

Operating Expense

Operating expense totaled $43.6 million for the year ended December 31, 2001 compared to $47.6 million for the
year 2000, a decrease of $4.0 million or 8.4% from 2000. Personnel costs are the largest single operating expense item
within the Company and increased 2.5% over 2000. Additional staffing occurred during 2001 to strengthen many areas,
most noticeably the loan administration function. Salary and benefit costs in 2000 included retirement costs of approxi-
mately $850,000 and a one-time accrual of deferred vacation costs of approximately $350,000. Professional fees
increased approximately $750,000 in 2001 due principally to increased legal fees of $772,000 associated with non-
performing loans. No interchange fees were incurred in 2001 as these costs terminated with the outsourcing of the
merchant credit card business. In 2000, the Company incurred $2.0 million in merger related expenses related to a
contemplated merger transaction which was not consummated. No merger related expenses were incurred in 2001.
Other significant declines in operating expense in 2001, as compared to 2000, include advertising ($268,000), telephone
charges ($203,000), FOIC insurance ($344,000) and equipment repairs ($110,000).

The Efficiency Ratio for the Company was 46.11% and 45.37% for 2001 and 2000, respectively. The Company's ratio of
operating expense to average assets was 2.02% in 2001 and 2.10% in 2000. Both ratios include merger related expenses
and reflect the attention paid to expense control by management and staff.

Income Taxes

The Company’s provision for income tax expense was $12.6 million and $1.3 million for the years ended December
31, 2001 and 2000, respectively. The effective tax rates for the years 2001 and 2000 were 38.1% and 36.7%, respectively.
The levels of income tax expense generally fluctuate with the respective levels of income before income taxes.
Comparable levels of tax-exempt income in each year also provided increases or decreases in the effective tax rate
based upon the ratio of such tax-exempt income to income before taxes.

Selected Quarterly Financial Data
Summarized quarterly financial information for the years ended December 31, 2002 and 2001 is as follows:

Three Months Ended Three Months Ended

(Dollars in Thousands,
Except Share Data) 3/31/02 6/30/02 9/30/02 12/31/02 3/31/01  6/30/01  9/30/01 12/31/01
Total interest income $ 33,699 $ 33193 $ 31511 $ 31,085 $ 45747 $ 42,601 $39927 §$35219
Total interest expense 13,454 13,307 12,679 11,779 25,387 21,889 19,565 15,326
Net interest income 20,245 19,886 18,832 19,306 20,360 20,712 20,362 19,893
Provision for loan losses 5,200 26,720 4,500 9,750 4,674 4,500 4,550 4,500
Net interest income (loss) after

provision for loan losses 15,045 (6,834) 14,332 2,556 15,686 16,212 15,812 15,393
Non-interest income 4,849 3172 3,124 6,618 3,117 3,657 3,451 3,407
Operating expense 11,845 13,553 11,212 11,723 10,723 10,950 10,868 11,062
Income {loss) before

income taxes 8,049 {17,215) 6,244 4,451 8,080 8,819 8,395 7,738
Income tax expense (benefit) 3,006 {6,058} 2,318 480 3,078 3,415 3,205 2,874

NET INCOME (LOSS) $ 5043 $(11157) $ 3926 § 3,971 $ 5002 $ 5404 $ 5190 $ 4,864
Earnings (loss) per share:
Basic $ 052 $ (1.16) $ 041 $§ 042 $ 049 $ 054 $§ 052 $ 050
Diluted $ 0.51 $ (116 $ 04 $  0.41 $ 049 $ 053 $§ 051 § 049




Liquidity and Capital Resources

A fundamental objective of the Company is to manage its liquidity effectively. Prudent liquidity manage-
ment ensures that the Company can fund growth in earning assets, fund liability maturities, meet customers’
loan demand and deposit withdrawals, pay operating expenses, service outstanding debt, pay shareholder
dividends, as well as purchase treasury shares under the Stock Repurchase Programs. Liquidity is
reviewed on an ongoing basis by management, and monthly by the Asset/Liability Committee ("ALCO")
and the Board of Directors. Target ratios for liquidity have been established based on historical trends,
and appropriate contingency plans are in place for unanticipated, adverse liquidity situations.

The Company’s primary sources of liquidity, on a consolidated basis, are deposits, payments of princi-
pal and interest from its loan and securities portfolios and the ability to use its loan and securities portfo-
lios as collateral for secured borrowings. The Bank is a member of the FHLB of New York. At December
31, 2002, outstanding FHLB advances totaled $340.9 million. In addition, the Company, through various
facilities, has unused capacity to access, per Board approved policy limits, an additional $300.0 million of
brokered deposits of which $100.0 million was outstanding at December 31, 2002. See Note 8 in the
Notes to Consolidated Financial Statements for further details on the Company’s borrowings.

Factors that effect the Company’s liquidity position include loan origination volumes, loan prepayment
rates, maturity structure of existing loans, core deposit growth levels, certificate of deposit maturity structure
and retention, investment portfolio cash flows, and characteristics and diversification of wholesale funding
sources. The Company's liquidity position is influenced by changes in interest rate levels, economic conditions
and by competition.

Operating activities have provided net cash of $36.3 million for the year ended December 31, 2002
compared to $24.4 million in 2001 and $33.4 million 2000. The comparative impact of net income on
operating cash flow was $1.8 million in 2002, $20.5 million in 2001 and $2.3 million in 2000. Changes in
the annual provision for loan losses was generally the most significant operating source of funds providing
$46.2 million in 2002 compared to $18.2 million in 2001 and $53.7 miilion in 2000. The sale proceeds of
loans held for sale provided operating funds consistent with, and fluctuating based on the level and
turnover of the portfolio. Based on the Company’s assessment of future interest rate fluctuations, loan risk
and market conditions during each period, the Company will sell or accumulate loans originated by its
banking operations within its market area. In 2002, the Company’s decision to contribute the maximum
voluntary contribution allowable to its pension plan required the use of $6.5 million in excess of the annual
pension expense charged to operations. As stated previously, such contribution is expected to reduce the
future net periodic pension expense determined annually by the plan’s actuaries.

Investing activities used net cash of $19.1 million for the year ended December 31, 2002, whereas
investing activities provided operating cash of $237.6 million for 2001. The decline in investing activities
as a source of funds reflects the Company’s shift in emphasis between securities investments to additional
loan activities in 2002, especially the growth in the residential loan portfolio. In 2001, the Company used
investments in securities to stabilize earnings during a period that included significant declining trends in
interest rate yields. In 2000, the Company’s investing activities focused on increased loans to customers
that exceeded loan repayments by $106.5 million. Proceeds from the 2002 sale of the Company’s credit
card portfolio provided $12.7 million of cash flow. Also in 2002, the Company'’s investing activities
included $20.0 million for its initial investment in BOLI in December 2002, as discussed earlier under
"Financial Condition.”

Financing activities used net cash of $26.5 million during 2002. Short term borrowings were decreased
by $80.0 million during the period. Sales of branches used cash of $37.1 million and $2.2 million in 2002
and 2001, respectively. Long-term borrowings were utilized to provide cash for financing activities with
proceeds exceeding repayments by $97.9 million in 2002. In 2001, the Company had a net use of funds
from financing activities of $274.5 million, mainly to pay down higher cost deposits, particularly brokered
time deposits as time deposits declined $350.9 million. This was offset somewhat by the net increase in
long-term borrowings of $140.0 million.

The Company's main sources of liquidity, as a holding company, are dividends from the Bank, investment
income and net proceeds from borrowings and capital securities offerings. The main uses of liquidity are
the payment of dividends to shareholders, repurchases of the Company’s common stock, and the payment
of interest to holders of trust preferred securities. The ability of the Bank to pay dividends is subject to




various regulatory limitations. Due to the net loss in the second quarter of 2002, coupled with dividends
previously paid, the Bank has exceeded its dividend limitations for 2002. However, in October 2002, the
Bank received reguiatory approval for and paid a special dividend of $30 million to the Company. As a
result of this special dividend, and based on regulatory limitations noted above, the Company does not
anticipate receiving dividends from the Bank until 2004,

The Company issued a total of $25.0 million of capital securities during 2002. Of the net proceeds,
$6.1 million was used to purchase, at a discount, previously issued trust preferred securities (BSB Capital
Trust 1), approximately $7.9 million was utilized to repurchase 315,496 shares of the Company’s common
stock, and the remainder was utilized for liquidity and general corporate purposes. The common shares were
repurchased as part of previously announced Stock Repurchase Programs, the most recent of which was
announced during the fourth quarter of 2002. Under this most recent Stock Repurchase Program, which is in
effect through March 2003, a total of 163,239 shares have been repurchased at a total cost of approximately
$3.6 million with authorization for the repurchase of approximately 316,000 additional shares.

At December 31, 2002, BSB Bancorp, Inc., on an unconsclidated basis, had immediately available funds
totalling $37.7 million. Management believes current levels of cash are adequate to meet the Company’s
anticipated ordinary obligations in 2003, to pay customary cash dividends on the Company’s common stock in
2003, if so declared, and to complete repurchases of additional common shares under the currently authorized
and announced Stock Repurchase Program. Management anticipates that the Bank will be able to resume the
payment of cash dividends to the Company, without regulatory approval (discussed in Note 12 of Notes to
Consolidated Financial Statements), in 2004. However, circumstances, including additional common stock
and trust preferred security repurchases or unanticipated cash obligations, may require the Company to
seek additional sources of funding or require the Bank to seek regulatory approval for another special
cash dividend to the Company, should the Bank be otherwise unable to make such cash dividend payments.

At December 31, 2002, the Bank's Tier | leverage ratio, as defined by regulatory guidelines, was
7.31%, down from 8.75% at December 31, 2001, but still above the minimum regulatory requirements for
the Bank. The Bank’s total capital-to-risk-weighted assets ratio, calculated under the regulatory risk-based
capital requirements, was 11.90%, down from 12.86% at December 31, 2001, but still in excess of the
regulatory requirements. The decline in these ratios is primarily the result of the net loss in the second
quarter of 2002, and the payment of a $30.0 million special dividend to the Company as previously noted.

At December 31, 2002, the Company's Tier | leverage ratio and total capital-to-risk-weighted assets
ratios were 9.10% and 14.48%, compared to 9.03% and 13.21%, respectively, at December 31, 2001. The
Company’s book value per share was $15.78 at December 31, 2002 compared to $16.19 at December 31,
2001. See Note 17 in the Notes to Consolidated Financial Statements for further details on the Company's
and the Bank's regulatory capital amounts and ratios.

Market Risk

The primary market risk the Company is exposed to currently is interest rate risk since all Company
transactions are denominated in U.S. dollars with no direct currency exchange or changes in commodity
price exposures. All market risk-sensitive instruments continue to be held to maturity or available for sale
with no financial instruments entered into for trading purposes at December 31, 2002. The Company does
not use derivative financial instruments such as interest rate swaps and caps extensively and did not participate
in any derivative financial instruments during the year ended December 31, 2002.

The Company positions the size and duration of its investment portfolio and wholesale funding sources,
as well as the pricing and structure of its retail loans and deposits, in managing its interest rate risk. In
adjusting the Company’s asset and liability position, management’s goal is to limit the Company’s interest
rate risk exposure while attempting to enhance its net interest income. The Company's Asset and Liability
Committee ("ALCO") meets at least monthly to make decisions on the investment and funding portfolios
based on its economic outlook, the Committee’s interest rate expectations, the overall interest rate risk
profile of the Company, and several other factors such as budgeted loan portfolio and core deposit growth
and composition, and liquidity requirements. The Company utilizes simulation analysis to evaluate the
impact that changes in interest rates might have on the Company’s net interest income and cash flow.

The Company is exposed to interest rate risk when assets and fiabilities re-price at different times and
by different amounts and terms as interest rates change. As a result, the net interest income earned by




the Company is subject to the effects of changing interest rates. Accordingly, the ALCO focuses on effectively
managing the Company’s gap, which is a measure of the mismatch between the dollar amount of the
Company’s interest-earning assets and interest-bearing liabilities which mature or reprice within certain
time frames. If those assets exceed the liabilities within a prescribed time period, a “positive” gap results.
This could tend to have a favorable impact on earnings during a period of rising interest rates and could
have an unfavorable impact during a period of declining rates. Conversely, if those liabilities exceed the
assets during the time period in question, a “negative” gap results, in which case a rise in the general
level of interest rates could have an unfavorable impact on earnings, while a decline in rates could have a
favorable influence on earnings.

The following table sets forth the amounts of interest-earning assets and interest-bearing liabilities
outstanding at December 31, 2002, which are anticipated by the Company, based upon certain assumptions,
to reprice or mature in each of the future time periods shown. The following table and associated discussion
does not represent a Company forecast and should not be relied upon to predict resuits of operations.
The results shown are based on numerous assumptions and the Company cannot make assurances these
assumptions will not change due to customer preferences, market conditions or actions the Company may
take through its ALCO to respond to such changes.

More than More than More than Total
3mos 3 mosto 1yrto 3yrsto  More than Rate
{Dollars in Thousands) or less 12 mos 3 yrs Syrs Syrs Sensitive
Rate sensitive assets:
Commercial and consumer loans:
Fixed-rate $ 53,243 $ 96,974 $204,951 $ 96,967 $ 84,350 $ 536,485
Adjustable-rate 293,093 71 - - 40,483 333,647
Mortgage loans:
Fixed-rate 23,434 51,402 98,849 62,804 67,267 303,756
Adjustable-rate 49,854 66,672 53,646 5,954 1,418 177,544
Mortgage-backed securities 83,521 122,273 138,885 23,929 31,975 400,583

Other investment securities 48,892 53,780 53,164 11,555 45,878 213,269
Total rate sensitive assets  $ 552,037 $391,172 $549,495 $201,209 $271,371 $1,965,284
Rate sensitive liabilities:

Money market accounts $339,191 $ - 3 - $ - 3 - $ 339,191
Savings accounts 43,910 43,909 43,909 43,909 - 175,637
NOW accounts - - - - 131,535 131,535
Time deposits 128,224 253,017 170,811 87,941 1,642 641,635
FHLB advances 10,006 55,042 125,106 10,320 140,397 340,871
Other borrowings 35,167 - - - 2,080 37,247
Trust preferred securities - - 48,000 48,000

Total rate sensitive liabilities $ 556,498 $351,968 $339,826 $142,170 $323,654 $1,714,116

Periodic gap $ (4461) $ 39204 $209.669 $ 59,039 $(52,283) $ 251,148

Cumulative gap $ (4,461) $ 34,743 $244,412 $303,451 $251,168

Cumulative gap as a percentage
of rate sensitive assets (0.23)% 1.77% 12.44% 15.44% 12.78%

With the exception of savings, money market and NOW accounts which have no contractual term, the
amounts of assets and liabilities shown which reprice or mature during a particular period were determined
in accordance with their contractual terms. All assets and liabilities are placed in time periods which
represent the earlier of their next repricing or scheduled maturity. Adjustable-rate loans, for example, are
placed in the time periods which correspond to their next scheduled rate change. Prepayment assumptions
are made to indicate the rate at which these loans prepay in excess of scheduled amortization. Money market




accounts were anticipated to reprice within three months based on the consistent level of current accounts
and the current level of interest rates. Savings accounts, which are generally stable, though more reactive
to interest rate trends, are assumed to reprice in equal amounts within five years. NOW accounts are
considered stable core deposits, which based on rate and repricing trends, are anticipated to reprice after
five years.

Certain shortcomings are inherent in the method of analysis presented in the foregoing table. For
example, although certain assets and liabilities may have similar maturities or periods of repricing, they
may react in different degrees to changes in market interest rates. Also, the interest rates on certain types
of assets and liabilities may fluctuate in advance of changes in market interest rates, while interest rates on
other types may lag behind changes in market rates. Additionally, certain assets, such as adjustable-rate
loans, have features which restrict the magnitude of changes in interest rates on a short-term basis and
over the life of the assets. Further, in the event of changes in interest rate, prepayment and early withdrawal
levels would likely deviate significantly from those assumed in preparing the table. Finally, should interest
rates increase, the ability of borrowers to service their debt may decrease.

Based on management’s December 31, 2002 simulation analysis of an immediate 100 basis point,
parallel increase in the level of interest rates, the estimated percentage change in net interest income
would be an increase of 1.1% over a 12-month horizon. For an immediate 200 basis point, parallel increase
in the level of interest rates, the estimated change in net interest income would be an increase of 0.9%
over a 12-month horizon. The estimated change in net interest income for a 100 basis point decrease in
the level of interest rates (presentation is limited to a 100 basis point decline in rates due to the current
historically low interest rate environment) would be a decrease of 4.9%. The magnitude of the effects of
the declining rate scenario are impacted by the absolute level of rates, and the inability of the Company
to reduce its core deposit funding costs by the entire amount of the change assumed. These effects are
also exacerbated by the higher levels of cash flow for reinvestment in a lower interest rate environment
that would occur as a result of estimated increases in the level of higher yielding loan and mortgage-backed
securities prepayments in those scenarios. There can be no assurance that if interest rates did move by
the amounts discussed above, that the results of operations would be impacted as indicated.

Impact of New Accounting Standards

In July 2001, the Financial Accounting Standards Board (“FASB") issued Statement No. 141, "Business
Combinations,” and Statement No. 142, "Goodwill and Other Intangible Assets.” Statement No. 141
supercedes Accounting Principles Board (“APB”) Opinion No. 16, “Business Combinations,” and requires
that all business combinations initiated after June 30, 2001 be accounted for under the purchase method
of accounting, thus eliminating the pooling of interests method of accounting. The Statement did not
change many of the provisions of APB Opinion No. 16 related to the application of the purchase method,
However, the Statement does specify criteria for recognizing intangible assets separate from goodwill and
requires additional disclosures regarding business combinations.

Statement No. 142 requires that acquired intangible assets (other than goodwill) be amortized over their
useful economic lives, while goodwill and any acquired intangible assets with an indefinite useful economic
life would not be amortized, but would be reviewed for impairment on an annual basis based upon
guidelines specified by the Statement. Statement No. 142 also requires additional disclosures pertaining to
goodwill and intangible assets. At December 31, 2002, goodwill was not material and the adoption of this
statement had no material effect on the Company's results for the year ended December 31, 2002.

In June 2001, the FASB issued Statement No. 143, “Accounting for Asset Retirement Obligations.” This
Statement is effective for fiscal years beginning after June 15, 2002 and requires entities to record the fair
value of a liability for an asset retirement obligation in the period in which it is incurred if a reasonable estimate
of fair value can be made. When the liability is initially recorded, the entity capitalizes the asset retirement
cost by increasing the carrying amount of the related long-lived asset. The liability is accreted to its present
value each period and the capitalized cost is depreciated over the useful life of the related asset. Upon
settlement of the liability, an entity either settles the obligation for its recorded amount or incurs a gain or
loss. It is anticipated that there will be no material impact from the Company’s adoption of this Statement.

In August 2001, the FASB issued Statement No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets.” The new standard maintains the previous accounting for the impairment or disposal




of long-lived assets under Statement No. 121, "Accounting for the Impairment of Long-Lived Assets and
for Long-Lived Assets to be Disposed of,” but also establishes more restrictive criteria that have to be met
to classify such an asset as "held for sale.” Statement No. 144 also increases the range of dispositions that
qualify for reporting as discontinued operations, and changes the manner in which expected future operating
losses from such operations are to be reported. The Company adopted Statement No. 144 as of January
1, 2002. There was no material impact on the Company’s consolidated financial statements from adopting
the Statement.

In April 2002, the FASB issued Statement No. 145, “Rescission of FASB Statements No. 4, 44 and é4,
Amendment of FASB Statement No. 13, and Technical Corrections.” This statement eliminates Statement
No. 4, “Reporting Gains and Losses from Extinguishment of Debt,” as amended by Statement No. é4,
“Extinguishment of Debt Made to Satisfy Sinking-Fund Requirements.” As a result, gains and losses from
extinguishment of debt can only be classified as extraordinary items if they meet the definition of unusual
and infrequent as prescribed in APB Opinion No. 30. Additionally, Statement No. 145 amends Statement
No. 13, "Accounting for Leases,” to require that lease moditications that have economic effects similar to
sale-leaseback transactions be accounted for in the same manner as sale-leaseback transactions. The
provisions of this Statement are effective at various dates in 2002 and 2003 and are not expected to have
a material impact on the Company’s consolidated financial statements,

In June 2002, FASB issued Statement No. 146, "Accounting for Costs Associated with Exit or Disposal
Activities.” This Statement nullifies Emerging Issues Task Force Issue No. 94-3, “Liability Recognition for
Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred
in a Restructuring),” and requires that a liability for costs associated with an exit or disposal activity be
recognized when the liability is incurred and represents an obligation to transfer assets or provide services
as a result of past transactions. The provisions of this statement are effective for exit or disposal activities
that are initiated after December 31, 2002.

In October 2002, the FASB issued Statement No. 147, “Acquisitions of Certain Financial Institutions-an
Amendment of FASB Statements No. 72 and 144 and FASB Interpretation No. 9.” This Statement
removes acquisitions of financial institutions from the scope of both Statement No. 72 and Interpretation
No. ¢ and requires that those transactions be accounted for in accordance with Statement No. 141 and
No. 142. As a result, the requirement of Statement No. 72 to recognize (and subsequently amortize) any
excess of the fair value of liabilities assumed over the fair value of tangible and identifiable intangible
assets acquired as an unidentifiable intangible asset (Statement No. 72 goodwill) no longer applies to
acquisitions considered to be business combinations under Statement No. 141. The Company does not
currently have any Statement No. 72 goodwill and as a result the adoption did not to have any impact on
the Company's consolidated financial statements.

In December 2002, the FASB issued Statement No. 148, “Accounting for Stock-Based Compensation-
Transition and Disclosure,” which amends Statement No. 123, “Accounting for Stock-Based
Compensation.” Statement No. 148 provides alternative methods of transition for a voluntary change to
the fair value based method of accounting for stock-based employee compensation. In addition,
Statement No. 148 amends the disclosure requirements of Statement No. 123 to require more prominent
and more frequent disclosures in financial statements about the effects of stock-based compensation. The
Company adopted the new disclosure requirements of Statement No. 148 as of December 31, 2002, and has
provided such disclosures in Note 1 to the consolidated financial statements. The Company does not
expect that Statement No. 148 will have a material impact on its results of operations, as the Company
does not currently intend on changing its method of accounting for stock-based compensation.

In November 2002, the FASB issued FASB Interpretation No. 45 ("FIN No. 45"}, “Guarantor's Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others; an
Interpretation of FASB Statements No. 5, 57, and 107 and rescission of FASB Interpretation No. 34.” FIN No.
45 requires certain new disclosures and potential liability-recognition for the fair value at issuance of guarantees
that fall within its scope. Under FIN No. 45, the Company does not issue any guarantees that would require
fiability-recognition or disclosure, other than its standby letters of credit. The Company has included disclosures
related to its standby letters of credit in Note 11 to the Consolidated Financial Statements.

In January 2003, the FASB issued FASB Interpretation No. 46 (“FIN No. 46"), "Consolidation of
Variable Interest Entities.” The objective of this interpretation is to provide guidance on how to identify a




variable interest entity (“VIE") and determine when the assets, liabilities, noncontrolling interests and
results of operations of a VIE need to be included in a company’s consolidated financial statements. A

company that holds variable interests in an entity will need to consolidate the entity if the company’s
interest in the VIE is such that the company will absorb a majority of the VIE's expected losses and/or
receive a majority of the entity’s expected residual returns, if they occur. FIN No. 46 also requires additional
disclosures by primary beneficiaries and other significant variable interest holders. The provisions of this
interpretation became effective upon issuance. Management does not anticipate that FIN No. 46 will have
a material impact on the Company’s consolidated financial position, results of operations or liquidity.

Market Prices and Related Shareholder Matters

The common stock of the Company is listed on The Nasdaq Stock Market's National Market System
under the symbol “"BSBN". As of December 31, 2002, the Company had 2,222 shareholders of record and
9,437,296 shares of common stock issued and outstanding. The number of shareholders does not reflect
persons or entities who hold their stock in nominee or “street” name through various brokerage firms.

Payment of dividends on the Company’s common stock is subject to various restrictions and limitations
which may affect the Company’s ability to pay cash dividends in the future. See previous “Liguidity and
Capital Resources” section for a discussion of these restrictions and limitations.

The following tabte sets forth the market price information for the common stock and the cash dividends
paid per share:

Price Range Cash Dividends
2002 High Low Per Share
First Quarter $ 3024 $ 2277 $ 0.25
Second Quarter $ 32.80 $ 21.80 $ 0.25
Third Quarter $ 2670 $ 18.05 $ 025
Fourth Quarter $ 2339 $ 1715 $ 025

Price Range Cash Dividends
2001 High Low Per Share
First Quarter $ 2025 § 1238 $ 025
Second Quarter $ 2336 $ 16.63 $ 025
Third Quarter $ 2700 $ 2136 $ 025
Fourth Quarter $ 2740 $ 20.85 $ 025




INDEPENDENT AUDITORS" REPORT

The Board of Directors and Shareholders
BSB Bancorp, Inc.:

We have audited the accompanying consclidated statement of condition of BSB Bancorp, Inc. and subsidiaries
(the "Company”) as of December 31, 2002, and the related consclidated statements of income, changes
in shareholders' equity, and cash flows for the year then ended. These consolidated financial statements
are the responsibility of the Company’'s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audit. The accompanying financial statements of the
Company as of December 31, 2001, and for the years ended December 31, 2001 and 2000, were audited
by other auditors whose report thereon dated January 25, 2002, expressed an unqualified opinion on
those statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the accompanying consclidated statement of condition as of December 31, 2002, and the
related consolidated statements of income, changes in shareholders’ equity, and cash flows for the year then
ended, present fairly, in all material respects, the financial position of BSB Bancorp, Inc. and subsidiaries as
of December 31, 2002, and the results of their operations and their cash flows for the year then ended, in
conformity with accounting principles generally accepted in the United States of America.

KPrie P

Albany, New York
January 23, 2003




BSB BANCORP, INC. anp SUBSIDIARIES

CONSOLIDATED STATEMENTS or CONDITION

(In Thousands, Except Share and Per Share Data)
December 31,

2002

2001

ASSETS

Cash and due from banks

Investment securities available for sale, at fair value
Investment securities held to maturity

(estimated fair value of $56,093 and $13,962)
Federal Home Loan Bank of New York stock
Loans held for sale
Loans:

Commercial

Consumer

Residential real estate

Commercial real estate

46,912
538,545

55,373
19,934
4,001

492,171
377,961
330,344
146,955

$ 56,272
487,685

13,774
15,071
9,860

750,552
378,354
220,935
134,866

Total loans
Net deferred costs
Allowance for loan losses

1,347,431
1,863
(63,250)

1,484,707
802
(58,829)

Net loans

1,286,044

1,426,680

Bank premises and equipment, net 14,545 14,879
Accrued interest receivable 9,875 10,502
Other real estate owned and repossessed assets 3,109 2,034
Bank owned life insurance 20,032 -
QOther assets 36,297 26,180
Total assets $ 2,034,667 $ 2,062,937
LIABILITIES AND SHAREHOLDERS' EQUITY
Deposits $ 1,442,756 $ 1,496,937
Borrowings 378,118 360,251
Other liabilities 16,867 19,924
Company obligated mandatorily redeemable preferred
securities of subsidiaries, holding solely junior
subordinated debentures of the Company
{"Trust preferred securities”) 48,000 30,000
Total liabilities 1,885,741 1,907,112
Commitments and contingent liabilities {(Note 11)
Shareholders’ Equity:
Preferred stock, par value $.01 per share;
2,500,000 shares authorized; none issued - -
Common stock, par value $.01 per share;
30,000,000 shares authorized; 11,660,726 and
11,535,500 shares issued 117 15
Additional paid-in capital 41,704 39,331
Retained earnings 134,903 142,748
Accumulated other comprehensive income 8,970 2,520
Treasury stock, at cost; 2,223,430 and 1,907,934 shares (36,768) (28,889)
Total shareholders’ equity 148,926 155,825
Total liabilities and shareholders’ equity $ 2,034,667 $ 2,062,937

See accompanying notes to consolidated financial statements.
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BSB BANCORP, INC. ano SUBSIDIARIES
CONSOLIDATED STATEMENTS ofF INCOME

(In Thousands, Except Per Share Data)

Years Ended December 31, 2002 2001 2000
Interest income:
Interest and fees on loans $ 96,346 $137,196 $165,710
Interest on federal funds sold 287 1,101 76
Interest on investment securities 32,622 25,008 26,545
Interest on loans held for sale 233 189 15
Total interest income 129,488 163,494 192,346
Interest expense:
Interest on savings deposits 2,551 4,092 4,719
Interest on time deposits 26,401 48,878 64,566
Interest on money market deposit accounts 5,667 11,500 19,110
Interest on NOW accounts 710 1,522 1,575
Interest on borrowings 13,162 13,738 9,836
Interest on trust preferred securities 2,728 2,437 2,383
Total interest expense 51,219 82,167 102,189
Net interest income 78,269 81,327 %0,157
Provision for loan losses 46,170 18,224 53,721
Net interest income after provision for loan losses 32,099 63,103 36,436
Non-interest income:
Service charges on deposit accounts 5,176 5,226 5,360
Checkcard interchange fees 1,422 1,284 1,063
Mortgage servicing fees 832 1,125 1,211
Fees and commissions-brokerage services 886 698 836
Trust fees 1,308 1,618 1,280
Credit card fees 130 211 2,008
Gains on sale of securities, net 292 379 g
Gains on sale of branch offices, net 3,063 299 -
Gains on sale of credit card portfolio, net 1,806 - -
Other income 2,848 2,692 2,981
Total non-interest income 17,763 13,532 14,748
Operating expense:
Salaries, pensions and other employee benefits 24,769 21,828 21,302
Building occupancy 4,259 4,304 4,564
Advertising and promotion 1,293 931 1.199
Professional fees 2,890 2,206 1,456
Data processing costs 5,534 5,213 5,082
Services 2,905 2,951 3,156
System conversion expenses 387 - -
Interchange fees - - 1,552
Merger related expenses - - 2,013
Other real estate owned and repossessed
asset expenses, net 688 211 324
Other expenses 5,608 5,959 6,949
Total operating expense 48,333 43,603 47,597
Income before income taxes 1,529 33,032 3,587
income tax (benefit) expense (254) 12,572 1,316
Net Income $ 1,783 $ 20,460 $ 2,271
Earnings per share:
Basic $ 0.19 $ 205 $ 022
Diluted $ 0.18 $ 202 $ 022

See accompanying notes to consolidated financial statements.




BSB BANCORP, INC. anD SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Accumulated

Number Additional Other

(In Thousands, of Shares Common  Paid-In  Retained Comprehensive Treasury
Except Share and Per Share Data) Issued Stock Capital Earnings  (Loss) Income  Stock Total
Balance at December 31, 1999 11,398,991 $ 114 $ 37,287 $140,295 (9,757)  $(13,446) $154,493
Net income 2,271 2,271
Other comprehensive income 7,845 7,845

Comprehensive income 10,116
Stock options exercised 104,281 1,424
Tax benefit on stock options 79
Cash dividends paid on common

stock ($1.00 per share) (10,289)
Treasury stock purchased

(1,855 shares) (38) (38)
Balance at December 31, 2000 11,503,272 38,789 132,277 (1,912 {(13,484) 155,785
Net income 20,460 20,460
Other comprehensive income 4,432 4,432

Comprehensive income 24,892
Stock options exercised 32,228 440 440
Tax benefit on stock options 102 102
Cash dividends paid on common

stock ($1.00 per share) {9,989 (9,989)
Treasury stock purchased

(732,410 shares) (15,405)  (15,405)
Balance at December 31, 2001 11,535,500 115 39,331 142,748 2,520 (28,889) 155,825
Net income 1,783 1,783
Other comprehensive income 6,450 6,450

Comprehensive income 8,233
Stock options exercised 125,226 2 2,046 2,048
Tax benefit on stock options 327 327
Cash dividends paid on common

stock ($1.00 per share) (9,628) (9,628)
Treasury stock purchased

(315,496 shares) (7,879) (7,879)
Balance at December 31, 2002 11,660,726 $ 117 % 41,704 $ 134,903 8,970  $(36,768) $148,926

See accompanying notes to consolidated financial statements.
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BSB BANCORP, INC. anD SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In Thousands)

Years Ended December 31, 2002 2001 2000
Operating activities:
Net income $ 1,783 $ 20,460 $ 2,271
Deferred tax expense (benefit) 15 (1,174) (12,901)
Provision for loan losses 46,170 18,224 53,721
Gain on sale of securities, net (292) (379) (9
Gain on repurchase of trust preferred securities, net (726) - -
Gain on sale of credit card portfolio, net {(1,8006) - -
Gain on sale of branches, net (3,063) (299 -
Gain on sale of loans held for sale, bank premises and equipment,
other real estate owned and repossessed assets, net (56) (125) (187)
Depreciation and amortization 2,376 2,642 2,973
Net amortization (accretion) of premiums and
discounts on investment securities 1,913 79 (377)
Proceeds from sale of loans held for sale 24,726 8,690 2,903
Loans originated and held for sale (18,830) (20,162) (1,128)
Tax benefit from exercise of stock options 327 102 79
Income from bank owned life insurance (32) - -
Writedowns of other real estate owned and repossessed assets 1,526 1,089 196
Net change in other assets and liabilities (17,749) (4,743) (14,185)
Net cash provided by operating activities 36,282 24,404 33,356
Investing activities:
Proceeds from calls of held to maturity investment securities 8,055 2,069 7.571
Purchases of held to maturity investment securities (54,011} (7,298) (3,337)
Principal collected on held to maturity investment securities 4,383 1,171 531
Proceeds from sale of available for sale investment securities 162,842 167,696 33,673
Purchases of available for sale investment securities (351,955) (323,647) (42,618)
Principal collected on available for sale investment securities 147,284 47,306 18,077
Purchases of Federal Home Loan Bank ("FHLB") stock (8,039) 4,174) -
Redemptions of FHLB stock 3,176 9,927 -
Proceeds from sale of credit card portfolio 12,749 - -
Net loans repaid by (made to) customers 71,982 343,002 (106,545)
Proceeds from sale of other real estate owned and repossessed assets 6,123 4,243 4,065
Investment in bank owned life insurance {20,000) - -
Purchases of bank premises and equipment (1,694) (2,712) (1,010)
Net cash (used in) provided by investing activities (19,105) 237,583 (89,593)
Financing activities:
Net decrease in deposits, exclusive of branch sales {10,781) (382,065) (19,978)
Net payment for sale of branches (37,066) (2,224) -
Net (decrease) increase in repurchase agreements
and FHLB line of credit advances (80,034) (5,118) 60,561
Proceeds from FHLB term advances 115,000 192,000 75,000
Repayments of FHLB term advances (17,099) (52,099) (52,138)
Net proceeds from issuance of trust preferred securities 25,000 - -
Repurchase of trust preferred securities (6,098) - -
Proceeds from exercise of stock options 2,048 440 1,424
Purchases of treasury stock (7.879) (15,405) (38)
Dividends paid (9,628) (2,989) (10,289)
Net cash (used in) provided by financing activities (26,537) (274,460) 54,542
Net decrease in cash and cash equivalents (9.360) (12,473) (1,695)
Cash and cash equivalents at beginning of year 56,272 68,745 70,440
Cash and cash equivalents at end of year $ 46912 $ 56,272 $ 68,745
Supplemental information:
Cash paid during the year for:
Interest on deposits and borrowings $ 52,771 $ 85,339 $ 99,376
Income taxes $ 5737 $ 8,553 $ 14,077
Non-cash investing activity:
Transfers from loans to other real estate owned and repossessed assets $ 8712 $ 5,480 $ 3516
Adjustment of available for sale investment securities to fair value, net of tax $ 4,450 $ 4,432 $ 7,845

See accompanying notes to consolidated financial statements.




BSB BANCORP, INC. anD SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1: Summary of Significant Accounting Policies

Nature of Operations

BSB Bancorp, Inc. (the “Company”) is the bank holding company of BSB Bank & Trust Company (the
“Bank”). The Bank is a New York-chartered commercial bank and trust company and, at December 31,
2002, operated 20 full-service branches in Broome, Chenango, Onondaga and Tioga Counties of New
York State. The Bank is in the business of providing a wide variety of loan and deposit products to its
commercial and consumer customers, and also provides mortgage banking, trust, municipal and other
related services.

Principles of Consolidation
The consolidated financial statements of the Company include the accounts of the Company and its wholly
owned subsidiaries. All significant intercompany accounts and transactions are eliminated in consolidation.

Use of Estimates in the Preparation of Financial Statements

The preparaticn of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Material estimates that are particularly susceptible to significant change in the near term relate to the
determination of the allowance for loan losses and the valuation of other real estate owned and repos-
sessed assets acquired in connection with foreclosures and repossessions. In connection with the determi-
nation of the allowance for loan losses and the valuation of other real estate owned and repossessed
assets, management obtains appraisals of related collateral.

Management believes that the allowance for lcan losses is adequate and that other real estate owned
and repossessed assets are recorded at the lesser of the recorded investment in the loan at the time of
foreclosure or repossession, or the fair value less an estimate of the costs to sell the properties or assets.
While management uses available information to recognize losses on loans and other real estate owned
and repossessed assets, future additions to the allowance for loan losses or writedowns of other real estate
owned and repossessed assets may be necessary based on changes in economic conditions. In addition,
Federal and state bank regulatory agencies, as an integral part of their examination process, periodically
review the Company’s allowance for loan losses and other real estate owned and repossessed assets. Such
agencies may require the Company to recognize additions to the allowance for loan losses or writedowns
of other real estate owned and repossessed assets based on their judgments about information available
to them at the time of their examination, which may not be currently available to management.

A substantial portion of the Company’s loans are secured by real estate and business related assets
located throughout the New York State counties of Broome, Chenango, Onondaga and Tioga. In addition,
a substantial portion of the other real estate owned is located in the same markets. Accordingly, the ultimate
collectibility of a substantial portion of the Company’s loan portfolio and the recovery of a substantial portion
of the carrying amount of other real estate owned is dependent upon general economic and real estate
market conditions in these counties.

Cash and Cash Eguivalents
Cash equivalents include cash and due from banks and federal funds sold. Generally, federal funds are
sold or purchased for one-day periods.

Investment Securities and Federal Home Loan Bank of New York Stock

Management determines the appropriate classification of securities at the time of purchase. If management
has the positive intent and ability to hold debt securities to maturity, they are classified as investment
securities held to maturity and are carried at amortized cost. Securities that are identified as trading securities
for resale over a short period are stated at fair value with unrealized gains and losses refiected in current
earnings. All other debt and marketable equity securities are classified as securities available for sale and




are reported at fair value, with net unrealized gains or losses reported, net of income taxes, in accumulated
other comprehensive income or loss (a separate component of shareholders’ equity). None of the
Company's securities have been classified as trading securities at December 31, 2002 or 2001.

Purchases and sales of securities are recorded as of the trade date. Premiums and discounts on securities
are amortized and accreted, respectively, on a systematic basis over the period to maturity or estimated
life of the related security. Gains or losses on securities sold are computed based on the net proceeds
received and the amortized cost of the specific security sold. If unrealized losses on securities reflect a
decline in value which is other than temporary, they are charged against income.

As a member of the Federal Home Loan Bank of New York ("FHLB"), the Company is required to hold
FHLB stock, which is carried at cost since there is no readily available market value.

Loans Held For Sale

Loans held for sale are recorded at the lower of cost or fair value, in the aggregate. It is management’s
intention to sell these loans. Loans held for sale, as well as the commitments to sell the loans that are
originated for sale, are regularly evaluated. If necessary, a valuation allowance is established with a charge
to income for unrealized losses attributable to a change in market rates.

Loans

Loans are reported at the principal amount outstanding, net of deferred loan fees and costs and the
allowance for loan losses. Non-refundable loan fees and related direct costs are deferred and amortized
over the life of the loan as an adjustment of loan yield.

Income Recognition on Non-accrual and Impaired Loans

Loans are placed on a non-accrual status when, in the judgement of management, the probability of
collection of principal or interest is deemed to be insufficient to warrant further accrual. When a foan is placed
on non-accrual status, previously accrued but unpaid interest is deducted from interest income. Other than
with respect to consumer loans, which are usually charged-off when they become 90 days past due, the
Cornpany generally does not accrue interest on loans greater than 90 days or more past due for the payment
of principal or interest, unless the value of the collateral and active collection efforts indicate that full recovery
is probable. Cash receipts on non-accrual loans are generally applied to reduce the unpaid principal balance,
however, interest on non-accrual loans may also be recognized as cash is received. Amortization of the related
net deferred loan fees and costs is suspended when a loan is placed on non-accrual status. Loans are removed
from non-accrual status when they become current as to principal and interest or when, in the opinion of man-
agement, the loans are expected to be fully collectible as to principal and interest.

Allowance for Loan Losses

The allowance for loan losses is increased through a provision for loan losses charged to operations.
Loans, or portions thereof, are charged against the allowance for loan losses when management believes
that the collectibility of all or a portion of the principal is unlikely. Subsequent recoveries, if any, are credited
to the allowance for loan losses when received. The allowance is an amount that management believes
will be necessary to absorb probable losses on existing loans. Management's evaluation of the allowance
for loan losses is performed on a periodic basis and takes into consideration such factors as the historical
loan loss experience by loan type, review of specific problem leans, changes in the composition and volume
of the loan portfolio, overall portfolio quality and current economic conditions that may affect the borrowers'’
ability to pay.

Commercial and commercial real estate loans are considered impaired when it is probable that the
borrower will not repay the loan according to the original contractual terms of the loan agreement, or
when a loan (of any loan type) is restructured in a troubled debt restructuring. The allowance for loan losses
related to impaired loans is based on discounted cash flows using the loan’s initial effective interest rate or
the fair value of the collateral for certain loans where repayment of the loan is expected to be provided
solely by the underlying collateral (collateral dependent loans).

Troubled Debt Restructured Loans

A loan is considered to be a troubled debt restructured loan (“TDR") when the Company grants
a concession to the borrower because of the borrower's financial condition that it would not otherwise
consider. Such concessions include the reduction of interest rates, forgiveness of principal or interest, or




other modifications at interest rates that are less than the current market rate for new obligations with similar
risk. TDR loans that are in compliance with their modified terms and that yield a market rate may be
removed from the TDR status after a period of performance.

Bank Premises and Equipment

Bank premises.and equipment are recorded at cost, less accumulated depreciation. Depreciation is
computed on the straight-line method over the estimated useful life of the asset (15-50 years for bank
premises and 3-10 years for furniture and equipment). Maintenance and repairs are charged to operating
expense as incurred.

Other Real Estate Owned and Repossessed Assets

Other real estate owned and repossessed assets is comprised of property or assets acquired in the
settlement of loans. These assets are initially established at the lesser of the recorded investment in the
loan, or at the estimated fair value of the asset, less an estimate of the costs expected to be incurred during
its disposition. At the time of foreclosure or repossession, the amount, if any, by which the recorded
investment in the loan exceeds the fair value of the asset received is charged against the allowance for
loan losses. Any subsequent declines in estimated fair value of the property or asset, or expenses incurred
to maintain the property or asset, are charged to operating expense. An asset may be considered an in-
substance foreclosure or repossession if the Company has taken possession of the asset serving as collat-
eral for the loan, regardless of whether the Company has legal title to the asset. The final disposition of
the property or asset is dependent upon many factors and the final disposition price may differ from the
recorded value at that time. Any gains or losses upon disposition are recorded to operating expense.

Bank Owned Life Insurance
Bank owned life insurance ("BOLI") is carried at the cash surrender value of the underlying policies.
Income on the investments in the policies, net of insurance costs, is recorded as non-interest income.

Mortgage Servicing Rights

The Company recognizes as separate assets the rights to service mortgage loans for others, regardless
of how those servicing rights were acquired. Mortgage servicing rights are amortized in proportion to, and
over the period of, estimated net servicing income. Additionally, capitalized mortgage servicing rights are
assessed for impairment based on the fair value of those rights, and any impairment is recognized
through a valuation allowance by a charge to mortgage servicing fees.

Securities Sold Under Agreements to Repurchase

Securities sold under agreements to repurchase are carried as borrowings at the amounts at which the
securities were initially sold. These transactions are usually overnight, fixed-coupon agreements and
require collateral to be segregated at the Company’s third party custodian, although the Company main-
tains effective control over the securities.

Income Taxes

The Company accounts for income taxes in accordance with the asset and liability method. Deferred
tax assets and liabilities are recognized for the future tax consequences attributable to temporary differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax
bases. Deferred tax assets are recognized subject to management’s judgment that those assets will more
likely than not be realized. A valuation allowance is recognized if, based on an analysis of available evidence,
management believes that all or a portion of the deferred tax assets will not be realized. Adjustments to
increase or decrease the valuation allowance are charged or credited, respectively, to income tax expense.
Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which the temporary differences are expected to be recovered or settled. The
effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period
that includes the enactment date.

Pension and Postretirement Benefits

The Company maintains a non-contributory, tax-qualified defined benefit pension plan covering sub-
stantially all employees. The Company also maintains a non-qualified supplemental plan for certain former
executives. The costs of these plans, based on actuarial computations of current and future benefits for




employees, are charged to current operating expenses. For purposes of computing net periodic pension
expense for the qualified plan, the Company uses a market-related value of assets, which distributes asset
gain and losses over a two-year period. Asset gains and losses are determined by the difference between
the expected return on assets and the actual return.

The Company also provides certain post-retirement life and health insurance benefits to substantially
all employees and retirees. The cost of post-retirement benefits other than pensions is recognized on an
accrual basis as employees perform services to earn the benefits.

Stock-Based Compensation

The Company has two stock-based compensation plans, which are described more fully in Note 15.
The Company accounts for those plans under the recognition and measurement principles of APB
Opinion No. 25, “Accounting for Stock Issued to Employees,” and related interpretations. No stock-based
compensation cost has been reflected in net income, as all options granted under those plans had an
exercise price equal to the market value of the underlying common stock on the grant date. The following
table illustrates the effect on net income and earnings per share as if the Company had applied the fair
value recognition provision of FASB Statement No. 123, "Accounting for Stock-Based Compensation,” to
its stock-based compensation plans.

{Dollars in Thousands, Except Per Share Data)

Years ended December 31, 2002 2001 2000
Net income, as reported $ 1,783 $ 20,460 $ 2,271
Deduct:

Total stock-based compensation expense

determined under fair value based method

for all awards, net of related tax effects (918) (852) (1,167)
Pro forma net income $ 865 $ 19,608 $ 1,104

Earnings per share:

Basic - as reported $ 019 $ 205 $ 022
Basic - pro forma $ 0.09 $ 197 $ 0.11
Diluted - as reported $ 018 § 202 § 022
Diluted - pro forma $ 0.09 $ 1.94 $ 0.1

The weighted average fair value of options granted during 2002, 2001 and 2000 was $7.13, $4.91 and
$4.51, respectively. The fair value of each option grant is estimated on the date of grant using the Black-
Scholes option-pricing model with the following weighted-average assumptions used for grants in 2002,
2001 and 2000, respectively: dividend yield of 3.8%, 3.9% and 3.6%; expected volatility of 31.7%, 29.1%
and 27.9%; risk-free interest rate of 4.71%, 5.09% and 6.00%; and expected life of 7.4 years in each year.

The Company’s stock options have characteristics significantly different from those of traded options
for which the Black-Scholes model was developed. Since changes in the subjective input assumptions can
materially affect the fair value estimates, the existing model, in management's opinion, does not necessar-
ily provide a single reliable measure of the fair value of its stock options. In addition, the pro forma effect
on reported net income and earnings per share for the years ended December 31, 2002, 2001 and 2000,
may not be representative of the pro forma effects on reported net income and earnings per share for
future years.

Trust Department Assets and Fees

Assets.held in fiduciary or agency capacities for customers are not included in the accompanying consoli-
dated statements of condition, since such items are not assets of the Company. Fees associated with providing
trust management services are recorded on the accrual basis and are included in non-interest income.

Earnings Per Share

Basic earnings per share are calculated by dividing net income by the weighted-average number of
common shares outstanding during the period. Diluted earnings per share is computed in a manner similar
to that of basic earnings per share except that the weighted-average number of common shares outstanding




is increased to include the number of additional common shares that would have been outstanding if all
potentially dilutive common shares (such as stock options) were issued during the reporting period,

computed using the treasury stock method.

Financial Instruments

In the normal course of business, the Company is a party to certain financial instruments with off-balance-
sheet risk, such as commitments to extend credit, unused lines of credit and standby letters of credit. The
Company’s policy is to record such instruments when funded.

Fair Value of Financial Instruments

The following methods and assumptions were used by the Company in estimating its fair values for
financial instruments for purposes of disclosure:

Cash and cash equivalents and accrued interest receivable/payable: The carrying amounts reported in
the consolidated statements of condition for these instruments approximate fair value.

Investment securities and FHLB stock: Fair values for investment securities are based on quoted market
prices or dealer quotes. The fair value of FHLB stock is assumed to equal the carrying value since the
stock is non-marketable but redeemable at its par value.

Loans and loans held for sale: Fair values for loans are estimated using a discounted cash flow analysis,
based on interest rates approximating those currently being offered for loans with similar terms and
credit quality.

Deposits: The fair values disclosed for non-interest-bearing accounts and accounts with no stated
maturities are, by definition, equal to the amount payable on demand at the reporting date. The fair value
of time deposits was estimated by discounting expected monthly maturities at interest rates approximating
those currently being offered on time deposits of similar terms.

Borrowings and trust preferred securities: The carrying amounts of repurchase agreements and FHLB
line of credit advances approximate fair value. Fair values for FHLB term advances, other borrowings and
trust preferred securities are estimated using discounted cash flows, based on current market rates for
similar borrowings.

Off-balance-sheet instruments: Off-balance-sheet financial instruments consist of letters of credit
and commitments to extend credit. Letters of credit and commitments to extend credit are fair valued
based on fees and interest rates currently charged to enter into agreements with similar terms and
credit quality.

Comprehensive Income

Comprehensive income consists of the sum of net income and items of other comprehensive income
or loss, which are reported directly in shareholders’ equity, net of tax, such as the change in net unrealized
gain or loss on securities available for sale. The Company has reported comprehensive income in the
consolidated statements of changes in shareholders’ equity. Accumulated other comprehensive income or
loss, which is a component of shareholders’ equity, represents the net unrealized gain or loss on securities
available for sale, net of tax.

Segment Reporting

The Company cperates a single business segment solely in the financial services industry, which
includes providing traditional banking services to its customers. The Company operates primarily in the
geographical regions of Broome, Chenango, Onondaga and Tioga counties of New York. Management
makes operating decisions and assesses performance based on an ongoing review of the Company'’s tra-
ditional banking operations, which constitute the Company's only reportable segment.

Merger Related Expenses
For 2000, the Company incurred $2.0 million in costs related to a contemplated merger transaction that was
not consummated.

Reclassifications
Certain data for prior years has been reclassified to conform to the current year's presentation. These
reclassifications had no effect on net income or shareholders’ equity.




Note 2: Investment Securities and Other Comprehensive Income
The amortized cost and fair value of the investment securities portfolios at December 31 are summarized

as follows:
Gross Gross
(Dollars in Thousands) Amortized Unrealized Unrealized Fair
2002 Cost QGains Losses Value
Available for sale portfolio:
U. S. Government and agency securities % 101,564 $ 2,891 $ 2 $ 104,453
Municipal obligations 10,934 673 - 11,607
Mortgage-backed securities 213,209 8,053 9 221,253
Collateralized mortgage obligations 172,396 3,436 15 175,817
Equity securities 23,946 25 198 23,773
Corporate debt securities 1,497 145 - 1,642
$ 523,546 $ 15,223 $ 224 $ 538,545
Held to maturity portfolio:
Corporate debt securities $ 33,179 $ 589 $ 66 $ 33,702
Municipal obligations 15,682 342 158 15,866
Mortgage-backed securities 6,480 42 31 6,491
Collateralized mortgage obligations 32 2 - 34
$ 55,373 $ 975 $ 255 $ 56,093
Gross Gross
(Dollars in Thousands) Amortized Unrealized Unrealized Fair
2001 Cost Gains Losses Value
Available for sale portfolio:
U.S. Government and agency securities $ 79,679 $ 2,456 $ 6 $ 82,129
Municipal obligations 11,984 242 7 12,219
Mortgage-backed securities 237,015 1,797 437 238,375
Collateralized mortgage obligations 149,549 1,428 1,265 149,712
Equity securities 3,644 29 1 3,672
Corporate debt securities 1,493 85 — 1,578
$ 483,364 $ 6,037 $ 1,716 $ 487,685
Held to maturity portfolio:
Corporate debt securities $ 2874 3 - $ - $ 2874
Municipal obligations 9,291 146 7 9,430
Mortgage-backed securities 1,566 44 - 1,610
Collateralized mortgage obligations 43 5 - 48
$ 13,774 $ 195 3$ 7 $ 13,962

The following reflects the net unrealized gains (losses) on available for sale securities on a before and net
of tax basis, which comprises other comprehensive incorne for the respective years ended December 31:

(Dollars in Thousands) 2002 2001 2000
Other comprehensive income:
Net unrealized gains on securities available for sale $ 10,970 $ 7,983 $ 13,472
Reclassification adjustment for net
realized gains included in net income (292) (379 9
Other comprehensive income before taxes 10,678 7,604 13,463
income tax expense on other comprehensive income {4,228) (3,172) (5,618)
Other comprehensive income, net of tax $ 6,450 $ 4,432 $ 7,845




The amortized cost and fair value of debt securities (mortgage-backed securities and collateralized
mortgage obligations are shown separately) at December 31, 2002, by contractual maturity, are shown
below. Actual maturities will differ from contractual maturities because borrowers may have the right to
call or prepay certain obligations with or without penalties.

Securities available for sale:

{Dollars in Thousands)

Amortized
Cost

Fair
Value

Maturity ranges:
Within one year
After one year but within five years
After five years but within ten years
After ten years
Mortgage-backed securities and collateralized mortgage obligations

27,640
43,365
28,024
14,966
385,605

28,248
45,529
28,919
15,006
397,070

$ 499,600

$ 514,772

Securities held to maturity:
(Dollars in Thousands)

Amortized
Cost

Fair
Value

Maturity ranges:
Within one year
After one year but within five years
After five years but within ten years
After ten years
Mortgage-backed securities and collateralized mortgage obligations

$ 5895
18,551
1,453
22,962
6,512

$ 57916
19,201
1,549
22,902
6,525

$ 55,373

$ 56,093

The gross realized gains and gross realized losses on available for sale investment securities transactions

are summarized below:

(Dollars in Thousands)

Years ended December 31, 2002 2001 2000
Gross gains % 518 $ 905 $ 4
Gross losses 226 526 -

Net gains - $ 292 $ 379 $ 9

Investment securities at December 31, 2002 and 2001 include approximately $470.0 million and
$419.7 million, respectively, pledged under various agreements, principally municipal deposits, letters of

credit, lines of credit and borrowings.

Note 3: Loans and Allowance for Loan Losses

Changes in the allowance for loan losses for the years ended December 31 are presented in the

following summary:

(Dollars in Thousands) 2002 2001 2000
Balance at beginning of year $ 58,829 $ 59,291 $ 29,134
Provision for loan losses 46,170 18,224 53,721
Loans charged-off (48,556) (23,631) (25,591)
Recoveries credited 6,807 4,945 2,027
Balance at end of year $ 63,250 $ 58,829 $ 59,291




Non-performing loans at December 31 are presented in the following summary:

{Dollars in Thousands) 2002 2001 2000

Non-accrual loans $ 50,337 $ 59,796 $ 31,357
Accruing loans with principal or interest
payments 90 days or more past due 278 879 781
Total non-performing loans $ 50,615 $ 60,675 $ 32,138

The table of non-performing loans above does not include accruing loans classified as troubled debt
restructurings totaling $13.8 million, $8.8 million and $4.8 million at December 31, 2002, 2001 and
2000, respectively.

At December 31, 2002 and 2001, the recorded investment in impaired loans totaled $63.2 million and
$46.9 million, respectively. An impairment allowance aggregating $15.2 million and $18.4 million was
recorded against these loans at December 31, 2002 and 2001, respectively. Impaired loans of $44.7 million
in 2002 and $41.8 million in 2001 had an impairment aliowance, with the remainder of $18.5 million in
2002 and $5.1 million in 2001 having no impairment allowance. The average recorded investment in
impaired loans was approximately $58.1 million in 2002, $53.5 million in 2001 and $16.4 million in 2000.
The Company recognized, on a cash basis only, $544,000, $799,000 and 30 of interest on impaired loans
during 2002, 2001 and 2000, respectively, for the portion of the year they were impaired.

At December 31, 2002 and 2001, loans to directors, officers or their affiliates were $17.3 million and
$21.0 million, respectively. During 2002, new loans to such related parties amounted to $1.9 million and
repayments amounted to $5.6 million. In 2001, new loans to such related parties amounted to $1.2 million
and repayments amounted to $8.8 million. Loans made by the Company to directors, officers or their affiliates
were made in the ordinary course of business, on substantially the same terms, including interest rates and
collateral, as those prevailing at the time for comparable transactions with other persons. However, the
Company currently permits certain employees, excluding executive officers and directors, to obtain certain
loans at preferential interest rates and/or with discounted processing fees.

Note 4: Loan Servicing and Mortgage Servicing Rights

Mortgage loans serviced for others are not included in the accompanying consolidated statements of
condition. The unpaid principal balances of mortgage loans serviced for others were $366.0 million and
$460.9 million at December 31, 2002 and 2001, respectively.

The carrying value of mortgage servicing rights was $453,000 and $520,000 at December 31, 2002
and 2001, respectively.

Note 5: Other Real Estate Owned and Repossessed Assets
A summary of other real estate owned and repossessed assets at December 31 is shown below:

(Dollars in Thousands) 2002 2001 2000

Other real estate owned ("“ORE"} $ 1,532 $ 710 $ 323
Repossessed assets 1,577 1,324 1,482
Total ORE and repossessed assets $ 3109 § 2,034 $ 1,805

Note 6: Bank Premises and Equipment
A summary of bank premises and equipment at December 31 is shown as follows:

{Dollars in Thousands) 2002 2001
Land $ 1,872 $ 1,822
Bank premises 22,227 21,663
Furniture and equipment 18,252 18,179

42,351 41,664
Less: Accumulated depreciation 27,806 26,785

$ 14,545 $ 14,879




Note 7: Deposits
A summary of deposits at December 31 is shown as follows:

(Dollars in Thousands) 2002

2001

Savings accounts $ 175,637
Money market deposit accounts 339,191
Time deposits 641,635
NOW accounts 131,535
Non-interest-bearing demand accounts 154,758

$ 166,275
350,119
697,462
123,985
159,096

$1,442,756

$1,496,937

Time deposits with balances of $100,000 or greater amounted to approximately $112.7 million and
$145.5 million at December 31, 2002 and 2001, respectively.

The contractual maturity of time deposits at December 31, 2002 is as follows:

(Dollars in Thousands)

Years ending December 31, Amount Percent
2003 $ 381,241 59.4 %
2004 115,044 17.9
2005 55,767 8.7
2006 71,785 11.2
2007 16,156 2.5
2008 and later 1,642 0.3
$ 641,635 100.0 %
Note 8: Borrowings and Trust Preferred Securities
The following is a summary of borrowings and trust preferred securities at December 31:
{Dollars in Thousands) 2002 2001
Federal Home Loan Bank ("FHLB") term advances $ 335,871 $ 237,916
FHLB line of credit advances 5,000 63,500
Securities sold under repurchase agreements 35,167 56,701
Other 2,080 2,134
Total borrowings 378,118 360,251
Trust preferred securities 48,000 30,000
$ 426,118 $ 390,251

Certain FHLB term advances are callable by the FHLB at pre-determined dates. Scheduled repayments of FHLB
term advances and a schedule of callable advances by the first call date as of December 31, 2002 are as follows:

Weighted Weighted
Average Average
Scheduled Interest Callable Interest
(Dollars in Thousands} Payments Rate Amounts Rate
Maturing or callable in the
years ending December 31,
2003 $ 60,048 2.75% % 125,000 4.74%
2004 60,051 3.20 40,000 4.63
2005 65,055 4.34
2006 10,059 3.10
2007 261 6.98
2008 and later 140,397 4.52
$ 335,871 3.89% $ 165,000 4.71%




Information related to FHLB line of credit advances for the years ended December 31 is as follows:

(Dollars in Thousands) 2002 2001 2000
Outstanding balance at end of year $ 5,000 $ 63,500 $ 52,500
Weighted average rate at year-end 1.35% 1.85% 6.60%
Maximum outstanding at any month-end $ 58,000 $ 63,500 $105,850
Average amount outstanding during year $ 15,024 $ 7,954 $ 48,689
Average rate during year 1.77% 5.35% 6.44%

Information related to securities sold under repurchase agreements for the years ended December 31
is as follows:

(Dollars in Thousands) 2002 2001 2000
Qutstanding balance at end of year $ 35,167 $ 56,701 $ 72,819
Weighted average rate at year-end 1.11% 2.08% 571%
Maximum outstanding at any month-end $ 55,394 $ 83,709 $ 72,819
Average amount outstanding during year $ 46,970 $ 59,603 $ 51,920
Average rate during year 2.85% 3.94% 5.56%

In 1998, the Company formed a wholly owned subsidiary business trust, BSB Capital Trust i, L.L.C.
("Trust 1), for the purpose of issuing trust preferred securities which qualify as Tier | capital of the Company.
Trust | issued at par $30.0 million of 8.125% trust preferred securities in an exempt offering. The trust
preferred securities are non-voting, mandatorily redeemable in 2028 and guaranteed by the Company.
The entire net proceeds to Trust | from the offering were invested in junior subordinated obligations of the
Company, which are the sole assets of Trust . During 2002, $7.0 million of these securities were repurchased
at a net gain of approximately $726,000.

During 2002, two new subsidiaries were formed for the purpose of issuing additional trust preferred
securities which are non-voting and guaranteed by the Company. BSB Capital Trust If, L.L.C. (“Trust II") was
formed for the purpose of issuing trust preferred securities which qualify as Tier | capital for the Company.
Trust I issued at par $10.0 million of floating rate securities maturing in 2032. These securities pay interest
at the six-month London InterBank Offering Rate (“LIBOR") plus 370 basis points. BSB Capital Trust Il
L.L.C. ("Trust llI") was formed for the purpose of issuing trust preferred securities which qualify as Tier | capital
for the Company. Trust Hl issued at par $15.0 million of floating rate securities maturing in 2033. These
securities pay interest at three-month LIBOR plus 335 basis points. The entire net proceeds from Trust ||
and Trust |il were invested in junior subordinated obligations of the Company, which are the sole assets of
the respective trusts. The proceeds from each of these trusts were used for general corporate purposes.

At December 31, 2002, the Company had availabie lines of credit of $150.0 million with the FHLB,
subject to the amount of available collateral, of which $5.0 million was outstanding as of December 31,
2002. This outstanding balance and other borrowings with the FHLB are collateralized by certain mortgage
loans, mortgage-backed securities, other investment securities, and FHLB stock under a blanket pledge
agreement with the FHLB.

Note 9: Employee Benefits

The Company has a non-contributory, tax-qualified defined benefit pension plan covering substantially
all employees. Under the plan, retirement benefits are primarily a function of both the years of service and
the level of compensation. The Company’s policy is to fund the plan in amounts sufficient to pay liabilities.
The pension plan assets consist primarily of independently managed mutual funds, which include eguities,
fixed income securities and cash equivalents.

The Company also provides certain life and health insurance benefits to substantially all employees
and eligible retirees through an unfunded plan. The Company makes contributions to the plan as
premiums are due.

The Company also sponsors a Supplemental Executive Retirement Plan ("SERP") for the purpose of
paying full pension benefits under the terms of the tax-qualified plan without regard to limits imposed



under the Internal Revenue Code ("IRC") limiting compensation. The benefit under the SERP is determined
as the total pension benefit that would be payable from the tax-qualified plan without applying IRC limits,
less what is actually paid from the tax-qualified plan. Two former executives are covered under the SERP.

For one executive, the Company has agreed that he will receive his full benefit under the terms of the

tax-qualified plan in the event he terminates employment prior to becoming fully vested in the tax-qualified
plan. If the executive terminates prior to becoming fully vested in the tax-qualified plan, the vested benefit
payable under the tax-qualified plan will be supplemented with a payment under the Employment
Agreement. If the executive terminates after becoming fully vested in the tax-qualified plan, there is no
additional benefit payable through his Employment Agreement.

The following table represents a reconciliation of the funded status of the plans at October 1 {the
measurement date of the plans):

Pension Benefits Life and Health Benefits =~ SERP Benefits
(Dollzrs in Thousands) 2002 2001 2002 2001 2002 2001
Change in benefit obligation:
Benefit obligation at

beginning of year $ 20,588 $19,116 $ 4,531 $ 4762 $ 191§ 180
Service cost 850 828 152 182 - -
Interest cost 1,561 1,498 329 350 14 14
Actuarial loss (gain) 3,130 220 427 (500) 16 10
Annuity payments (1,295) {1,070) - - (12) (13}
Premiums paid - - (285) (263) - -
Plan amendments 1 - - - - -
Settlements (23) 4) - - - -

Benefit obligation at end of year 24,812 20,588 5,154 4,531 209 191

Change in plan assets:
Fair value of plan assets at

beginning of year 18,982 23,348 - - - -

Actual loss on plan assets (2,400) (3,292} - - - -

Employer contributions 7,318 - 285 263 12 13

Annuity payments (1,295) (1,070) - - (12) (13)

Premiums paid - - (285) (263) - -

Settlements 23) G - - = -
Fair value of plan assets at

end of year 22,582 18,982 - - - -
Unfunded status (2,230) (1,605) (5,154} 4,531) (209) (191)
Unrecognized transition

obligation - - 1,732 1,905 - -
Unrecognized loss (gain) 2,050 1,577 (541) {1,007) (68) (88)
Unrecognized prior service

(credit) cost (45) (70) 50 55

Prepaid (accrued) benefitcost ¢ 6,775  $ (98) $(3,963) $(3,633) $ (227) $ (224




The components of net periodic benefit cost for the above plans for the years ended December 31,
2002, 2001 and 2000 are as follows:

Pension Benefits Life and Health Benefits SERP Benefits

{Dollars in Thousands) 2002 2001 2000 2002 - 2001 2000 2002 2001 2000
Service cost $ 850 $ 828 ¢$ 853 $ 152 $182 $195 § - % - $ 15
Interest cost 1,561 1,498 1,395 329 350 351 14 14 24
Expected return on assets (1,942) (1,978) (1,703) - - - - - -
Unrecognized transition obligation - - - 173 173 173 - - -
Unrecognized {gain) loss - (70 - (39) (24) - 4) 4 3
Unrecognized prior service

{credit) cost {24) (25 (25) - - - 5 5 5
Net periodic benefit cost $ 445 $ 253 $ 520 $ 615 $ 681 $ 719 5 15 $§ 15 $ 47

The following weighted average assumptions were used in the determination of the benefit obligations
and net periodic benefit costs in the tables above. The discount rate and rate of compensation increase
disclosed are as of the end of the year measurement date. Since the expected return on plan assets only
impacts the net periodic benefit cost for the year, this rate is disclosed as of the beginning of the year
measurement date.

Pension Benefits Life and Health Benefits SERP Benefits
2002 2001 2000 2002 2001 2000 2002 2001 2000

Weighted average assumptions:

Discount rate 6.75% 7.50% 8.00% 6.75% 7.50% 8.00% 6.75% *7.50% 8.00%
Expected return on plan assets 9.00% : 9.00% 875% - - - - - -
Rate of compensation increase 4.00%  400% 5.50%  4.00% 4.00% 5.50% - - -

For measurement purposes, a 9.00% annual rate of increase in the per capita cost of covered health
care benefits was assumed for 2003. The rate was assumed to decrease steadily to 4.50% in 2008.

The health care cost trend rate assumptions can have a significant effect on the amounts reported. To illus-
trate, a one-percentage-point change in assumed health care cost trend rates would have the following effect
on the amounts reported for life and health benefits at and for the year ended October 1, 2002 as follows:

1-Percentage- 1-Percentage-
{Dollars in Thousands) Point Increase Point Decrease
Effect on total of service and interest cost components $ 3 $ 4
Effect on postretirement benefit obligation 35 (43)

The Company also has a defined contribution 401(k) plan. The Company matches 100% of basic con-
tributions up to 2.0% of each participant’s annual contribution and 50% of contributions over 2.0%, with
the Company’s total match not to exceed 3%. The Company's contributions to the plan amounted to
$418,000 in 2002, $338,000 in 2001 and $319,000 in 2000.

Note 10: Derivative Financial Instruments

The Company has used interest rate swap agreements ("swaps”) from time to time as a part of its overall
interest rate risk management strategy. At December 31, 2002, and during the year then ended, the Company
had no swaps outstanding. In 2001 and 2000, the swaps modified the repricing characteristics of certain
brokered time deposit liabilities. Under the terms of the swaps, the Company received a fixed rate of interest
and paid a variable rate of interest. The swaps were entered into with a counterparty that met the Company’s
established credit standards and the agreements contained coliateral provisions protecting the at-risk party. The
Company considered the credit risk inherent in these contracts to be negligible. The swaps matched the related
brokered time deposits in notional/face amount, fixed interest rate, interest payment date and maturity date.

Effective January 1, 2001, the Company adopted SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities.” Under SFAS No. 133, the swaps were accounted for as fair value



hedges of the brokered time deposit liabilities. The swaps and the brokered time deposits were recorded
at fair value on the consolidated statement of condition. The adoption of SFAS No. 133 had no material
impact on net income or shareholders’ equity.

Note 11: Commitments and Contingent Liabilities

The Company rents facilities under operating lease agreements expiring at various dates through
2016. Rent expense totaled approximately $746,000 in 2002, $832,000 in 2001 and $872,000 in 2000.
Approximate minimum rental commitments under existing noncancelable operating leases with remaining

terms of one year or more are presented below:

(Dollars in Thousands)
Years ending December 31,

2003 761
2004 737
2005 705
2006 594
2007 431
Later years 1,865

Total minimum lease payments $ 5,093

The Company is a party to financial instruments with off-balance-sheet risk in the normal course of
business to meet the financing needs of its customers. These financial instruments consist primarily of
commitments to extend credit and letters of credit, which involve, to varying degrees, elements of credit
risk in excess of the amount recognized in the consolidated statements of condition. The contract amount
of those commitments and letters of credit reflects the extent of involvement the Company has in those
particular classes of financial instruments. The Company’s exposure to loss in the event of non-performance
by the counterparty to the financial instrument for commitments to extend credit and letters of credit is
represented by the contractual amount of the instruments. The Company uses the same credit policies in
making commitments and letters of credit as it does for on-balance-sheet instruments.

Financial instruments whose contract amounts represent credit risk at December 31 were as follows:

(Dollars in Thousands) 2002 2001
Commitments to extend credit $ 269,266 $ 311,948
Letters of credit 17,006 30,443

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of
any condition established in the contract. Commitments generally have fixed expiration dates or other
termination clauses and may require payment of a fee. Since some of the commitment amounts are
expected to expire without being drawn upon, the total commitment amounts do not necessarily represent
future cash requirements.

Letters of credit written are conditional commitments issued by the Company to guarantee the performance
of a customer to a third party. Those guarantees are primarily issued to support public and private borrowing
arrangements, including bond financing and similar transactions. Most of these guarantees extend for
periods ranging from three months to five years. The credit risk involved in issuing letters of credit is
essentially the same as that involved in extending loan facilities to customers. Since some of the letters of
credit are expected to expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements.

For both commitments to extend credit and letters of credit, the amount of collateral obtained, if
deemed necessary by the Company upon extension of credit, is based on management's credit evaluation
of the counterparty. Collateral held varies, but includes residential and commercial real estate and
business related assets. As required by certain letter of credit agreements, the Company has pledged
as collateral mortgage-backed securities having a fair value of approximately $3.3 million at
December 31, 2002.



The Company has sold certain pools of adjustable-rate residential real estate loans in the secondary
market with recourse. Outstanding loans sold with recourse approximated $7.8 million and $9.8 million as
of December 31, 2002 and 2001, respectively.

The Company generally enters into rate lock agreements at the time that residential mortgage loan
applications are taken. These rate lock agreements fix the interest rate at which the loan, if ultimately
made, will be originated. Such agreements may exist with borrowers with whom commitments to extend
loans have been made, as well as with individuals who have not yet received a commitment. The
Company makes its determination of whether or not to identify & loan as held for sale at the time rate
lock agreements are entered into. Accordingly, the Company is exposed to interest rate risk to the extent
that a rate lock agreement is associated with a loan application or a loan commitment which is intended
to be held for sale, as well as with respect to loans held for sale.

At December 31, 2002 and 2001, the Company had rate lock agreements (certain of which relate to
loan applications for which no formal commitment has been made) and conventional mortgage loans held
for sale amounting to approximately $10.2 million and $22.1 million, respectively.

In order to reduce the interest rate risk associated with the portfolio of conventional mortgage loans
held for sale, as well as outstanding loan commitments and uncommitted loan applications with rate lock
agreements which are intended to be held for sale, the Company enters into mandatory forward sales
commitments to sell loans in the secondary market to unrelated investors. At December 31, 2002 and
2001, the Company had mandatory commitments to sell certain conventional fixed-rate mortgage loans at
set prices amounting to approximately $9.1 million and $7.1 million, respectively. The Company believes
that it will be able to meet the mandatory commitments without incurring any material losses.

The Company is required to maintain a reserve balance, as established by the Federal Reserve Board
of New York. The required average total reserve for the 14-day maintenance period ended December 26,
2002 was $18.0 million, of which $6.1 million was required to be on deposit with the Federal Reserve
Bank of New York. The remaining $11.9 million was represented by cash on hand.

In the ordinary course of business, there are various legal proceedings pending against the Company. Based
on consultation with outside counsel, management believes that the aggregate exposure, if any, arising from
such litigation would not have a material adverse effect on the Company's consolidated financial statements.

Note 12: Limits on Dividends

The Company’s ability to pay dividends to its shareholders is largely dependent on the Bank’s ability to
pay dividends to the Company. The circumstances under which the Bank may pay dividends are limited by
federal and state statutes, regulations and policies. The Bank must obtain the approval of the New York
State Superintendent of Banks for payment of dividends if the total of all dividends declared in any calendar
year would exceed the total of the Bank’s net profits (as defined by applicable regulations) for that year,
combined with its retained net profits for the preceding two years. Furthermore, the Bank may not pay a
dividend in an amount greater than its retained earnings, as defined by applicable regulations. Due to the
net loss in the second quarter of 2002, coupled with dividends previously paid, the Bank exceeded its
dividend limitations for 2002. However, in October 2002, the Bank received regulatory approval for and
paid a special dividend of $30 million to the Company. As a result of this special dividend, and based on
regulatory limitations noted above, the Company does not anticipate receiving dividends from the Bank
until 2004, At December 31, 2002, the Company had immediately available funds totaling $37.7 million.
Management believes current levels of cash are adequate to meet the Company’s anticipated ordinary
obligations in 2003, to pay customary cash dividends on the Company’s common stock in 2003, if so
declared, and to repurchase additional common shares under the Stock Repurchase Program announced in
October 2002, which is to remain in effect through March 2003. Management anticipates that the Bank will
be able to resume the payment of cash dividends to the Company, without regulatory approval, in 2004.
However, circumstances, including additional common stock and trust preferred security repurchases or
unanticipated cash obligations, may require the Company to seek additional sources of funding or require
the Bank to seek regulatory approval for ancther special cash dividend to the Company, should the Bank
be otherwise unable to make such cash dividend payments.

In addition, the Federal Reserve Board and the Federal Beposit Insurance Corporation {"FDIC") are
authorized to determine under certain circumstances that the payment of dividends would be an unsafe




or unsound practice and to prohibit payment of such dividends. The payment of dividends that deplete a
bank’s capital base could be deemed to constitute such an unsafe or an unsound practice. There are also
statutory limits on the transfer of funds to the Company by its banking subsidiary, whether in the form of
loans or other extensions of credit, investments or asset purchases. Such transfers by the Bank to the
Company generally are limited in amount to 10% of the Bank’s capital and surplus. Furthermore, such
loans and extensions of credit are required to be collateralized in specific amounts.

Note 13: Income Taxes
The components of income tax (benefit) expense for the years ended December 31 are as follows:

(Dollars in Thousands) 2002 2001 2000

Current (benefit) expense $  (269) $ 13,746 $ 14,217
Deferred expense (benefit) 15 (1,174) (12,901)

Income tax (benefit) expense $  (254) $ 12,572 $ 1,316

A reconciliation between the federal statutory income tax rate and the effective income tax rate for the
years ended December 31 follows:

2002 2001 2000

Federal statutory income tax rate 35.0% 35.0% 35.0%
State income taxes, net of federal benefit (24.5) 4.2 13.2
Tax-exempt interest income (21.3) (0.8) (10.0)
Dividends received deduction (5.2) (0.2) (2.1
Other (0.6) (0.1) 0.6
Effective income tax rate (16.6)% 38.1% 36.7%

During 2002, the Company recognized various tax credits related to New York State’s Qualified Empire
Zone Enterprise (“QEZE") program. QEZE credits recognized in 2002 totaled $469,000.
The components of deferred income taxes at December 31 included in other assets are as follows:

{Dollars in Thousands) 2002 2001

Assets:
Allowance for loan losses $ 26,218 $ 23,532
Postretirement benefits . 1,580 1,460
Non-accrual loans 1,189 1,712
Deferred compensation 588 607
Other 729 621
30,304 27,932
Liabilities:
Net unrealized gain on investment securities available for sale 6,029 1,801
Pension benefits ‘ 2,567 -
Depreciation 663 857
Deferred loan costs 743 320
Other 346 755
10,348 3,733
Net deferred tax asset $ 19,956 $ 24,199

Deferred tax assets are recognized subject to management’s judgement that these tax benefits will
more likely than not be realized. Based on the sufficiency of taxable temporary items, historical taxable
income, anticipated future taxable income, as well as available tax planning strategies, management
believes it is more likely than not that the deferred tax assets at December 31, 2002 will be realized.




Note 14: Earnings Per Share
The following table provides information on the calculation of basic earnings per share and diluted
earnings per share for the years ended December 31:

Net Weighted  Earnings
{Dollars in Thousands, Except Share Data) Income Average Shares Per Share
2002:
Basic earnings per share $ 1,783 9,589,361 % 0.19
Dilutive effect of stock options 150,902
Diluted earnings per share $ 1,783 9,740,263 % 0.18
Anti-dilutive stock options 44,179
2001:
Basic earnings per share $ 20,460 9,958,952 ¢ 2.05
Dilutive effect of stock options 155,245
Diluted earnings per share $ 20,460 10,114,197 $§ 2.02
Anti-dilutive stock options 102,082
2000:
Basic earnings per share $ 227 10,279,667 $ 0.22
Dilutive effect of stock options 77,977
Diluted earnings per share § 2,271 10,357,644 $ 0.22
Anti-dilutive stock options 198,731

Note 15: Stock Option Plans and Shareholder Rights Plan

The Company has a Long-Term Incentive and Capital Accumulation Plan (the “Incentive Plan”) for the
benefit of officers and certain other employees of the Company and its subsidiaries. The Incentive Plan, as
approved by shareholders at the 1996 Annual Meeting of Shareholders, and as amended at the 1998 and
1999 Annual Meetings of Shareholders, provides for options to purchase a total of 1.3 million shares of
authorized common stock, of which options to purchase 943,378 shares have been granted as of
December 31, 2002. At December 31, 2002, there were 356,622 options to purchase shares available for
future grant under the Incentive Plan. Four kinds of awards are contained in the Incentive Plan and are
available for grant: incentive stock options, non-qualified options, stock appreciation rights and performance
share awards. Options under this Incentive Plan have a 10 year term, and vest and become exercisable at
25% per year at the end of each of the first four years following the grant date, as long as the optionee
remains an employee of the Company or its subsidiaries, or as otherwise determined by the Company’s
Compensation Committee.

The Directors’ Stock Option Plan {the “Directors’ Plan”), as approved by shareholders at the 1994
Annual Meeting of Shareholders, provides for options to purchase 393,750 shares of authorized common
stock by incumbent and future non-employee directors of the Company; 288,000 options to purchase
shares have been granted as of December 31, 2002. At December 31, 2002, 105,750 options to purchase
shares were available for future grant under the Directors’ Plan. All options granted under the Directors’
Plan are intended to be non-qualified options. Vesting occurs on the grant date, and options may be
exercised six months after the grant date. Under the Directors’ Plan, to the extent options remain available
for grant, upon initial election or appointment as a director, new non-employee directors of the Company
each receive a grant of an option to purchase 6,750 shares of common stock. Furthermore, to the extent
options remain available for grant, in January of each year, each non-employee director is granted an
option to purchase 2,250 shares of common stock.




Activity in the plans during 2000, 2001 and 2002 was as follows:

Weighted
Average
Number of Exercise

{Dollars in Thousands, Except Share Data) Shares Price
Outstanding options at December 31, 1999 826,213 21.45

2000: Options forfeited (173,838) 15.43
Options exercised (104,281} 13.66

_Options granted 298,000 12.71
Outstanding options at December 31, 2000 846,094 20.57

2001: Options forfeited (105,675) 25.75
Options exercised (32,228) 13.65
Options granted 195,000 19.32
Outstanding options at December 31, 2001 903,191 19.94
Options forfeited (44,044) 23.22
Options exercised (125,226) 16.34
Options granted 256,660 26.48
Outstanding options at December 31, 2002 990,581 $ 21.91

The following table summarizes information about options outstanding at December 31, 2002:

Outstanding Exercisable
Weighted
Average Weighted Weighted
Range of Remaining Average Average
Exercise Options Contractual Exercise Options Exercise
Prices Outstanding  Life in Years Price Exercisable Price
$5.84 727 0.8 $ 584 727 $ 584
$9.33 to $14.50 192,542 5.2 $ 13.01 180,042 $ 1297
$15.08 to $19.85 265,177 6.1 $ 17.82 189,740 $ 17.92
$22.60 to $27.065 386,860 8.3 $ 2617 156,399 $ 2652
$28.75 to $32.75 145,275 5.9 $ 2991 123,925 $ 2983
990,581 6.7 $ 21.91 650,833 $ 2087

Options exercisable and the weighted average exercise price thereon were 633,375 and $19.33 at
December 31, 2001, and 575,888 and $20.19 at December 31, 2000.

The Company maintains a shareholders’ rights plan pursuant to which the Company’s Board of
Directors declared a dividend of one right for each outstanding share of common stock. These rights will
also be attached to common stock issued subsequent to the adoption of the plan. The rights can only be
exercised when an individual or group intends to acquire or has acquired a defined amount of the
Company's outstanding common shares. Each right will entitle the holder to receive common stock having
a market value equivalent to two times the exercise price (as defined). The rights will expire on June 4,
2009 and may be redeemed by the Company in whole at a price of $.01 per right.

Note 16: Fair Value of Financial Instruments

SFAS No. 107 requires disclosure of fair value information about financial instruments, whether or not
recognized in the consolidated statement of condition, for which it is practicable to estimate that value. In
cases where quoted market prices are not available, fair values are based on estimates using present
value or other valuation techniques. Those technigues are significantly affected by the assumptions used,
including the discount rate and estimates of future cash flows. In that regard, certain fair value estimates
cannot be substantiated by comparison to independent markets and, in many cases, could not be realized
in immediate settiement of the instrument. Accordingly, the aggregate fair value amounts presented do
not represent the underlying value of the Company. The fair value of off-balance-sheet financial instruments
is not significant.




Fair value estimates are made at a specific point in time, based on relevant market information and
information about the financial instrument. These estimates do not reflect any premium or discount that
could result from offering for sale at one time the Company’s entire holdings of a particular financial
instrument. Because no market exists for a significant portion of the Company’s financial instruments, fair
value estimates are based on judgments regarding future expected loss experience, current economic
conditions, risk characteristics of various financial instruments, and other factors. These estimates are
subjective in nature and involve uncertainties and matters of significant judgment and therefore cannot be
determined with precision. Changes in assumptions could significantly affect the estimates.

Fair value estimates are based on existing on and off-balance-sheet financial instruments without attempting
to estimate the value of anticipated future business and the value of assets and liabilities that are not considered
financial instruments. For example, the Company has a trust and investment management operation that
contributes net fee income annually. The trust and investment management operation is not considered a
financial instrument, and its value has not been incorporated into the fair value estimates. Other significant
assets and liabilities include the benefits resulting from the low-cost funding of deposit liabilities as compared
to the cost of borrowing funds in the market, bank owned life insurance and premises and equipment. In
addition, the tax ramifications related to the realization of the unrealized gains and losses can have a significant
effect on fair value estimates and have not been considered in the estimate of fair value.

The net carrying amount and fair values of financial instruments at December 31 are as follows:

2002 2001
Carrying Fair Carrying Fair
(Dollars in Thousands) Amount Value Amount Value
Financial assets:
Cash and cash equivalents $ 46,912 $ 46,912 $ 56,272 $ 56,272
Investment securities 593,918 594,638 501,459 501,647
FHLB of New York stock 19,934 19,934 15,071 15,071
Loans held for sale 4,001 4,001 9,860 9,860
Net loans 1,286,044 1,314,533 1,426,680 1,469,237
Accrued interest receivable 9,875 2,875 10,502 10,502
Financial liabilities:
Deposits $1,442,756  $1,452,586 $1,496,937  $1,506,288
Borrowings and trust preferred securities 426,118 448,659 390,251 405,322
Accrued interest payable 4,299 4,299 5,851 5,851

Note 17: Regulatory Matters

The Company and the Bank each are subject to various regulatory capital guidelines and a frame-
work for prompt corrective action that are administered by the Federal banking agencies. Under these
guidelines and this framework, the Company and the Bank must each meet specific capital levels that
are based on the amount of their assets, liabilities and certain off-balance-sheet items, as calculated
under various regulatory capital definitions and accounting practices. The Company's and the Bank's
capital amounts and classifications also are subject to qualitative judgments by regulators about asset
and capital components, risk-weightings and other factors. Failure by the Company or the Bank to meet
minimum capital requirerents necessitates certain mandatory actions and authorizes further discretionary
actions by regulators, which could have a direct material effect on the Company’s and the Bank’s
financial statements.

Quantitative measures established by regulation to ensure capital adeguacy require that the Company
and the Bank each maintain minimum amounts and ratios (set forth in the table below) of total and Tier 1
capital {as defined in the regulations) to risk-weighted assets (as defined) and Tier 1 capital (as defined) to
average assets (as defined). Management believes that, as of December 31, 2002, the Company and the
Bank each met all capital adequacy guidelines to which they are subject.




The Company’s and the Bank's capital amounts and ratios at December 31 are shown in the table below:

BSB BANCORP, INC. {CONSOLIDATED)

Minimum Required Ratios
Actual Capital For Capital  For Classification
(Dolfars in Thousands) Amount Ratio Adequacy as Well Capitalized

As of December 31, 2002
Total capital/risk-weighted assets $ 206,049 14.48% 8.0% 10.0%
Tier | capital/risk-weighted assets $ 186,266 13.09% 4.0% 6.0%
Tier | capital/average assets $ 186,266 2.10% 4.0% 5.0%

As of December 31, 2001
Total capital/risk-weighted assets $ 202,048 13.21%
Tier | capital/risk-weighted assets $ 182434 11.92%
Tier | capital/average assets $ 182,434 9.03%

BSB BANK & TRUST COMPANY

Minimum Required Ratios
Actual Capital For Capital  For Classification
(Dollars in Thousands) Amount Ratio Adequacy as Well Capitalized

As of December 31, 2002
Total capital/risk-weighted assets $ 167,910 11.90% 8.0% 10.0%
Tier | capital/risk-weighted assets $ 149,708 10.61% 4.0% 6.0%
Tier | capital/average assets $ 149,708 7.31% 4.0% 5.0%

As of December 31, 2001

Total capital/risk-weighted assets $ 196,462 12.86% 8.0% 10.0%
Tier | capital/risk-weighted assets $ 176,201 11.58% 4.0% 6.0%
Tier | capital/average assets $ 176,501 8.75% 4.0% 5.0%

Note 18: Parent Company Financial Information
The following financial statements for the parent company should be read in conjunction with the
Company’s consolidated financial statements and notes thereto.

STATEMENTS OF CONDITION

{Dollars in Thousands)

December 31, 2002 2001
ASSETS
Cash and due from banks $§ 37,660 $ 6,064
Investment in Bank, at equity 158,934 180,291
Investment in trust subsidiaries 1,702 928
Prepaid expenses 1,282 705
Other assets 39 39
Total assets $ 199,617 $ 188,027

LIABILITIES & SHAREHOLDERS' EQUITY

Accrued interest payable 3 940 $ 1,047
Other liabilities 49 227
Junior subordinated debentures 49,702 30,928
Total liabilities 50,691 32,202
Total shareholders” equity 148,926 155,825
Total liabilities and shareholders’ equity $ 199.617 $ 188,027

S




STATEMENTS OF INCOME

(Dollars in Thousands)

Years Ended December 31, 2002 2001 2000
Income:
Dividends from Bank $ 33,007 $ 22,509 $ 10,289
Interest on trust preferred securities 97 75 74
Other income 727 - 207
Effect of the Bank's earnings and distributions:
Distributions in excess of earnings (29,247} - (5,335)
Equity in undistributed earnings - 66 -
Total income 4,584 22,650 5,235
Expense:
Interest on junior subordinated debentures 2,818 2,513 2,457
Merger related expenses - - 1,215
Other expenses 1,095 922 1,080
Total expense 3,913 3,435 4,752
Income before income tax benefit 671 19,215 483
Income tax benefit 1,112 1,245 1,788
Net Income $ 1,783 $ 20,460 $ 2,271
STATEMENTS OF CASH FLOWS
(Dollars in Thousands)
Years Ended December 31, 2002 2001 2000
Operating activities:
Net income $ 1,783 $ 20,460 $ 2,271
Adjustments to reconcile net income to net cash
provided by operating activities:
Effect of the Bank's earnings and distributions 29,247 (66) 5,335
Net gain on repurchase of trust preferred securities (726) - -
Net change in other assets and liabilities (2,151) (515) (3,197)
Net cash provided by operating activities 28,153 19,879 4,409
Investing activities:
Capital contributions to subsidiaries (774) - -
Net cash used in investing activities (774) - -
Financing activities:
Proceeds from issuance of trust preferred securities 25,774 - -
Repurchase of trust preferred securities (6,098) - -
Proceeds from exercise of stock options 2,048 440 1,424
Purchases of treasury stock (7,879) {(15,405) (38)
Dividends paid (9,628) (2,989) (10,289)
Net cash provided by (used in)
financing activities 4,217 (24,954) (8,903)
Net increase (decrease) in cash
and cash equivalents 31,596 (5,075) (4,494)
Cash and cash equivalents at beginning of year 6,064 11,139 15,633
Cash and cash equivalents at end of year $ 37,660 $ 6,064 $ 11,139
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Broome County

58-68 Exchange Street
Binghamton, NY

273 Main Street
Binghamton, NY

156 Robinson Street
Binghamton, NY

Northgate Plaza
1250 Upper Front Street
Binghamton, NY

Oakdale Mall
223 Reynolds Road
Johnson City, NY

Vestal Plaza
4700 Vestal Parkway East
Vestal, NY

Giant Plaza
100 Rano Bivd.
Vestal, NY

540 Hooper Road
Endwell, NY

43 Washington Avenue
Endicott, NY

Tioga County

1054 State Route 17C
Owego, NY

Chenango County

North Plaza
118 State Highway 320
Norwich, NY

Onondaga County

431 East Fayette Street
Syracuse, NY

416 Grant Blvd.
Syracuse, NY

3803 Brewerton Road
Route 11
North Syracuse, NY

5791 E. Seymour Street
(Route 31)
Cicero, NY

7785 Frontage Road
Cicera, NY

5112 West Taft Road
Suite B
Liverpool, NY

7320 East Genesee Street
Fayetteville, NY

100 Kasson Road
Camillus, NY

33 East Genesee Street
Skaneateles, NY

Mortgage Lending Center

1923 Vestal Parkway East
Vestal, NY
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