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* Excludes contribution to First Niagara Bank Foundation

† Adjusted for goodwill amortization

** Per share amounts have not been restated to give retroactive
recognition to the 2.58681 exchange ratio applicable in the
January 17, 2003 conversion.

2002 Performance Highlights – Operating

•  Raised $391 million in new capital during our second step

stock conversion, which closed in January 2003

•  Entered into definitive agreement to acquire Finger Lakes

Bancorp, Inc. adding six banking centers in Ontario,

Seneca and Tompkins counties 

•  Converted from a New York State chartered financial

institution to a federal charter with a single brand identity

for banking and financial services 

•  Opened new banking centers in Monroe, Erie and

Tompkins counties

2002 Performance Highlights – Financial

•  Net income increased 19% to nearly $31 million on an

adjusted basis

•  EPS increased 16% to $1.21 per diluted share

•  Net interest income increased 16% to $91.5 million 

•  Non-interest income increased by 18% to $49.7 million

•  Commercial loans increased $168.8 million, or 29% from

the end of 2001 – exceeding our 20% growth objective 

•  Asset quality remained strong with non-performing loans

to total loans at 0.38% at year end

•  Efficiency ratio decreased to 59%

•  Deposits increased 7% to $2.1 billion

A Record of Performance
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A Platform For Growth

•  Continued growth of banking presence through acquisitions

and de novo branching using a focused, multi-faceted

strategy

•  Increased potential for market share gain in Erie, Monroe,

Oneida and Onondaga counties

•  Unique, competitive niche that is attractive to consumers

as well as small- and mid-sized businesses 

•  Opened banking centers in Greece, Williamsville and

Ithaca, adding to our presence in Monroe, Erie and

Tompkins counties

•  Converted to a federal charter in 2002 which allows

First Niagara to look beyond state lines, potentially into

Northern Pennsylvania and Northeastern Ohio, to further

grow our franchise

•  Expanded financial services businesses with a continued

focus on risk management and wealth management 

•  Consolidated banking subsidiaries in 2002, to make the

bank more efficient and increase brand awareness 

• Initiated regulatory process to open a new banking center

in Dewitt, and intend to file applications for others in

Webster, Lancaster and Buffalo
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Commercial
Real Estate and
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A Record of Successful Acquisitions

Date Acquisition Rationale

01/99 Warren-Hoffman & Associates, Inc. Established significant presence in insurance

01/00 Empire National  Leasing, Inc. Expanded commercial product line to include equipment lease financing 

03/00 Albion Banc Corp, Inc. Added $78.7 million in assets, $61.7 million in deposits and
two banking centers

05/00 Niagara Investment Advisors, Inc.   Expanded wealth management business to encompass investment
advisory services

07/00 CNY Financial Corporation Established a market presence in Central New York adding $292.7 million in assets,
$196.2 million in deposits and three banking centers

11/00 Iroquois Bancorp, Inc. Increased presence into Central New York adding $596.2 million in assets,
$474.8 million in deposits and ten banking centers

01/01 Allied Claim Services, Inc. Expanded insurance product line to include claims administration

01/03 Finger Lakes Bancorp, Inc. Linked Western and Central New York markets adding $408.6 million in assets,
$259.5 million in deposits and six banking centers

..........................................................

..........................................................



2002 was both a great year and a milestone year for First Niagara.  We
again achieved record profitability, while advancing our growth as a full
service financial services company and maintaining very strong credit
quality.  We also took a pivotal step forward in our evolution as a public
company, with our decision to convert to full public ownership through a
second step offering, which coincided with our agreement to acquire
Finger Lakes Bancorp.  

In anticipation of these events, we converted from a New York State charter
to a federal charter in 2002, a move which facilitates our expansion plans.
We also extended the First Niagara brand across the entire company in
2002, by changing to a single bank operating structure and by adding the
First Niagara name to our subsidiaries.  This initiative leverages First
Niagara’s outstanding corporate reputation and the value of having one
corporate identity, while reducing our cost structure and truly uniting us as
one bank, one company and one team.  

And what a great team it is!  At every level of the company, the people of
First Niagara really came through in 2002.  We successfully completed
several major corporate initiatives vitally important to our future growth
that were not even underway until mid-year.  And we did it while tending
to our business and achieving our operational and financial goals.  The
performance of our team in 2002 truly validates the focused approach of
First Niagara, the theme of last year’s annual report.    

First Niagara Becomes Fully Public 

The most important of our corporate initiatives undertaken in 2002 was
our second step offering and our acquisition of Finger Lakes Bancorp
which were both completed on January 17, 2003.  Based on favorable
market conditions and our successful deployment of the capital raised in
our April 1998 initial public offering (IPO) as a mutual holding company,
the timing was right for First Niagara to become a fully public company.
We raised net proceeds of $391 million in the second step offering with
approximately $159 million coming from a subscription and community
offering and $232 million from a syndicated offering.  On behalf of the
entire First Niagara team, our thanks to everyone who purchased stock in
the offering for your confidence in the company and our strategy.  We
pledge to keep working hard to merit your continued support.  

In addition to raising capital to fund our growth, this offering brought us the
added benefits of full public ownership: greater investor interest, increased
float, a higher level of institutional ownership, and made us a more attractive
acquirer.  By structuring the Finger Lakes transaction to coincide with the
offering, we also immediately put $33.6 million of the second step proceeds
to work.  The Finger Lakes acquisition added $408.6 million in assets and
$259.5 million in deposits to our balance sheet and; after consolidation,
six offices and eight ATMs to our banking franchise.           

Dear valued

Shareholders, Customers,
Employees and Friends,
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to the 2.58681 exchange ratio applicable in the January 17, 2003
conversion.
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2002 Stock Performance 

Our 2002 performance and strategic accomplishments were
accompanied by a 55.2% increase in the market value of First
Niagara’s stock for the year.  It has been an extraordinary five
years for First Niagara and our shareholders since our April 1998
IPO.  A $100 investment in First Niagara at the time of our IPO
with dividends reinvested was worth $286 on December 31, 2002.
I am very pleased that many of our customers who invested in
First Niagara’s IPO have shared in our stock’s strong performance
because they are such an important part of the success we have
achieved as a public company. 

The significant shareholder value created and the recognition
of First Niagara’s performance and potential in the equity markets
is a noteworthy achievement in any market environment.  It is
especially gratifying given the turbulent equity markets since
our IPO.  Comparing the performance of First Niagara to the
broader market and peer indices, our total return of 186%
from our IPO to December 31, 2002 exceeds the total return of
the S&P 500 of a negative 22%††, the $1-$5 billion thrift index
of 60%^ and $1-$5 billion bank index of 32%^ for the same
period. For 2002, First Niagara’s total return was 58%, compared
with a total return of a negative 23%†† for the S&P 500, 28%^
for the $1-$5 billion thrift index, and 15%^ for the $1-$5 billion
bank index.    

2002 Financial Results  

Our continued success as a public company is also reflected in
First Niagara’s 2002 financial results.  For 2002, First Niagara’s
net income increased 19% to a record $30.8 million, or $1.21
per diluted share, from 2001 net income of $26.0 million, or
$1.04 per diluted share, adjusted to exclude goodwill amortization
in 2001.  Based on our adoption of Statement of Financial
Accounting Standards No. 142, “Goodwill and Other Intangible
Assets,” on January 1, 2002, we were no longer permitted to
amortize goodwill.  In 2002, we also made further progress in
increasing our return on equity, which adjusted to exclude
goodwill, rose to 11.22% from 10.16% for 2001.   

The shift in our loan portfolio composition to become more
commercial bank-like continues to generate significant financial
benefits for us.  In 2002, a 29% increase in commercial loans,
along with the lower interest rate environment, contributed to a
16% increase in net interest income and a widening of our net
interest spread during the year, which increased to 3.30% for
2002 from 2.99% for 2001. 

First Niagara also continues to have a very strong balance sheet.
Our asset quality remains exceptionally strong.  First Niagara’s
capital ratios exceed all regulatory requirements for a well-
capitalized financial institution in 2002.  Deposits increased 7%
to $2.1 billion in 2002, with lower-cost core (non-time) deposits
rising 11% and non-interest-bearing deposits increasing 22% as a
result of our higher level of commercial accounts, and the introduc-
tion of a “totally free” checking account.

We raised $132 million in our April 1998 IPO and used that capital
to successfully transform First Niagara from a traditional thrift to a
multi-market community banking and financial services company.
In all, we funded seven successful acquisitions with our IPO
proceeds, and First Niagara’s business and earnings have grown
significantly as a result of this transformation.  With the completion
of our second step offering and our eighth acquisition, Finger Lakes
Bancorp, we now have over $350 million in capital to put to work.
For all of us at First Niagara, it feels somewhat like déjà vu, and
I can tell you it is a feeling that has energized us and we feel very
ready to take on this next challenge.  We also have a very sound
plan to effectively employ and manage our new capital for the
benefit of our shareholders. 

Our Strategy for Continued Growth  

‘More of the same’ is the phrase I would use to describe our plans
for our new capital and our overall business strategy.  We will
continue growing our banking presence through acquisitions and de
novo branching.  In our banking business, we see internal growth
in our current markets and acquisition opportunities in contiguous
markets within a half-day drive from our Western New York
headquarters. The Pennsylvania market is noteworthy in that it
remains a much more fragmented banking market than upstate
New York, which makes northern Pennsylvania an area where we
will consider banking acquisitions.    

We will also continue the expansion of our financial services
businesses. First Niagara has a very strong foundation in risk man-
agement and insurance in Western New York and we see significant
opportunity to build that business through both internal growth
and acquisition.  We are also looking to refine our focus and add
scale in the wealth management business, particularly in investment
advisory and trust services where we see opportunity as larger firms
are setting higher minimum account levels for personal advice.  We
also have the discipline to divest businesses that are not a strong
strategic fit as evidenced by our recent sale of NOVA Healthcare, the
third-party administrator of self-funded employee health benefits
we acquired with the Warren-Hoffman transaction in 1999.   

3
†† Source: Reuters
^ Source: SNL Securities



We will also continue expanding
and becoming more bank-like in
our product set and portfolio mix
which will deepen our relationships
with current customers and add
new customers. This strategy will
also contribute to stronger margins
and lower interest-rate sensitivity.

Management and the Board are
conservative by nature so we will
continue to approach expansion
with a focus on maintaining strong
asset quality and low interest rate
risk.  We also recognize the
importance of efficiency to financial performance so we will
remain focused on the continued implementation of our Adding
Value Always (AVA) initiative to enhance revenue, increase
productivity and control costs as we grow.  

Significant Capital for New Growth

We raised about three times the amount of capital in our second
step offering as in our IPO.  We are up to the challenge of putting
this capital to work.  Our record of performance indicates that we
have the capability to do it.  Our platform for growth—the First
Niagara banking and financial services franchise and the amount of
capital raised—gives us the capacity to do it.  As we set out on this
next round of growth, we also have an excellent track record as a
fair and effective acquiror, with strong integrity-based values, which
is very important in courting community banks.  I would point
out that similar to the IPO, the magnitude of the capital we raised in
the second step offering will initially reduce our return on equity
(ROE), a key financial performance metric.  To give you a frame
of reference, we are looking for an initial post second-step ROE in
the 5-6 percent range.  Our return on equity immediately following
our IPO was 6.4% and over the course of four years and seven
acquisitions, we raised it to over 11%.  As we employ our new
capital to grow our business, our return on equity will improve with
our ultimate long-term goal to drive ROE to the mid-to-high teens. 

In thinking about our growth aspirations, it occurs to me that it
wasn’t so long ago that our Company’s marketing slogan was
‘you’d be surprised what our little bank can do’.  Frankly, many
people outside the company are surprised what our little bank has
done!  Today, First Niagara has $3.6 billion in assets, three times
the size of that little bank we were in 1997. And we also have
subsidiary businesses that have firmly established us as a signifi-
cant regional financial services company.  

Are we surprised by our success?  Those of us closest to our opera-
tions and our people are not.  We have grown significantly and suc-
cessfully because we have been opportunistic and methodical in our
growth, adhering to our strategic plan and acquisition standards and
remaining true to our values which are based on integrity, respect
and service.  We pay a lot of attention to customer relationships and
work very hard to keep the personal touch in our business.  Our
down-to-earth nature and our commitment to customers truly
makes a difference in helping us maintain and build our business.
I know this firsthand from the visits that I frequently make with
our business bankers to prospective customers.  Business customers
truly value our willingness to talk one-on-one about their needs and
how we can respond better and faster than our competitors.  This
focus on customer needs has helped us achieve 20% annual growth
in commercial lending for each of the last 11 years.    

Governed by Values 

Doing it our way really works.  We are very proud that we have
maintained our commitment to our customers and our core values
throughout this success.  In fact, these values and our unwavering
commitment to our customers have contributed enormously to
First Niagara’s growth and success.  

Because of our strong values, we are also ahead of the curve on cor-
porate governance which has received so much media and public
attention over the last year.  Since going public in 1998, we put in
place many of the best practices that support good corporate gover-
nance and the protection of shareholder interests. These include a
diverse board with varied and deep business expertise, a lead
outside director, and a board self-peer review.  Of our 12 directors,
I am the only employee director.  Based on all that we have done
on the corporate governance front, there were very few changes
that were needed for us to comply with the Sarbanes-Oxley Act.
Additionally, the addition of Sharon Randaccio, Louise Woerner
and David Zebro to First Niagara’s Board in May 2002 brought
expanded experience and expertise in finance, strategic planning,
mergers and acquisitions and administration to our Board.  All three
have proven to be great additions and we are very fortunate to have
them as directors.  Tom Bowers, who was the CEO of Finger Lakes
Bancorp,  joined the First Niagara board following the completion of
the Finger Lakes acquisition.  Tom’s significant business banking
experience and knowledge of the greater Rochester market area will
enhance our growth efforts in that market.       

I would like to personally thank Gary Fitch, the President and
Owner of Ontario Orchards, Inc. of Wilson, New York and a First
Niagara director since 1981, who retired from the Boards of First
Niagara Bank and the First Niagara Financial Group in July 2002.
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Gary brought the perspective of the small business owner to our Board and
his guidance and direction were valuable and greatly appreciated during his
21 years of service to First Niagara, a period of significant growth for the
company and our commercial banking business.

The First Niagara family was saddened by the March 2003 death of Harvey
Kaufman, a director of First Niagara since July 2000.  Harvey was the
Chairman of the Board of Directors of CNY Financial, the holding company
for Cortland Savings Bank, prior to its acquisition by First Niagara.  He joined
our Board following the acquisition, serving on the audit committee and
bringing an important and valuable perspective from his professional
experience as an educator and as a business leader in the Cortland community.
All of us regarded Harvey with great respect and admiration. His knowledge
and experience along with his devotion, integrity and warm and welcoming
personality will be fondly remembered and missed.     

Our responsibility to our shareholders is a trust that we do not take lightly.  As a
public company, First Niagara has proven its ability to manage in the best
interests of all our major constituencies: shareholders, customers, employees
and the communities we serve.  We have been able to maintain our friendly and
service-oriented culture while significantly growing the company and adopting
the discipline that public ownership requires, something that is not always an
easy transition for a mutual savings bank to make.  The explosion of capability
of our employees has made all the difference and for this I thank them.  I often
compare our post-IPO tenure as a mutual holding company to being a public
company with the training wheels on.  With our conversion to full public own-
ership, the training wheels are off, and I can say with great pride and confidence
tempered with humility that both our record of performance and our platform
for growth show that First Niagara is truly up to the task of full public owner-
ship.  We look forward to showing you what a fully public First Niagara can do. 

William E. Swan
Chairman, President and Chief Executive Officer

First Niagara Financial Group, Inc. 

Investment Considerations

• Enhanced performance through a values-based

culture and leading-edge corporate governance

• Strong and valuable multi-market community

banking and financial services franchise with

significant opportunity for growth

• Excellent reputation as a customer-friendly bank

that delivers great service and value-added products 

• Comprehensive product line in diverse and

complementary businesses

• A strong record of successful acquisitions and

capital management

• A reputation as an effective and fair acquirer

• A significant level of noninterest income, resulting

in a less rate sensitive earnings stream

• A more bank-like loan portfolio mix with a higher

level of commercial loans enhances our earnings

and interest rate risk management  

• Strong asset quality contributing to earnings

consistency and balance sheet strength

• A team of talented and committed associates

who excel at meeting our business objectives 

• An experienced senior management group with

a track record for executing strategy, delivering

results and creating value for shareholders 

First Niagara Financial Group, Inc. Profile

First Niagara Financial Group, Inc. is a federally chartered community banking and financial services company with assets of $3.6 billion operating

in Western and Central New York. Headquartered in Lockport, New York, First Niagara has 45 banking centers, 84 ATMs, a lending center and offers

comprehensive telephone and Internet banking capabilities.  First Niagara’s range of banking products includes personal and business checking

accounts, savings and CD accounts, consumer and business loans, residential and commercial mortgages, cash management services and lease

financing. The Company’s financial services subsidiaries offer risk and wealth management products, including commercial and personal insurance,

investment products, and investment and trust advisory services.
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Consumer Banking
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Growing Our Consumer Banking Business   

Treating our customers well and providing good value in our products and services
is the simple premise that has guided First Niagara as a community bank throughout
our 133 year-history.  Today, we remain committed to the same customer and
community-oriented philosophy as we serve a wider market area and a far greater
number of households with added products, services and convenience.  And, we
believe that significant opportunity remains for First Niagara to grow as a strong,
multi-market community bank and financial services company.  

In just under five years of public ownership, First Niagara has tripled in size adding
new markets, services and sources of income. We have established a market presence
in seven new counties, and added 30 banking centers to a growing network that now
spans from Buffalo to Utica, where the aggregate deposit market provides significant
scale to grow our franchise.  During this time, we have expanded our product offer-
ing beyond traditional banking deposit and loan products, adding investment and
insurance products through the acquisition of several complementary financial services
companies. We have also invested in customer convenience, adding advanced tele-
phone banking and Internet banking that provides 24/7 access to First Niagara
Bank accounts. 

An Expanded Market Footprint 

At the beginning of 1998 First Niagara operated 15 banking centers and served
four Western New York counties.  Since then, four banking acquisitions have
expanded our market reach, from a solid Western New York base, to include a
significant portion of Central New York.  With the recent completion of the Finger
Lakes acquisition, First Niagara Bank now operates 45 banking centers in 11 counties
in Western and Central New York.

We have broadened our geographic footprint and filled gaps in service areas through
the strategic use of acquisitions and de novo branching.  We have established
nine de novo banking centers since January 1, 1998, and recently applied for
regulatory approval for an additional banking center in our Central New York
market.  We plan to use de novo branching to significantly expand our market
presence in Erie and Monroe counties, New York State’s two largest deposit markets
outside New York City.

The Finger Lakes Bancorp acquisition added to an already strong presence in Cayuga
County that was established with the acquisition of Iroquois Bancorp in 2000.  It also
provided an initial retail presence in three additional Central New York counties,
Ontario, Seneca and Tompkins.  

We have concentrated our market service area around three core upstate New York
cities Buffalo, Rochester and Syracuse. These three urban centers have a combined
total population nearing 3.0 million.  Our primary deposit gathering is currently
concentrated around these areas where our full-service banking centers are located.
The First Niagara brand, and our deposit market share, is particularly strong in
Niagara (27%) our home market, Cayuga (47%) and Cortland (40%) counties. 

A Platform for Growth

Four Years, Four Successful 
Bank Acquisitions

In January 2003, we announced the completion

of our most recent acquisition Finger Lakes

Bancorp, Inc. This is our eighth acquisition

in four years, and the fourth whole-bank

acquisition during that time.  

We consider the Finger Lakes acquisition to be

an excellent fit both strategically and opera-

tionally. This transaction will bridge our

Western and Central New York markets as well

as establishing a First Niagara presence in

several attractive new markets including

Geneva, Seneca Falls, Ithaca and Canandaigua. 

Along with providing a good geographic fit,

the Finger Lakes acquisition is expected to be

accretive to earnings and added a comple-

mentary loan portfolio with a higher concen-

tration of commercial loans similar to our

existing profile.

A Record of Performance 

Growing our Franchise Since 1997:

• Assets have increased by 203%

• Deposits have grown by 136%

• We’ve added 30 banking centers, an

increase of 200%

• We have 84 ATMs, an increase of 500%

• We have banking centers in 11 counties –

up from 4
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The number of First Niagara
Banking Centers has grown
three-fold since 1997, as we’ve
expanded our service area from
Western New York to the central
region of the state. We now
service a market area with more
than 3 million residents.



The core markets that currently offer the best near-term growth
opportunity for First Niagara are the counties of Erie (Buffalo),
Monroe (Rochester), Onondaga (Syracuse), and Oneida (Utica)
where the size of the markets is significant – a combined $42
billion – but our market share is relatively modest.  In these
markets, we compete with large regional banks, credit unions and
new and emerging local banks, but are finding that our strong
customer service focus, growing physical presence and full service
product line is helping us win new customers and a greater
market share.

The First Niagara Business Model:
Community Banking + Financial Services 

For many years, the basic business model for community banks
consisted primarily of accepting deposits from customers and
investing those deposits in loans, while working to minimize
the negative effects of non-performing loans. With consumers
and businesses seeking a broader variety of financial services
and legislation expanding the ability of banks to offer more
services, First Niagara has adopted a business model as a
regional community bank and financial services company.      

Although we continue to offer the types of deposit and loan
products traditionally associated with a community bank, First
Niagara now offers a wide range of insurance, trust and investment
products and services, provided through our financial services
subsidiaries. First Niagara customers can also select from a broader
range of loan options that includes: residential real estate loans,
multi-family residential and commercial real estate loans, com-
mercial and small business loans and leases, and consumer loans.
Long an innovator in real estate lending, we offer a wide variety
of options – from monthly and bi-weekly mortgages to fixed rate
and adjustable rate mortgages, all serviced locally at First Niagara.
We also originate a variety of fixed-rate installment and variable
rate lines-of-credit consumer loans, including new and used
“indirect” automobile loans, conventional and FHA Title I insured
home improvement loans, manufactured housing loans, education
loans and personal secured and unsecured loans. Our financial

services menu is also comprehensive with a variety of investment
options that includes mutual funds, annuities, individual retirement
accounts and college education savings plans.  

First Niagara has significant risk management capabilities with a
focus on insurance, as a result of our 1999 acquisition of Warren-
Hoffman & Associates, now First Niagara Risk Management. First
Niagara offers our customers a wide range of insurance options
including commercial insurance, risk management, construction
insurance, contract surety, automobile and homeowner’s insurance.

Although we have greatly expanded the range of products and
services we offer and broadened our market service area, we
continue to embrace the philosophy of commitment to customer
service and the community that has made First Niagara the
preeminent community bank.    

In January 2003, we completed our most recent acquisition
Finger Lakes Bancorp, Inc, our eighth acquisition in four years,
and the fourth whole-bank acquisition during that time.  The
acquisition process began in July 2002 when we adopted our
plan of conversion and reorganization, at which time we also
entered into an agreement to acquire Finger Lakes. 

The Finger Lakes acquisition is an excellent fit for First Niagara
strategically, operationally and geographically.  This transaction
bridged our Western and Central New York markets and
established a First Niagara presence in several attractive new
markets including Geneva, Ithaca and Canandaigua. The Finger
Lakes markets are among upstate New York’s most affluent and
attractive markets and increase recognition of the First Niagara
brand in the adjacent Rochester and Syracuse markets.  As the
home of Cornell University, Ithaca is a smaller city with a major
economic engine driving job growth and business investment.   

The Finger Lakes acquisition will be immediately accretive to
earnings and adds a complementary loan portfolio with a loan
composition similar to our portfolio mix.
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Financial Services

Through First Niagara Bank and its
subsidiaries, we offer investment
products, investment advisory
services, estate management and
trust services and insurance
products and services. 

Insurance
Brokers

WNY’s

9

One of

Largest



A Record of Performance 
Non-interest Income Growth 

An important element of First Niagara’s strategy to enhance our profitability,

increase fee income and grow our business focuses on being a one-stop financial

services provider in Upstate New York. Since becoming a public company in 1998,

First Niagara has broadened the line of

products and services we offer through

acquisitions of non-banking, financial

services companies.  These expanded

offerings help attract new customers

to First Niagara and allow us to

develop, enhance and deepen relation-

ships with our customers beyond their

traditional banking business. Our

emphasis on diversifying the financial

products and services we offer has

enabled us to dramatically grow non-

interest income, from 17% of revenue

in 1998 to 35% in 2002, an impressive

level of fee income for a company with

thrift roots. During that time financial

services revenue grew from $1.9 million

in 1998 to $24.2 million in 2002, a

compound annual growth rate of more

than 75%.

A Platform for Growth
Expanded Financial Products and Services 

Our four non-bank acquisitions from 1999 to 2001 established a significant and

complementary foundation for First Niagara’s financial services business.  During

2001, we organized all of our financial services activities under one financial services

group in order to maximize efficiencies, enhance cross-selling opportunities and

focus on further strategic acquisitions.

Currently, our financial services group has two main areas of focus; risk management,

consisting primarily of consumer and commercial insurance products and services,

and wealth management, which primarily consists of investment products and

advisory and trust services. As one of the largest insurance brokerages in Western

New York, First Niagara Risk Management provides a very strong foundation in

insurance and risk management.  We see significant opportunity to grow our

insurance and risk management businesses both internally and through acquisition.

At 41% of the total, risk management is the largest portion of First Niagara’s

non-interest income. 

Wealth Management Options

• Investment and Retirement Planning Strategies

(traditional, Roth and rollover IRAs, mutual

funds, annuities)

• Education Funding Strategies (529 College

Education Savings Plan, Coverdell

Education Savings Account) 

• Asset Preservation Strategies (utilizing life,

disability or long-term-care insurance)

• Strategies for Maximizing Investment

Return and Minimizing Taxes

• Trust Services

• Investment Advisory Services (individuals,

charitable institutions, and corporate, union

and public pension funds)

• Employee Retirement Plans

First Niagara Offers a Wide
Range of Risk Management
and Wealth Management
Products and Services   

Risk Management Options

• Personal insurance and risk management

solutions 

• Commercial Insurance

• Construction Insurance and Contract Surety

• Employee Benefits and Group Insurance Plans

• Life, Disability and Long-term Care Insurance

• Automobile, Homeowner’s and Personal

Liability Insurance

• Business Owner’s Insurance

• Sports Arena Insurance
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First Niagara provides its customers with access to a
wide-range of insurance and risk management solutions,
from simple issue term insurance to complex business
coverage through one of the region’s premier agencies,
First Niagara Risk Management, Inc.



A Focus on Risk and Wealth Management  

First Niagara Risk Management offers a wide range of insurance

products that includes business and personal insurance, surety

bonds, life, disability and long-term care coverage. The January

1999 acquisition of Warren Hoffman, now First Niagara Risk

Management, and one of the largest insurance brokerages in

Western New York, gave the Bank a significant source of non-

interest income and an excellent platform to expand our risk

management business through internal growth and additional

acquisitions.  To date, we have expanded this business to

include claims administration through our 2001 acquisition of

Allied Claim Services, Inc.  

We have built a very strong foundation in risk management and

insurance in Western New York and see significant opportunity to

build that business throughout our franchise area.  Internal

growth opportunities are presented by our expanding network

of banking centers, many located outside of the historical market

area for First Niagara Risk Management. We also believe that

significant opportunity remains to expand this business through

acquisition as more private owners of large independent brokerage

firms look to align with larger community-based financial services

companies to expand their customer base.

First Niagara’s entry into wealth management services came

with the establishment of First Niagara Securities, Inc., a

wholly-owned subsidiary engaged in the sale of annuities,

mutual funds and life insurance. Through First Niagara

Securities our banking center customers have access to experi-

enced financial consultants, registered with UVEST Investment

Services an independent firm, and have a wide range of products

and services to select from. 

Our wealth management business was enhanced with our May

2000 acquisition of Niagara Investment Advisors, Inc., now

First Niagara Investment Advisors, which added investment

advisory services to our product offering.  First Niagara

Investment Advisors specializes in providing asset management

services to higher net worth customers as well as pension

plans, corporations and charitable institutions.  Our wealth

management services were further expanded with the addition

of a trust services department as part of the November 2000

acquisition of Iroquois Bancorp, Inc. which was the holding

company for Cayuga Bank. 

We have a solid foothold in the wealth management business and

we see an opportunity to deliver personalized investment advisory

services to the emerging affluent customers that are currently

underserved and neglected by larger firms within our market.

We are also changing our approach to the wealth management

business at the consumer bank level where we would like to

broaden the financial planning and money management services

we offer bank customers.  

With a significant financial services business, we offer our customers

the convenience, expertise and product diversity of larger  banks

and brokers, while still providing the responsiveness and personal

attention of a small, local institution. With the completion of

our second-step stock offering and the significant level of capital

raised, we have the capacity to invest and grow this business

through acquisitions and internal expansion.
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Financial Services
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Non-Interest
Income Diversification
(12/31/02)

Lending and Leasing
11%

Risk Management
41%

Banking Services
29%

Wealth Management 7%

Other 12%



Business Banking The predominate category
of commercial real estate
loans, originated by First
Niagara, are first mortgages
on apartment houses.

Business
Loans

32%
Increased

in
2002
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First Niagara has become a
leading Small Business
Administration (SBA) lender in
just three years and already
ranks 7 of 27 SBA lenders in
Western New York. As a SBA-
approved Express Lender, First
Niagara is able to offer faster
turnaround to SBA borrowers.



Becoming the Business Banker for Small Business   

First Niagara has grown as a business banker in Upstate New York by targeting
small-to-middle market businesses.  As a community bank, we are able to provide
smaller businesses more personal attention and flexibility than our larger competitors.
The complementary commercial insurance and employee retirement plan products
offered by our financial services group further enhance First Niagara’s ability to support
the financial needs of the small business owner.  Additionally, in 2002, we continued
to expand our direct finance equipment leasing business which we entered into with
the acquisition of Empire National Leasing in 2000.  We also upgraded our full service
cash management product suite, contributing to an 18% increase in our non-interest
bearing commercial deposit base which favorably affected our funding costs. We also
created a statewide Merchant Services Group to support our retail business customers.
Our focus on this market is evidenced by 2002 commercial loan originations of
$393 million, an increase of 62% over 2001. 

Maintaining a Conservative Risk Profile

First Niagara’s approach to business banking is personal and professional, employing
highly experienced and knowledgeable relationship managers.  First Niagara also offers
our business customers local decision-making, which results in faster turnaround and
enables us to be more flexible in customizing loan terms and pricing.  Our commitment
and responsiveness to the banking and financial needs of small and medium-sized
businesses has established First Niagara as a well known and growing business
banker in all of our lending markets in upstate New York.

First Niagara reduces its credit exposure through our focus on smaller businesses and
on secured lending.  The capital raised in the recent second step offering has signifi-
cantly expanded First Niagara’s legal lending authority.  But, we remain focused on
maintaining  a conservative risk profile, and we will continue to limit larger credits.

In commercial real estate lending, we focus on lower risk loan categories, primarily
smaller apartment properties that provide stronger collateral and lower occupancy risk
than other classes of commercial property. First Niagara’s commercial lending exposure
is further reduced by our activity as a Small Business Administration lender, which is a
program that provides government guarantees that protect lenders against loss. 

A Record of Performance 

Strong Credit Quality

First Niagara has a long track record of

exceptionally strong credit quality.

Historically, First Niagara’s non-performing

loans-to-total loans ratio has consistently

remained well below 1%.  First Niagara

maintains credit quality through conservative

underwriting and a focus on good collateral.

Over 98% of First Niagara’s loan portfolio is

either secured primarily by real estate or

government guaranteed. 

Even with continued growth in the commercial

loan portfolio and a weaker economy, First

Niagara’s non-performing assets to total assets

ratio tracks well below industry averages. 

At 0.30% of total assets, First Niagara’s total

non-performing assets at the end of 2002

compared favorably with the 0.50%^ for $1-$5

billion thrifts and 0.58%^ for $1-$5 billion banks.

A Platform for Growth

Exceeding Our Growth Targets 

First Niagara’s expanded market presence

and more comprehensive business product

line is contributing to new growth in business

banking. The commercial real estate and

business loan portfolio increased by 29% to

$753.7 million in 2002. Commercial real estate

and business loans as a percent of the loan

portfolio increased from 31% at yearend 2001

to 38% on December 31, 2002.  This exceeds

our target of greater than 20% commercial

loan growth  for the eleventh consecutive

year.  In 2002, non-interest bearing commercial

deposits increased 18% to $74.5 million.

First Niagara’s growth as a business banker

continues to enhance our net interest margin

and lower our interest-rate sensitivity

through the combination of higher yield,

shorter term business loans and lower cost

commercial deposits. 
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Asset quality is an important indicator of the strength of our balance sheet and the quality of
our earnings.  First Niagara’s non-performing assets have consistently tracked at or below a
conservative peer group of banks and thrifts.

Non-performing Assets to Total Assets

^ Source: SNL Securities

■ $1-$5 billion banks^ ◆ $1-$5 billion thrifts^ ▲ FNFG
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Executive Officers

William E. Swan has been Chairman, President and Chief Executive Officer since January 2001.
From July 1989 until January 2001, Mr. Swan served as President and Chief Executive Officer.

Paul J. Kolkmeyer has been Executive Vice President and Chief Operating Officer/Chief Financial
Officer since June 2002. He served as Executive Vice President and Chief Banking Officer from
February 2001 to June 2002 and Chief Operating Officer from May 2000 until February 2001.
From 1990 to 2000, he served as Chief Financial Officer of First Niagara Bank.

G. Gary Berner has been Executive Vice President and Chief Lending Officer since February 2001.
Prior to that, he served as Senior Vice President and Chief Lending Officer of First Niagara Bank, a
position he had held since 1992.

Kathleen P. Monti has been Executive Vice President and Chief
Administrative Officer since February 2001. Since 1999, she served as
Executive Vice President of Human Resources and Administration of First
Niagara Bank. From 1995 to 1999 Ms. Monti served as Senior Vice
President of Human Resources.

David J. Nasca has been Executive Vice President of Consumer Banking,
and Central New York Regional Executive since June 2002. He also has
served as the President and Chief Executive Officer of Cayuga Bank since
November of 2000. From 1994 to 2000 he served as Senior Vice President
and Treasurer of First Niagara Bank.

Daniel E. Cantara has been Senior Vice President and Chief Financial
Services Officer since June 2001. Prior to that, he was a partner in Chiampou,
Cantara, Travis & Dansa, a Western New York public accounting firm.

Daniel A. Dintino, Jr. has been Senior Vice President of Corporate
Development since June 2002. Prior to that he served as Senior Vice
President and Chief Financial Officer since October 2000 when he joined
First Niagara Bank. From 1999 to October 2000, he was Senior Vice
President – Performance Management at HSBC Bank (USA). Prior to 1999,
he served as Senior Vice President – Mortgage Operations at HSBC
Mortgage Corporation.

Frank J. Polino has been Senior Vice President and Chief Information
Officer since February 2001. Mr. Polino joined First Niagara Bank in
March 1999 as Vice President of Information Technology. Prior to joining
First Niagara Financial Group, he was a Business Development Manager
for IKON Technology Services, Inc. and Unisys Corporation.
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David J. Nasca  Officer

Daniel A. Dintino, Jr.  Officer

G. Thomas Bowers  Director

James Miklinski  Director

From left to right:

William E. Swan  Officer and Director

B. Thomas Mancuso  Director

Kathleen P. Monti  Officer

Robert G. Weber  Director

From left to right:

James W. Currie  Director

Gordon P. Assad  Director

G. Gary Berner  Officer

Daniel E. Cantara  Officer

From left to right:

John J. Bisgrove  Director

Sharon D. Randaccio  Director

Daniel W. Judge  Director

Paul J. Kolkmeyer  Officer

From left to right:

David M. Zebro  Director

Frank J. Polino  Officer

Louise Woerner  Director

From left to right:



TRIBUTE  

First Niagara director Harvey Kaufman passed away suddenly on March 1, 2003. 

A director of First Niagara since July 2000, Harvey devoted his professional career to the education of
youth, first as a teacher and then as an administrator, serving as superintendent of schools for the
Cortland Central School District for more than 20 years before retiring in 1992. He was most recently
the deputy director of the Rural Schools Program of Cornell University
and was an educational consultant. Harvey truly embodied the First
Niagara value of service to community, taking a very active role in the
Cortland community where he lived and worked for over 33 years.
Harvey served as Chairman of the Board of the Cortland Memorial
Hospital Services Board, the J.M. Murray Center Board, the Cortland City
Police Commission, and CNY Financial, the holding company of the
former Cortland Savings Bank. He also served as President of the Cortland
chapter of the Rotary Club, the Cortland County Chamber of Commerce
and as a member of the Board of Trustees of the Cortland YMCA. As
Chairman of CNY Financial and Cortland Savings Bank, he served on
the Bank’s board for 13 years and was instrumental in the success of its acquisition by First Niagara
and our entry into the Central New York market. Known for his compassion, integrity and business
acumen, Harvey will be truly missed and remembered by everyone who knew him at First Niagara
and in the Cortland community where he made such an important and lasting impact on education
and the quality of life.

Board of Directors

Gordon P. Assad is the President and Chief Executive Officer of Erie & Niagara Insurance Association
and has served in that position since 1972.

John J. Bisgrove, Jr. is the retired Chairman of Red Star Express Lines where he served from 1956
to 1983.

G. Thomas Bowers, was the Chairman, President and Chief Executive Officer of Finger Lakes
Bancorp and the Savings Bank of the Finger Lakes. Mr. Bowers was appointed to the board upon
completion of the merger between First Niagara Financial Group and Finger Lakes Bancorp.

James W. Currie is the President of Ag Pak, Inc., a manufacturer of produce packaging machines,
and has served in that position since 1974.

Daniel W. Judge is the President of Dansam, Inc., a business management services firm. He has
served in that position since 1990.

B. Thomas Mancuso is the President of Mancuso Business Development Group, a real estate and
business development company, and has served in that position since 1990.

James Miklinski is the General Manager of Niagara Milk Cooperative, Inc., and has served in that
position since 1990.

William E. Swan was elected Chairman, President and Chief Executive Officer in January 2001.
From July 1989 until January 2001, Mr. Swan served as President and Chief Executive Officer.

Robert G. Weber is a retired Buffalo Office Managing Partner of KPMG LLP where he served from
1959 to 1995.

Sharon D. Randaccio is President of Performance Management Partners, Inc., a Williamsville, New
York-based provider of human resource services and has more than 20 years of senior management
experience in the financial services industry.

Louise Woerner is Chairman and Chief Executive Officer of Health Care Resources (HCR), a
Rochester, NY-based home healthcare agency and health research and consulting firm. She has
served in this position since 1978.

David M. Zebro has been a Principal of Strategic Investments & Holdings, Inc. since 1989. Strategic
Investments is a Buffalo-based holding company that purchases and manages operating companies
throughout the United States.

Board Committees

Executive Committee Members:

R. Weber (Chairman), G. Assad, D. Judge, 

J. Miklinski and W. Swan 

Audit Committee Members:

J. Currie (Chairman), R. Weber, L. Woerner

and D. Zebro 

Compensation Committee Members:

D. Judge (Chairman), J. Bisgrove, T. Mancuso,

S. Randaccio and R. Weber 

Governance Committee Members:

J. Miklinski (Chairman), G. Assad, J. Bisgrove,

D. Judge and R. Weber
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Corporate Governance Summary 

With the 2002 adoption of the Sarbanes-Oxley

act, the U.S. Securities and Exchange

Commission is moving to implement a number

of new regulations intended to improve the

effectiveness of public company boards.

While going public in 1998, First Niagara put

in place many of the best practices that

support good corporate governance and

the protection of shareholder interests.

These include:

• A diverse board with varied and deep

business expertise 

• A lead outside director who chairs the

executive committee

• A board self-peer review 

• 12 directors, of which 11 are independent

outside directors

• Approximately one-third of the Board

stands for re-election each year

• A director with significant public accounting

experience serving on the audit committee

• A separate Governance Committee that

meets in executive session at every board

meeting without the CEO being present



Selected Financial Data
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(1) With the adoption of SFAS No. 142, “Goodwill and Other Intangible Assets” on January 1, 2002, the Company is no longer required to amortize goodwill. Accordingly, for the prior periods presented,
goodwill amortization has been excluded from adjusted amounts for consistency purposes. The remaining amortization relates to identifiable intangible assets. 

(2) Per share amounts have not been restated to give retroactive recognition to the 2.58681 exchange ratio applicable in the January 17, 2003 conversion.

(3) Effective November 8, 2002, First Niagara converted to a federal charter subject to OTS capital requirements. These capital requirements apply only to First Niagara, and do not consider additional capital
retained by FNFG. Prior to converting to federal charters, FNFG and First Niagara were both required to maintain minimum capital ratios calculated in a similar manner to, but not entirely the same as,
the framework of the OTS. 

(Dollars in thousands except per share data) As of or for the year ended December 31,
Balance Sheet Data 2002 2001 2000 1999 1998
Assets $2,934,795 $2,857,946 $2,624,686 $1,711,712 $1,508,734
Interest-earning assets 2,676,194 2,595,471 2,370,613 1,611,313 1,408,097
Securities 632,364 693,897 501,834 563,473 580,751
Loans 1,992,842 1,870,226 1,840,206 990,598 748,233
Deposits 2,129,469 1,990,830 1,906,351 1,113,302 1,060,897
Borrowings 397,135 559,040 429,567 335,645 142,597
Stockholders’ equity 283,696 260,617 244,540 232,616 263,825

Income Statement Data 2002 2001 2000 1999 1998
Net interest income $91,530 $79,016 $60,178 $50,754 $44,136
Noninterest income 49,691 42,072 34,090 27,688 9,182
Noninterest expense 84,448 83,005 61,518 47,643 35,946
Net income 30,795 21,220 19,519 18,440 10,382
Adjusted net income (1) 30,795 25,962 21,633 18,992 10,382

Per Share Data(2) 2002 2001 2000 1999 1998
Earnings per share:

Basic $1.24 $0.86 $0.79 $0.69 --
Diluted 1.21 0.85 0.79 0.69 --

Adjusted earnings per share(1):
Basic 1.24 1.05 0.87 0.71 --
Diluted 1.21 1.04 0.87 0.71 --

Cash dividends 0.43 0.36 0.28 0.14 0.06
Book value 11.35 10.51 9.91 9.07 9.19

Performance Ratios 2002 2001 2000 1999 1998
Return on average assets 1.08 % 0.79% 0.98% 1.13% 0.77%
Adjusted return on average assets (1) 1.08 0.97 1.09 1.17 0.77
Return on average equity 11.22 8.30 8.38 7.52 4.65
Adjusted return on average equity (1) 11.22 10.16 9.29 7.75 4.65
Net interest rate spread 3.30 2.99 2.82 2.72 2.75
Net interest margin 3.52 3.25 3.26 3.33 3.48
Efficiency ratio (1) 59.36 64.59 62.79 60.40 67.59
Dividend payout ratio 34.68 41.86 35.44 20.30 16.60

Capital Ratios 2002 2001 2000 1999 1998
Tier 1 capital (3) 10.27% 10.27% 9.96% 22.40% 31.67%
Equity to assets 9.67 9.12 9.32 13.59 17.49

Asset Quality Ratios 2002 2001 2000 1999 1998
Total non-performing assets to total assets 0.30 % 0.42% 0.28% 0.18% 0.26%
Total non-performing loans to total loans 0.38 0.61 0.35 0.19 0.44
Net charge-offs to average loans 0.24 0.17 0.06 0.07 0.15
Allowance for credit losses to total loans 1.05 1.00 0.96 0.99 1.06
Allowance for credit losses to non-performing loans 279.13 163.13 273.73 511.25 243.02



General Shareholder Description

First Niagara Financial Group, Inc.’s common stock trades on the NASDAQ
National Market System under the symbol FNFG. As of March 14, 2003, there
were approximately 13,000 shareholders of record of the Company's common
stock. Institutional investors held approximately 32.3 million shares, or 46% of
shares outstanding.

Shareholder Information Stock Transfer Agent

Communications regarding change of

address, transfer of stock and lost certificates

should be sent to:

Mellon Investor Services, LLC

PO Box 3315

South Hackensack, NJ 07606

1-800-851-9677

www.melloninvestor.com

Annual Meeting of Shareholders

The Annual Shareholders Meeting will be 

held on Tuesday, May 6, 2003 at 10:00 a.m. 

Sean Patrick’s Banquet Facility

3480 Millersport Highway

Getzville, NY 14068

Annual Report on Form 10-K – 
Investor Relations Contact

Investor and shareholder information on First

Niagara Financial Group, Inc., including all 

filings with the Securities and Exchange

Commission, is available through the

Company’s Web site www.fnfg.com. Copies

may also be obtained without charge upon

request by writing to:

Christopher J. Thome, 

Assistant Vice President

Reporting and Investor Relations Manager

First Niagara Financial Group, Inc.

6950 South Transit Road, PO Box 514, 

Lockport, NY 14095-0514

(716) 625-7645

Safe-Harbor Statement 
This annual report contains forward-looking statements with respect to the financial condition and results of operations of
First Niagara Financial Group, Inc. including, without limitations, statements relating to the earnings outlook of the Company.
These forward- looking statements involve certain risks and uncertainties. Factors that may cause actual results to differ
materially from those contemplated by such forward-looking statements, include among others, the following possibilities:
(1) changes in the interest rate environment; (2) competitive pressure among financial service companies; (3) general economic
conditions including an increase in non-performing loans that could result from an economic downturn; (4) changes in
legislation or regulatory requirements; (5) difficulties in improving operating efficiencies; (6) difficulties in the integration of
acquired businesses; and (7) increased risk associated with an increase in commercial real-estate and business loans.

* Includes shares held by the Company’s ESOP and 401k plans.

** Per share amounts have not been restated to give retroactive recognition to the 2.58681 exchange ratio applicable in
the January 17, 2003 conversion.

FNFG Ownership
Composition
(3/14/03)

Insider Ownership*
10%

Institutional Ownership
46%

Nominee Ownership
32%

Record Ownership 12%

Cash Dividends Paid** 1998 1999 2000 2001 2002
$0.06 $0.14 $0.28 $0.36 $0.43

Quarterly Stock Prices**
Q1 ‘01 Q2 ‘01 Q3 ‘01 Q4 ‘01 Q1 ‘02 Q2 ‘02 Q3 ‘02 Q4 ‘02

High $12.00 $15.99 $17.90 $17.45 $19.45 $29.99 $32.10 $32.04
Low $10.75 $10.75 $12.76 $15.20 $15.70 $17.00 $26.66 $25.95
Close $11.19 $15.53 $15.87 $16.83 $17.44 $27.76 $31.59 $26.12



Administrative Center
6950 South Transit Road, PO Box 514
Lockport, NY 14095-0514
1-800-201-6621
www.fnfg.com

O u r

Vision

O u r

Mission

To be the first choice for community banking
and financial services.

To excel as an independent, profitable company,
committed to growth and increasing long-term
shareholder value. 

To exceed the expectations of our customers by
building loyal relationships through products
and service of high quality and value. 

To attract, develop and retain employees who
demonstrate a genuine commitment to our core
values and success. 

To enhance the quality of life in the communities
we serve.


