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Part |. Financial I nformation
Item 1. Financial Statements

COMMUNITY BANK SYSTEM, INC.
CONSOLIDATED STATEMENTS OF CONDITION (Unaudited)
(In Thousands, Except Share Data)

September 30, December 31,
2019 2018
Assets:
Cash and cash equivalents $ 1,014,042 $ 211,834
Available-for-sale investment securities (cost of $2,392,004 and $2,952,278, respectively) 2,437,102 2,936,049
Equity and other securities (cost of $43,680 and $44,678, respectively) 44,640 45,609
Loans held for sale, at fair value 0 83
Loans 6,853,191 6,281,121
Allowance for loan losses (49,423) (49,284)
Net loans 6,803,768 6,231,837
Goodwill, net 773,610 733,503
Core deposit intangibles, net 17,872 18,596
Other intangibles, net 49,203 55,250
Intangible assets, net 840,685 807,349
Premises and equipment, net 169,933 119,988
Accrued interest and fees receivable 34,126 31,048
Other assets 253,001 223,498
Total assets $ 11,597,297 $ 10,607,295
Liabilities:
Noninterest-bearing deposits $ 2,549,395 $ 2,312,816
I nterest-bearing deposits 6,618,890 6,009,555
Total deposits 9,168,285 8,322,371
Short-term borrowings 0 54,400
Securities sold under agreement to repurchase, short-term 233,333 259,367
Other long-term debt 4,328 1,976
Subordinated notes payable 13,814 0
Subordinated debt held by unconsolidated subsidiary trusts 77,320 97,939
Accrued interest and other liabilities 259,796 157,459
Total liabilities 9,756,876 8,893,512
Commitments and contingencies (See Note K)
Shareholders' equity:
Preferred stock, $1.00 par value, 500,000 shares authorized, 0 shares issued 0 0
Common stock, $1.00 par value, 75,000,000 shares authorized; 51,842,966 and 51,576,839 shares
issued, respectively 51,843 51,577
Additional paid-in capital 921,682 911,748
Retained earnings 861,254 795,563
Accumulated other comprehensive income (l10ss) 2,470 (45,305)
Treasury stock, at cost (182,912 shares, including 178,361 shares held by deferred compensation
arrangements at September 30, 2019 and 319,015 sharesincluding 207,403 shares held by deferred
compensation arrangements at December 31, 2018, respectively) (6,875) (11,528)
Deferred compensation arrangements (178,361 and 207,403 shares, respectively) 10,047 11,728
Total shareholders' equity 1,840,421 1,713,783
Total liabilities and shareholders' equity $ 11,597,297 $ 10,607,295

The accompanying notes are an integral part of the consolidated financial statements.
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COMMUNITY BANK SYSTEM, INC.
CONSOLIDATED STATEMENTS OF INCOME (Unaudited)
(In Thousands, Except Per-Share Data)

Three Months Ended Nine Months Ended
September 30, September 30,
2019 2018 2019 2018
I nterest income:
Interest and fees on loans 79931 $ 72256 $ 227,701 $ 212,849
Interest and dividends on taxable investments 15,862 15,421 49,376 47,462
I nterest on nontaxabl e investments 2,854 3,226 8,603 10,001
Total interest income 98,647 90,903 285,680 270,312
Interest expense:
Interest on deposits 5,859 2,764 14,526 1,277
Interest on borrowings 347 796 1,397 1,722
Interest on subordinated notes payable 161 0 161 0
Interest on subordinated debt held by unconsolidated subsidiary trusts 1,004 1,145 3,161 3,645
Total interest expense 7,371 4,705 19,245 12,644
Net interest income 91,276 86,198 266,435 257,668
Provision for loan losses 1,751 2,215 5,573 8,342
Net interest income after provision for loan losses 89,525 83,983 260,862 249,326
Noninterest revenues:
Deposit service fees 16,920 16,127 48,780 54,268
Other banking revenues 945 1,536 3,628 3,942
Employee benefit services 24,329 23,265 72,170 68,813
I nsurance services 8,527 8,270 24,718 23,044
Wealth management services 6,363 6,168 19,290 19,370
Gain on sales of investment securities, net 0 0 4,882 0
Unrealized gain on equity securities 10 743 28 722
L oss on debt extinguishment 0 (318) 0 (318)
Total noninterest revenues 57,094 55,791 173,496 169,841
Noninterest expenses:
Salaries and employee benefits 56,061 51,062 163,448 155,323
Occupancy and equipment 9,801 9,770 29,708 29,738
Data processing and communications 10,675 10,509 30,475 29,463
Amortization of intangible assets 3,960 4.427 11,994 13,780
Legal and professional fees 2,595 2,522 7,999 8,047
Business development and marketing 2,604 2,587 8,532 7,301
Acquisition expenses 6,061 (832 7,789 (769)
Other expenses 5,172 5,188 16,812 14,793
Total noninterest expenses 96,929 85,233 276,757 257,676
Income before income taxes 49,690 54,541 157,601 161,491
Income taxes 10,472 11,435 31,422 33,673
Net income 39218 $ 43106 $ 126,179 $ 127,818
Basic earnings per share 076 $ 084 $ 244 % 2.49
Diluted earnings per share 075 $ 083 $ 241 $ 2.46

The accompanying notes are an integral part of the consolidated financial statements.
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COMMUNITY BANK SYSTEM, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (Unaudited)
(In Thousands)

Three Months Ended Nine Months Ended
September 30, September 30,
2019 2018 2019 2018

Pension and other post retirement obligations:
Amortization of actuarial lossesincluded in net periodic pension cost, gross $ 651 $ 304 % 1954 $ 910
Tax effect (158) (74) (477) (221)
Amortization of actuarial losses included in net periodic pension cost, net 493 230 $ 1,477 689
Amortization of prior service cost included in net periodic pension cost,

gross (28) (105) (86) (359)
Tax effect 6 25 21 87
Amortization of prior service cost included in net periodic pension cost, net (22) (80) (65) (272)
Initial projected benefit obligation recognized upon plan adoption, gross 0 (775) 0 (775)
Tax effect 0 189 0 189
Initial projected benefit obligation recognized upon plan adoption, net 0 (586) 0 (586)
Other comprehensive income (loss) related to pension and other post-

retirement obligations, net of taxes 471 (436) 1,412 (169)
Unr ealized gains (losses) on available-for-sale securities:
Net unrealized holding gains (losses) arising during period, gross 8,756 (20,094) 66,208 (76,705)
Tax effect (2,136) 4,879 (16,157) 18,639
Net unrealized holding gains (losses) arising during period, net 6,620 (15,215) 50,051 (58,066)
Reclassification adjustment for net gains included in net income, gross 0 0 (4,882) 0
Tax effect 0 0 1,194 0
Reclassification adjustment for net gainsincluded in net income, net 0 0 (3,688) 0
Reclassification of other comprehensive income due to changein

accounting principle — equity securities 0 0 0 (208)
Other comprehensive income/(loss) related to unrealized gains (losses) on

available-for-sale securities, net of taxes 6,620 (15,215) 46,363 (58,274)
Other comprehensive income (10ss), net of tax 7,091 (15,651) 47,775 (58,443)
Net income 39,218 43,106 126,179 127,818
Comprehensive income $ 46,309 $ 27455 $ 173954 $ 69,375

As of
September 30, December 31,
2019 2018

Accumulated Other Comprehensive Income (L oss) By Component:
Unrealized (loss) for pension and other post-retirement obligations $ (41,629 $ (43,497)
Tax effect 10,204 10,660
Net unrealized (loss) for pension and other post-retirement obligations (31,425) (32,837)
Unrealized gain (loss) on available-for-sale securities 45,097 (16,229)
Tax effect (10,994) 3,969
Reclassification of other comprehensive income due to change in accounting principle — equity securities (208) (208)
Net unrealized gain (loss) on available-for-sale securities 33,895 (12,468)
Accumulated other comprehensive income (loss) $ 2470 % (45,305)

The accompanying notes are an integral part of the consolidated financial statements.
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COMMUNITY BANK SYSTEM, INC.

CONSOLIDATED STATEMENTS OF CHANGESIN SHAREHOLDERS EQUITY (Unaudited)
Three monthsended September 30, 2019 and 2018

(In Thousands, Except Share Data)

Accumulated
Common Stock Additional Other Deferred
Shares Amount Paid-In Retained Comprehensive  Treasury  Compensation
Outstanding | ssued Capita Earnings (Loss) Stock Arrangements Tota
Balance at June 30, 2019 51,570,608 $ 51,806 $ 917,855 $ 843288 $ (4,621) $ (8,797) $ 9,979 $ 1,809,510
Net income 39,218 39,218
Other comprehensive

income, net of tax 7,091 7,091
Cash dividends declared:

Common, $0.41 per share (21,252) (21,252)
Common stock activity

under employee stock

ownership plan 37,542 37 1,254 1,291
Stock-based compensation 1,241 1,241
Treasury stock issued to

benefit plans, net 51,904 1,332 1,922 63 3,322
Balance at September 30,

2019 51,660,054 $ 51,843 $ 921682 $ 861,254 $ 2470 $ (6,875) $ 10,047 $ 1,840,421
Balance at June 30, 2018 51,085874 $ 51512 $ 904913 $ 750,779 $ (46,491) $ (15334) $ 11,580 $ 1,656,959
Net income 43,106 43,106
Other comprehensive loss,

net of tax (15,651) (15,651)
Cash dividends declared:

Common, $0.38 per share (19,482) (19,482)
Common stock activity

under employee stock

ownership plan 35,261 35 1,115 1,150
Stock-based compensation 1,211 1,211
Treasury stock issued to

benefit plans, net 15,541 451 531 70 1,052
Balance at September 30,

2018 51,136,676 $ 51547 $ 907690 $ 774403 $ (62,142) $ (14,803) $ 11,650 $ 1,668,345

The accompanying notes are an integral part of the consolidated financial statements.
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COMMUNITY BANK SYSTEM, INC.

CONSOLIDATED STATEMENTSOF CHANGESIN SHAREHOLDERS EQUITY (Unaudited)
Nine months ended September 30, 2019 and 2018

(In Thousands, Except Share Data)

Accumulated
Common Stock Additional Other Deferred
Shares Amount Paid-In Retained Comprehensive  Treasury = Compensation
Outstanding I ssued Capital Earnings (Loss) Stock Arrangements Total
Balance at December 31,

2018 51,257,824 $ 51577 $ 911,748 $ 795563 $ (45305) $ (11,528) $ 11,728 $ 1,713,783
Net income 126,179 126,179
Other comprehensive

income, net of tax 47,775 47,775
Cash dividends declared:

Common, $1.17 per share (60,488) (60,488)
Common stock activity

under employee stock

ownership plan 266,127 266 2,246 2,512
Stock-based compensation 3,998 3,998
Distribution of stock under

deferred compensation

arrangements 32,431 1,064 830 (1,894) 0
Treasury stock issued to

benefit plans, net 103,672 2,626 3,823 213 6,662
Balance at September 30,

2019 51,660,054 $ 51,843 $ 921682 $ 861254 $ 2470 $ (6875 $ 10,047 $ 1,840,421
Balance at December 31,

2017 50,696,077 $ 51,264 $ 894,879 $ 700557 $ (3,699) $ (21,014) $ 13,328 $ 1,635,315
Net income 127,818 127,818
Other comprehensive loss,

net of tax (58,235) (58,235)
Cumulative effect of change

in accounting principle -

equity securities 208 (208) 0
Cash dividends declared:

Common, $1.06 per share (54,180) (54,180)
Common stock activity

under employee stock

ownership plan 283,412 283 5,511 5,794
Stock-based compensation 4,607 4,607
Distribution of stock under

deferred compensation

arrangements 35,233 1,898 (1,898) 0
Treasury stock issued to

benefit plans, net 121,954 2,693 4,313 220 7,226
Balance at September 30,

2018 51,136,676 $ 51547 $ 907690 $ 774403 $ (62,142) $ (14,803) $ 11,650 $ 1,668,345




The accompanying notes are an integral part of the consolidated financial statements.
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COMMUNITY BANK SYSTEM, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)
(In Thousands)

Nine Months Ended

September 30,
2019 2018
Operating activities:
Net income 126,179 $ 127,818
Adjustmentsto reconcile net income to net cash provided by operating activities:
Depreciation 11,781 11,854
Amortization of intangible assets 11,994 13,780
Net accretion on securities, loans and borrowings (4,545) (7,142)
Stock-based compensation 3,998 4,607
Provision for loan losses 5,573 8,342
Amortization of mortgage servicing rights 285 340
Gain on sale of investment securities, net (4,882 0
Unrealized gain on equity securities (28) (722)
L oss on debt extinguishment 0 318
Income from bank-owned life insurance policies (1,215) (1,277)
Net gain on sale of loans and other assets 2 (207)
Change in other assets and other liabilities (20,152) 9,966
Net cash provided by operating activities 128,986 167,778
Investing activities:
Proceeds from sales of available-for-sale investment securities 590,179 0
Proceeds from maturities, calls, and paydowns of available-for-sale investment securities 153,785 102,549
Proceeds from maturities and redemptions of equity and other investment securities 3,258 8,292
Purchases of available-for-sale investment securities (86,073) (47,495)
Purchases of equity and other securities (144) (31)
Net increasein loans (200,020) (51,170)
Cash paid for acquisitions, net of cash acquired of $90,381 and $16, respectively (4,653) (1,737)
Settlement of bank-owned life insurance policies 1,597 0
Purchases of premises and equipment, net (5,025) (8,903)
Real estate limited partnership investments (1,342) (1,197)
Net cash provided by investing activities 551,562 308
Financing activities:
Net increase in deposits 277,833 19,401
Net decrease in borrowings (80,502) (86,523)
Payments on subordinated debt held by unconsolidated subsidiary trusts (22,681) (25,207)
| ssuance of common stock 2,512 5,794
Purchases of treasury stock (213) (220)
Sales of treasury stock 6,662 7,226
Increase in deferred compensation arrangements 213 220
Cash dividends paid (59,014) (52,006)
Withholding taxes paid on share-based compensation (3,150) (971)
Net cash provided by/(used in) financing activities 121,660 (132,286)
Changein cash and cash equivalents 802,208 35,800
Cash and cash eguivalents at beginning of period 211,834 221,038
Cash and cash equivalents at end of period 1,014,042 $ 256,838
Supplemental disclosures of cash flow information:
Cash paid for interest 18455 $ 12,870
Cash paid for income taxes 34,150 20,674
Supplemental disclosures of noncash financing and investing activities:
Dividends declared and unpaid 21,282 19,634
Transfers from loans to other real estate 1,833 2,426
Acquisitions:
Fair value of assets acquired, excluding acquired cash and intangibles 548,934 115
Fair value of liabilities assumed 589,611 31

The accompanying notes are an integral part of the consolidated financial statements.
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COMMUNITY BANK SYSTEM, INC.
NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
SEPTEMBER 30, 2019

NOTE A: BASISOF PRESENTATION

Theinterim financial data as of and for the three and nine months ended September 30, 2019 is unaudited; however, in the opinion of Community
Bank System, Inc. (the“ Company”), the interim dataincludes all adjustments, consisting only of normal recurring adjustments, necessary for afair
statement of the results for the interim periodsin conformity with generally accepted accounting principlesin the United States of America
(“GAAP"). Theresults of operations for the interim periods are not necessarily indicative of the results that may be expected for the full year or
any other interim period.

NOTE B: ACQUISITIONS

Subsequent Event/Pending Acquisition — Steuben Trust Corporation

On October 21, 2019, the Company announced that it had entered into a definitive agreement to acquire Steuben Trust Corporation (“ Steuben”),
parent company of Steuben Trust Company, aNew Y ork State chartered bank headquartered in Hornell, New Y ork, for approximately $106.8 million
in Company stock and cash. The acquisition will add 15 branch locations, extend the Company’s footprint into two new countiesin Western New
Y ork State, and enhance the Company’s presence in four Western New Y ork State countiesin which it currently operates. The acquisitionis
expected to close during the second quarter of 2020, pending both customary regulatory and Steuben shareholder approval. The Company expects
to incur certain one-time, transaction-related costsin 2019 and 2020 in connection with the Steuben acquisition.

On September 18, 2019, the Company, through its subsidiary, Community Investment Services, Inc. (“CISI”), completed its acquisition of certain
assets of a practice engaged in the financial services business headquartered in Syracuse, New Y ork. The Company paid $0.5 million in cash to
acquire a customer list, and recorded a $0.5 million customer list intangible asset in conjunction with the acquisition. The effects of the acquired
assets have been included in the consolidated financial statements since that date.

On July 12, 2019, the Company completed its merger with Kinderhook Bank Corp. (“ Kinderhook”), parent company of The National Union Bank of
Kinderhook, headquartered in Kinderhook, New Y ork, for $93.4 million in cash. The merger added 11 branch locations across a five county areain
the Capital District of Upstate New Y ork. The merger resulted in the acquisition of $642.9 million of assets, including $479.9 million of loans and
$39.8 million of investment securities, aswell as $568.1 million of deposits and $40.1 million in goodwill. The effects of the acquired assets and
liabilities have been included in the consolidated financial statements since that date. Revenues, excluding interest income on acquired
investments, of approximately $4.3 million and direct expenses, which may not include certain shared expenses, of approximately $1.8 million from
Kinderhook were included in the consolidated income statement for the three and nine months ended September 30, 2019.

On January 2, 2019, the Company, through its subsidiary, CISI, completed its acquisition of certain assets of Wealth Resources Network, Inc.
(“Wealth Resources”), afinancial services business headquartered in Liverpool, New Y ork. The Company paid $1.2 million in cash to acquire a
customer list from Wealth Resources, and recorded a $1.2 million customer list intangible asset in conjunction with the acquisition. The effects of
the acquired assets have been included in the consolidated financial statements since that date.

On April 2, 2018, the Company, through its subsidiary, Benefit Plans Administrative Services, Inc. (“BPAS’), acquired certain assets of HR
Consultants (SA), LLC (“HR Consultants”), aprovider of actuarial and benefit consulting services headquartered in Puerto Rico. The Company
paid $0.3 million in cash to acquire the assets of HR Consultants and recorded intangible assets of $0.3 million in conjunction with the acquisition.
The effects of the acquired assets have been included in the consolidated financial statements since that date.

On January 2, 2018, the Company, through its subsidiary, OneGroup NY/, Inc. (“OneGroup”), completed its acquisition of certain assets of Penna &
Associates Agency, Inc. (“Penna’), an insurance agency headquartered in Johnson City, New Y ork. The Company paid $0.8 million in cash to
acquire the assets of Penna, and recorded goodwill in the amount of $0.3 million and a customer list intangible asset of $0.3 million in conjunction
with the acquisition. The effects of the acquired assets and liabilities have been included in the consolidated financial statements since that date.

On January 2, 2018, the Company, through its subsidiary, CISI, completed its acquisition of certain assets of Styles Bridges Associates (“ Styles
Bridges’), afinancial services business headquartered in Canton, New Y ork. The Company paid $0.7 million in cash to acquire a customer list from
Styles Bridges, and recorded a $0.7 million customer list intangible asset in conjunction with the acquisition. The effects of the acquired assets
have been included in the consolidated financial statements since that date.
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The assets and liabilities assumed in the acquisitions were recorded at their estimated fair values based on management's best estimates using
information available at the dates of the acquisitions, and were subject to adjustment based on updated information not available at the time of the
acquisitions. The accrued income taxes associated with the Kinderhook acquisition were recorded on a provisional basis and could vary from the
actual recorded balance once finalized.

The above referenced acquisitions generally expanded the Company’s geographical presencein New Y ork and management expects that the
Company will benefit from greater geographic diversity and the advantages of other synergistic business development opportunities.

The following table summarizes the estimated fair value of the assets acquired and liabilities assumed after considering the measurement period
adjustments described above:

2019 2018
(000s omitted) Kinderhook Other @ Totad Other @
Consideration paid :
Cash $ 93384 $ 1650 $ 95034 $ 1,753
Total net consideration paid $ 93,384 $ 1650 $ 95,034 $ 1,753
Recognized amounts of identifiable assets acquired and liabilities assumed:

Cash and cash equivalents 90,381 0 90,381 16
Available-for-sale investment securities 37,653 0 37,653 0
Equity and other securities 2,117 0 2,117 0
Loans 479,931 0 479,931 0
Premises and equipment 13,970 0 13,970 10
Accrued interest and fees receivable 1,119 0 1,119 0
Other assets 14,144 0 14,144 105
Core deposit intangibles 3,573 0 3,573 0
Other intangibles 0 1,650 1,650 1,343
Deposits (568,081) 0 (568,081) 0
Other liabilities (3,217) 0 (3,217) (31)
Subordinated notes payable (13,831) 0 (13,831) 0
Other long-term debt (2,420) 0 (2,420) 0
Subordinated debt held by unconsolidated subsidiary trusts (2,062) 0 (2,062) 0
Total identifiable assets, net 53,277 1,650 54,927 1,443
Goodwill $ 40,107 $ 0 $ 40,107 $ 310

() I ncludes amounts related to both acquisitions completed by CISI in 2019.
@ | ncludes amounts related to the Styles Bridges, Penna, and HR Consultants acquisitions.

Acquired loans that have evidence of deterioration in credit quality since origination and for which it is probable, at acquisition, that the Company
will be unableto collect al contractually required payments were aggregated by comparable characteristicsand recorded at fair value without a
carryover of therelated allowance for loan losses. Cash flows for each loan were determined using an estimate of credit losses and rate of
prepayments. Projected monthly cash flows were then discounted to present value using a market-based discount rate. The excess of the
undiscounted expected cash flows over the estimated fair value isreferred to as the “accretable yield” and is recognized into interest income over
the remaining lives of the acquired loans.

Thefollowing isasummary of the loans acquired from Kinderhook at the date of acquisition:

Acquired Acquired Total
Impaired Non-impaired Acquired
(000s omitted) L oans L oans L oans
Contractually required principal and interest at acquisition $ 12661 $ 591,694 $ 604,355
Contractual cash flows not expected to be collected (4,096) (5,472) (9,568)
Expected cash flows at acquisition 8,565 586,222 594,787
Interest component of expected cash flows (512) (114,344) (114,856)
Fair value of acquired loans $ 8,053 $ 471,878 $ 479,931

The fair value of checking, savings and money market deposit accounts acquired were assumed to approximate the carrying value as these
accounts have no stated maturity and are payable on demand. Certificate of deposit accounts were valued at the present value of the certificates
expected contractual payments discounted at market rates for similar certificates. Thefair value of subordinated notes payable was estimated
using discounted cash flows and interest rates being offered on similar securities. Subordinated notes payable assumed with the Kinderhook
acquisition included $3.0 million of subordinated notes with afixed interest rate of 6.0% maturing in February 2028 and $10.0 million of



subordinated notes with afixed interest rate of 6.375% maturing in November 2025.
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The core deposit intangibles and other intangibles related to both acquisitions completed by CISI in 2019, Kinderhook, Styles Bridges, Penna, and
HR Consultants acquisitions are being amortized using an accel erated method over their estimated useful life of eight years. The goodwill, which
is not amortized for book purposes, was assigned to the Banking segment for the Kinderhook acquisition and the All Other segment for the Penna
acquisition. Goodwill arising from the Kinderhook acquisition is not deductible for tax purposes. Goodwill arising from the Pennaacquisitionis
deductible for tax purposes.

Direct costs related to the acquisitions were expensed asincurred. Merger and acquisition integration-rel ated expenses amount to $6.1 million and
$7.8 million during the three and nine months ended September 30, 2019 and have been separately stated in the Consolidated Statements of
Income. During the three and nine months ended September 30, 2018, the Company recognized merger and acquisition integration-related
recoveriesin the amount of $0.8 million due to an adjustment of contract termination expenses that have been separately stated in the
Consolidated Statements of Income.

Supplemental Pro Forma Financial Information

The following unaudited condensed pro formainformation assumes the Kinderhook acquisitions had been completed as of January 1, 2018 for the
three and nine months ended September 30, 2018 and September 30, 2019. The pro formainformation does not include amounts related to the two
acquisitions completed by CISI in 2019 as the amounts were immaterial. The table below has been prepared for comparative purposes only and is
not necessarily indicative of the actual results that would have been attained had the acquisitions occurred as of the beginning of the year
presented, nor isit indicative of the Company’s future results. Furthermore, the unaudited pro formainformation does not reflect management’s
estimate of any revenue-enhancing opportunities nor anticipated cost savings that may have occurred as aresult of the integration and
consolidation of the acquisitions.

The pro formainformation set forth below reflects the historical results of Kinderhook combined with the Company’s consolidated statement of
income with adjustments related to (a) certain purchase accounting fair value adjustments and (b) amortization of customer lists and core deposit
intangibles. Acquisition-related expenses totaling $6.1 million and $7.8 million for the three and nine months ended September 30, 2019 were
included in the pro formainformation asif they were incurred in the first quarter of 2018.

Pro Forma (Unaudited) Pro Forma (Unaudited)
Three Months Ended Nine Months Ended
September 30,  September 30,  September 30,  September 30,
(000’ s omitted) 2019 2018 2019 2018
Total revenue, net of interest expense $ 149,087 $ 148152 $ 452995 $ 446,084
Net income 44,154 44,313 135,370 125,505

NOTE C: ACCOUNTING POLICIES

The accounting policies of the Company, as applied in the consolidated interim financial statements presented herein, are substantially the same as
those followed on an annual basis as presented on pages 65 through 75 of the Annual Report on Form 10-K for the year ended December 31, 2018
filed with the Securities and Exchange Commission (“SEC”) on March 1, 2019 except as noted below.

Contract Balances

A contract asset balance occurs when an entity performs a service for a customer before the customer pays consideration (resulting in a contract
receivable) or before payment is due (resulting in a contract asset). A contract liability balance is an entity’s obligation to transfer aserviceto a
customer for which the entity has already received payment (or payment is due) from the customer. The Company’s nhoninterest revenue streams
are largely based on transactional activity, or standard month-end revenue accrual s such as asset management fees based on month-end market
values. Consideration is often received immediately or shortly after the Company satisfies its performance obligation and revenue is recogni zed.
The Company does not typically enter into long-term revenue contracts with customers, and therefore, does not experience significant contract
balances. As of September 30, 2019, $28.0 million of accounts receivable, including $8.3 million of unbilled fee revenue, and $1.9 million of unearned
revenue was recorded in the consolidated statements of condition. As of December 31, 2018, $26.4 million of accounts receivable, including $7.8
million of unbilled fee revenue, and $2.2 million of unearned revenue was recorded in the consolidated statements of condition.

Leases

The Company occupies certain offices and uses certain equipment under non-cancelable operating |ease agreements. The Company determinesif
an arrangement is alease at inception. The right-of-use assets associated with operating leases are recorded in premises and equipment in the
Company’s consolidated statements of condition. The lease liabilities associated with operating leases are included in accrued interest and other
liahilitiesin the Company’s consolidated statements of condition.
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Right-of-use assets represent the Company’s right to use the underlying assets for the lease term and lease liabilities represent the Company’s
obligation to make | ease payments arising from the associated |eases. Operating lease right-of-use assets and liabilities are recognized at the
commencement date of the |ease based on the present value of |ease payments over the lease term. The Company uses interest rates on advances
from the Federal Home Loan Bank of New Y ork available at the time of commencement to determine the present val ue of |ease payments. The
operating | ease right-of-use assets include any |ease payments made at the time of commencement and exclude lease incentives. The Company’s
lease terms may include options to extend or terminate the lease when it is reasonably certain that the option will be exercised. L ease expenseis
recognized on a straight-line basis over the lease term and is included in occupancy and equipment expense in the Company’s consolidated
statements of income.

The Company elected to account for |ease and non-lease components separately, applies a portfolio approach to account for the lease right-of-use
assets and liabilities for certain equipment leases and el ected to exclude leases with aterm of 12 months or less from the recognition and
measurement policies described above.

Derivative Financial I nstruments and Hedging Activities

The Company accounts for derivative financial instruments at fair value. If certain conditions are met, a derivative may be specifically designated
as (1) ahedge of the exposure to changesin the fair value of arecognized asset or liability or an unrecognized firm commitment (“fair value
hedge”), (2) ahedge of the exposure to variable cash flows of aforecasted transaction or the variability of cash flowsto be received or paid related
to arecognized asset or liability (“ cash flow hedge”), or (3) an instrument with no hedging designation (“stand-alone derivative’). For afair value
hedge, the gain or loss on the derivative, as well as the offsetting 1oss or gain on the hedged item, are recognized in current earnings as fair values
change. For acash flow hedge, the gain or loss on the derivativeis reported in other comprehensive income and is reclassified into earningsin the
same periods during which the hedged transaction affects earnings. Changesin thefair value of derivativesthat do not qualify for hedge
accounting are reported currently in earnings, as noninterest revenues.

Net cash settlements on derivatives that qualify for hedge accounting are recorded in interest income or interest expense, based on the item being
hedged. Net cash settlements on derivatives that do not qualify for hedge accounting are reported in noninterest revenues. Cash flows on
hedges are classified in the consolidated statements of cash flow statement the same as the cash flows of the items being hedged.

The Company formally documents the relationship between derivatives and hedged items, aswell as the risk-management objective and strategy
for undertaking hedge transactions at the inception of the hedging relationship. This documentation includes linking the fair value or cash flow
hedges to specific assets and liabilities on the statements of condition or to specific commitments or forecasted transactions.

When hedge accounting is discontinued, subsequent changesin fair value of the derivative are recorded in noninterest revenues. When afair
value hedge is discontinued, the hedged asset or liability is no longer adjusted for changesin fair value and the existing basis adjustment is
amortized or accreted over the remaining life of the asset or liability. When a cash flow hedge is discontinued, but the hedged cash flows or
forecasted transactions are still expected to occur, gains or losses that were accumulated in other comprehensive income are amortized into
earnings over the same periods which the hedged transactions will affect earnings.

Recently Adopted Accounting Pronouncements

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). This new guidance supersedes the |ease requirementsin Topic 840, Leases
and is based on the principle that alessee should recognize in the statement of financial position aliability to make |ease payments (the lease
liability) and aright-of-use asset representing its right to use the underlying asset for the lease term. The accounting applied by alessor islargely
unchanged from that applied under the previous guidance. In addition, the guidance requires an entity to separate the lease components from the
nonlease componentsin acontract. The ASU requires disclosures about the amount, timing, and judgments related to areporting entity’s
accounting for leases and related cash flows. The standard isrequired to be applied to all leases in existence as of the date of adoption using a
modified retrospective transition approach, with certain practical expedients available. The Company adopted this guidance on January 1, 2019
using the cumul ative-effect adjustment method. The cumulative-effect adjustment was not material. The Company elected several practical
expedients available under the standard. The Company elected to not reassess whether any expired or existing contracts are or contain leases, to
not reassess the classification (operating or capital) of any expired or existing contracts, to not reassessinitial direct costsfor existing leases, and
to use hindsight in determining the lease term. The Company has implemented processes and a lease accounting system to ensure adequate
internal controls were in place to assess our contracts and enable proper accounting and reporting of financial information upon adoption. The
increasein total assets and total liabilities was $34.2 million. The impact on the Company’s results of operations and cash flows was not material.
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In August 2017, the FASB issued ASU No. 2017-12, Derivatives and Hedging (Topic 815): Targeted I mprovementsto Accounting for Hedging
Activities. Thisnew guidance amends current guidance to better align hedge accounting with risk management activities and reduce the
complexity involved in applying hedge accounting. Under this new guidance, the concept of hedge ineffectiveness will be eliminated. Ineffective
income generated by cash flow and net investment hedges will be recognized in the same financial reporting period and income statement lineitem
as effectiveincome, so asto reflect the full cost of hedging at one time and in one place. Ineffective income generated by fair value hedges will
continue to be reflected in current period earnings; however, it will be recognized in the same income statement line item as effective income. The
guidance will also allow any contractually specified variable rate to be designated as the hedged risk in a cash flow hedge. With respect to fair
value hedges of interest rate risk, the guidance will allow changesin the fair value of the hedged item to be calculated solely using changesin the
benchmark interest rate component of the instrument’stotal contractual coupon cash flows. The Company adopted this guidance on January 1,
2019 on amodified retrospective basis. The adoption of this ASU did not have amaterial impact on the Company’s consolidated financial
statements.

New Accounting Pronouncements

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments— Credit Losses (Topic 326). This new guidance significantly changes
how entities will measure credit losses for most financial assets and certain other instruments that are not measured at fair value through net
income. This ASU will replace the “incurred loss” model under existing guidance with an “expected loss” model, better known as CECL, for
instruments measured at amortized cost, and require entities to record allowances for avail able-for-sal e debt securities rather than reduce the
carrying amount, as they do today under the other-than-temporary impairment model. CECL simplifies the accounting model for purchased credit-
impaired debt securities and |oans and requires adoption through a cumul ative-effect adjustment to retained earnings as of the beginning of the
first reporting period in which the guidance is adopted. CECL is effective for fiscal years beginning after December 15, 2019, including interim
periods within those fiscal years.

The Company is currently evaluating the impact CECL will have on the Company’s consolidated financial statements, and expects achangein the
allowance for loan losses resulting from the change to expected losses for the estimated life of the financial asset. Management has devel oped its
CECL model for the Company’sloan portfolio, which utilizesits historical datathrough September 30, 2019, aswell as current and expected
economic conditions and forecasts. The Company has compl eted the evaluation of its data requirements, determined its loan segments, determined
the model construct for each segment, developed its qualitative framework and produced an estimated Allowance for Credit Loss amount based on
the September 30, 2019 datainputs, assumptions and mathematical calculations. The Company isin the process of evaluating the model’s
sensitivity to various model inputs, as well asidentifying the key controls around model devel opment, quarterly model operations and the
production of quarterly and annual financial statement disclosures.

Based on the preliminary September 30, 2019 model results, the Company believesit will establish an Allowance for Credit L osses at the time of
adoption of between $52 million and $60 million. This comparesto an alowance for loan losses of $49.4 million at September 30, 2019 based on the
current incurred loss model and represents approximately a 5% to 21% increase in the Company’s allowance. These results should be considered
preliminary and may change due to factors including, but not limited to, changesin estimated historical losses, changesin the Company’s asset
quality trends, changesin current economic conditions and changes in the Company’s economic forecast.

Upon adoption, the Company does not expect to record any material allowance for credit |osses on its available-for-sale debt securities or on its
other instruments carried at amortized cost, other than its held-for-investment loan portfolio. The Company’ s regulators will permit financial
institutionsto “ phase-in” the impact of CECL onitsregulatory capital ratios over 3 yearswith transitional relief of incremental capital
requirements. The Company does not expect to utilize the phased-in approach and instead anticipates it will record the entire cumulative-effect
adjustment against its regulatory capital at the time of adoption.

In January 2017, the FASB issued ASU No. 2017-04, Intangibles-Goodwill and Other (Topic 350). The amendments simplify how an entity is
required to test goodwill for impairment by eliminating the requirement to measure a goodwill impairment loss by comparing theimplied fair value
of areporting unit’s goodwill with the carrying amount of that goodwill. Instead, an entity will perform its goodwill impairment test by comparing
the fair value of areporting unit with its carrying amount, and recognize an impairment charge for the amount by which the carrying amount of the
reporting unit exceedsitsfair value. Impairment loss recognized under this new guidance will be limited to the goodwill allocated to the reporting
unit. This ASU is effective prospectively for the Company for annual or interim goodwill impairment testsin fiscal years beginning after December
15, 2019. Early adoption was permitted for interim or annual goodwill impairment tests performed on testing dates after January 1, 2017. ThisASU
is not expected to have a material impact on the Company’s consolidated financial statements.
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NOTE D: INVESTMENT SECURITIES

The amortized cost and estimated fair value of investment securities as of September 30, 2019 and December 31, 2018 are asfollows:

September 30, 2019

December 31, 2018

Gross Gross Gross Gross
Amortized Unredlized Unredlized Fair Amortized Unredlized Unredlized Fair
(000's omitted) Cost Gains L osses Vaue Cost Gains L osses Vaue
Available-for-Sale
Portfolio:
U.S. Treasury and agency
securities $ 1482739 $ 24122 $ 214 $ 1506647 $ 2036474 $ 2190 $ 14911 $ 2,023,753
Obligations of state and
political subdivisions 442,942 15,159 11 458,090 453,640 6,563 1,049 459,154
Government agency
mortgage-backed
securities 406,329 6,330 843 411,816 390,234 1,526 9,283 382,477
Corporate debt securities 2,542 0 2 2,540 2,588 0 42 2,546
Government agency
collateralized mortgage
obligations 57,452 592 35 58,009 69,342 60 1,283 68,119
Total available-for-sale
portfolio $ 2392004 $ 46,203 $ 1,105 $ 2437102 $ 2952278 $ 10339 $ 26,568 $ 2,936,049
Equity and other Securities:
Equity securities, at fair
value $ 251 $ 210 $ 0 $ 461 $ 251 $ 200 $ 19 $ 432
Federal Home Loan Bank
common stock 6,912 0 0 6,912 8,768 0 0 8,768
Federal Reserve Bank
common stock 31,992 0 0 31,992 30,690 0 0 30,690
Other equity securities, at
adjusted cost 4,525 750 0 5,275 4,969 750 0 5,719
Total equity and other
securities $ 43680 $ 9%0 $ 0 $ 44640 $ 44678 $ 950 $ 19 $ 45609
A summary of investment securities that have been in a continuous unrealized loss position is as follows:
As of September 30, 2019
Lessthan 12 Months 12 Months or L onger Total
Gross Gross Gross
Fair  Unrealized Fair  Unrealized Fair  Unredized
(000's omitted) # Value L osses # Vaue Losses # Vaue Losses
Available-for-Sale Portfolio:
U.S. Treasury and agency securities 6 $77332 $ 58 12 $107,840 $ 156 18 $185,172 $ 214
Obligations of state and political subdivisions 73 7,125 11 0 0 0 73 7,125 11
Government agency mortgage-backed securities 24 34,660 95 55 58,473 748 79 93133 843
Corporate debt securities 0 0 0 1 2,540 2 1 2,540 2
Government agency collateralized mortgage obligations 5 6,662 9 7 5,357 26 12 12,019 35
Total available-for-sale investment portfolio 108 $125,779 $ 173 75 $174,210 $ 932 183 $299,989 $ 1,105
As of December 31, 2018
Lessthan 12 Months 12 Months or L onger Tota
Gross Gross Gross
Fair  Unredized Fair Unredlized Fair Unredlized
(000's omitted) # Vaue Losses # Vadue L osses # Vadue L osses
Available-for-Sale Portfolio:
U.S. Treasury and agency securities 7 $473,082 $ 682 64 $1,213,276 $ 14,229 71 $1,686,358 $ 14,911



Obligations of state and political subdivisions 118 55,671 216 97 51,753 833 215 107,424 1,049

Government agency mortgage-backed securities 43 47,708 258 181 253,931 9,025 224 301,639 9,283

Corporate debt securities 0 0 0 1 2,546 42 1 2,546 42

Government agency collateralized mortgage obligations 1 66 0 41 63,112 1,283 42 63,178 1,283
Total available-for-sale investment portfolio 169 $576,527 $ 1,156 384 $1584618 $ 25412 553 $2,161,145 $ 26,568

Equity and other Securities:

Equity securities, at fair value 19 82 $ 19 0% 0% 0 13 82 $ 19
Total equity and other securities 1% 82 % 19 0% 0% 0 18 82 % 19
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The unrealized |osses reported pertaining to securitiesissued by the U.S. government and its sponsored entities, include treasuries, agencies, and
mortgage-backed securitiesissued by Ginnie Mae, Fannie Mae, and Freddie Mac, which are currently rated AAA by Moody’s Investor Services,
AA+ by Standard & Poor’s and are guaranteed by the U.S. government. The majority of the obligations of state and political subdivisions and
corporations carry acredit rating of A or better. Additionally, amajority of the obligations of state and political subdivisions carry a secondary
level of credit enhancement. The Company does not intend to sell these securities, nor isit more likely than not that the Company will be required
to sell these securities prior to recovery of the amortized cost. The unrealized lossesin the portfolios are primarily attributable to changesin
interest rates. As such, management does not believe any individual unrealized loss as of September 30, 2019 represents other-than-temporary
impairment.

The amortized cost and estimated fair value of debt securities at September 30, 2019, by contractual maturity, are shown below. Expected maturities
will differ from contractual maturities because borrowers may have the right to call or prepay obligations with or without call or prepayment
penalties. Securities not due at a single maturity date are shown separately.

Available-for-Sale

Amortized Fair

(000's omitted) Cost Value
Duein one year or less $ 71512 $ 71,510
Due after one through five years 1,512,018 1,538,064
Due after five years through ten years 54,176 58,251
Due after ten years 290,517 299,452

Subtotal 1,928,223 1,967,277
Government agency mortgage-backed securities 406,329 411,816
Government agency collateralized mortgage obligations 57,452 58,009

Total $ 2392004 $ 2,437,102

As of September 30, 2019, $245.6 million of U.S. Treasury securities were pledged as collateral for securities sold under agreement to repurchase.
All securities sold under agreement to repurchase as of September 30, 2019 have an overnight and continuous maturity.

During the nine-month period ending September 30, 2019, the Company sold $590.2 million of U.S. Treasury and agency securities, recognizing $5.0
million of grossrealized gains and $0.1 million of gross realized losses. The proceeds from these sales were primarily held in interest-earning cash
and cash equivalents at higher net yields as of September 30, 2019.

NOTE E: LOANS

The segments of the Company’s loan portfolio are disaggregated into the following classes that allow management to monitor risk and
performance:

¢ Consumer mortgages consist primarily of fixed rate residential instruments, typically 10 — 30 yearsin contractual term, secured by first
lienson real property.

e Businesslending iscomprised of general purpose commercial and industrial loans including, but not limited to, municipal lending,
agricultural-related and dealer floor plans, aswell as mortgages on commercial properties.

*  Consumer indirect consists primarily of installment loans originated through sel ected deal erships and are secured by automobiles, marine
and other recreational vehicles.

*  Consumer direct consists of all other loansto consumers such as personal installment loans and lines of credit.

*  Home equity products are consumer purpose installment loans or lines of credit most often secured by afirst or second lien position on
residential real estate with termsup to 30 years.

The balances of these classes are summarized as follows:

September 30, December 31,

(000's omitted) 2019 2018
Business lending $ 2779612 $ 2,396,977
Consumer mortgage 2,405,191 2,235,408
Consumer indirect 1,091,980 1,083,207
Consumer direct 187,379 178,820
Home equity 389,029 386,709
Grossloans, including deferred origination costs 6,853,191 6,281,121
Allowance for loan losses (49,423) (49,284)
Loans, net of allowance for loan losses $ 6,803,768 $ 6,231,837
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The outstanding balance related to credit impaired acquired loans was $16.7 million and $7.4 million at September 30, 2019 and December 31, 2018,
respectively. The changesin the accretable discount related to the credit impaired acquired loans are as follows:

(000’ s omitted)

Balance at December 31, 2018 $ 437
Accretion recognized, year-to-date (302
Net reclassification from non-accretable to accretable 96
Kinderhook acquisition 512
Balance at September 30, 2019 $ 743
Credit Quality

Management monitors the credit quality of itsloan portfolio on an ongoing basis. Measurement of delinquency and past due status are based on
the contractual terms of each loan. Past due loans are reviewed on amonthly basisto identify loans for non-accrual status. Thefollowingisan
aged analysis of the Company’s past due loans, by class as of September 30, 2019:

L egacy L oans (excludes loans acquired after January 1, 2009)

Past Due 90+ Days Past

30-89 Due and Total

(000’ s omitted) Days Still Accruing Nonaccrual Past Due Current Total Loans

Business lending $ 2697 $ 189 $ 4590 $ 7476 $ 1778596 $ 1,786,072
Consumer mortgage 11,038 2,976 10,650 24,664 1,921,265 1,945,929
Consumer indirect 10,307 177 0 10,484 1,074,849 1,085,333
Consumer direct 1,046 38 0 1,084 177,242 178,326
Home equity 1,496 354 1,404 3,254 308,375 311,629
Total $ 26584 $ 3734 % 16,644 $ 46962 $ 5260327 $ 5,307,289

Acquired L oans (includes loans acquired after January 1, 2009)

Past Due 90+ Days Past

30-89 Due and Total Acquired

(000’ s omitted) Days Still Accruing Nonaccrual Past Due Impaired® Current Total Loans

Business lending $ 747 $ 997 $ 3957 $ 5701 $ 11,508 $ 976,331 $ 993,540
Consumer mortgage 1,573 171 2,409 4,153 0 455,109 459,262
Consumer indirect 33 32 0 65 0 6,582 6,647
Consumer direct 86 5 54 145 0 8,908 9,053
Home equity 279 125 546 950 0 76,450 77,400
Total $ 2718 $ 1330 $ 6,966 $ 11,014 $ 11508 $ 1523380 $ 1,545,902

(1) Acquired impaired loans were not classified as nonperforming assets as the loans are considered to be performing under ASC 310-30. Asa
result interest income, through the accretion of the difference between the carrying amount of the loans and the expected cashflows, isbeing
recognized on all acquired impaired loans.

Thefollowing is an aged analysis of the Company’s past due loans by class as of December 31, 2018:
L egacy L oans (excludes loans acquired after January 1, 2009)

Past Due 90+ Days Past

30-89 Due and Total

(000’ s omitted) Days Still Accruing Nonaccrual Past Due Current Total Loans

Business lending $ 5261 $ 179 $ 4872 % 10312 $ 1608515 $ 1618827
Consumer mortgage 12,468 1,393 9,872 23,733 1,824,717 1,848,450
Consumer indirect 14,609 258 0 14,867 1,057,525 1,072,392
Consumer direct 1,778 48 0 1,826 173,948 175,774
Home equity 983 228 1,438 2,649 309,892 312,541
Total $ 35099 $ 2106 $ 16,182 $ 53387 $ 4974597 $ 5,027,984
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Acquired L oans (includes loans acquired after January 1, 2009)

Past Due 90+ Days Past

30-89 Dueand Tota Acquired

(000’ s omitted) Days Still Accruing Nonaccrual Past Due Impaired® Current Total Loans

Business lending $ 974 % 0 $ 3498 $ 4472 $ 5446 $ 768232 $ 778,150
Consumer mortgage 841 232 2,390 3,463 0 383,495 386,958
Consumer indirect 78 34 0 112 0 10,703 10,815
Consumer direct 115 4 0 119 0 2,927 3,046
Home equity 613 79 474 1,166 0 73,002 74,168
Total $ 2621 $ 349 3 6,362 $ 9332 $ 5446 $ 1238359 $ 1,253,137

(1) Acquired impaired loans were not classified as nonperforming assets as the loans are considered to be performing under ASC 310-30. Asa
result interest income, through the accretion of the difference between the carrying amount of the loans and the expected cashflows, isbeing
recognized on all acquired impaired loans.

The Company uses several credit quality indicators to assess credit risk in an ongoing manner. The Company’s primary credit quality indicator for
its business lending portfolio isan internal credit risk rating system that categorizesloans as “pass”, “ special mention”, “classified”, or
“doubtful”. Credit risk ratings are applied individually to those classes of loans that have significant or unique credit characteristics that benefit
from a case-by-case evaluation. In general, the following are the definitions of the Company’s credit quality indicators:

Pass The condition of the borrower and the performance of the loans are satisfactory or better.

Specia Mention The condition of the borrower has deteriorated although the loan performs as agreed.

Classified The condition of the borrower has significantly deteriorated and the performance of the loan could further deteriorate, if
deficiencies are not corrected.

Doubtful The condition of the borrower has deteriorated to the point that collection of the balance isimprobable based on current

facts and conditions.

The following table shows the amount of business lending loans by credit quality category:

September 30, 2019 December 31, 2018

(000’ s omitted) L egacy Acquired Total L egacy Acquired Total

Pass $ 1609382 $ 886,363 $ 2495745 $ 1439337 $ 702493 $ 2,141,830
Special mention 91,159 61,289 152,448 105,065 40,107 145,172
Classified 85,531 34,380 119,911 74,425 28,525 102,950
Doubtful 0 0 0 0 1,579 1,579
Acquired impaired 0 11,508 11,508 0 5,446 5,446
Total $ 1786072 $ 093540 $ 2779612 $ 1618827 $ 778150 $ 2,396,977

All other loans are underwritten and structured using standardized criteria and characteristics, primarily payment performance, and are normally
risk rated and monitored collectively on amonthly basis. These aretypically loansto individualsin the consumer categories and are delineated as
either performing or nonperforming. Performing loansinclude loans classified as current aswell as those classified as 30 - 89 days past due.
Nonperforming loans include 90+ days past due and still accruing and nonaccrual loans. The following table details the balancesin all other loan
categories at September 30, 2019:

L egacy L oans (excludes loans acquired after January 1, 2009)

Consumer Consumer Consumer Home
(000’ s omitted) Mortgage Indirect Direct Equity Total
Performing $ 1,932,303 $ 1,085,156 $ 178288 $ 309,871 $ 3,505,618
Nonperforming 13,626 177 38 1,758 15,599
Total $ 1945929 $ 1,085333 $ 178326 $ 311,629 $ 3,521,217

Acquired L oans (includes loans acquired after January 1, 2009)

Consumer Consumer Consumer Home
(000’ s omitted) Mortgage Indirect Direct Equity Total
Performing $ 456,682 $ 6,615 $ 899 $ 76,729 $ 549,020
Nonperforming 2,580 32 59 671 3,342

Total $ 450,262 % 6647 $ 9053 $ 77,400 $ 552,362
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The following table details the balancesin all other loan categories at December 31, 2018:

L egacy L oans (excludes loans acquired after January 1, 2009)

Consumer Consumer Consumer Home
(000’ s omitted) Mortgage Indirect Direct Equity Total
Performing $ 1,837,185 $ 1,072,134 $ 175,726  $ 310875 $ 3,395,920
Nonperforming 11,265 258 48 1,666 13,237
Total $ 1848450 $ 1072392 $ 175,774  $ 312541 % 3,409,157

Acquired L oans (includes loans acquired after January 1, 2009)

Consumer Consumer Consumer Home
(000’ s omitted) Mortgage Indirect Direct Equity Total
Performing $ 384336 $ 10,781 $ 3042 $ 73615 $ 471,774
Nonperforming 2,622 34 4 553 3,213
Total $ 386,958 $ 10,815 $ 3046 $ 74,168 $ 474,987

All loan classes are collectively evaluated for impairment except business lending. A summary of individually evaluated impaired loans as of
September 30, 2019 and December 31, 2018 follows:

September 30, December 31,

(000’ s omitted) 2019 2018

L oans with allowance allocation $ 0% 3,956
Loans without allowance allocation 5,172 2,230
Carrying balance 5,172 6,186
Contractual balance 11,896 12,078
Specifically allocated allowance 0 956

In the course of working with borrowers, the Company may choose to restructure the contractual terms of certain loans. In thisscenario, the
Company attempts to work-out an alternative payment schedule with the borrower in order to optimize collectability of theloan. Any loans that
are modified are reviewed by the Company to identify if atroubled debt restructuring (“TDR”") has occurred, which iswhen, for economic or legal
reasons related to a borrower’ s financial difficulties, the Company grants a concession to the borrower that it would not otherwise consider.
Terms may be modified to fit the ability of the borrower to repay in line with its current financial standing and the restructuring of the loan may
include the transfer of assets from the borrower to satisfy the debt, amodification of loan terms, or a combination of the two.

In accordance with the clarified guidance issued by the Office of the Comptroller of the Currency (“OCC"), consumer mortgage |oans that have
been discharged in Chapter 7 bankruptcy but not reaffirmed by the borrower, are classified as TDRs, irrespective of payment history or
delinguency status, even if the repayment terms for the loan have not been otherwise modified. The Company’slien position against the
underlying collateral remains unchanged. Pursuant to that guidance, the Company records a charge-off equal to any portion of the carrying value
that exceeds the net realizable value of the collateral. The amount of lossincurred in the three and nine months ended September 30, 2019 and 2018
wasimmaterial.

TDRsthat are less than $0.5 million are collectively included in the general 1oan loss allocation and the qualitative review. TDRsthat are
commercial loans and greater than $0.5 million are individually evaluated for impairment, and if necessary, a specific allocation of the allowance for
loan lossesis provided. Asaresult, the determination of the amount of allowance for loan losses related to TDRs is the same as detailed in the
critical accounting policies.

Information regarding TDRs as of September 30, 2019 and December 31, 2018 isasfollows:

September 30, 2019 December 31, 2018

(000’ s omitted) Nonaccrual Accruing Total Nonaccrual Accruing Total

# Amount # Amount # Amount # Amount # Amount # Amount
Business lending 5 % 662 3 $ 205 8 $ 867 4 $ 162 2 $ 165 6 $ 327
Consumer mortgage 57 2,527 49 1,945 106 4,472 46 1,986 46 1,769 92 3,755
Consumer indirect 0 0 7 854 7 854 0 0 7 857 7 857
Consumer direct 0 0 22 91 22 91 0 0 22 71 22 71
Home equity 13 230 11 310 24 540 12 240 9 275 21 515
Total 75 $ 3419 162 $ 3,405 237 $ 6,824 62 $ 2388 156 $ 3137 218 $ 5525
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The following table presents information related to loans modified in a TDR during the three months and nine months ended September 30, 2019
and 2018. Of theloans noted in the table below, al consumer mortgage loans for the three months and nine months ended September 30, 2019 and
2018 were modified due to a Chapter 7 bankruptcy as described previously. The financial effects of these restructurings were immaterial.

Three Months Ended Three Months Ended
September 30, 2019 September 30, 2018
Number of Outstanding Number of Outstanding

(000’ s omitted) loans modified Balance loans modified Balance

Business lending 1 3 415 0 % 0
Consumer mortgage 8 464 4 195
Consumer indirect 10 116 14 117
Consumer direct 2 25 2 10
Home equity 0 0 1 0
Total 21 $ 1,020 21 $ 322

Nine Months Ended Nine Months Ended
September 30, 2019 September 30, 2018
Number of Outstanding Number of Outstanding

(000’ s omitted) loans modified Balance loans modified Balance

Business lending 3 % 660 1 3 93
Consumer mortgage 19 1,271 7 407
Consumer indirect 22 206 24 176
Consumer direct 5 35 5 21
Home equity 4 72 2 85
Total 53 % 2,244 39 % 782

Allowance for L oan L osses

The allowance for loan losses is general in nature and is available to absorb |osses from any |oan type despite the analysis below. The following
presents by class the activity in the allowance for loan losses:

Three Months Ended September 30, 2019

Business Consumer Consumer Consumer Home Acquired
(000’ s omitted) Lending Mortgage Indirect Direct Equity Unallocated Impaired Total
Beginning balance $ 17,769 $ 10763 $ 14345 $ 3184 $ 2103 $ 991 $ 155 $ 49310
Charge-offs (305) (200) (2,224) (456) (45) 0 0 (3,230)
Recoveries 290 8 1,095 167 32 0 0 1,592
Provision 301 (94) 1,221 383 (8) (53) 1 1,751
Ending balance $ 18055 $ 10477 $ 14437 $ 32718 $ 2082 $ 938 % 156 $ 49423

Three Months Ended September 30, 2018

Business Consumer Consumer Consumer Home Acquired
(000’ s omitted) Lending Mortgage Indirect Direct Equity Unallocated Impaired Total
Beginning balance $ 18439 $ 10473 $ 14424 $ 3164 $ 2015 $ 1070 $ 33 $ 49618
Charge-offs (73) (144) (2,364) (465) (221) 0 0 (3,267)
Recoveries 93 46 1,190 223 15 0 0 1,567
Provision 321 (205) 1,719 299 225 (159) 15 2,215
Ending balance $ 18780 $ 10170 $ 14969 $ 3221 % 2034 % 911 $ 48 $ 50133

Nine Months Ended September 30, 2019

Business Consumer Consumer Consumer Home Acquired
(000’ s omitted) Lending Mortgage Indirect Direct Equity Unallocated Impaired Total
Beginning balance $ 18522 $ 10124 $ 14366 $ 30% $ 2144 % 1,000 $ 33 $ 49284
Charge-offs (1,774) (1,040) (5,529) (1,436) (223) 0 0 (10,002)
Recoveries 593 44 3,296 567 68 0 0 4,568
Provision 714 1,349 2,304 1,052 93 (62) 123 5,573
Ending balance $ 18055 $ 10477 $ 14437 $ 32718 $ 2082 $ 938 % 156 $ 49423
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Nine Months Ended September 30, 2018

Business Consumer Consumer Consumer Home Acquired
(000’ s omitted) Lending Mortgage Indirect Direct Equity Unallocated Impaired Total
Beginning balance $ 17257 $ 10465 $ 13468 $ 3039 $ 2107 $ 1100 $ 147 $ 47,583
Charge-offs (2,000) (588) (6,031) (1,324) (325) 0 (368) (10,636)
Recoveries 404 109 3,688 612 31 0 0 4,844
Provision 3,119 184 3,844 894 221 (189) 269 8,342
Ending balance $ 18780 $ 10170 $ 14969 $ 3221 % 2034 $ 911 $ 48 $ 50133

NOTE F: GOODWILL AND IDENTIFIABLE INTANGIBLE ASSETS

The gross carrying amount and accumul ated amortization for each type of identifiable intangible asset are as follows:

September 30, 2019 December 31, 2018
Gross Net Gross Net

Carrying Accumulated Carrying Carrying Accumulated Carrying
(000's omitted) Amount Amortization Amount Amount Amortization Amount
Amortizing intangible assets:
Core deposit intangibles $ 66,475 $ (48,603) $ 17872 $ 62,902 $ (44,306) $ 18,596
Other intangibles 89,266 (40,063) 49,203 87,616 (32,366) 55,250
Total amortizing intangibles $ 155741 $ (88,666) $ 67,05 $ 150,518 $ (76,672) $ 73,846

The estimated aggregate amortization expense for each of the five succeeding fiscal years ended December 31 isasfollows:

(000's omitted)

Oct - Dec 2019 $ 3,962
2020 13,801

2021 11,786

2022 10,105

2023 8,457
Thereafter 18,964
Total $67,075

Shown below are the components of the Company’s goodwill at December 31, 2018 and September 30, 2019:

(000’ s omitted) December 31, 2018 Activity September 30, 2019
Goodwill $ 738,327 $ 40,107 $ 778,434
Accumulated impai rment (4,824) 0 (4,824)
Goodwill, net $ 733,503 $ 40,107 $ 773,610

NOTE G: LEASES

The Company has operating leases for certain offices and certain equipment. These leases have remaining terms that range from less than one year
to 15 years. Optionsto extend the |eases range from a single extension option of one year to multiple extension options for up to 40 years. Certain
agreements include an option to terminate the lease within one year.

The components of |ease expense are as follows:

Three Months Ended ine Months Ended

(000’ s omitted) September 30, 2019 september 30, 2019

Operating |ease cost $ 2231 $ 6,493
Variable |ease cost 9 9
Short-term lease cost @ 77 180
Total lease cost $ 2317 $ 6,682

(1)  Short-term lease cost includes the cost of leases with terms of twelve months or less, excluding leases with terms of one month or less.
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Supplemental cash flow information related to leasesis as follows:

(000’ s omitted)

Nine Months Ended
September 30, 2019

Cash paid for amountsincluded in the measurement of lease liabilities:
Operating cash outflows for operating leases

Right-of-use assets obtained in exchange for |ease obligations:
Operating leases

$ 5,987

13,766

Supplemental balance sheet information related to leasesis asfollows:

(000' s omitted, except lease term and discount rate)

September 30, 2019

Operating leases
Operating | ease right-of-use assets

Operating lease liabilities

Weighted average remaining lease term
Operating leases

Weighted average discount rate
Operating leases

$ 41,948

42,769

6.7 years

2.95%

Maturities of lease liabilities as of September 30, 2019 are asfollows:

(000’ s omitted) Operating L eases
Oct - Dec 2019 $ 2,253
2020 9,372
2021 7,934
2022 6,645
2023 5,674
Thereafter 15,697
Total lease payments 47,575
L essimputed interest (4,806)
Total $ 42,769

Included in the Company’s operating |leases are related party leases where BPAS Actuarial & Pension Services, LLC and OneGroup NY, Inc.,
subsidiaries of the Company, |ease office space from 706 North Clinton, LL C., an entity the Company holds a 50% membership interest in through
its subsidiary Oneida Preferred Funding 11, LLC. Asof September 30, 2019, the operating |ease right-of -use assets and operating lease liabilities
associated with these related party leases total $5.0 million and $5.0 million, respectively. Asof September 30, 2019, the weighted average
remaining lease term and weighted average discount rate for the Company’s related party leases are 10.2 years and 3.67%, respectively. The

maturities of the Company’srelated party lease liabilities as of September 30, 2019 are asfollows:

(000’ s omitted) 706 North Clinton, LLC
Oct - Dec 2019 $ 148
2020 591
2021 591
2022 591
2023 591
Thereafter 3,538
Total lease payments 6,050
L essimputed interest (1,011)
Total $ 5,039

Asof September 30, 2019, the Company has an immaterial amount of additional operating leases for offices and equipment that have not yet

commenced.
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NOTE H: MANDATORILY REDEEMABLE PREFERRED SECURITIES

As of September 30, 2019, the Company sponsors one business trust, Community Capital Trust IV (“CCT I1V”), of which 100% of the common stock
isowned by the Company. The Company previously sponsored MBVT Statutory Trust | (“MBVT I”) and Kinderhook Capital Trust (“KCT") until
September 16, 2019 when the Company exercised itsright to redeem all of the MBV T | and KCT debentures and associated preferred securities for
atotal of $20.6 million and $2.1 million, respectively. The common stock of MBV T Statutory Trust | was acquired in the Merchants Bancshares,
Inc. (“Merchants”) acquisition and the common stock of Kinderhook Capital Trust was acquired in the Kinderhook Bank Corp. (“Kinderhook”)
acquisition. Thetrustswere formed for the purpose of issuing company-obligated mandatorily redeemable preferred securitiesto third-party
investors and investing the proceeds from the sale of such preferred securities solely in junior subordinated debt securities of the Company. The
debentures held by each trust are the sole assets of such trust. Distributions on the preferred securitiesissued by each trust are payable quarterly
at arate per annum equal to the interest rate being earned by the trust on the debentures held by that trust and are recorded as interest expensein
the consolidated financial statements. The preferred securities are subject to mandatory redemption, in whole or in part, upon repayment of the
debentures. The Company has entered into agreements which, taken collectively, fully and unconditionally guarantee the preferred securities
subject to the terms of each of the guarantees. As of September 30, 2019, the terms of the preferred securities of CCT IV are asfollows:

I ssuance Par Maturity
Trust Date Amount Interest Rate Date Call Price
CCT IV 12/8/2006  $75.0 million 3 month LIBOR plus 1.65% (3.77%) 12/15/2036 Par

NOTE |: BENEFIT PLANS

The Company provides aqualified defined benefit pension to eligible employees and retirees, other post-retirement health and life insurance
benefits to certain retirees, an unfunded supplemental pension plan for certain key executives, and an unfunded stock balance plan for certain of
its nonemployee directors. The Company accrues for the estimated cost of these benefits through charges to expense during the years that
employees earn these benefits. The service cost component of net periodic benefit income isincluded in the salaries and employee benefits line of
the Consolidated Statements of Income, while the other components of net periodic benefit income are included in other expenses. The Company
made a $7.3 million contribution to its defined benefit pension plan in thefirst quarter of 2019.

Effective June 1, 2018, the Company adopted the Community Bank System, Inc. Restoration Plan (“ Restoration Plan”). The Restoration Planisa
non-qualified deferred compensation plan for certain empl oyees whose benefits under tax-qualified retirement plans are restricted by the Internal
Revenue Code Section 401(a)(17) limitation on compensation. Adoption of the plan resulted in an unfunded initial projected benefit obligation of
approximately $0.8 million that will be amortized over the average expected future years of service of active plan participants.

The net periodic benefit cost for the three and nine months ended September 30, 2019 and 2018 is asfollows:

Pension Benefits Post-retirement Benefits
Three Months Ended Nine Months Ended Three Months Ended Nine Months Ended
September 30, September 30, September 30, September 30,

(000's omitted) 2019 2018 2019 2018 2019 2018 2019 2018
Service cost $ 1270 $ 1154 $ 3811 $ 33% $ (I (I 0 $ 0
Interest cost 1,566 1,422 4,698 4,251 18 18 53 52
Expected return on plan

assets (3,578) (3,705) (10,733) (11,115) 0 0 0 0
Amortization of

unrecognized net loss 642 299 1,926 895 9 5 28 15
Amortization of prior service

cost 17 (60) 48 (225) (45) (45) (134) (134)
Net periodic benefit $ 83 $ (890) $ (250) $ (2,798) $ (18) $ (220 $ (53) $ (67)

22




Table of Contents

NOTE J: EARNINGSPER SHARE

Thetwo class method is used in the cal cul ations of basic and diluted earnings per share. Under the two class method, earnings available to
common shareholders for the period are allocated between common shareholders and partici pating securities according to dividends declared and
participation rightsin undistributed earnings. The Company has determined that all of its outstanding non-vested stock awards are participating
securities as of September 30, 2019.

Basic earnings per share are computed based on the weighted-average of the common shares outstanding for the period. Diluted earnings per
share are based on the weighted-average of the shares outstanding and the assumed exercise of stock options during the year. The dilutive effect
of optionsis calculated using the treasury stock method of accounting. The treasury stock method determines the number of common shares that
would be outstanding if all the dilutive options (those where the average market price is greater than the exercise price) were exercised and the
proceeds were used to repurchase common shares in the open market at the average market price for the applicable time period. Therewere
approximately 0.5 million weighted-average anti-dilutive stock options outstanding for the three months and nine months ended September 30,
2019, compared to 0.4 million weighted-average anti-dilutive stock options outstanding for the three months and nine months ended September 30,
2018 that were not included in the computation bel ow.

Thefollowing isareconciliation of basic to diluted earnings per share for the three and nine months ended September 30, 2019 and 2018:

Three Months Ended Nine Months Ended
September 30, September 30,

(000's omitted, except per share data) 2019 2018 2019 2018
Net income $ 39,218 $ 43106 $ 126,179 $ 127,818
Income attributable to unvested stock-based compensation awards (102) (191) (331) (563)
Income available to common shareholders $ 39,116 $ 42915 $ 125848 $ 127,255
Weighted-average common shares outstanding — basic 51,750 51,250 51,644 51,108
Basic earnings per share $ 076 $ 084 $ 244 $ 2.49
Net income $ 39,218 $ 43106 $ 126,179 $ 127,818
Income attributable to unvested stock-based compensation awards (102) (1971) (331) (563)
Income available to common shareholders $ 39,116 $ 42915 $ 125848 $ 127,255
Weighted-average common shares outstanding — basic 51,750 51,250 51,644 51,108
Assumed exercise of stock options 496 608 522 590
Weighted-average common shares outstanding — diluted 52,246 51,858 52,166 51,698
Diluted earnings per share $ 075 $ 083 $ 241 $ 2.46

Stock Repurchase Program

At its December 2017 meeting, the Company’s Board of Directors (the “Board”) approved a stock repurchase program authorizing the repurchase
of up to 2.5 million shares of the Company’s common stock in accordance with securities laws and regulations, through December 31, 2018. At its
December 2018 meeting, the Board approved asimilar program for 2019, authorizing the repurchase of up to 2.5 million shares of the Company’s
common stock through December 31, 2019. Any repurchased shares will be used for general corporate purposes, including those related to stock
plan activities. Thetiming and extent of repurchases will depend on market conditions and other corporate considerations as determined at the
Company’sdiscretion. The Company did not repurchase any shares under the authorized plan during the first nine months of 2019 or 2018.

NOTEK: COMMITMENTS, CONTINGENT LIABILITIESAND RESTRICTIONS

The Company isa 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 commitmentsto extend credit and standby letters of credit. Commitments to extend
credit are agreements to lend to customers, generally having fixed expiration dates or other termination clauses that may require payment of afee.
These commitments consist principally of unused commercial and consumer credit lines. Standby letters of credit generally are contingent upon
the failure of the customer to perform according to the terms of an underlying contract with athird party. The credit risks associated with
commitments to extend credit and standby letters of credit are essentially the same as that involved with extending loans to customers and are
subject to the Company’s normal credit policies. Collateral may be obtained based on management’s assessment of the customer’s
creditworthiness. The fair value of the standby letters of credit isimmaterial for disclosure.
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The contract amounts of commitments and contingencies are as follows:

September 30, December 31,

(000's omitted) 2019 2018

Commitments to extend credit $ 1,065,127 $ 1,134,576

Standby letters of credit 37,968 33,169
Total $ 1,103,095 $ 1,167,745

The Company and its subsidiaries are subject in the normal course of business to various pending and threatened legal proceedingsin which
claims for monetary damages are asserted. As of September 30, 2019, management, after consultation with legal counsel, does not anticipate that
the aggregate ultimate liability arising out of litigation pending or threatened against the Company or its subsidiaries will be material to the
Company’s consolidated financial position. On at least a quarterly basis, the Company assesses its liabilities and contingencies in connection with
such legal proceedings. For those matters where it is probable that the Company will incur losses and the amounts of the losses can be reasonably
estimated, the Company records an expense and corresponding liability inits consolidated financial statements. To the extent the pending or
threatened litigation could result in exposurein excess of that liability, the amount of such excessis not currently estimable. The range of
reasonably possible losses for matters where an exposure is not currently estimable or considered probable, beyond the existing recorded
liabilities, is believed to be between $0 and $1 million in the aggregate. Although the Company does not believe that the outcome of pending
litigation will be material to the Company’s consolidated financial position, it cannot rule out the possibility that such outcomeswill be material to
the consolidated results of operationsfor aparticular reporting period in the future.

NOTEL: FAIRVALUE

Accounting standards establish aframework for measuring fair value and require certain disclosures about such fair value instruments. It defines
fair value asthe price that would be received to sell an asset or paid to transfer aliability in an orderly transaction between market participants at
the measurement date (i.e. exit price). Inputs used to measure fair value are classified into the following hierarchy:

« Level 1- Quoted pricesin active marketsfor identical assets or liabilities.

« Level 2- Quoted pricesin active marketsfor similar assets or liabilities, or quoted prices for identical or similar assets or liabilitiesin markets
that are not active, or inputs other than quoted prices that are observable for the asset or liability.

* Level 3- Significant valuation assumptions not readily observablein a market.

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the fair value
measurement. The following tables set forth the Company’s financial assets and liabilities that were accounted for at fair value on arecurring
basis. Therewere no transfers between any of the levels for the periods presented.

September 30, 2019

(000's omitted) Level 1 Level 2 Level 3 Total Fair Value
Available-for-sale investment securities:

U.S. Treasury and agency securities $ 1343370 $ 163,277 $ 0 $ 1,506,647
Obligations of state and political subdivisions 0 458,090 0 458,090
Government agency mortgage-backed securities 0 411,816 0 411,816
Corporate debt securities 0 2,540 0 2,540
Government agency collateralized mortgage obligations 0 58,009 0 58,009
Total available-for-sale investment securities 1,343,370 1,093,732 0 2,437,102
Equity securities 461 0 0 461
Interest rate swap agreements asset 0 1,095 0 1,095
Interest rate swap agreements liability 0 (748) 0 (748)
Total $ 1343831 $ 1,094079 $ 0 $ 2,437,910
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December 31, 2018

(000's omitted) Level 1 Level 2 Level 3 Total Fair Value
Available-for-sale investment securities:

U.S. Treasury and agency securities $ 1896931 $ 126,822 $ 0 $ 2,023,753
Obligations of state and political subdivisions 0 459,154 0 459,154
Government agency mortgage-backed securities 0 382,477 0 382,477
Corporate debt securities 0 2,546 0 2,546
Government agency collateralized mortgage obligations 0 68,119 0 68,119
Total available-for-sale investment securities 1,896,931 1,039,118 0 2,936,049
Equity securities 432 0 0 432
Mortgage loans held for sale 0 83 0 83
Interest rate swap agreements asset 0 793 0 793
Interest rate swap agreements liability 0 (742) 0 (742)
Total $ 1897363 $ 1039252 $ 0 $ 2,936,615

The valuation techniques used to measure fair value for the itemsin the table above are as follows:

* Available-for-sale investment securities and equity securities— The fair values of available-for-sale investment securities are based upon
quoted prices, if available. |f quoted prices are not available, fair values are measured using quoted market prices for similar securities or
model-based val uation techniques. Level 1 securitiesinclude U.S. Treasury obligations and marketabl e equity securitiesthat are traded by
dealers or brokersin active over-the-counter markets. Level 2 securitiesinclude U.S. agency securities, mortgage-backed securities issued

by

government-sponsored entities, municipal securities and corporate debt securities that are valued by reference to prices for similar securities

or through model-based techniques in which all significant inputs, such as reported trades, trade execution data, LIBOR swap yield curve,
market prepayment speeds, credit information, market spreads, and security’s terms and conditions, are observable. See Note D for further
disclosure of the fair value of investment securities.

Mortgage loans held for sale — The Company has elected to value loans held for sale at fair value in order to more closely match the gains and
losses associated with loans held for sale with the gains and losses on forward sales contracts. Accordingly, the impact on the valuation will
be recognized in the Company’s consolidated statement of income. All mortgage loans held for sale are current and in performing status. The
fair value of mortgage loans held for sale is determined using quoted secondary-market prices of loans with similar characteristics and, as
such, has been classified asalLevel 2 valuation. There were no mortgage loans held for sale at September 30, 2019. The unpaid principal
value of mortgage loans held for sale was approximately $0.1 million at December 31, 2018. The unrealized gain on mortgage loans held for sale
was recognized in other banking revenues in the consolidated statements of income and isimmaterial.

Forward sales commitments — The Company enters into forward sales commitmentsto sell certain residential real estate loans. Such
commitments are considered to be derivative financial instruments and, therefore, are carried at estimated fair value in the other asset or other
liability section of the consolidated statement of condition. Thefair value of these forward sales commitmentsis primarily measured by
obtaining pricing from certain government-sponsored entities and reflects the underlying price the entity would pay the Company for an
immediate sale on these mortgages. Assuch, these instruments are classified as Level 2 in the fair value hierarchy.

Commitmentsto originate real estate loans for sale — The Company enters into various commitments to originate residential real estate loans
for sale. Such commitments are considered to be derivative financial instruments and, therefore, are carried at estimated fair value in the other
asset or other liahility section of the consolidated statement of condition. The estimated fair value of these commitmentsis determined using
guoted secondary market prices obtained from certain government-sponsored entities. Additionally, accounting guidance requires the
expected net future cash flows related to the associated servicing of the loan to be included in the fair value measurement of the derivative.
The expected net future cash flows are based on avaluation model that cal culates the present value of estimated net servicing income. The
valuation model incorporates assumptions that market participants would use in estimating future net servicing income. Such assumptions
include estimates of the cost of servicing loans, appropriate discount rate and prepayment speeds. The determination of expected net cash
flowsis considered a significant unobservable input contributing to the Level 3 classification of commitmentsto originate real estate loansfor
sale.

Interest rate swaps — The interest rate swaps are reported at their fair value utilizing Level 2 inputs from third parties. The fair value of the
interest rate swaps are determined using prices obtained from athird party advisor. The fair value measurement of the interest rate swap is
determined by netting the discounted future fixed cash payments and the discounted expected variable cash receipts. The variable cash
receipts are based on the expectation of future interest rates derived from observed market interest rate curves.
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The changesin Level 3 assets measured at fair value on arecurring basis areimmaterial.

Thefair value information of assets and liabilities measured on a non-recurring basis presented below is not as of the period-end, but rather as of
the date the fair val ue adjustment was recorded closest to the date presented.

September 30, 2019 December 31, 2018
(000's omitted) Level 1 Level 2 Level3 Total FairValue Level 1l Level 2 Level 3  Total Fair Value
Impaired loans $ 0 $ 0 $ 1729 $ 1729 $ 0 $ 0 $ 1,102 $ 1,102
Mortgage servicing rights 0 0 93 93 0 0 0 0
Other real estate owned 0 0 1,258 1,258 0 0 1,320 1,320
Total $ 0% 0% 3,080 $ 3,080 $ 0% 0% 2422 $ 2,422

Loans are generally not recorded at fair value on arecurring basis. Periodically, the Company records nonrecurring adjustments to the carrying
value of loans based on fair value measurements for partial charge-offs of the uncollectible portions of those loans. Nonrecurring adjustments
also include certain impairment amounts for collateral-dependent |oans cal culated when establishing the allowance for loan losses. Such amounts
are generally based on the fair value of the underlying collateral supporting the loan and, as aresult, the carrying value of the loan lessthe
calculated valuation amount does not necessarily represent the fair value of the loan. Real estate collateral istypically valued using independent
appraisals or other indications of value based on recent comparable sales of similar properties or assumptions generally observable in the
marketplace, adjusted for non-observable inputs. Thus, the resulting nonrecurring fair value measurements are generally classified asLevel 3.
Estimates of fair value used for other collateral supporting commercial loans generally are based on assumptions not observable in the marketplace
and, therefore, such valuations classify asLevel 3.

Originated mortgage servicing rights are recorded at their fair value at the time of sale of the underlying loan, and are amortized in proportion to
and over the estimated period of net servicing income. The fair value of mortgage servicing rightsis based on avaluation model incorporating
inputs that market participants would use in estimating future net servicing income. Such inputsinclude estimates of the cost of servicing loans,
appropriate discount rate and prepayment speeds and are considered to be unobservable and contribute to the Level 3 classification of mortgage
servicing rights. In accordance with GAAP, the Company must record impai rment charges, on anonrecurring basis, when the carrying value of a
stratum exceeds its estimated fair value. Impairment is recognized through avaluation allowance. Thereisavaluation allowance at September 30,
2019 of approximately $0.3 million. Thereisno valuation allowance at December 31, 2018.

Other real estate owned (“OREQ”) isvalued at the time the loan is foreclosed upon and the asset is transferred to OREQ. The value is based
primarily on third party appraisals, less coststo sell. The appraisals are sometimes further discounted based on management’s historical
knowledge, changes in market conditions from the time of valuation, and/or management’s expertise and knowledge of the customer and
customer’s business. Such discounts are significant, ranging from 0.5% to 77.4% at September 30, 2019 and result in aLevel 3 classification of the
inputs for determining fair value. OREO isreviewed and evaluated on at |east a quarterly basis for additional impairment and adjusted accordingly,
based on the same factors identified above. The Company recoversthe carrying value of OREO through the sale of the property. The ability to
affect future sales pricesis subject to market conditions and factors beyond the Company’s control and may impact the estimated fair value of a

property.

The Company determinesfair values based on quoted market values, where available, estimates of present values, or other valuation techniques.
Those techniques are significantly affected by the assumptions used, including, but not limited to, the discount rate and estimates of future cash
flows. Inthat regard, the derived fair value estimates cannot be substantiated by comparison to independent markets and, in many cases, may not
berealized inimmediate settlement of theinstrument. The significant unobservable inputs used in the determination of fair value of assets
classified as Level 3 on arecurring or non-recurring basis are as follows:

Significant
Unobservable Input
Fair Value at Range
(000's omitted) September 30, 2019 Valuation Technique Significant Unobservable Inputs (Weighted Average)
Estimated cost of disposal/market
Impaired loans $ 1,729 Fair value of collateral adjustment  9.0% - 40.4% (40.4%)
Estimated cost of disposal/market
Other real estate owned 1,258 Fair value of collateral adjustment  0.5% - 77.4% (35.7%)
Weighted average constant
Mortgage servicing rights 93 Discounted cash flow prepayment rate 43.0%
Weighted average discount rate 2.69%
Adeguate compensation $7/loan
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Significant
Unobservable Input
Fair Value at Range
(000's omitted) December 31, 2018 Valuation Technique Significant Unobservable Inputs (Weighted Average)
Estimated cost of disposal/market
Impaired loans $ 1,102 Fair value of collateral adjustment  9.0% - 35.4% (28.8%)
Estimated cost of disposal/market
Other real estate owned 1,320 Fair value of collateral adjustment  9.0% - 69.3% (23.8%)

Certain financial instruments and all nonfinancial instruments are excluded from fair value disclosure requirements. Accordingly, the aggregate fair
value amounts presented do not represent the underlying value of the Company. The carrying amounts and estimated fair values of the
Company'’s other financial instruments that are not accounted for at fair value at September 30, 2019 and December 31, 2018 are asfollows:

September 30, 2019 December 31, 2018

Carrying Fair Carrying Fair
(000's omitted) Value Value Value Value
Financial assets:
Net loans $ 6,803,768 $ 6,971,242 $ 6,231,837 $ 6,247,939
Financial liabilities:
Deposits 9,168,285 9,166,701 8,322,371 8,308,765
Short-term borrowings 0 0 54,400 54,400
Securities sold under agreement to repurchase, short-term 233,333 233,333 259,367 259,367
Other long-term debt 4,328 4,303 1,976 1,921
Subordinated notes payable 13,814 13,814 0 0
Subordinated debt held by unconsolidated subsidiary trusts 77,320 77,320 97,939 97,939

Thefollowing is afurther description of the principal valuation methods used by the Company to estimate the fair values of itsfinancial
instruments.

Loans have been classified asalLevel 3valuation. Fair valuesfor variable rate |oans that reprice frequently are based on carrying values. Fair
values for fixed rate loans are estimated using discounted cash flows and interest rates currently being offered for loans with similar termsto
borrowers of similar credit quality.

Deposits have been classified asaLevel 2 valuation. Thefair value of demand deposits, interest-bearing checking deposits, savings accounts,
and money market depositsis the amount payable on demand at the reporting date. The fair value of time deposit obligations are based on current
market rates for similar products.

Borrowings, subordinated notes payable and subordinated debt held by unconsolidated subsidiary trusts have been classified asalLevel 2
valuation. Thefair value of short-term borrowings and securities sold under agreement to repurchase, short-term, isthe amount payable on
demand at the reporting date. Fair valuesfor long-term debt, subordinated notes payable and subordinated debt held by unconsolidated
subsidiary trusts are estimated using discounted cash flows and interest rates currently being offered on similar securities. The difference
between the carrying values of long-term borrowings, subordinated notes payable and subordinated debt held by unconsolidated subsidiary
trusts, and their fair values, are not material as of the reporting dates.

Other financial assets and liabilities— Cash and cash equivalents have been classified asa L evel 1 valuation, while accrued interest receivable and
accrued interest payable have been classified asaLevel 2 valuation. Thefair values of each approximate the respective carrying values because
the instruments are payable on demand or have short-term maturities and present relatively low credit risk and interest rate risk.

NOTE M: DERIVATIVE INSTRUMENTS

The Company is party to derivative financial instruments in the normal course of its business to meet the financing needs of its customers and to
manage its own exposure to fluctuations in interest rates. These financia instruments have been limited to interest rate swap agreements,
commitments to originate real estate |loans held for sale and forward sales commitments. The Company does not hold or issue derivative financial
instruments for trading or other speculative purposes.
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The Company entersinto forward sales commitments for the future delivery of residential mortgage loans, and interest rate lock commitmentsto
fund loans at a specified interest rate. The forward sales commitments are utilized to reduce interest rate risk associated with interest rate lock
commitments and loans held for sale. Changesin the estimated fair value of the forward sales commitments and interest rate lock commitments
subsequent to inception are based on changes in the fair value of the underlying loan resulting from the fulfillment of the commitment and changes
in the probability that the loan will fund within the terms of the commitment, which is affected primarily by changesin interest rates and the
passage of time. At inception and during the life of the interest rate lock commitment, the Company includes the expected net future cash flows
related to the associated servicing of the loan as part of the fair value measurement of the interest rate lock commitments. These derivatives are
recorded at fair value, which wereimmaterial at September 30, 2019 and December 31, 2018. The effect of the changesto these derivativesfor the
three and nine months then ended was also immaterial.

The Company acquired interest rate swapsin 2017 with notional amounts with certain commercial customers which totaled $16.8 million at
September 30, 2019 and $37.0 million at December 31, 2018. In order to minimize the Company’srisk, these customer derivatives (pay
floating/receive fixed swaps) have been offset with essentially matching interest rate swaps (pay fixed/receive floating swaps) with the Company’s
counterparty totaling $16.8 million at September 30, 2019 and $37.0 million at December 31, 2018. At September 30, 2019, the weighted average
receive rate of these interest rate swaps was 4.01%, the weighted average pay rate was 4.38% and the weighted average maturity was 6.4 years. At
December 31, 2018, the weighted average receive rate of these interest rate swaps was 4.34%, the weighted average pay rate was 3.84% and the
weighted average maturity was 5.5 years. Hedge accounting has not been applied for these derivatives. Since the terms of the swapswith the
customer and the other financial institution offset each other, with the only difference being counterparty credit risk, changesin the fair value of
the underlying derivative contracts are not materially different and do not significantly impact our results of operations.

The Company also acquired interest rate swapsin 2017 with notional amounts totaling $6.2 million at September 30, 2019, and $6.6 million at
December 31, 2018, that were designated as fair value hedges of certain fixed rate |oans with municipalities which are recorded in loansin the
consolidated statements of condition. At September 30, 2019, the weighted average receive rate of these interest rate swaps was 2.65%, the
weighted average pay rate was 3.11% and the weighted average maturity was 13.8 years. At December 31, 2018, the weighted average receive rate
of these interest rate swaps was 2.92%, the weighted average pay rate was 3.11% and the weighted average maturity was 14.5 years. The
Company includes the gain or loss on the hedged items in interest and fees on loans, the same line item as the offsetting gain or 1oss on the related
interest rate swaps. The effects of fair value accounting in the consolidated statements of income for the three and nine months ended September
30, 2019 are immaterial.

As of September 30, 2019, the following amounts were recorded in the consolidated statement of condition related to cumulative basis adjustments
for fair value hedges:

(000’ s omitted)
Carrying Cumulative Amount of Fair Value
Amount of the Hedging Adjustment Included in the
Hedged Assets Carrying Amount of the Hedged Assets

Line Item in the Consolidated Statement of Condition in Which the Hedged Item Is
Included September 30, 2019 September 30, 2019
Loans $ 6,307 $ (347)

Fair values of derivative instruments as of September 30, 2019 are asfollows:

(000’ s omitted) September 30, 2019
Derivative Assets Derivative Liabilities
Consolidated Statement of Fair Consolidated Statement of Fair
Condition Location Vaue Condition Location Vaue

Derivatives designated as hedging
instruments under Subtopic 815-20
Interest rate swaps Other assets $ 347

Derivatives not designated as
hedging instruments under

Subtopic 815-20
Interest rate swaps Other assets 748 Accrued interest and other liabilities $ 748
Total derivatives $ 1,095 $ 748

The Company assessed its counterparty risk at September 30, 2019 and determined any credit risk inherent in our derivative contracts was not
material. Information about the fair value of derivative financial instruments can be found in Note L to these consolidated financial statements.

28




Table of Contents

NOTE N: SEGMENT INFORMATION

Operating segments are components of an enterprise, which are evaluated regularly by the “ chief operating decision maker” in deciding how to
allocate resources and assess performance. The Company’s chief operating decision maker is the President and Chief Executive Officer of the
Company. The Company has identified Banking, Employee Benefit Services and All Other as its reportabl e operating business segments.
Community Bank, N.A. (the “Bank” or “CBNA") operates the Banking segment that provides full-service banking to consumers, businesses, and
governmental unitsin Upstate New Y ork aswell as Northeastern Pennsylvania, Vermont and Western Massachusetts. Employee Benefit Services,
which includes the operating subsidiaries Benefit Plans Administrative Services, LLC, BPAS Actuarial and Pension Services, LLC, BPAS Trust
Company of Puerto Rico, Northeast Retirement Services, LLC (“NRS"), Globa Trust Company, Inc. (“GTC"), and Hand Benefits & Trust Company,
provides employee benefit trust, collective investment fund, retirement plan administration, fund administration, transfer agency, actuarial,
VEBA/HRA, and health and welfare consulting services. The All Other segment is comprised of: (a) wealth management services including trust
services provided by the personal trust unit within the Bank, broker-dealer and investment advisory services provided by CISI and The Carta
Group, Inc., aswell as asset management provided by Nottingham Advisors, Inc., and (b) full-service insurance, risk management and employee
benefit services provided by OneGroup. The accounting policies used in the disclosure of business segments are the same as those described in
the summary of significant accounting policies (See Note A, Summary of Significant Accounting Policies of the most recent Form 10-K for the
year ended December 31, 2018 filed with the SEC on March 1, 2019).

Information about reportable segments and reconciliation of the information to the consolidated financial statements follows:

Employee

(000's omitted) Banking Benefit Services All Other Eliminations Consolidated Total
Three Months Ended September 30, 2019

Net interest income $ 91,018 $ 209 $ 49 $ 0% 91,276
Provision for loan losses 1,751 0 0 0 1,751
Noninterest revenues 17,790 24,830 15,143 (669) 57,094
Amortization of intangible assets 1,439 1,667 854 0 3,960
Acquisition expenses 6,061 0 0 0 6,061
Other operating expenses 61,839 14,721 11,017 (669) 86,908
Income before income taxes $ 37,718 $ 8651 $ 3321 $ 0 $ 49,690
Assets $ 11,398,191 $ 201,442 % 74169 $ (76,505) $ 11,597,297
Goodwill $ 670,023 $ 83275 $ 20312 $ 0% 773,610
Core deposit intangibles & Other intangibles $ 17872 $ 39,440 $ 9,763 $ 0 $ 67,075
Three Months Ended September 30, 2018

Net interest income $ 86,060 $ 102 $ 36 $ 0% 86,198
Provision for loan losses 2,215 0 0 0 2,215
Noninterest revenues 18,002 23,815 14,737 (763) 55,791
Amortization of intangible assets 1,535 1,970 922 0 4.427
Acquisition expenses (832 0 0 0 (832
Other operating expenses 57,863 14,025 10,513 (763) 81,638
Income before income taxes $ 43281 $ 7922 $ 3338 $ 0 $ 54,541
Assets $ 10,440,732 $ 205565 $ 66,470 $ (53,200) $ 10,659,567
Goodwill $ 629,916 $ 83275 $ 20288 $ 0% 733,479
Core deposit intangibles & Other intangibles $ 20,111 $ 46514 $ 1159% $ 0 $ 78,221
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Employee

(000's omitted) Banking Benefit Services  All Other Eliminations Consolidated Total
Nine Months Ended September 30, 2019

Net interest income 265,860 $ 448 $ 127 $ 0 $ 266,435
Provision for loan losses 5,573 0 0 0 5,573
Noninterest revenues 57,059 73,919 44,749 (2,231) 173,496
Amortization of intangible assets 4,297 5,105 2,592 0 11,994
Acquisition expenses 7,789 0 0 0 7,789
Other operating expenses 182,186 43,985 33,034 (2,231) 256,974
Income before income taxes 123,074 $ 25277 $ 9250 $ 0 $ 157,601
Nine Months Ended September 30, 2018

Net interest income 257,313 $ 264 $ 91 % 0 $ 257,668
Provision for loan losses 8,342 0 0 0 8,342
Noninterest revenues 58,399 70,316 43,285 (2,159) 169,841
Amortization of intangible assets 4914 6,047 2,819 0 13,780
Acquisition expenses (782) 7 6 0 (769)
Other operating expenses 172,283 41,938 32,603 (2,159) 244,665
Income before income taxes 130,955 $ 22588 $ 7948 $ 0 $ 161,491
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

This Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) primarily reviews the financial
condition and results of operations of Community Bank System, Inc. (the “Company” or “CBSl”) as of and for the three and nine months ended
September 30, 2019 and 2018, although in some circumstances the second quarter of 2019 is also discussed in order to more fully explain recent
trends. The following discussion and analysis should be read in conjunction with the Company's Consolidated Financial Statements and related
notes that appear on pages 3 through 30. All referencesin the discussion of the financial condition and results of operationsrefer to the
consolidated position and results of the Company and its subsidiaries taken as awhole. Unless otherwise noted, the term “thisyear” and
equivalent terms refersto resultsin calendar year 2019, “third quarter” refers to the three months ended September 30, 2019, “YTD” refersto the
nine months ended September 30, 2019, and earnings per share (“EPS") figures refer to diluted EPS.

ThisMD&A contains certain forward-looking statements with respect to the financial condition, results of operations, and business of the
Company. These forward-looking statementsinvolve certain risks and uncertainties. Factorsthat may cause actual resultsto differ materially from
those contemplated by such forward-looking statements are set herein under the caption, “ Forward-L ooking Statements,” on page 48.

Critical Accounting Policies

Asaresult of the complex and dynamic nature of the Company’s business, management must exercise judgment in selecting and applying the
most appropriate accounting policiesfor itsvarious areas of operations. The policy decision process not only ensures compliance with the
current accounting principles generally accepted in the United States of America (“GAAP”), but also reflects management’ s discretion with regard
to choosing the most suitable methodology for reporting the Company’ s financial performance. It is management’s opinion that the accounting
estimates covering certain aspects of the business have more significance than others due to the rel ative importance of those areas to overall
performance, or the level of subjectivity in the selection process. These estimates affect the reported amounts of assets and liabilities aswell as
disclosures of revenues and expenses during the reporting period. Actual results could differ from these estimates. Management believes that the
critical accounting estimates include the allowance for |oan losses, actuarial assumptions associated with the pension, post-retirement and other
employee benefit plans, the provision for income taxes, investment val uation and other-than-temporary impairment, the carrying value of goodwill
and other intangible assets, and acquired loan valuations. A summary of the accounting policies used by management is disclosed in Note A,
“Summary of Significant Accounting Policies” on pages 65-75 of the most recent Form 10-K (fiscal year ended December 31, 2018) filed with the
Securities and Exchange Commission (“SEC”) on March 1, 2019.

Supplemental Reporting of Non-GAAP Results of Oper ations

The Company also provides supplemental reporting of itsresults on an “operating,” “adjusted” and “tangible” basis, from which it excludesthe
after-tax effect of amortization of core deposit and other intangible assets (and the related goodwill, core deposit intangible and other intangible
asset balances, net of applicable deferred tax amounts), accretion on non-impaired purchased loans, acquisition expenses, the unrealized gain
(loss) on equity securities, the net gain on sale of investment securities, and 10ss on debt extinguishment. Although “adjusted net income” as
defined by the Company is a non-GAAP measure, the Company’s management believes this information hel psinvestors understand the effect of
acquisition and other non-recurring activity in itsreported results. Diluted adjusted net earnings per share were $0.88 in the third quarter of 2019,
compared to $0.84 in the third quarter of 2018, a4.8% increase. Reconciliations of GAAP amounts with corresponding non-GAAP amounts are
presented in Table 11.

Executive Summary

The Company’s business philosophy isto operate as adiversified financial services enterprise providing abroad array of banking and financial
servicesto retail, commercial and municipal customers. The Company’s banking subsidiary is Community Bank, N.A. (the “Bank” or “CBNA").
The Company also provides employee benefit related services viaits Benefit Plans Administrative Services, Inc. (“BPAS’) subsidiary, and wealth
management and insurance-related services.

The Company’s core operating objectives are: (i) grow the banking branch network, primarily through a disciplined acquisition strategy, and
certain selective de novo expansions, (ii) build profitable loan and deposit volume using both organic and acquisition strategies, (iii) increase the
noninterest component of total revenues through development of banking-related fee income, growth in existing financial services business units,
and the acquisition of additional financial services and banking businesses, and (iv) utilize technology to deliver customer-responsive products
and services and improve efficiencies.

Significant factors reviewed by management to eval uate achievement of the Company’s operating objectives and its operating results and financial
condition include, but are not limited to: net income and earnings per share, return on assets and equity, components of net interest margin,
noninterest revenues, noninterest expenses, asset quality, loan and deposit growth, capital management, performance of individual banking and
financial services units, performance of product lines and customers, liquidity and interest rate sensitivity, enhancements to customer products
and services and their underlying performance characteristics, technology advancements, market share, peer comparisons, and the performance of
recently acquired businesses.
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On October 21, 2019, the Company announced that it had entered into a definitive agreement to acquire Steuben Trust Corporation (“ Steuben”),
parent company of Steuben Trust Company, aNew Y ork State chartered bank headquartered in Hornell, New Y ork, for approximately $106.8 million
in Company stock and cash. The acquisition will add 15 branch locations, extend the Company’s footprint into two new countiesin Western New
Y ork State, and enhance the Company’s presence in four Western New Y ork State counties in which it currently operates. The acquisitionis
expected to close during the second quarter of 2020, pending both customary regulatory and Steuben shareholder approval. The Company expects
to incur certain one-time, transaction-related costsin 2019 and 2020 in connection with the Steuben acquisition.

On September 18, 2019, the Company, through its subsidiary, Community Investment Services, Inc. (“CISI”), completed its acquisition of certain
assets of apractice engaged in the financial services business headquartered in Syracuse, New Y ork. The Company paid $0.5 millionin cash to
acquire acustomer list, and recorded a $0.5 million customer list intangible asset in conjunction with the acquisition.

On July 12, 2019, the Company completed its merger with Kinderhook Bank Corp. (“ Kinderhook™), parent company of The National Union Bank of
Kinderhook, headquartered in Kinderhook, New Y ork, for $93.4 million in cash. The merger added 11 branch locations across afive county areain
the Capital District of Upstate New Y ork. The merger resulted in the acquisition of $642.9 million of assets, including $479.9 million of loans and
$39.8 million of investment securities, as well as $568.1 million of deposits and $40.1 million in goodwill.

On January 2, 2019, the Company, through its subsidiary, CISI, completed its acquisition of certain assets of Wealth Resources Network, Inc.
(“Wealth Resources”), afinancial services business headquartered in Liverpool, New Y ork. The Company paid $1.2 million in cash to acquire a
customer list from Wealth Resources, and recorded a $1.2 million customer list intangible asset in conjunction with the acquisition.

Third quarter and Y TD net income decreased compared to the 2018 timeframes by $3.9 million, or 9.0%, and $1.6 million, or 1.3%, respectively.
Earnings per share of $0.75 for the third quarter of 2019 was down $0.08 compared to the third quarter of 2018, and 2019 Y TD earnings per share of
$2.41 was $0.05 lower than 2018 Y TD earnings per share. The decreases in net income and earnings per share were primarily dueto increasesin
noninterest expenses including acquisition expenses associated with the Kinderhook transaction and an increase in diluted shares outstanding,
partially offset by higher net interest income, alower provision for |oan losses, higher noninterest revenues and lower income taxes. Third quarter
and Y TD net income adjusted to exclude acquisition expenses, net gain on sale of investments, unrealized gain on equity securities and loss on
debt extinguishment (“operating net income”) increased $1.9 million, or 4.5%, as compared to the third quarter of 2018 and increased $1.5 million, or
1.2%, compared to September Y TD 2018. Earnings per share adjusted to exclude acquisition expenses, net gain on sale of investment securities,
unrealized gain on equity securities and loss on debt extinguishment (“ operating earnings per share”) of $0.84 for the third quarter increased $0.03
compared to the third quarter of 2018. Operating earnings per share of $2.45 for thefirst nine months of 2019 increased $0.01 compared to the prior
year period.

The Company’s loan and deposit balances increased on both an average and ending basis as compared to the corresponding prior year period and
the fourth quarter of 2018. Theincreasein loanswas aresult of the Kinderhook acquisition completed in July 2019 combined with organic growth.
Theincrease in deposit balances was also due primarily to the Kinderhook acquisition. The Company’stotal cost of fundsfor the first nine
months of 2019 increased 10 basis points from the year earlier period, asthe rate paid on interest-bearing deposits and the rate on borrowings both
increased from the prior year period. The majority of borrowings are customer repurchase agreements, rather than wholesal e borrowings obtained
through capital markets and correspondent banks. Customer repurchase agreements have deposit-like features and typically bear lower rates of
interest than other types of wholesale borrowings.

The provision for loan losses of $1.8 million for the third quarter and $5.6 million for YTD 2019, were $0.5 million and $2.8 million lower than
comparable prior year periods, asthe Company’s asset quality remained stable. Net charge-offswere $1.6 million for the third quarter and $5.4
million for the first nine months of 2019, compared to $1.7 million of net charge-offsfor the prior year third quarter and $5.8 million for thefirst nine
months of 2018. Third quarter 2019 nonperforming loan ratios were slightly higher than third quarter 2018 nonperforming loan ratios.
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Net Income and Profitability

Asshownin Table 1, net income for the third quarter and September Y TD of $39.2 million and $126.2 million, respectively, decreased $3.9 million, or
9.0%, as compared to the third quarter of 2018 and decreased $1.6 million, or 1.3%, compared to September YTD 2018. Earnings per share of $0.75
for the third quarter was $0.08 lower than the third quarter of 2018, while earnings per share for the first nine months of 2019 of $2.41 was $0.05
lower than the first nine months of 2018. The decrease in net income and earnings per share for the quarter are primarily the result of higher
noninterest expenses, including $6.1 million in acquisition expenses related to the Kinderhook acquisition and an increase in diluted shares
outstanding, partially offset by higher net interest income, alower provision for loan losses, higher noninterest revenues and lower income taxes.
The YTD decrease in net income and earnings per share was impacted by higher noninterest expensesincluding $7.8 million in acquisition
expenses due to the Kinderhook transaction and an increase in diluted shares outstanding compared to the prior Y TD period, partially offset by
higher net interest income, alower provision for |oan losses, higher noninterest revenues and lower income taxes. Higher noninterest revenues for
the YTD period included a $4.9 million increase in net gain on sales of investment securities and a $0.10 per diluted share detriment from
interchange fee reductions due to the limitations established by the Durbin amendment of the Dodd-Frank Wall Street Reform and Consumer
Protection Act of 2010 (“ Durbin Amendment”). Operating net income of $44.0 million and $128.4 million for the third quarter and September YTD,
respectively, increased $1.9 million, or 4.5%, as compared to the third quarter of 2018 and increased $1.5 million, or 1.2%, compared to September
YTD 2018. Operating earnings per share of $0.84 for the third quarter, was up $0.03 compared to the third quarter of 2018, while operating earnings
per share of $2.45 for thefirst nine months of 2019, was up $0.01 compared to the first nine months of 2018. See Table 11 for Reconciliation of
GAAPto Non-GAAP Measures.

Asreflected in Table 1, third quarter net interest income of $91.3 million was up $5.1 million, or 5.9%, from the comparable prior year period. Net
interest income for the first nine months of 2019 increased $8.8 million, or 3.4%, versusthe first nine months of 2018. The quarterly and year-over-
year improvement was primarily the result of an increasein interest-earning assets, due to the Kinderhook acquisition as well as from organic loan
growth, and anincrease in the yield on interest-earning assets, partially offset by an increase in the average rate paid on interest-bearing liabilities.

The provision for loan losses for the third quarter and September Y TD decreased $0.5 million and $2.8 million as compared to the third quarter and
first nine months of 2018, respectively, reflective of stable asset quality metrics.

Third quarter and year-to-date noninterest revenues were $57.1 million and $173.5 million, respectively, up $1.3 million, or 2.3%, from the third
quarter of 2018 and up $3.7 million, or 2.2%, from the first nine months of 2018. The increase compared to the prior quarter was primarily aresult of
an increase in employee benefit services revenue, insurance services revenue, wealth management services revenue, deposit service fee revenue
and electronic banking revenue, partially offset by a decrease in other banking revenues. The Y TD increase was due to an increase in employee
benefit services revenue, insurance services revenue and the net gain on sale of investmentsin the second quarter of 2019, offset by a decrease in
wealth management services revenue and a decrease in banking noninterest revenue due to a$6.7 million, or $0.10 per diluted share, impact of the
Durbin amendment.

Noninterest expenses of $96.9 million and $276.8 million for the third quarter and September Y TD periods reflected an increase of $11.7 million, or
13.7%, from the third quarter of 2018 and an increase of $19.1 million, or 7.4%, from the first nine months of 2018. Excluding acquisition-related
expenses, 2019 operating expenses were $4.8 million, or 5.6%, higher for the third quarter and $10.5 million, or 4.1%, higher for the year-to-date
timeframe. The increasesin noninterest expenses were driven by an increase in compensation related expenses and other expenses due in part to
operating alarger franchise subseguent to the Kinderhook acquisition.

The effective income tax rates were 21.1% and 19.9% for the third quarter and Y TD 2019, respectively, as compared to 21.0% and 20.9% for the
comparable prior year periods. The change in effective tax rates compared to the prior year periods was due to the impact of windfall tax benefits
associated with accounting for share-based transactions.
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A condensed income statement is as follows:

Table 1: Condensed I ncome Statements

Three Months Ended Nine Months Ended
September 30, September 30,

(000's omitted, except per share data) 2019 2018 2019 2018
Net interest income $91,276 $86,198 $266,435 $257,668
Provision for loan losses 1,751 2,215 5,573 8,342
Noninterest revenues 57,094 55,791 173,496 169,841
Noninterest expenses 96,929 85,233 276,757 257,676
Income before income taxes 49,690 54,541 157,601 161,491
Income taxes 10,472 11,435 31,422 33,673
Net income $39,218 $43,106 $126,179 $127,818
Diluted weighted average common shares outstanding 52,382 52,086 52,301 51,925
Diluted earnings per share $0.75 $0.83 $2.41 $2.46

Net | nterest Income

Net interest income is the amount by which interest and fees on earning assets (loans, investments, and cash equivalents) exceeds the cost of
funds, which consists primarily of interest paid to the Company's depositors and on borrowings. Net interest margin is the difference between the
yield on earning assets and the cost of interest-bearing funds as a percentage of earning assets.

Asshown in Table 2a, net interest income (with nontaxable income converted to afully tax-equivalent basis) for the third quarter was $92.3 million,
a$5.0 million, or 5.7%, increase from the same period last year. Net interest margin for the third quarter of 2019 was 3.73%, an increase of two basis
points from the third quarter of 2018. Theincreasein net interest income and net interest margin were driven by a$473.5 million increase in average
interest-earning assets, primarily related to the Kinderhook acquisition and $43.7 million in organic loan growth, and a 12 basis point increasein the
averageyield on earning assets from the third quarter of 2018, partially offset by a $282.0 million increase in average interest-bearing liabilities and
a 14 basis point increase in the average rate paid on interest-bearing liabilities. Asreflected in Table 3, the third quarter volume increase in average
interest-earning assets and increase in the average yield on earning assets had a $7.7 million favorable impact on net interest income, while the
volume increase in interest-bearing liabilities and the rate increase on those liabilities had a $2.7 million unfavorable impact on net interest income.

September YTD net interest income, as reflected in Table 2b, of $269.4 million, increased $8.5 million, or 3.2%, from the year-earlier period. Net
interest margin for September Y TD was 3.78%, an increase of six basis points from the prior year-to-date period. The September YTD increasesin
net interest income and net interest margin resulted from a $148.0 million increase in average interest-earning assets, reflective of the Kinderhook
acquisition and $41.4 million in organic loan growth, a 15 basis point increase in the average yield on earning assets and a $30.8 million decreasein
average interest-bearing liabilities from the prior year, partialy offset by a 13 basis point increase in the average rate paid on interest-bearing
liabilities. Theincreasein average interest-earning assets, increase in the average yield on earning assets and decrease in average interest-bearing
liabilities had a $15.2 million favorable impact on September Y TD net interest income, while the rate increase on interest-bearing liabilities had a $6.7
million unfavorable impact on net interest income.

The higher average yield on earning assets for the quarter was the result of an increase in the average yield on loans, partially offset by a decrease
in the average yield on investments and interest-earning cash equivalents. For the third quarter, the average yield on loansincreased by 15 basis
points, while the average yield on investments and interest-earning cash equival ents decreased two basis points compared to the prior year. The
15 basis point increase in the yield on earning assets for the first nine months of 2019 was the result of an 18 basis point increase in the average
yield on loans and athree basis point increase in the average yield on investments, including cash equivalents, compared to the first nine months
of 2018. Theincreaseinthe loan yield was driven by an increase in market rates on loans, partially offset by a $1.8 million decrease in acquired
non-impaired |oan accretion. Loan prepayment fees, which are included in interest income on loans, increased $1.6 million compared to the prior
YTD period.

The average rate on interest-bearing liabilitiesincreased by 14 basis points compared to the prior year quarter as the average rate paid on interest-
bearing depositsincreased 18 basis points and the average rate paid on borrowings increased 10 basis points from the period year quarter. For the
first nine months of 2019, the average rate on interest-bearing deposits increased 15 basis points from the comparable prior year period and the
average rate on borrowings increased 20 basis points. Theincreasein the average cost of borrowingswas primarily the result of lower cost FHLB
overnight borrowings representing alower proportion of borrowings compared to the prior year.
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Thethird quarter average balance of investments, including cash equivalents, increased $27.6 million compared to the prior year third quarter. The
cash equivalents component of average earning assets for the third quarter increased $639.0 million compared to the prior year third quarter. The
Y TD average balance of investments, including cash equivalents, decreased $28.8 million as compared to Y TD 2018. The cash equivalents
component of average earning assets for the Y TD 2019 period increased $280.1 million compared to the prior year-to-date period. Theincreasein
cash equivalents for the quarter and Y TD periods was due to the sale of available-for-sale Treasury securities during the second quarter when
interest rates on the short-end of the yield curve dropped precipitously, the proceeds of which are held in interest-earning cash until more
attractive securities reinvestment options become available. The Company sold $590.2 million of its available-for-sale Treasury securities with a
remaining maturity of less than five years, which generated realized gains of $4.9 million. Average loan balances increased $445.9 million for the
quarter and $176.8 million Y TD as compared to the prior year, with $402.2 million for the quarter and $135.4 million YTD asaresult of the
Kinderhook acquisition and the remainder due to organic loan growth.

The quarterly and YTD increases in average i nterest-bearing deposits of $384.6 million and $55.8 million, respectively, were aresult of the
Kinderhook transaction. The Kinderhook transaction was responsible for the addition of $403.2 million in interest-bearing deposits for the quarter
and $135.9 million for the YTD period. The average borrowing balance, including borrowings at the Federal Home Loan Bank of New Y ork and the
Federal Home Loan Bank of Boston (collectively referred to as“FHLB"), subordinated debt held by unconsolidated subsidiary trusts,
subordinated notes payable and securities sold under agreement to repurchase (“customer repurchase agreements”), decreased $102.5 million and
$86.6 million for the quarter and Y TD periods respectively. The decrease for the quarter and Y TD periods was due primarily to adecreasein
average customer repurchase agreements, a decrease in average FHL B overnight borrowings, the redemption of $25.2 million of trust preferred
subordinated debt held by Community Statutory Trust 111 in the third quarter of 2018 and the redemption of $22.7 million of trust preferred
subordinated debt held by MBVT Statutory Trust | (“MBVT I”) and the Kinderhook Capital Trust (“KCT") in the third quarter of 2019, partially
offset by $13.8 million of subordinated notes payable, $2.4 million of FHLB long-term advances and $2.1 million of subordinated debt held by an
unconsolidated subsidiary trust assumed with the Kinderhook acquisition.

Tables 2aand 2b below sets forth information related to average interest-earning assets and interest-bearing liabilities and their associated yields
and rates for the periodsindicated. Interest income and yields are on afully tax-equivalent basis (“FTE") using marginal income tax rates of 24.5%
and 24.4% in 2019 and 2018, respectively. Average balances are computed by totaling the daily ending balancesin a period and dividing by the
number of daysinthat period. Loan interest income and yieldsinclude amortization of deferred loan income and costs, loan prepayment and other
fees and the accretion of acquired loan marks. Average loan balances include nonaccrual loans and loans held for sale.
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Table2a: Quarterly Average Balance Sheset

Three Months Ended Three Months Ended
September 30, 2019 September 30, 2018
Avg. Avg.
Average Yield/Rate Average Yield/Rate
(000's omitted except yields and rates) Balance Interest Paid Balance Interest Paid
I nterest-earning assets:
Cash equivalents $665,862  $3670 2.19% $26,832 $108 1.60%
Taxableinvestment securities () 1,990,979 12,192  2.43% 2,574,116 15,313 2.36%
Nontaxable investment securities Y 413,437 3,608 3.46% 441,719 4,081 3.67%
Loans (net of unearned discount)® 6,735,776 80,162  4.72% 6,289,868 72,472 4.57%
Total interest-earning assets 9,806,054 99,632 4.03% 9,332,535 91,974 3.91%
Noninterest-earning assets 1,423,865 1,287,337
Total assets $11,229,919 $10,619,872
Interest-bearing liabilities:
Interest checking, savings, and money market deposits $5,542,323 2,808 0.20% $5,333,657 1,589 0.12%
Time deposits 919,820 3,051 1.32% 743,924 1,175 0.63%
Customer repurchase agreements 179,062 329 0.73% 216,389 393 0.72%
FHLB borrowings 4,020 18  1.78% 71,040 403 2.25%
Subordinated notes payable 11,851 161  5.40% 0 0 0.00%
Subordinated debt held by unconsolidated subsidiary trusts 96,034 1,004  4.15% 106,054 1,145 4.28%
Total interest-bearing liabilities 6,753,110 7,371 0.43% 6,471,064 4,705 0.29%
Noninterest-bearing liabilities:
Noninterest checking deposits 2,458,831 2,336,778
Other liahilities 193,109 147,796
Shareholders' equity 1,824,869 1,664,234
Total liabilities and shareholders' equity $11,229,919 $10,619,872
Net interest earnings $92,261 $87,269
Net interest spread 3.60% 3.62%
Net interest margin on interest-earning assets 3.73% 3.71%
Fully tax-equivalent adjustment $985 $1,071
1) Averages for investment securities are based on historical cost basis and the yields do not give effect to changes in fair value that is
reflected as a component of noninterest-earning assets, shareholders' equity, and deferred taxes.
2 Includes nonaccrual loans. Theimpact of interest and fees not recognized on nonaccrual loans wasimmaterial.
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Table 2b: Year-to-Date Aver age Balance Sheet

Nine Months Ended
September 30, 2019

Nine Months Ended
September 30, 2018

Avg. Avg.
Average Yield/Rate Average Yield/Rate
(000's omitted except yields and rates) Balance Interest Paid Balance Interest Paid
I nterest-earning assets:
Cash equivalents $375818  $6,339  2.26% $95,761  $1,188 1.66%
Taxableinvestment securities () 2,319,994 43,037 2.48% 2,577,807 46,275 2.40%
Nontaxable investment securities Y 404,741 10,879 3.59% 455,816 12,651 3.71%
Loans (net of unearned discount)® 6,436,474 228,408  4.74% 6,259,668 213,481 4.56%
Total interest-earning assets 9,537,027 288,663 4.05% 9,389,052 273,595 3.90%
Noninterest-earning assets 1,361,493 1,306,465
Total assets $10,898,520 $10,695,517
Interest-bearing liabilities:
Interest checking, savings, and money market deposits $5,436,854 7,825 0.19% $5,438,539 4,353 0.11%
Time deposits 811,346 6,701  1.10% 753,853 2,924 0.52%
Customer repurchase agreements 215,459 1,189 0.74% 262,999 1,192 0.61%
FHLB borrowings 10,990 208  2.53% 34,179 530 2.07%
Subordinated notes payable 3,994 161  5.40% 0 0 0.00%
Subordinated debt held by unconsolidated subsidiary trusts 97,297 3161  4.34% 117,170 3,645 4.16%
Total interest-bearing liabilities 6,575,940 19,245 0.39% 6,606,740 12,644 0.26%
Noninterest-bearing liabilities:
Noninterest checking deposits 2,361,569 2,298,008
Other liahilities 185,456 147,208
Shareholders' equity 1,775,555 1,643,561
Total liabilities and shareholders' equity $10,898,520 $10,695,517
Net interest earnings $269,418 $260,951
Net interest spread 3.66% 3.64%
Net interest margin on interest-earning assets 3.78% 3.72%
Fully tax-equivalent adjustment $2,983 $3,283
1) Averages for investment securities are based on historical cost basis and the yields do not give effect to changes in fair value that is
reflected as a component of noninterest-earning assets, shareholders' equity, and deferred taxes.
2 Includes nonaccrual loans. Theimpact of interest and fees not recognized on nonaccrual loans wasimmaterial.
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As discussed above and disclosed in Table 3 below, the change in net interest income (fully tax-equivalent basis) may be analyzed by segregating
the volume and rate components of the changes in interest income and interest expense for each underlying category.

Table 3: Rate/Volume

Nine months ended September 30,

2019
Three months ended September 30, 2019 versus September 30, 2018
versus September 30, 2018 Increase (Decrease) Dueto
Increase (Decrease) Due to Changein @ Changein ®
Net Net
(000's omitted) Volume Rate Change Volume Rate Change
Interest earned on:
Cash equivalents $3,509 $53 $3,562 $4,587 $564 $5,151
Taxable investment securities (3,560) 439 (3,121) (4,743) 1,505 (3,238)
Nontaxable investment securities (254) (219 (473) (1,383) (389) (1,772
Loans 5,253 2,437 7,690 6,130 8,797 14,927
Total interest-earning assets @ 4,756 2,902 7,658 4360 10,708 15,068
Interest paid on:
Interest checking, savings and money
market deposits 64 1,155 1,219 (@) 3,473 3,472
Time deposits 332 1,544 1,876 239 3,538 3,777
Customer repurchase agreements (68) 4 (64) (237) 234 (3)
FHL B borrowings (315) (70) (385) (419 97 (322
Subordinated notes payable 161 0 161 161 0 161
Subordinated debt held by unconsolidated
subsidiary trusts (206) (35) (141) (640) 156 (484)
Total interest-bearing liabilities @ 212 2,454 2,666 (59) 6,660 6,601
Net interest earnings 4,451 541 4,992 4146 4321 8,467
@) The changein interest due to both rate and volume has been all ocated to volume and rate changes in proportion to the relationship of the
absolute dollar amounts of such change in each component.
@ Changes due to volume and rate are computed from the respective changes in average balances and rates of the totals; they are not a

summation of the changes of the components.

Noninter et Revenues

The Company’s sources of noninterest revenues are of four primary types: 1) general banking services related to loans, deposits, and other core
customer activitiestypically provided through the branch network and electronic banking channels (performed by CBNA); 2) employee benefit
services (performed by BPAS and its subsidiaries); 3) wealth management services, comprised of trust services (performed by the trust unit within
CBNA), investment products and services (performed by CISI) and asset management services (performed by Nottingham Advisors, Inc.); and 4)
insurance products and services (performed by OneGroup NY/, Inc. (“OneGroup”)). Additionally, the Company has periodic transactions, most
often net gains or losses from the sale of investment securities and prepayment of debt instruments.
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Table4: Noninterest Revenues

Three Months Ended Nine Months Ended
September 30, September 30,

(000's omitted) 2019 2018 2019 2018
Employee benefit services $24,329 $23,265 $72,170 $68,813
Deposit service charges and fees 11,322 11,087 32,435 32,306
Electronic banking 5,598 5,040 16,345 21,962
I nsurance services 8,627 8,270 24,718 23,044
Wealth management services 6,363 6,168 19,290 19,370
Other banking revenues 945 1,536 3,628 3,942
Subtotal 57,084 55,366 168,586 169,437
Gain on sale of investment securities, net 0 0 4,882 0
Unrealized gain on equity securities 10 743 28 722
L oss on debt extinguishment 0 (318) 0 (318)
Total noninterest revenues $57,094 $55,791 $173,496 $169,841
Noninterest revenues/operating revenues (FTE basis) (V) 38.6% 39.4% 38.9% 39.9%

() For purposes of this ratio noninterest revenues exclude net realized gain on sale of investment securities, unrealized gain on equity
securities, and loss on debt extinguishment. Operating revenues, a non-GAAP measure, is defined as net interest income on afully-tax
equivalent basis excluding acquired non-impaired |oan accretion plus noninterest revenues excluding net gain on sale of investment
securities, unrealized gain on equity securities, and 10ss on debt extinguishment. See Table 11 for Reconciliation of GAAP to Non-GAAP

Measures.

Asdisplayed in Table 4, noninterest revenues, excluding net gain on sale of investment securities and unrealized gain on equity securities, were

$57.1 million for the third quarter of 2019 and $168.6 million for the first nine months of 2019. This represents an increase of $1.7 million, or 3.1%, for
the quarter and a decrease of $0.9 million, or 0.5%, for the Y TD period in comparison to the equivalent 2018 periods. The increase for the quarterly
period was driven by an increase in employee benefit services revenue, wealth management services revenue, insurance services revenue, deposit
service fee revenue and el ectronic banking revenue, partially offset by a decrease in other banking services revenue. The decrease for the Y TD
period was due to the impact that the decrease in debit card-related revenue due to the Durbin amendment had on electronic banking revenue, a
decrease in wealth management services revenue and a decrease in other banking services revenues, partially offset by increasesin employee
benefit services revenue, insurance services revenue and deposit service fee revenue. In addition to noninterest revenues from recurring banking
noninterest revenue and financial services revenues, the Company sold $590.2 million of its available-for-sale Treasury securities in the second
quarter of 2019 resulting in anet realized gain of $4.9 million.

General recurring banking noninterest revenue of $17.9 million for the third quarter and $52.4 million for the first nine months of 2019 increased $0.2
million, or 1.1%, and decreased $5.8 million, or 10.0%, respectively, as compared to the corresponding prior year periods. The quarterly increase
was primarily driven by an increase in deposit service fees and el ectronic banking due to an expanded customer based following the Kinderhook
transaction, partially offset by a decrease in mortgage banking revenue between the periods. The Y TD decrease was primarily driven by the impact
of the Durbin amendment mandated debit interchange price restrictions that were effective at the beginning of the third quarter of 2018, partially
offset by theimpact of the Kinderhook acquisition in the third quarter of 2019.

Employee benefit services revenue increased $1.1 million, or 4.6%, and $3.4 million, or 4.9%, for the three and nine months ended September 30,
2019, respectively, as compared to the prior year periods. This growth primarily related to growth in the collective investment fund administration
and the institutional trust business. Insurance services revenue was up $0.3 million, or 3.1%, and $1.7 million, or 7.3%, for the third quarter and

Y TD periods, respectively. Wealth management services revenue was up $0.2 million, or 3.2%, for the third quarter of 2019, but was down $0.1
million for 2019 Y TD as compared to the same time period of 2018.

Theratio of noninterest revenues to operating revenues (FTE basis) was 38.6% for the quarter and 38.9% for the nine months ended September 30,
2019, respectively, versus 39.4% and 39.9% for the comparable periods of 2018. The decrease for the year-to-date period is afunction of a
decrease of 0.5% in adjusted noninterest revenues primarily due to the impact of the Durbin amendment mandated debit interchange price
restrictions, while adjusted net interest income (FTE basis) increased 4.0%.
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Noninterest Expenses

Table 5 below sets forth the quarterly results of the major noninterest expense categories for the current and prior year, aswell as efficiency ratios
(defined below), a standard measure of expense utilization effectiveness commonly used in the banking industry.

Table5: Noninterest Expenses

Three Months Ended Nine Months Ended
September 30, September 30,

(000's omitted) 2019 2018 2019 2018
Salaries and employee benefits $56,061 $51,062 $163,448 $155,323
Occupancy and equipment 9,801 9,770 29,708 29,738
Data processing and communications 10,675 10,509 30,475 29,463
Amortization of intangible assets 3,960 4.427 11,994 13,780
Legal and professional fees 2,595 2,522 7,999 8,047
Business development and marketing 2,604 2,587 8,532 7,301
Acquisition expenses 6,061 (832 7,789 (769)
Other 5,172 5,188 16,812 14,793
Total noninterest expenses $96,929 $85,233 $276,757 $257,676
Operating expenses/average assets 3.07% 3.05% 3.15% 3.06%
Efficiency ratio 58.8% 58.0% 59.2% 57.7%
@) Operating expenses, a non-GAAP measure, is calculated as total noninterest expenses less acquisition expenses and amortization of

intangibles. See Table 11 for Reconciliation of GAAP to Non-GAAP Measures.

@ Efficiency ratio, a non-GAAP measure, is calculated as operating expenses as defined in (U above divided by net interest income on a

fully tax-equivalent basis excluding acquired non-impaired loan accretion plus noninterest revenues excluding net gain on sale of
investment securities, unrealized gains and losses on equity securities, and loss on debt extinguishment. See Table 11 for Reconciliation
of GAAPto Non-GAAP Measures.

Asshown in Table 5, the Company recorded noninterest expenses of $96.9 million and $276.8 million for the third quarter and Y TD periods of 2019,
respectively, representing an increase of $11.7 million, or 13.7%, and $19.1 million, or 7.4%, from the prior year periods. Acquisition-related
expenses associated with the Kinderhook acquisition of $6.1 million and $7.8 million are included in third quarter and Y TD 2019 noninterest
expenses, respectively. Salaries and employee benefitsincreased $5.0 million, or 9.8%, and $8.1 million, or 5.2%, for the third quarter and Y TD
periods of 2019, respectively, as compared to the corresponding periods of 2018. Theincrease in salaries and benefits was due primarily to an
increase in average full-time equivalent employees due to the Kinderhook acquisition, annual merit-based personnel cost increases and an increase
in employee benefit costsincluding a significant increase in employee health care costs. The remaining change to noninterest expenses can be
attributed to occupancy and equipment (up slightly for the quarter and down slightly Y TD), data processing and communications (up $0.2 million
for the quarter and $1.0 million YTD), amortization of intangible assets (down $0.5 million for the quarter and $1.8 million YTD), legal and
professional fees (up $0.1 million for the quarter and down slightly Y TD), business development and marketing (up slightly for the quarter and $1.2
million Y TD) and other expenses (down slightly for the quarter and up $2.0 million YTD). Included in other expenses was an increase in expense
associated with the non-service related components of net periodic pension benefit (up $0.7 million for the quarter and $2.1 million YTD).

The Company’s efficiency ratio (as defined in the table above) was 58.8% for the third quarter, 0.8% unfavorable to the comparable quarter of
2018. Thisresulted from operating expenses (as described above) increasing 6.5%, while operating revenues (as described above) increased by a
lesser 5.0%. The efficiency ratio of 59.2% for the first nine months of 2019 was 1.5% unfavorable compared to the first nine months of 2018 dueto
5.0% higher operating expenses (as described above), while operating revenues (as described above) increased by alesser 2.2% including the
impact of the Durbin-related reductionsin interchange revenues. Current year operating expenses, excluding intangible amortization and
acquisition expenses, as a percentage of average assets increased two basis points versus the prior year quarter and was nine basis points higher
than the prior year-to-date period. Operating expenses (as defined above) increased 6.5% for the quarter and 5.0% for the year-to-date period,
while average assets increased 5.7% for the quarter and increased 1.9% for the year-to-date period.
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Income Taxes

Thethird quarter and Y TD 2019 effective income tax rates were 21.1% and 19.9%, respectively, as compared to the 21.0% and 20.9% for the
comparable periods of 2018. Theincreasein the third quarter 2019 effective income tax rate is attributable to a slight decrease in the windfall tax
benefit associated with the accounting for share-based transactions. The decreasein the Y TD 2019 effective income tax rateis attributable to an
increasein the Y TD windfall tax benefit as compared to the prior year period, combined with lower state taxes. The effective tax rate adjusted to
exclude windfall tax benefits was 21.5% for both third quarter and Y TD 2019, as compared to 21.5% and 22.2% for the comparable periods of 2018,
respectively.

Investment Securities

The carrying value of investments (including unrealized gains and |osses on available-for-sal e securities) was $2.48 billion at the end of the third
quarter, adecrease of $499.9 million from December 31, 2018 and $466.3 million lower than September 30, 2018. The book value (excluding
unrealized gains and losses) of investments decreased $561.3 million from December 31, 2018 and decreased $564.4 million from September 30,
2018. During the first nine months of 2019, the Company purchased $55.3 million of government agency mortgage-backed securities with an
averageyield of 3.19%, $55.5 million of obligations of state and palitical subdivisionswith an average fully tax-equivalent yield of 3.52% and $49.9
millionin U.S. agency securities with an average yield of 2.49%. The Company also acquired $37.7 million of available-for-sale securities and $2.1
million of equity and other securities as part of the Kinderhook transaction. These additions were offset by $148.9 million of investment maturities,
calls, and principal payments during the first nine months of 2019, and the sale of $590.2 million of available-for-sale Treasury securities with a
remaining maturity of lessthan five years and a2.09% yield to maturity. The sale of investment securities in the second quarter of 2019 resulted in
a$4.9 million net realized gain. The effective duration of the securities portfolio was 2.5 years at the end of the third quarter of 2019, as compared
to 2.7 years at year end 2018 and 2.9 years at the end of the third quarter of 2018.

The change in the carrying value of investmentsis also impacted by the amount of net unrealized gains or losses. At September 30, 2019, the
portfolio had a $46.1 million net unrealized gain, an increase of $61.4 million from the unrealized loss at December 31, 2018 and a$98.1 million
increase from the unrealized loss at September 30, 2018. These changes in the net unrealized position of the portfolio were principally driven by
the movements in market interest rates.

Table6: Investment Securities

September 30, 2019 December 31, 2018 September 30, 2018
Amortized Fair Amortized Fair Amortized Fair

(000's omitted) Cost Value Cost Value Cost Value
Available-for-Sale Portfolio:
U.S. Treasury and agency

securities $1,482,739 $1,506,647 $2,036,474 $2,023,753 $2,039,086 $1,998,095
Obligations of state and political

subdivisions 442,942 458,090 453,640 459,154 473,048 475,365
Government agency mortgage-

backed securities 406,329 411,816 390,234 382,477 369,970 358,063
Corporate debt securities 2,542 2,540 2,588 2,546 2,603 2,550
Government agency collateralized

mortgage obligations 57,452 58,009 69,342 68,119 73,112 70,706

Total available-for-sale portfolio 2,392,004 2,437,102 2,952,278 2,936,049 2,957,819 2,904,779
Equity and other Securities:
Equity securities, at fair value 251 461 251 432 251 498
Federal Home Loan Bank common

stock 6,912 6,912 8,768 8,768 6,343 6,343
Federal Reserve Bank common

stock 31,992 31,992 30,690 30,690 30,690 30,690
Other equity securities, at

adjusted cost 4,525 5,275 4,969 5,719 4,997 5,747

Total equity and other securities 43,680 44,640 44,678 45,609 42281 43,278
Total investments $2,435,684 $2,481,742 $2,996,956 $2,981,658 $3,000,100 $2,948,057
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L oans

Asshownin Table 7, loans ended the third quarter at $6.85 billion, up $552.3 million, or 8.8%, from one year earlier and up $572.1 million, or 9.1%,
from the end of 2018. The growth during the last nine and twelve months was attributable to both organic and acquired growth, with $471.7 million
of theincrease attributable to the Kinderhook acquisition.

Table7: Loans

(000's omitted) September 30, 2019 December 31, 2018 September 30, 2018
Business lending $2,779,612 40.6% $2,396,977 38.2% $2,403,624 38.2%
Consumer mortgage 2,405,191 35.1% 2,235,408 35.6% 2,220,022 35.2%
Consumer indirect 1,091,980 15.9% 1,083,207 17.2% 1,098,943 17.4%
Consumer direct 187,379 2.71% 178,820 2.8% 184,349 2.9%
Home equity 389,029 5.7% 386,709 6.2% 393,950 6.3%

Total loans $6,853,191 100.0% $6,281,121 100.0% $6,300,888 100.0%

The business lending portfolio consists of general-purpose business lending to commercial and industrial customers, municipal lending,
mortgages on commercial property, and dealer floor plan financing. The business lending portfolio increased $376.0 million, or 15.6%, from
September 30, 2018 and increased $382.6 million from December 31, 2018, with $327.5 million of the increase from Kinderhook. The Company
operatesin highly competitive markets for business loans and invests in additional personnel, technology and business devel opment resources to
generate organic growth in its business lending portfolio while adhering to its goals or maintaining strong asset quality and producing profitable
margins.

Consumer mortgages increased $185.2 million, or 8.3%, from one year ago and increased $169.8 million, or 7.6%, from December 31, 2018. Excluding
the $120.0 million in consumer mortgages from Kinderhook, consumer mortgages increased $65.2 million, or 2.9%, from one year ago and increased
$49.8 million, or 2.2%, from December 31, 2018. Consumer mortgage volume has been relatively strong over the last several years dueto
historically low long-term rates and comparatively stable real estate valuationsin the Company’s primary markets. Interest rate levels and expected
duration continue to be the most significant factorsin determining whether the Company chooses to retain, versus sell and service, portions of its
new mortgage production. The Company is currently holding primarily all of its new consumer mortgage production due to current market
conditions. Home equity loans decreased $4.9 million, or 1.2%, from one year ago and increased $2.3 million, or 0.6%, from December 31, 2018,
including the $16.6 million of home equity loans acquired with the Kinderhook transaction. The Company continues to experience alow level of
utilization of home equity loans due to the current level of market interest rates.

Consumer installment loans, both those originated directly in the branches (referred to as * consumer direct”) and indirectly in automobile, marine,
and recreational vehicle dealerships (referred to as“ consumer indirect”), decreased $3.9 million, or 0.3%, from one year ago and increased $17.3
million, or 1.4%, from December 31, 2018, with $7.6 million of theincrease relating to consumer direct loans acquired with the Kinderhook
transaction. Although the consumer indirect loan market is highly competitive, the Company isfocused on maintaining a profitable, in-market and
contiguous market indirect portfolio, while continuing to pursue the expansion of its dealer network. Consumer direct |oans provide attractive
returns, and the Company is committed to providing competitive market offeringsto its customersin thisimportant |oan category.
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Asset Quality

Table 8 below exhibits the major components of nonperforming loans and assets and key asset quality metrics for the periods ending September

30, 2019 and 2018 and December 31, 2018.

Table 8: Nonperforming Assets

September 30, December 31, September 30,
(000's omitted) 2019 2018 2018
Nonaccrual loans
Business lending $8,547 $8,370 $7,046
Consumer mortgage 13,059 12,262 12,353
Consumer indirect 0 0 0
Consumer direct 54 0 0
Home equity 1,950 1,912 2,583
Total nonaccrual loans 23,610 22,544 21,982
Accruing loans 90+ days delinguent
Business lending 1,186 179 355
Consumer mortgage 3,147 1,625 1,982
Consumer indirect 209 292 209
Consumer direct 43 52 20
Home equity 479 307 385
Total accruing loans 90+ days delinguent 5,064 2,455 2,951
Nonperforming loans
Business lending 9,733 8,549 7,401
Consumer mortgage 16,206 13,887 14,335
Consumer indirect 209 292 209
Consumer direct 97 52 20
Home equity 2,429 2,219 2,968
Total nonperforming loans 28,674 24,999 24,933
Other real estate owned (OREO) 1,258 1,320 1,142
Total nonperforming assets $29,932 $26,319 $26,075
Nonperforming loans/ total loans 0.42% 0.40% 0.40%
Nonperforming assets/ total loans and other real estate 0.44% 0.42% 0.41%
Delingquent loans (30 days old to nonaccruing) to total loans 0.85% 1.00% 0.93%
Net charge-offs to average loans outstanding (quarterly) 0.10% 0.21% 0.11%
L egacy net charge-offs to average legacy loans outstanding (quarterly) 0.12% 0.24% 0.12%
Provision for loan losses to net charge-offs (quarterly) 107% 75% 130%
Legacy provision for loan losses to net charge-offs (quarterly) @ 51% 76% 138%
@) L egacy loans exclude loans acquired after January 1, 2009. These ratios are included for comparative purposes to prior periods.

The Company’s asset quality profile in the third quarter of 2019 continued to illustrate the long-term effectiveness of the Company’s disciplined
credit risk management and underwriting standards. Asdisplayed in Table 8, nonperforming assets at September 30, 2019 were $29.9 million, a$3.6
million increase versusthe level at the end of 2018 and a $3.9 million increase as compared to one year earlier. Nonperforming loansincreased $3.7
million from year-end 2018 and increased $3.7 million from September 30, 2018. Other real estate owned (“OREQ") at September 30, 2019 of $1.3
million decreased $0.1 million from December 31, 2018 and increased $0.1 million from September 30, 2018. At September 30, 2019, OREOQ consisted
of 17 residential properties with atotal value of $1.0 million and two commercial properties with avalue of $0.3 million. This comparesto 18
residential properties with atotal value of $1.3 million at December 31, 2018, and 23 residential properties with atotal value of $1.1 million at
September 30, 2018. Nonperforming loans were 0.42% of total oans outstanding at the end of the third quarter, two basis points above the level at

December 31, 2018 and September 30, 2018.
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Approximately 57% of nonperforming loans at September 30, 2019 are related to the consumer mortgage portfolio. Collateral values of residential
properties within the Company’s market area have generally remained stable over the past several years. Additionally, economic conditions,
including lower unemployment levels, have positively impacted consumers and resulted in relatively stable nonperforming mortgage ratiosin
recent years, with only amodest increase in theratio for the third quarter of 2019 compared to the prior year third quarter. Approximately 34% of
the nonperforming loans at September 30, 2019 were related to the business lending portfolio, which is comprised of business loans broadly
diversified by industry type. The remaining 9% of nonperforming loans relate to consumer installment and home equity loans, with home equity
non-performing loan levels being driven by the same factorsidentified for consumer mortgages. The allowance for loan losses to nonperforming
loansratio, ageneral measure of coverage adequacy, was 172% at the end of the third quarter, as compared to 197% at year-end 2018 and 201% at
September 30, 2018.

The Company’s senior management, special asset officers and lenders review all delinquent and nonaccrual loans and OREO regularly in order to
identify deteriorating situations, monitor known problem credits and discuss any needed changes to collection efforts, if warranted. Based on the
group’s consensus, arelationship may be assigned a special assets officer or other senior lending officer to review the loan, meet with the
borrowers, assess the collateral and recommend an action plan. This plan could include foreclosure, restructuring loans, issuing demand letters or
other actions. The Company’slarger criticized credits are also reviewed on a quarterly basis by senior credit administration management, special
assets officers and commercial lending management to monitor their status and discuss credit management plans. Commercial lending
management reviews the criticized business loan portfolio on a monthly basis.

Delinquent loans (30 days past due through non-accruing) as a percent of total loans was 0.85% at the end of the third quarter, 15 basis points
below the 1.00% at year-end 2018 and eight basis points below the 0.93% at September 30, 2018. The business lending delinquency ratio at the
end of the third quarter was 15 basis points below the level at December 31, 2018 and 12 basis points below the level at September 30, 2018. The
delinquency ratios for the consumer indirect and consumer direct |oan portfolios decreased as compared to the levels at December 31, 2018 and
September 30, 2018. The delinquency ratio for the consumer mortgage |oan portfolio decreased as compared to the level at December 31, 2018, but
was slightly higher than the delinquency ratio at September 30, 2018. The delinquency ratio for the home equity portfolio increased as compared
to December 31, 2018, while the ratio was below the level oneyear ago. The Company’s success at keeping the nonperforming and delinquency
ratios at favorable levels has been the result of its continued focus on maintaining strict underwriting standards, aswell as the effective utilization
of its collection and recovery capabilities.
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Table 9: Allowancefor Loan L osses Activity

Three Months Ended Nine Months Ended
September 30, September 30,

(000's omitted) 2019 2018 2019 2018
Allowance for loan losses at beginning of period $49,310 $49,618 $49,284 $47,583
Charge-offs:
Business lending 305 73 1,774 2,368
Consumer mortgage 200 144 1,040 588
Consumer indirect 2,224 2,364 5,529 6,031
Consumer direct 456 465 1,436 1,324
Home equity 45 221 223 325
Total charge-offs 3,230 3,267 10,002 10,636
Recoveries:
Business lending 290 93 593 404
Consumer mortgage 8 46 44 109
Consumer indirect 1,095 1,190 3,296 3,688
Consumer direct 167 223 567 612
Home equity 32 15 68 31
Total recoveries 1,592 1,567 4,568 4,844
Net charge-offs 1,638 1,700 5,434 5,792
Provision for loans |osses 1,751 2,215 5,573 8,342
Allowance for loan losses at end of period $49,423 $50,133 $49,423 $50,133
Allowance for loan losses/ total loans 0.72% 0.80% 0.72% 0.80%
Allowance for legacy loan losses/ total legacy loans ¥ 0.89% 0.96% 0.89% 0.96%
Allowance for loan losses/ nonperforming loans 172% 201% 172% 201%
Allowance for legacy loan losses / legacy nonperforming loans (9 231% 274% 231% 274%
Net charge-offs (annualized) to average loans outstanding:
Business lending 0.00% 0.00% 0.06% 0.11%
Consumer mortgage 0.03% 0.02% 0.06% 0.03%
Consumer indirect 0.41% 0.43% 0.28% 0.30%
Consumer direct 0.59% 0.50% 0.63% 0.51%
Home equity 0.01% 0.21% 0.05% 0.10%
Total loans 0.10% 0.11% 0.11% 0.12%
@) L egacy loans exclude loans acquired after January 1, 2009. These ratios are included for comparative purposes to prior periods.

Asdisplayed in Table 9, net charge-offs during the third quarter of 2019 were $1.6 million, $0.1 million lower than the third quarter of 2018. Net
charge-offs for the nine months ended September 30, 2019 were $5.4 million, a $0.4 million decrease from the first nine months of 2018. The
consumer mortgage and consumer direct portfolios experienced higher levels of net charge-offs through the first nine months of 2019, as compared
to the first nine months of 2018, while the business lending, home equity and consumer indirect portfolios experienced lower net charge-offs than
the prior year-to-date period. The annualized net charge-off ratio (net charge-offs as a percentage of average loans outstanding) for the third
quarter of 2019 was 0.10%, one basis point lower than the third quarter of 2018. Net charge-off ratios for the third quarter of 2019 for the business
lending, consumer mortgage, consumer direct and home equity portfolios were below the Company’s average for the trailing eight quarters. Due
to the highly seasonal nature of the net charge-off ratio for the consumer indirect portfolio it is compared to like quartersin previous periods, and it
was below the Company’s average for the third quarters of the previous two years. The September Y TD annualized net charge-off ratio of 0.11%
for total loans was one basis point lower than the equivalent prior year period.

The provision for loan losses was $1.8 million in the third quarter, with $0.8 million of provision related to legacy loans and $1.0 million of provision
related to acquired loans. Thethird quarter provision was $0.5 million lower than the equivalent prior year period. Thethird quarter 2019 loan loss
provision was $0.1 million more than the level of net charge-offsfor the quarter. The allowance for loan losses of $49.4 million as of September 30,
2019 decreased $0.7 million from the level oneyear ago. Stable asset quality metrics have resulted in an allowance for loan losses to total loans
ratio of 0.72% at September 30, 2019, eight basis points lower than the level at September 30, 2018 and six basis points lower than the level at
December 31, 2018.

As of September 30, 2019, the purchase discount related to the $1.56 billion of remaining non-impaired loan balances acquired from the National
Union Bank of Kinderhook, Merchants Bank, Oneida Savings Bank, HSBC Bank USA, N.A., First NiagaraBank, N.A., and Wilber National Bank
was approximately $21.8 million, or 1.4% of that portfolio, with $2.3 million included in the allowance for loan losses for acquired loans where the
carrying value exceeded the estimated net recoverable value.
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Deposits

Asshownin Table 10, average deposits of $8.92 billion in the third quarter were $506.6 million, or 6.0%, higher than the third quarter of 2018, and
increased $564.5 million, or 6.8%, from the fourth quarter of last year, with $482.8 million of the increase from the third quarter of 2018 and the fourth
quarter of last year relating to the Kinderhook acquisition. The mix of average deposit balancesin the third quarter islargely consistent with the
prior year quarter and the fourth quarter of 2018. Core deposits (noninterest checking, interest checking, savings and money markets) represent
approximately 90% of the Company’s deposit funding base, while non-core time deposits represent 10% of total average deposits. The quarterly
average cost of deposits was 0.26% for the third quarter of 2019, compared to 0.13% in the third quarter of 2018, reflective of the general increasein
rates in the deposit market and inclusion of acquired Kinderhook deposit liabilities between the periods. The Company continues to focus heavily
on growing its core deposit relationships through its proactive marketing efforts, competitive product offerings and high quality customer service.

Average nonpublic fund deposits for the third quarter of 2019 increased $601.7 million, or 8.1%, versus the fourth quarter of 2018 and increased
$500.4 million, or 6.7%, versus the year-earlier period, with $448.6 million of theincrease over the fourth quarter and year-earlier periods attributable
to the Kinderhook acquisition. Average public fund deposits for the third quarter decreased $37.2 million, or 3.8%, from the fourth quarter of 2018
and increased $6.2 million, or 0.7%, from the third quarter of 2018. The Kinderhook acquisition was responsible for the addition of $34.2 million of
average public fund depositsin the third quarter of 2019. Public fund deposits as a percentage of total deposits decreased from 11.0% in the third
quarter of 2018 to 10.5% in the third quarter of 2019.

Table 10: Quarterly Average Deposits

September 30, December 31, September 30,

(000's omitted) 2019 2018 2018
Noninterest checking deposits $2,458,831 $2,317,042 $2,336,778
Interest checking deposits 2,075,009 1,880,610 1,890,900
Savings deposits 1,540,896 1,450,707 1,464,272
Money market deposits 1,926,418 1,966,279 1,978,485
Time deposits 919,820 741,794 743,924

Total deposits $8,920,974 $8,356,432 $8,414,359
Nonpublic fund deposits $7,988,718 $7,386,943 $7,488,333
Public fund deposits 932,256 969,489 926,026

Total deposits $8,920,974 $8,356,432 $8,414,359

Borrowings

Securities sold under agreement to repurchase, also referred to as customer repurchase agreements, represent collateralized municipal and
commercial customer accounts that price and operate similar to adeposit instrument. Customer repurchase agreements were $233.3 million at the
end of the third quarter of 2019, a decrease of $26.0 million from December 31, 2018 and $41.2 million below September 30, 2018.

Borrowings, excluding customer repurchase agreements, at the end of the third quarter of 2019 totaled $95.5 million. Thiswas $58.9 million, or
38.1%, lower than borrowings at December 31, 2018 and $4.5 million, or 4.5%, below the end of the third quarter of 2018. The decrease from the
prior year third quarter was primarily due to the $22.7 million redemption of trust preferred subordinated debt held by MBVT | and KCT in the third
quarter of 2019, partially offset by $13.8 million in subordinated notes payable, $2.4 million of FHLB long-term advances and $2.1 million of trust
preferred subordinated debt assumed in the third quarter of 2019 as part of the Kinderhook acquisition. Thetrust preferred debt held by MBVT |
was assumed in the second quarter of 2017 as part of the Merchants Bancshares acquisition, and the trust preferred debt held by KCT was
acquired in third quarter of 2019 as part of the Kinderhook acquisition. The decrease from the fourth quarter of 2018 reflected the impact of the
aforementioned redemptions of trust preferred subordinated debt in the third quarter of 2019 and a $54.4 million decrease in FHLB overnight
borrowings, partially offset by the subordinated notes, FHL B long-term advances and trust preferred subordinated debt assumed as part of the
Kinderhook acquisition.
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Shareholders’ Equity

Total shareholders’ equity was $1.84 billion at the end of the third quarter. Thiswas up $126.6 million from the balance at December 31, 2018.
During the first nine months of 2019, the Company recorded net income of $126.2 million, issued $6.7 million from treasury stock to the Company’s
benefit plans, issued $2.5 million of shares under the long-term incentive stock plan, recorded $4.0 million from long-term incentive stock options
earned and other comprehensive income increased $47.7 million. These amounts were partially offset by dividends declared of $60.5 million. The
changein other comprehensive income was comprised of a$46.3 million increase in the after-tax market value adjustment on the available-for-sale
investment portfolio and a positive $1.4 million adjustment to the funded status of the Company’ s retirement plans. Over the past 12 months, total
shareholders' equity increased by $172.1 million, as net income, the issuance of common stock in association with the Company’s stock and
benefit plans and an increase in the market value adjustment on investments, more than offset dividends declared and the change in the funded
status of the Company’s defined benefit pension and other postretirement plans.

The Company’s Tier 1 leverage ratio, aprimary measure of regulatory capital for which 5% is the requirement to be “well-capitalized” , was 10.76%
at the end of the third quarter, down 32 basis points from year-end 2018 and four basis points above itslevel one year earlier. The decreasein the
Tier 1 leverageratio in comparison to December 31, 2018 was primarily due to an increase in average assets, excluding intangibles and the market
value adjustment on investments, of 5.3% primarily due to the Kinderhook acquisition, while ending shareholders' equity, excluding intangibles
and other comprehensive income items, increased 2.3%, primarily from net earnings retention. The Tier 1 leverage ratio increased compared to the
prior year'sthird quarter as shareholders' equity, excluding intangibles and other comprehensive income, increased 5.4% primarily due to earnings
retention, while average assets excluding intangibles and the market value adjustment, increased 5.1%. The net tangible equity-to-assetsratio (a
non-GAAP measure) of 9.68% decreased 0.88% from December 31, 2018 due primarily to the assets added in the Kinderhook acquisition, and
increased 0.55% versus September 30, 2018 (See Table 11 for Reconciliation of Quarterly GAAP to Non-GAAP Measures). Theincreasein the net
tangible equity-to-assets ratio over the past 12 months was due to a proportionally larger increase in tangible equity levelsthan theincreasein
tangible assets, primarily driven by net earnings retention, aswell as the increase in the market value adjustment on avail able-for-sal e securities.

The dividend payout ratio (dividends declared divided by net income) for the first nine months of 2019 was 47.9%, compared to 42.4% for the nine
months ended September 30, 2018. Dividends declared for the first nine months of 2019 increased 11.6% compared to the first nine months of 2018,
as the Company’s quarterly dividend per share was raised from $0.34 to $0.38 in August 2018 and was raised from $0.38 to $0.41 in August 2019,
while net income decreased 1.3% over the equivalent year-to-date period primarily due to the impact of the Durbin amendment and the acquisition

expenses related to the Kinderhook acquisition. The 2019 dividend increase marked the Company’s 27" consecutive year of increased dividend
payouts to common shareholders. Additionally, the number of common shares outstanding increased 1.0% over the last twelve months.

Liquidity

Liquidity risk isameasure of the Company’s ability to raise cash when needed at a reasonable cost and minimize any loss. The Bank maintains
appropriate liquidity levelsin both normal operating environments aswell as stressed environments. The Company must be capabl e of meeting all
obligations to its customers at any time and, therefore, the active management of itsliquidity position remains an important management objective.
The Bank has appointed the Asset Liability Committee (“ALCO”) to manage liquidity risk using policy guidelines and limits on indicators of
potential liquidity risk. Theindicators are monitored using a scorecard with threerisk level limits. These risk indicators measure core liquidity and
funding needs, capital at risk and change in available funding sources. Therisk indicators are monitored using such statistics as the core basic
surplus ratio, unencumbered securities to average assets, free loan collateral to average assets, |oans to deposits, depositsto total funding and
borrowingsto total funding ratios.

Given the uncertain nature of the Company’s customers demands, as well asthe Company's desire to take advantage of earnings enhancement
opportunities, the Company must have adequate sources of on and off-balance sheet funds available that can be utilized in time of need.
Accordingly, in addition to the liquidity provided by balance sheet cash flows, liquidity must be supplemented with additional sources such as
credit lines from correspondent banks and borrowings from the FHLB and the Federal Reserve Bank of New Y ork (“ Federal Reserve’). Other
funding alternatives may also be appropriate from time to time, including wholesale and retail repurchase agreements, large certificates of deposit
and the brokered CD market. The primary source of non-deposit fundsis FHLB overnight advances, of which there were no outstanding
borrowings at September 30, 2019.

The Bank’s primary sources of liquidity areitsliquid assets, aswell as unencumbered loans and securities that can be used to collateralize
additional funding. At September 30, 2019, the Bank had $1.01 hillion of cash and cash equivalents of which $781.7 million areinterest-earning
deposits held at the Federal Reserve, FHLB and other correspondent banks. The Bank also had $1.8 billion in unused FHLB borrowing capacity
based on the Company’s quarter-end collateral levels. Additionally, the Company has $939.3 million of unencumbered securities that could be
pledged at the FHLB or Federal Reserve to obtain additional funding. Thereis $25.0 million availablein unsecured lines of credit with other
correspondent banks.
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The Company’s primary approach to measuring short-term liquidity is known as the Basic Surplus/Deficit model. It isused to calculate liquidity
over two time periods: first, the amount of cash that could be made available within 30 days (calculated as liquid assets less short-term liabilities as
apercentage of average assets); and second, a projection of subsequent cash availability over an additional 60 days. As of September 30, 2019,
this ratio was 13.8% for 30-days and 13.8% for 90-days, excluding the Company's capacity to borrow additional funds from the FHLB and other
sources. Thisis considered to be a sufficient amount of liquidity based on the Company’sinternal policy regquirement of 7.5%.

A sources and uses statement is used by the Company to measure intermediate liquidity risk over the next twelve months. As of September 30,
2019, there is more than enough liquidity available during the next year to cover projected cash outflows. In addition, stress tests on the cash
flows are performed in various scenarios ranging from high probability eventswith alow impact on the liquidity position to low probability events
with ahigh impact on the liquidity position. The results of the stress tests as of September 30, 2019 indicate the Bank has sufficient sources of
fundsfor the next year in all simulated stressed scenarios.

To measure longer-term liquidity, a baseline projection of loan and deposit growth for five yearsis made to reflect how liquidity levels could
change over time. Thisfive-year measure reflects ample liquidity for loan and other asset growth over the next five years.

Though remote, the possibility of afunding crisisexists at all financial institutions. Accordingly, management has addressed thisissue by
formulating aLiquidity Contingency Plan, which has been reviewed and approved by both the Company’s Board of Directors (the “Board”) and
the Company’s ALCO. The plan addresses the actions that the Company would take in response to both a short-term and long-term funding
crisis.

A short-term funding crisis would most likely result from a shock to the financial system, either internal or external, which disrupts orderly short-
term funding operations. Such acrisiswould likely be temporary in nature and would not involve achangein credit ratings. A long-term funding
crisiswould most likely be the result of drastic credit deterioration at the Company. Management believes that both potential circumstances have
been fully addressed through detailed action plans and the establishment of trigger points for monitoring such events.

Forward-L ooking Statements

This document contains comments or information that constitute forward-looking statements (within the meaning of the Private Securities
Litigation Reform Act of 1995), which involve significant risks and uncertainties. Forward-looking statements often use words such as
“anticipate,” “could,” “target,” “expect,” “estimate,” “intend,” “plan,” “goal,” “forecast, ” “believe,” or other words of similar meaning. Actual
results may differ materially from the results discussed in the forward-looking statements. Moreover, the Company’s plans, objectives and
intentions are subject to change based on various factors (some of which are beyond the Company’s control). Factorsthat could cause actual
results to differ from those discussed in the forward-looking statementsinclude: (1) risksrelated to credit quality, interest rate sensitivity and
liquidity; (2) the strength of the U.S. economy in general and the strength of the local economieswhere the Company conductsits business; (3)
the effect of, and changesin, monetary and fiscal policies and laws, including interest rate policies of the Board of Governors of the Federal
Reserve System; (4) inflation, interest rate, market and monetary fluctuations; (5) the timely development of new products and services and
customer perception of the overall value thereof (including features, pricing and quality) compared to competing products and services; (6)
changes in consumer spending, borrowing and savings habits; (7) technological changes and implementation and financial risks associated with
transitioning to new technol ogy-based systems involving large multi-year contracts; (8) the ability of the Company to maintain the security of its
financial, accounting, technology, data processing and other operating systems and facilities; (9) effectiveness of the Company’srisk
management processes and procedures, reliance on models which may be inaccurate or misinterpreted, the Company’s ability to manage its credit
or interest rate risk, the sufficiency of its allowance for loan losses and the accuracy of the assumptions or estimates used in preparing the
Company’sfinancial statements and disclosures; (10) failure of third partiesto provide various services that are important to the Company’s
operations; (11) any acquisitions or mergers that might be considered or consummated by the Company and the costs and factors associated
therewith, including differencesin the actual financial results of the acquisition or merger compared to expectations and the realization of
anticipated cost savings and revenue enhancements; (12) the ability to maintain and increase market share and control expenses; (13) the nature,
timing and effect of changes in banking regulations or other regulatory or legislative requirements affecting the respective businesses of the
Company and its subsidiaries, including changesin laws and regul ations concerning taxes, accounting, banking, risk management, securities and
other aspects of the financial servicesindustry, specifically the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010; (14)
changes in the Company’s organization, compensation and benefit plans and in the availability of, and compensation levelsfor, employeesinits
geographic markets; (15) the outcome of pending or future litigation and government proceedings; (16) other risk factors outlined in the
Company'’sfilings with the SEC from time to time; and (17) the success of the Company at managing the risks of the foregoing.

Theforegoing list of important factorsis not all-inclusive. Such forward-looking statements speak only as of the date on which they are made and
the Company does not undertake any obligation to update any forward-looking statement, whether written or oral, to reflect events or
circumstances after the date on which such statement is made. 1f the Company does update or correct one or more forward-looking statements,
investors and others should not conclude that the Company will make additional updates or corrections with respect thereto or with respect to
other forward-looking statements.

48




Table of Contents

Reconciliation of GAAP to Non-GAAP Measures

Table11: GAAP to Non-GAAP Reconciliations

Three Months Ended Nine Months Ended
September 30, September 30,
(000's omitted) 2019 2018 2019 2018
Income statement data
Net income
Net income (GAAP) $39,218 $43,106 $126,179 $127,818
Acquisition expenses 6,061 (832 7,789 (769)
Tax effect of acquisition expenses (1,277) 174 (1,618) 163
Subtotal (non-GAAP) 44,002 42,448 132,350 127,212
Gain on sales of investment securities, net 0 0 (4,882 0
Tax effect of gain on sales of investment securities, net 0 0 988 0
Subtotal (non-GAAP) 44,002 42,448 128,456 127,212
Unrealized gain on equity securities (10) (743) (28) (722)
Tax effect of unrealized gain on equity securities 2 156 5 152
Subtotal (non-GAAP) 43,994 41,861 128,433 126,642
L oss on debt extinguishment 0 318 0 318
Tax effect of 10ss on debt extinguishment 0 (67) 0 (67)
Operating net income (non-GAAP) 43,994 42 112 128,433 126,893
Amortization of intangibles 3,960 4.427 11,994 13,780
Tax effect of amortization of intangibles (835) (928) (2,390) (2,883)
Subtotal (non-GAAP) 47,119 45,611 138,037 137,790
Acquired non-impaired loan accretion (1,637) (1,980) (4,269) (6,083)
Tax effect of acquired non-impaired loan accretion 345 415 854 1,271
Adjusted net income (non-GAAP) $45,827 $44,046 $134,622 $132,978
Return on aver age assets
Adjusted net income (non-GAAP) $45,827 $44,046 $134,622 $132,978
Average total assets 11,229,919 10,619,872 10,898,520 10,695,517
Adjusted return on average assets (non-GAAP) 1.62% 1.65% 1.65% 1.66%
Return on aver age equity
Adjusted net income (non-GAAP) $45,827 $44,046 $134,622 $132,978
Average total equity 1,824,869 1,664,234 1,775,555 1,643,561
Adjusted return on average equity (non-GAAP) 9.96% 10.50% 10.14% 10.82%
Earnings per common share
Diluted earnings per share (GAAP) $0.75 $0.83 $2.41 $2.46
Acquisition expenses 0.12 (0.02) 0.15 (0.02)
Tax effect of acquisition expenses (0.03) 0.00 (0.03) 0.00
Subtotal (non-GAAP) 0.84 0.81 2.53 244
Gain on sales of investment securities, net 0.00 0.00 (0.10) 0.00
Tax effect of gain on sales of investment securities, net 0.00 0.00 0.02 0.00
Subtotal (non-GAAP) 0.84 0.81 2.45 244
Unrealized gain on equity securities 0.00 (0.02) 0.00 (0.02)
Tax effect of unrealized gain on equity securities 0.00 0.00 0.00 0.00
Subtotal (non-GAAP) 0.84 0.80 2.45 243
L oss on debt extinguishment 0.00 0.01 0.00 0.01
Tax effect of |oss on debt extinguishment 0.00 0.00 0.00 0.00
Operating earnings per share (non-GAAP) 0.84 0.81 245 244
Amortization of intangibles 0.08 0.08 0.23 0.27
Tax effect of amortization of intangibles (0.02) (0.02) (0.05) (0.06)
Subtotal (non-GAAP) 0.90 0.87 2.63 2.65
Acquired non-impaired loan accretion (0.03) (0.04) (0.08) (0.12)
Tax effect of acquired non-impaired loan accretion 0.01 0.01 0.02 0.02
Diluted adjusted net earnings per share (non-GAAP) $0.88 $0.84 $2.57 $2.55
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Three Months Ended Nine Months Ended
September 30, September 30,
(000's omitted) 2019 2018 2019 2018
Noninter est operating expenses
Noninterest expenses (GAAP) $96,929 $85,233 $276,757 $257,676
Amortization of intangibles (3,960) (4,427) (11,994) (13,780)
Acquisition expenses (6,061) 832 (7,789) 769
Total operating_] expenses (non-GAAP) $86,908 $81,638 $256,974 $244,665
Efficiency ratio
Operating expenses (non-GAAP) - numerator $86,908 $81,638 $256,974 $244,665
Fully tax-equivalent net interest income 92,261 87,269 269,418 260,951
Noninterest revenues 57,094 55,791 173,496 169,841
Acquired non-impaired loan accretion (1,637) (1,980) (4,269) (6,083)
Gain on sales of investment securities, net 0 0 (4,882 0
Unrealized gain on equity securities (10) (743) (28) (722)
L oss on debt extinguishment 0 318 0 318
Operati ng revenues (non-GAAP) - denominator $147,708 $140,655 $433,735 $424,305
Efficiency ratio (non-GAAP) 58.8% 58.0% 59.2% 57.7%
September 30, December 31, September 30,
(000's omitted) 2019 2018 2018
Balance sheet data — at end of quarter
Total assets
Total assets (GAAP) $11,597,297 $10,607,295 $10,659,567
Intangibl e assets (840,685) (807,349) (811,700)
Deferred taxes on intangible assets 46,048 46,370 46,882
Total tang_li ble assets (non-GAAP) $10,802,660 $9,846,316 $9,894,749
Total common equity
Shareholders' Equity (GAAP) 1,840,421 1,713,783 $1,668,345
Intangibl e assets (840,685) (807,349) (811,700)
Deferred taxes on intangible assets 46,048 46,370 46,882
Total tangi ble common equity (non-GAAP) $1,045,784 $952,804 $903,527
Net tangible equity-to-assetsratio at quarter end
Total tangible common equity (non-GAAP) - numerator $1,045,784 $952,804 $903,527
Total tangible assets (non-GAAP) - denominator $10,802,660 $9,846,316 $9,894,749
9.68% 9.68% 9.13%

Net tangible equity-to-assetsratio at quarter end (non-GAAP)
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Item 3. Quantitative and Qualitative Disclosures about Market Risk

Market risk istherisk of lossin afinancial instrument arising from adverse changes in market rates, prices or credit risk. Credit risk associated with
the Company’s loan portfolio has been previously discussed in the asset quality section of the MD&A. Management believes that the tax risk of
the Company’s municipal investments associated with potential future changesin statutory, judicial and regulatory actionsisminimal. Treasury,
agency, mortgage-backed and CM O securities issued by government agencies comprise 80% of the total portfolio and are currently rated AAA by
Moody’s Investor Services and AA+ by Standard & Poor’s. Municipal and corporate bonds account for 18% of the total portfolio, of which, 98%
carry aminimum rating of A-. The remaining 2% of the portfolio is comprised of other investment grade securities. The Company does not have
material foreign currency exchangerate risk exposure. Therefore, almost all the market risk in the investment portfolio isrelated to interest rates.

The ongoing monitoring and management of both interest rate risk and liquidity, in the short and long term time horizons is an important
component of the Company's asset/liability management process, which is governed by limits established in the policies reviewed and approved
annually by the Company’s Board. The Board delegates responsihility for carrying out the policiesto the ALCO, which meets each month. The
committee is made up of the Company's senior management aswell as regional and line-of-business managers who oversee specific earning asset
classes and various funding sources. Asthe Company does not believeit is possibleto reliably predict future interest rate movements, it has
maintained an appropriate process and set of measurement tools, which enablesit to identify and quantify sources of interest rate risk in varying
rate environments. The primary tool used by the Company in managing interest rate risk isincome simulation.

While awide variety of strategic balance sheet and treasury yield curve scenarios are tested on an ongoing basis, the following reflects the
Company's estimated net interest income sensitivity over the subsequent twelve months based on:

. Asset and liability levels using September 30, 2019 as a starting point.

. There are assumed to be conservative levels of balance sheet growth, low-to-mid single digit growth in loans and deposits, while using the
cash flows from investment contractual maturities and prepayments to repay short-term capital market borrowings or reinvest into securities
or cash equivalents.

. The prime rate and federal funds rates are assumed to move over a 12-month period while moving the long end of the treasury curve to
spreads over the three month treasury that are more consistent with historical norms based on the last three years (normalized yield curve).
Deposit rates are assumed to move in a manner that reflects the historical relationship between deposit rate movement and changes in the
federal fundsrate.

. Cash flows are based on contractual maturity, optionality, and amortization schedules along with applicable prepayments derived from
internal historical data and external sources.

Net Interest Income Sensitivity M odel

Calculated annualized increase
(decrease) in projected net interest
income at September 30, 2019
Changein interest rates (000’ s omitted)

+200 basis points $ 7,834
+100 basis points $ 5,427
-100 basis points $ (2,963)
-175 basis points $ (7,499)

The short term modeled net interest income (NI1) increases in the rising rate environments largely due to assumed higher rates on new loans,
including variable and adjustable rate loans. These increases are partially offset by anticipated higher deposit costs. Over the longer time period,
the growth in NIl continuesto improvein both rising rate environments as lower yielding assets mature and are replaced at higher rates.

In the falling rate environments, the Bank shows interest rate risk exposure to lower short term rates. During the first twelve months, net interest
income declines largely due to lower assumed rates on new loans, including adjustable and variable rate assets. Modestly lower funding costs
associated with deposits and borrowings only partially offset the decrease in interest income.
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The analysis does not represent a Company forecast and should not be relied upon as being indicative of expected operating results. These
hypothetical estimates are based upon numerous assumptions: the nature and timing of interest rate levels (including yield curve shape),
prepayments on loans and securities, deposit decay rates, pricing decisions on loans and deposits, reinvestment/replacement of asset and liability
cash flows, and other factors. While the assumptions are devel oped based upon reasonabl e economic and local market conditions, the Company
cannot make any assurances as to the predictive nature of these assumptions, including how customer preferences or competitor influences might
change. Furthermore, the sensitivity analysis does not reflect actions that the ALCO might take in responding to or anticipating changesin
interest rates.

Item 4. Controlsand Procedures

Evaluation of Disclosure Controls and Procedures

The Company maintains disclosure controls and procedures, as defined in Rule 13a-15(e) and 15d — 15(e) under the Securities Exchange Act of
1934 as amended (the “ Exchange Act”), designed to ensure information required to be disclosed by the Company in the reports that it files or
submits under the Exchange Act is: (i) recorded, processed, summarized, and reported within the time periods specified in the SEC rules and forms,
and (ii) accumulated and communicated to management, including the principal executive and principal financial officers, as appropriate, to allow
timely decisions regarding required disclosure. Based on management’s evaluation of the effectiveness of the Company’s disclosure controls and
procedures, with the participation of the Chief Executive Officer and the Chief Financial Officer, it has concluded that, as of the end of the period
covered by this Quarterly Report on Form 10-Q, these disclosure controls and procedures were effective as of September 30, 2019.

Changesin Internal Control over Financial Reporting

The Company regularly assesses the adequacy of itsinternal controls over financial reporting. There have been no changesin the Company’s
internal controls over financial reporting in connection with the evaluation referenced in the paragraph above that occurred during the Company’s
quarter ended September 30, 2019 that have materially affected, or are reasonably likely to materially affect, the Company’sinternal control over
financial reporting.

Part1l.  Other Information
Item 1. L egal Proceedings

The Company and its subsidiaries are subject in the normal course of business to various pending and threatened legal proceedingsin which
claims for monetary damages are asserted. As of September 30, 2019, management, after consultation with legal counsel, does not anticipate that
the aggregate ultimate liability arising out of litigation pending or threatened against the Company or its subsidiaries will be material to the
Company’s consolidated financial position. On at least a quarterly basis, the Company assesses its liabilities and contingencies in connection with
such legal proceedings. For those matters where it is probable that the Company will incur losses and the amounts of the losses can be reasonably
estimated, the Company records an expense and corresponding liability inits consolidated financial statements. To the extent the pending or
threatened litigation could result in exposure in excess of that liability, the amount of such excessis not currently estimable. The range of
reasonably possible losses for matters where an exposure is not currently estimable or considered probable, beyond the existing recorded
liahilities, is believed to be between $0 and $1 million in the aggregate. Although the Company does not believe that the outcome of pending
litigation will be material to the Company’s consolidated financial position, it cannot rule out the possibility that such outcomeswill be material to
the consolidated results of operationsfor aparticular reporting period in the future.

Item 1A. Risk Factors

There has not been any material change in the risk factors disclosure from that contained in the Company’s Annual Report on Form 10-K for the
fiscal year ended December 31, 2018 filed with the SEC on March 1, 2019.

Item 2. Unregistered Sales of Equity Securitiesand Use of Proceeds

a) Not applicable.

b) Not applicable.

c) Atits December 2018 meeting, the Board approved a new stock repurchase program authorizing the repurchase, at the discretion of senior
management, of up to 2,500,000 shares of the Company’s common stock, in accordance with securities laws and regulations, during atwelve-
month period beginning January 1, 2019. Any repurchased shares will be used for general corporate purposes, including those related to stock
plan activities. Thetiming and extent of repurchases will depend on market conditions and other corporate considerations as determined at the

Company’s discretion.
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The following table presents stock purchases made during the third quarter of 2019:

I ssuer Purchases of Equity Securities

Total Total Number of Shares Maximum Number of
Number of Average Purchased as Part of Shares That May Yet Be
Shares Price Paid Publicly Announced Purchased Under the Plans
Period Purchased Per Share Plans or Programs or Programs
July 1-31, 2019 1,028 $65.55 0 2,500,000
August 1-31, 2019 0 0.00 0 2,500,000
September 1-30, 2019 0 0.00 0 2,500,000
Total ¥ 1,028 $65.55

) Included in the common shares repurchased were 1,028 shares acquired by the Company in connection with the administration of adeferred
compensation plan. These shares were not repurchased as part of the publicly announced repurchase plan described above.

Item 3. Defaults Upon Senior Securities
Not applicable.

Item 4. Mine Safety Disclosur es
Not applicable.

Item 5. Other Information
Not applicable.
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Item 6. Exhibits

Exhibit No. Description

(98}
—
[

Certification of Mark E. Tryniski, President and Chief Executive Officer of the Registrant, pursuant to Rule 13a-15(¢) or Rule
150d-15(e) under the Securities Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. (D

312 Certification of Joseph E. Sutaris, Treasurer and Chief Financial Officer of the Registrant, pursuant to Rule 13a-15(¢) or Rule
150d-15(e) under the Securities Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. (D

32.1 Certification of Mark E. Tryniski, President and Chief Executive Officer of the Registrant, pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. @

32.2 Certification of Joseph E. Sutaris, Treasurer and Chief Financial Officer of the Registrant, pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. @

101.INS Inline XBRL Instance Document — the instance document does not appear in the Interactive Data File because its XBRL tags
are embedded within the Inline XBRL document.

101.SCH Inline XBRL Taxonomy Extension Schema Document ©

101.CAL Inline XBRL Taxonomy Extension Calculation Linkbase Document )

101.DEF Inline XBRL Taxonomy Extension Definition Linkbase Document ©

101.LAB Inline XBRL Taxonomy Extension Label Linkbase Document )

101.PRE Inline XBRL Taxonomy Extension Presentation Linkbase Document 4

104 Cover Page Interactive Data File (formatted asinline XBRL and contained in Exhibit 101) ©

@) Filed herewith.

(@ Furnished herewith.

) XBRL (Extensible Business Reporting Language) information is furnished and not filed or a part of aregistration statement or prospectus for
purposes of sections 11 or 12 of the Securities Act of 1933, is deemed not filed for purposes of section 18 of the Securities Exchange Act of 1934,
and otherwise is not subject to liability under these sections.
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Community Bank System, Inc.

Date: November 12, 2019 /sl Mark E. Tryniski
Mark E. Tryniski, President and Chief Executive Officer

Date: November 12, 2019 /sl Joseph E. Sutaris
Joseph E. Sutaris, Treasurer and Chief
Financia Officer
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Section 2: EX-31.1 (EXHIBIT 31.1)

Exhibit 31.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Mark E. Tryniski, certify that:
1. | have reviewed this quarterly report on Form 10-Q of Community Bank System, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state amaterial fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this report;

3. Based on my knowledge, the financial statements, and other financial information included in thisreport, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. Theregistrant's other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which thisreport is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statementsfor
external purposesin accordance with generally accepted accounting principles;

c¢) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by thisreport based on such evaluation; and

d) Disclosed inthisreport any changein theregistrant’sinternal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materialy affect, the registrant’sinternal control over financial reporting; and

5. The registrant's other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent
functions):

a) All significant deficiencies and material weaknessesin the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and



b) Any fraud, whether or not material, that involves management or other employees who have a significant rolein the registrant'sinternal
control over financial reporting.

Date: November 12, 2019
/9 Mark E. Tryniski

Mark E. Tryniski
President and Chief Executive Officer
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Section 3: EX-31.2 (EXHIBIT 31.2)

Exhibit 31.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Joseph E. Sutaris, certify that:
1. | have reviewed this quarterly report on Form 10-Q of Community Bank System, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state amaterial fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this report;

3. Based on my knowledge, the financial statements, and other financial information included in thisreport, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. Theregistrant's other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(€e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which thisreport is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statementsfor
external purposesin accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed inthisreport any changein theregistrant’sinternal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materialy affect, the registrant’sinternal control over financial reporting; and

5. The registrant's other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent
functions):

a) All significant deficiencies and material weaknessesin the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant rolein the registrant'sinternal
control over financial reporting.

Date: November 12, 2019
[s/ Joseph E. Sutaris

Joseph E. Sutaris
Treasurer and Chief Financial Officer
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Section 4: EX-32.1 (EXHIBIT 32.1)

Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Community Bank System, Inc. (the "Company") on Form 10-Q for the quarter ended September 30, 2019
as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, Mark E. Tryniski, President and Chief Executive Officer
of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to the best
of my knowledge:

1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2 the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

This certification accompanies this Form 10-Q and shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, or
otherwise subject to the liability of that Section.

[ Mark E. Tryniski

Mark E. Tryniski

President and Chief Executive Officer
November 12, 2019
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Section 5: EX-32.2 (EXHIBIT 32.2)

Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Community Bank System, Inc. (the "Company") on Form 10-Q for the quarter ended September 30, 2019
as filed with the Securities and Exchange Commission on the date hereof (the "Report™), |, Joseph E. Sutaris, Treasurer and Chief Financial Officer
of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to the best
of my knowledge:

1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2 the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

This certification accompanies this Form 10-Q and shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, or
otherwise subject to the liability of that Section.

[s/ Joseph E. Sutaris

Joseph E. Sutaris

Treasurer and Chief Financial Officer
November 12, 2019
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