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Report of Independent Registered Public Accounting Firm
June 26, 2020
To the Participants and Administrators of the
Community Bank System, Inc. 401(k) Employee Stock Ownership Plan
Opinion on the Financial Statements
We have audited the accompanying statements of net assets available for benefits of the Community Bank System, Inc. 401(k) Employee
Stock Ownership Plan (the “Plan”) as of December 31, 2019 and 2018, and the related statements of changes in net assets available for benefits for
the years then ended, and the related notes and schedule (collectively referred to as the financial statements.) In our opinion, the financial
statements present fairly, in all material respects, the net assets available for benefits of the Plan as of December 31, 2019 and 2018, and the
changes in net assets available for benefits for the years then ended, in conformity with accounting principles generally accepted in the United
States of America.
Basis for Opinion
These financial statements are the responsibility of the Plan’s management. Our responsibility is to express an opinion on the Plan’s
financial statements based on our audits. We are a public accounting firm registered with the Public Company Accounting Oversight Board
(United States) (“PCAOB”) and are required to be independent with respect to the Plan in accordance with the U.S. Federal securities laws and the
applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.
We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement, whether due to error or fraud. The Plan is
not required to have, nor were we engaged to perform, an audit of its internal control over financial reporting. As part of our audits we are required
to obtain an understanding of internal control over financial reporting but not for the purpose of expressing an opinion on the effectiveness of the
Plan’s internal control over financial reporting. Accordingly, we express no such opinion.
Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether due to error or
fraud, and performing procedures that respond to those risks. Such procedures include examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. Our audits also included evaluating the accounting principles used and significant estimates
made by management, as well as evaluating the overall presentation of the financial statements. We believe that our audits provide a reasonable
basis for our opinion.

Supplemental Information
The supplemental information in the accompanying Schedule H, Line 4i - Schedule of Assets (Held at End of Year) as of
December 31, 2019, has been subjected to audit procedures performed in conjunction with the audit of the Plan’s financial statements. The
supplemental information is the responsibility of the Plan’s management. Our audit procedures included determining whether the supplemental
information reconciles to the financial statements or the underlying accounting and other records, as applicable, and performing procedures to test
the completeness and accuracy of the information presented in the supplemental information. In forming our opinion on the supplemental
information in the accompanying schedule, we evaluated whether the supplemental information, including its form and content, is presented in
conformity with the Department of Labor’s Rules and Regulations for Reporting and Disclosure under the Employee Retirement Income Security
Act of 1974. In our opinion, the supplemental information is fairly stated, in all material respects, in relation to the financial statements as a whole.
We have served as the Plan’s auditor since 2005.
/s/ Dannible & McKee, LLP
Dannible & McKee, LLP
Syracuse, New York

Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Statements of Net Assets Available for Benefits
December 31, 2019 and 2018
2019
Assets
Investments, at fair value (Notes B, C and D):
Mutual funds
Community Bank System, Inc. common stock
Self-directed brokerage

$

Investments, at contract value (Notes B and C):
Stable value fund
Total investments
Receivables
Notes receivable from participants, net (Notes A and B)
Net assets available for benefits

$
The accompanying notes are an integral part of the financial statements.
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221,588,549
87,874,923
3,851,888
313,315,360

2018

$

181,102,210
77,165,730
3,028,967
261,296,907

31,157,801

27,409,672

344,473,161

288,706,579

3,921,781

3,917,300

348,394,942

$

292,623,879

Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Statements of Changes in Net Assets Available for Benefits
Years Ended December 31, 2019 and 2018
2019
Additions
Employee contributions
Employer contributions
Interest and dividend income
Net appreciation in the fair value of investments
Total additions

$

Deductions
Benefit payments
Net depreciation in the fair value of investments
Administrative fees
Reserve for deemed distributions
Total deductions
Net increase (decrease) in net assets available for benefits
Transfer of assets from merged plans (Note G)
Net assets available for benefits
Beginning of Year
End of Year

$
The accompanying notes are an integral part of the financial statements.
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2018

12,598,491
6,667,679
8,677,861
55,314,218
83,258,249

$

12,137,766
6,201,505
11,104,232
29,443,503

27,076,506
86,756
323,924
27,487,186

27,196,376
10,624,118
82,296
342,896
38,245,686

55,771,063

(8,802,183)

-

40,004,456

292,623,879

261,421,606

348,394,942

$

292,623,879

Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Notes to Financial Statements
December 31, 2019 and 2018
A.

Description of the Plan
The following description of the Community Bank System, Inc. 401(k) Employee Stock Ownership Plan (the “Plan”) provides only general
information. Participants should refer to the Plan agreement for a more complete description of the Plan's provisions.
General
The Plan is a defined contribution plan covering substantially all employees of Community Bank System, Inc. (the “Company”) who are age
18 or older. Employees are automatically enrolled in the plan after 90 days of service unless participants elect not to participate. Under
automatic enrollment, a participant is automatically enrolled to begin making elective contributions of 4% of their annual compensation to
the Plan. This deferral percentage is increased automatically by 2% each year, up to a maximum of 8%, unless the participant elects a
different percentage or expressly elects not to participate in the Plan. The Plan also qualifies as an employee stock ownership plan under the
meaning of Section 4975(e)(7) of the Internal Revenue Code. The Plan is subject to the provisions of the Employee Retirement Income
Security Act of 1974 (ERISA).
Contributions
Participants may make voluntary contributions of up to 90% of their total compensation on a pre-tax or after-tax basis up to a maximum
contribution of $19,000 for 2019 or $25,000 if an employee is older than 50, to the Plan starting the first day of the month after 90 days of
employment. The Company match is the first 3% being eligible for a 100% matching contribution in the form of Company common stock and
the next 3% being eligible for a 50% matching contribution in the form of Company common stock. The Company match amounted to
$5,536,701 and $5,314,473 in 2019 and 2018, respectively. In addition, as defined in the plan document, employees participating in the
Community Bank System, Inc. Pension Plan under the Worker Retirement Accumulation Plan (“WRAP”) design received an additional
Company contribution to the Plan in 2019 and 2018 equal to the interest credit on service credits earned subsequent to January 1, 2010. The
Company contribution for employees participating in the WRAP amounted to $1,130,978 and $887,032 in 2019 and 2018, respectively.
Participant Accounts
Each participant's account is credited with the participant's contribution, the Company's matching contribution, the Company’s WRAP
interest credit, an allocation of Plan earnings, and charged with an allocation of administrative expenses. Allocation of Plan earnings and
administrative expenses are based on participant earnings or account balances, as defined. Participants are entitled to the benefit that can be
provided from their vested account balance. Forfeited accounts in the current Plan year are allocated annually in the following Plan year to
eligible participant accounts based on the ratio of each eligible participant's compensation to total eligible participant compensation.
Forfeited accounts allocated to eligible participants amounted to $23,956 and $29,891 in 2019 and 2018, respectively.
Vesting
Participants are immediately vested in their contributions. Vesting in the Company's matching contribution portion plus actual earnings
thereon is based on years of continuous service. A participant’s matching contribution is 100 percent vested after two years of service.
Vesting in the employer contributions related to the WRAP design is based on years of continuous service. A participant is 100 percent
vested after three years of service.

5

Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Notes to Financial Statements
December 31, 2019 and 2018
Notes Receivable from Participants
Participants may borrow from the Plan a minimum of $1,000 up to a maximum equal to the lesser of $50,000 or 50 percent of their vested
account balance. Notes receivable from participants are reported at their unpaid principal balances plus any accrued but unpaid interest. For
loans issued prior to January 1, 2016, interest accrues at the prime rate in effect at the inception of the loan plus 1% for residential loans and
prime rate plus 2.9% for Reserve Plus loans. For loans issued subsequent to January 1, 2016, interest accrues at the prime rate in effect on
the last business day of the calendar month prior to when the loan was initiated. Interest rates on participant loans generally range from
4.25% to 10.50%. All notes that are in default as defined by the plan document are reported as deemed distributions. Deemed distributions
represent the amount of unpaid principal on loans from participants who are actively participating in the Plan and have not continued to
make payments on the outstanding balance as required by the Plan document, which are included in benefit payments in the accompanying
Statements of Changes in Net Assets Available for Benefits.
Payment of Benefits
Normal retirement date for participants under the Plan is the later of age 65 or the completion of 5 years of service. Upon termination of
service due to death, disability or retirement, the participant will receive either a lump sum amount or installment payments equal to the value
of the participant's vested interest in his or her account. If some or all of a participant’s account balance is allocated to the employee stock
ownership feature of the Plan, that portion of the Plan benefit may be paid in the form of Company stock. Upon termination of employment, if
the account balance is less than $5,000, the participant will receive a single lump sum amount equal to the value of his or her account,
otherwise, the participant may elect to defer payment up to age 65. Hardship withdrawals of up to 100% of employee contributions are
available if Internal Revenue Service guidelines are met.
Plan Termination
Although it has not expressed any intent to do so, the Company has the right under the Plan to discontinue contributions at any time and
terminate the Plan subject to the provisions set forth under ERISA. In the event the Plan terminates, the net assets of the Plan are to be set
aside for participating employees based upon balances then credited to individual accounts. Participants shall be vested 100% in the assets
so allocated to their accounts.
B.

Significant Accounting Policies
Basis of Accounting
The accompanying financial statements are prepared on an accrual basis of accounting in accordance with accounting principles generally
accepted in the United States of America.
Valuation of Investments
Investments are stated at aggregate fair value, except for the HB&T Metlife Stable Value Fund, which is stated at contract value. Securities
that are traded on a national securities exchange are valued at the last reported sales price on the last business day of the Plan year. Shares
of mutual funds are valued at the net asset value of shares held by the Plan at year-end.
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Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Notes to Financial Statements
December 31, 2019 and 2018
The Plan presents in the Statements of Changes in Net Assets the net appreciation (depreciation) in the fair value of its investments, which
consists of realized gains or losses as well as unrealized appreciation or depreciation on those investments.
Purchases and sales of securities are recorded on the trade date. Gains or losses on sales of securities are based on average cost. Interest
income is recorded on the accrual basis. Dividends are recorded on the ex-dividend date.
The HB&T Metlife Stable Value Fund is stated at contract value in accordance with the Financial Accounting Standards Board guidance on
Reporting of Fully Benefit-Responsive Investment Contracts Held by Certain Investment Companies Subject to the AICPA Investment
Company Guide and Defined-Contribution Health and Welfare and Pension Plans Guide, which states that contract value is the relevant
measurement attribute for that portion of the net assets available for benefits of a defined-contribution plan attributable to fully benefitresponsive investment contracts because contract value is the amount participants would receive if they were to initiate permitted
transactions under the terms of the plan. Investments measured at contract value are not required to be classified in the fair value hierarchy.
The accompanying Statements of Changes in Net Assets Available for Benefits is prepared on a contract value basis. Contract value
represents contributions made under the contract, plus earnings, less participant withdrawals and administrative expenses. Participants may
ordinarily direct the withdrawal or transfer of all or a portion of their investments at contract value. There are no reserves against contract
value for credit risk of the contract issuer or otherwise. If an event occurs that may impair the ability of the contract issuer to perform in
accordance with the contract terms, fair value may be less than contract value. The average yields earned on the HB&T Metlife Stable Value
Fund for the years ended December 31, 2019 and 2018 were 6.82% and 0.04%, respectively. The crediting interest rates to the HB&T Metlife
Stable Value Fund were 2.40% and 2.38% for the years ended December 31, 2019 and 2018, respectively.
Payment of Benefits
Benefits are recorded when paid.
Administrative Expenses
The Plan’s expenses are paid either by the Plan or the Company, as provided by the plan document. Expenses that are paid directly by the
Company are excluded from these financial statements. These amounted to approximately $1,193,000 and $1,114,000, including approximately
$1,121,000 and $1,028,000 paid to Benefit Plans Administrative Services, LLC (“BPAS”), in 2019 and 2018, respectively, (See Note E). Certain
expenses incurred in connection with the general administration of the Plan that are paid by the Plan are recorded as deductions in the
accompanying Statements of Changes in Net Assets Available for Benefits. In addition, certain investment related expenses are included in
net appreciation (depreciation) in the fair value of investments presented in the accompanying Statements of Changes in Net Assets
Available for Benefits.
Inactive Accounts
Account balances of individuals who have withdrawn from participation in the Plan had an accumulated basis of $84,304,387 and $73,559,095
at December 31, 2019 and 2018, respectively.
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Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Notes to Financial Statements
December 31, 2019 and 2018
Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amount of assets and liabilities and disclosures of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.
Risks and Uncertainties
The Plan provides for various investment options in mutual funds, collective investment funds and Company stock. Investment securities
are exposed to various risks, such as interest rate, credit and overall market volatility (including risks and volatility from COVID-19
pandemic). Due to the level of risk associated with certain investment securities and the level of uncertainty related to changes in the value
of investment securities, it is at least reasonably possible that changes in risk in the near term would materially affect participants' account
balances and the amounts reported in the Statements of Net Assets Available for Benefits and the Statements of Changes in Net Assets
Available for Benefits.
Valuation Allowance
The carrying amount of notes receivable from participants is reduced by a valuation allowance that reflects management’s best estimate of
the amounts that will not be collected. Management determines the valuation allowance by applying an average of historical deemed
distributions to the aggregate remaining notes receivable from participants to estimate a valuation allowance. The valuation allowance is
$422,000 and $473,000 at December 31, 2019 and 2018, respectively, (See Note H).
Subsequent Events
In early 2020, local, U.S. and world governments have encouraged self-isolation to curtail the spread of the global pandemic, coronavirus
disease (COVID-19), by mandating temporary work stoppage in many sectors and imposing limitations on travel and size and duration of
group meetings. Most industries are experiencing disruption to business operations and the impact of reduced consumer spending. In
addition, global markets have seen significant declines. There is unprecedented uncertainty surrounding the duration of the pandemic, its
potential economic ramifications, and any government actions to mitigate them. There has been heightened market risk and volatility
associated with the pandemic, and this could materially affect participants’ account balances and the amounts reported in the Statements of
Net Assets Available for Benefits and the Statements of Changes in Net Assets Available for Benefits. The Plan has implemented certain
provisions of the Coronavirus Aid, Relief, and Economic Security Act (the CARES Act), a law which allows immediate changes to the Plan
to, among others, allow certain eligible individuals to receive Coronavirus-related relief through temporary suspension of loan repayment,
temporarily increases to certain loan limits to $100,000, allows temporary tax relief for Coronavirus-related distributions up to $100,000 for a
qualified individual and suspends required minimum distributions. The Plan has also implemented certain provisions of the Setting Every
Community Up for Retirement Enhancement Act of 2019 (the SECURE Act), a law which, among others, extends the age for required
minimum distributions to 72. The optional features within these acts are currently being assessed but have not been implemented to date.
Written amendments to the Plan to reflect these operational changes will be adopted at a later date in accordance with applicable law and
IRS guidance. Because of the uncertainty of the markets during this time, Plan management is unable to estimate the total impact the
pandemic will have.
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Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Notes to Financial Statements
December 31, 2019 and 2018
The Company has evaluated subsequent events through June 26, 2020, the date the financial statements were available for issue.
C.

Investments
Investments are held within various common funds maintained by the Community Bank, N.A. Trust Department. Participants, at their
discretion, may allocate contributions and account balances between various investment options offered by the Plan. A brief description of
these investment options, as provided by the plan administrator, follows:
Community Bank System, Inc. Employee Stock Ownership – these Funds invest in the common stock of the Plan sponsor, which is traded
on the New York Stock Exchange under the symbol “CBU.”
American Funds EuroPacific Growth Fund – a mutual fund that invests in stocks of issuers located in Europe and the Pacific Basin.
DFA Real Estate Securities I – a mutual fund that purchases readily marketable equity securities of companies whose principal activities
include ownership, management, development, construction, or sale of residential, commercial, or industrial real estate.
Federated Total Return Bond Fund – a mutual fund seeking to provide total return by investing primarily in a diversified portfolio of
investment grade fixed income securities.
Goldman Sachs Small Cap Value Fund I – a mutual fund that invests in equity investments of small-cap issuers within the range of the
market capitalizations of companies constituting the Russell 2000 Value Index.
Guggenheim Macro Opportunities Fund – a mutual fund that invests in a wide range of fixed-income and other debt and equity securities.
The fund seeks to provide capital appreciation and current income.
Invesco Oppenheimer Developing Markets Fund – a mutual fund that invests primarily in equity securities of issuers with high growth
potential whose principal activities are in at least three developing markets.
Neuberger Berman Small Cap Growth Fund – a mutual fund that invests primarily in common stocks of small-capitalization companies with a
total market capitalization within the market capitalization range of the Russell 2000 Value Index.
T. Rowe Price Blue Chip Growth Fund I – a mutual fund that invests primarily in stocks of U.S. companies.
T. Rowe Price Inflation Protected Bond Fund I – a mutual fund that invests primarily in inflation-protected bonds issued by the U.S.
Treasury.
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Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Notes to Financial Statements
December 31, 2019 and 2018
T. Rowe Price Mid-Cap Growth Fund I – a mutual fund that invests primarily in a diversified portfolio of common stocks and mid-cap
companies.
T. Rowe Price Mid-Cap Value Fund I – a mutual fund that invests primarily in U.S. common stocks of mid-size companies that appear to be
undervalued. The fund may invest in other securities, including foreign stocks, and use futures and options.
T. Rowe Price Spectrum Conservative Alloc Fund I – a mutual fund with a primary emphasis on income and a secondary emphasis on capital
growth. The fund invests primarily in a diversified portfolio of common stocks, bonds, money market securities, and cash reserves.
T. Rowe Price Spectrum Moderate Growth Alloc Fund I – a mutual fund that invests primarily in common stocks. The fund may invest in
other securities, including bonds, money market securities, and cash reserves.
T. Rowe Price Spectrum Moderate Alloc Fund I – a mutual fund with an emphasis on both capital growth and income. The fund invests
primarily in a diversified portfolio of common stocks, bonds, money market securities, and cash reserves.
Vanguard Equity Income Admiral – a mutual fund that invests mainly in common stocks of mid-size and large companies whose stocks
typically pay above-average levels of dividend income and are undervalued relative to other such stock; under normal circumstances it will
invest 80% of its assets in equity securities.
Vanguard Institutional Index I – a mutual fund that invests substantially all of its assets in the stocks that make up the Standard & Poor’s
500 Index, holding each stock in approximately the same proportion as its weighting in the index.
Vanguard Mid-Cap Index I – a mutual fund that attempts to track the performance of Center for Research in Security Prices US Mid Cap
Index, a broadly diversified index of stocks of mid-size U.S. companies.
Vanguard Small-Cap Index I Fund – a mutual fund that attempts to track the performance of the Center for Research in Security Prices U.S.
Small Cap Index, a broadly diversified index of stocks of smaller U.S. companies. The fund invests all, or substantially all, of its assets in the
stocks that make up the index, holding each stock in approximately the same proportion as its weighting in the index.
Vanguard Target Retirement 2015 – a mutual fund that seeks to provide capital appreciation and current income consistent with its current
asset allocation; designed for investors planning to retire and leave the workforce in or within a few years of 2015 (the target year).
Vanguard Target Retirement 2020 – a mutual fund that seeks to provide capital appreciation and current income consistent with its current
asset allocation; designed for investors planning to retire and leave the workforce in or within a few years of 2020 (the target year).
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Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Notes to Financial Statements
December 31, 2019 and 2018
Vanguard Target Retirement 2025 – a mutual fund that seeks to provide capital appreciation and current income consistent with its current
asset allocation; designed for investors planning to retire and leave the workforce in or within a few years of 2025 (the target year).
Vanguard Target Retirement 2030 – a mutual fund that seeks to provide capital appreciation and current income consistent with its current
asset allocation; designed for investors planning to retire and leave the workforce in or within a few years of 2030 (the target year).
Vanguard Target Retirement 2035 – a mutual fund that seeks to provide capital appreciation and current income consistent with its current
asset allocation; designed for investors planning to retire and leave the workforce in or within a few years of 2035 (the target year).
Vanguard Target Retirement 2040 – a mutual fund that seeks to provide capital appreciation and current income consistent with its current
asset allocation; designed for investors planning to retire and leave the workforce in or within a few years of 2040 (the target year).
Vanguard Target Retirement 2045 – a mutual fund that seeks to provide capital appreciation and current income consistent with its current
asset allocation; designed for investors planning to retire and leave the workforce in or within a few years of 2045 (the target year).
Vanguard Target Retirement 2050 – a mutual fund that seeks to provide capital appreciation and current income consistent with its current
asset allocation; designed for investors planning to retire and leave the workforce in or within a few years of 2050 (the target year).
Vanguard Target Retirement 2055 – a mutual fund that seeks to provide capital appreciation and current income consistent with its current
asset allocation; designed for investors planning to retire and leave the workforce in or within a few years of 2055 (the target year).
Vanguard Target Retirement 2060 – a mutual fund that seeks to provide capital appreciation and current income consistent with its current
asset allocation; designed for investors planning to retire and leave the workforce in or within a few years of 2060 (the target year).
Vanguard Target Retirement Income – a mutual fund that seeks to provide current income and some capital appreciation; designed for
investors currently in retirement.
Vanguard Total Bond Index Admiral – a mutual fund that attempts to track the performance of the Barclays U.S. Capital Aggregate Float
Adjusted Index, which represents a wide spectrum of public, investment grade, taxable, fixed-income securities in the U.S.
HB&T Metlife Stable Value R1 – a stable value fund that invests in fixed income securities such as U.S. Governmental Agencies and
Treasuries, mortgages, asset backed securities, corporate debt and cash equivalents. Investments in the HB&T Metlife Stable Value Fund
are reported at contract value.
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Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Notes to Financial Statements
December 31, 2019 and 2018
Ameritrade IDA Account – participants select the individual investment securities, including equity securities, mutual funds and bonds.
D.

Fair Value Measurements
The Financial Accounting Standards Board has established authoritative guidance regarding accounting for fair value measurements. This
framework establishes a common definition for fair value to be applied to generally accepted accounting principles requiring the use of fair
value, establishes a framework for measuring fair value and expands disclosure about such fair value instruments. It defines fair value as the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date (exit price). It also classifies the inputs used to measure fair value into the following hierarchy:
·
·
·

Level 1 – Quoted prices in active markets for identical assets or liabilities.
Level 2 – Quoted prices in active markets for similar assets or liabilities, or quoted prices for identical or similar assets or liabilities in
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 observable in 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 Plan’s financial assets that were accounted for at fair value on a recurring basis:
As of December 31, 2019

Mutual funds
Common stock of plan sponsor
Self-directed brokerage
Total assets at fair value

$

$

Level 1
221,588,549
87,874,923
3,851,888
313,315,360

Level 2

Level 3

$

-

$

-

$

-

$

-

$

-

$

-

$

-

$

-

Total Fair Value
$
221,588,549
87,874,923
3,851,888
$
313,315,360

As of December 31, 2018

Mutual funds
Common stock of plan sponsor
Self-directed brokerage
Total assets at fair value

$

$

Level 1
181,102,210
77,165,730
3,028,967
261,296,907

Level 2

12

Level 3

Total Fair Value
$
181,102,210
77,165,730
3,028,967
$
261,296,907

Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Notes to Financial Statements
December 31, 2019 and 2018
The valuation techniques used to measure fair value for the items in the table above are as follows:
Mutual funds: Valued at the closing price of the shares held by the Plan at year end reported on the active market.
Common stock and self directed brokerage: Valued at the closing price reported on the active market on which the individual securities are
traded.
The methods described above may produce a fair value calculation that may not be indicative of net realizable value or reflective of future
fair values. Furthermore, while the Plan believes its valuation methods are appropriate and consistent with other market participants, the use
of different methodologies or assumptions to determine the fair value of certain financial instruments could result in a different fair value
measurement at the reporting date. There have been no changes in the valuation methodologies used as of December 31, 2019 and 2018.
E.

Transactions with Parties-in-Interest
The assets of the Plan are administered by Benefit Plans Administrative Services, Inc. (“BPAS”), a wholly-owned subsidiary of Community
Bank System, Inc. The Company paid BPAS approximately $1,121,000 and $1,028,000 for record keeping, trustee, and other services in 2019
and 2018, respectively.
The Plan held 1,238,722 and 1,323,597 shares of the Plan sponsor’s common stock at December 31, 2019 and 2018, respectively. The cost of
these shares at December 31, 2019 and 2018 is $46,043,393 and $45,865,005, respectively, and their fair value at December 31, 2019 and 2018 is
$87,874,923 and $77,165,730, respectively. Dividends received on the investment in Community Bank System, Inc. common stock amounted
to $1,984,850 and $1,870,995 in 2019 and 2018, respectively. The Plan sold 371,368 and 491,396 shares of Community Bank System, Inc.
common stock during 2019 and 2018, respectively, and purchased 286,492 and 473,128 shares of Community Bank System, Inc. common
stock during 2019 and 2018, respectively.
The Company has investments in the HB&T Metlife Stable Value R1 Fund administered by Hand Benefits and Trust Company. Hand
Benefits and Trust Company is a wholly-owned subsidiary of BPAS. The fair value at December 31, 2019 and 2018 is $31,157,801 and
$27,409,672, respectively.

F.

Income Tax Status
The Plan obtained its most recent determination letter in January 2016, in which the Internal Revenue Service stated that the Plan, as then
designed, was in compliance with Section 401(a) of the Internal Revenue Code. The Plan has been amended since receiving the
determination letter, however, the Plan administrator believes that the Plan is currently designed and being operated in compliance with the
applicable requirements of the Internal Revenue Code. Therefore, no provision for income taxes has been included in the accompanying
financial statements.
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Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Notes to Financial Statements
December 31, 2019 and 2018
As discussed above, the Plan is a tax-exempt entity. The Plan has reviewed its operations for uncertain tax positions and believes there are
no significant exposures. The Plan will include interest on income tax liabilities in other expenses if such amounts arise. The Plan did not
incur any penalties and interest for the years ended December 31, 2019 and 2018. The Plan is no longer subject to Federal or New York state
examinations by tax authorities for the closed tax years before 2016.
G.

Summary of Plan Mergers
Effective January 1, 2018, the Merchants Bank 401(k) Employee Stock Ownership Plan was merged into and became part of the Plan. The
total amount of assets transferred from the Merchants Bank 401(k) Employee Stock Ownership Plan was $36,757,517. The transfer of assets
was presented in the Statements of Changes in Net Assets Available for Benefits for the year ended December 31, 2018.
Effective January 1, 2018, the Gordon B. Roberts Agency, Inc. 401(k) Profit Sharing Plan and Trust was merged into and became part of the
Plan. The total amount of assets transferred from the Gordon B. Roberts Agency Inc. 401(k) Profit Sharing Plan and Trust was $3,246,939.
The transfer of assets was presented in the Statements of Changes in Net Assets Available for Benefits for the year ended December 31,
2018.

H.

Reconciliation of Financial Statements to Form 5500
The following is a reconciliation of net assets available for benefits per the financial statements to Form 5500 as of December 31:

Net assets available for benefits per financial statements
Allowance for notes receivable from participants
Net assets available for benefits per Form 5500

$
$

2019
348,394,942
422,000
348,816,942

$
$

2018
292,623,879
473,000
293,096,879

The following is a reconciliation of the net increase (decrease) in net assets available for benefits per the financial statements to Form 5500
for the year ended December 31:

Net increase (decrease) in net assets available for benefits per financial statements
Allowance utilized for deemed distributions
Reserve for deemed distributions
Net increase (decrease) in net assets available for benefits per Form 5500
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$

$

2019
55,771,063
(374,924)
323,924
55,720,063

$

$

2018
(8,802,183)
(449,896)
342,896
(8,909,183)

I.

Economic Dependency and Concentration of Credit Risk
At December 31, 2019 and 2018, approximately 26% and 27% of the Plan’s investments are invested in Company stock, respectively, 37%
and 34% are invested in Vanguard mutual funds, respectively, and 14% and 18% are invested in T. Rowe Price mutual funds, respectively.

15

Community Bank System, Inc.
401(k) Employee Stock Ownership Plan
Schedule of Assets (Held at End of Year)
(Schedule H, Part IV, Line 4i)
December 31, 2019
(a)

(b) Identity of issue, borrower, lessor or similar party

(c) Description of investment including maturity date,
rate of interest, collateral, par or maturity value

(e) Current
value

Mutual Funds
American Funds EuroPacific Growth Fund
DFA Real Estate Securities I
Federated Total Return Bond Fund
Goldman Sachs Small Cap Value Fund I
Guggenheim Macro Opportunities Fund
Invesco Oppenheimer Developing Markets Fund
Neuberger Berman Small Cap Growth Fund
T. Rowe Price Blue Chip Growth Fund I
T. Rowe Price Inflation Protected Bond Fund I
T. Rowe Price Mid-Cap Growth Fund I
T. Rowe Price Mid-Cap Value Fund I
T. Rowe Price Spectrum Conserv Alloc Fund I
T. Rowe Price Spectrum Mod Growth Alloc Fund I
T. Rowe Price Spectrum Moderate Alloc Fund I
Vanguard Equity Income Admiral
Vanguard Institutional Index I
Vanguard Mid-Cap Index I
Vanguard Small-Cap Index I Fund
Vanguard Target Retirement 2015
Vanguard Target Retirement 2020
Vanguard Target Retirement 2025
Vanguard Target Retirement 2030
Vanguard Target Retirement 2035
Vanguard Target Retirement 2040
Vanguard Target Retirement 2045
Vanguard Target Retirement 2050
Vanguard Target Retirement 2055
Vanguard Target Retirement 2060
Vanguard Target Retirement Income
Vanguard Total Bond Index Admiral

Mutual fund – 241,040 shares
Mutual fund – 29,499 shares
Mutual fund – 871,533 shares
Mutual fund – 14,978 shares
Mutual fund – 7,437 shares
Mutual fund – 117,385 shares
Mutual fund – 406,936 shares
Mutual fund – 206,751 shares
Mutual fund – 189,458 shares
Mutual fund – 91,738 shares
Mutual fund – 172,946 shares
Mutual fund – 112,804 shares
Mutual fund – 16,798 shares
Mutual fund – 101,739 shares
Mutual fund – 174,039 shares
Mutual fund – 71,258 shares
Mutual fund – 179,410 shares
Mutual fund – 83,335 shares
Mutual fund – 159,219 shares
Mutual fund – 490,930 shares
Mutual fund – 465,186 shares
Mutual fund – 518,819 shares
Mutual fund – 271,561 shares
Mutual fund – 182,632 shares
Mutual fund – 105,817 shares
Mutual fund – 114,410 shares
Mutual fund – 32,447 shares
Mutual fund – 17,930 shares
Mutual fund – 304,659 shares
Mutual fund – 448,914 shares

*

Common stock of plan sponsor
Community Bank System, Inc.

Common stock – 1,238,722 shares

87,874,923

**
*

Stable Value Fund
HB&T Metlife Stable Value R1

Stable value fund – 2,496,619 shares

31,157,801

Loan Fund
Participants

Participant loans, 4.25% – 10.50%

*

Self Directed brokerage
IDA Account
Total investments
*
**

$
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13,389,761
1,207,094
9,647,872
819,597
191,347
5,351,576
15,877,872
25,734,236
2,288,657
8,743,575
4,833,827
2,252,688
604,060
2,480,396
13,846,561
20,681,278
8,744,420
6,614,326
2,416,939
15,969,938
9,229,292
18,910,964
6,115,564
7,146,390
2,613,674
4,550,086
1,401,407
684,193
4,280,460
4,960,499
221,588,549

4,343,781

Self-directed brokerage

– Denotes party-in-interest as defined by ERISA
– Investment stated at Contract Value.

(Back To Top)

$

3,851,888
348,816,942

Exhibit 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
June 26, 2020
We hereby consent to the incorporation by reference in the Registration Statement on Form S-3 (No. 333-215894 and 333-179119) and
Form S-8 (No. 333-196866, 333-192994, 333-119887, 333-119590, 333-61916, 333-61672, 333-17011, 333-16635, 033-60607, 333-185556, 333-210240, 333219098 and 333-221190) of Community Bank System, Inc. of our report dated June 26, 2020, appearing in the Annual Report on Form 11-K of the
Community Bank System, Inc. 401(k) Employee Stock Ownership Plan for the year ended December 31, 2019.
/s/ Dannible & McKee, LLP
Dannible & McKee, LLP
Syracuse, New York
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