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Part I. Financial Information
Item 1. Financial Statements

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

December
March 31, 31,
201t 201¢
Assets:
Cash and cash equivale $150,53¢ $138,39¢
Available-for-sale investment securities (cds$8,516,351 and
$2,397,886, respectivel 2,622,77¢ 2,472,928
Other securities, at cc 33,645 40,049
Loans held for sale, at fair val 1,437 1,042
Loans 4,163,911  4,236,20¢
Allowance for loan losse (45,005) (45,341)
Net loans 4,118,90€  4,190,86¢
Goodwill, net 375,174 375,174
Core deposit intangibles, r 9,284 10,023
Other intangibles, ni 1,596 1,776
Intangible assets, r 386,054 386,973
Premises and equipment, 93,325 93,633
Accrued interest and fees receive 27,518 24,645
Other asset 141,842 140,912
Total asse! $7,576,03¢  $7,489,44(
Liabilities:
Noninteres-bearing deposit $1,316,621 $1,324,661
Interes-bearing deposit 4,809,92¢ 4,610,603
Total deposit 6,126,547 5,935,264
Borrowings 195,70C 338,000
Subordinated debt held by unconsolidated subrgidiasts 102,128 102,122
Accrued interest and other liabiliti 138,262 126,150
Total liabilities 6,562,631 6,501,53€
Commitments and contingencies (See Not
Shareholders' equit
Preferred stock, $1.00 par value, 500,000 steardwrized, O shares
issued 0 0
Common stock, $1.00 par value, 75,000,000 shawthorized; 41,756,6:
and 41,606,422
shares issued, respectiv 41,757 41,606
Additional pai-in capital 413,925 409,984
Retained earning 536,056 525,985
Accumulated other comprehensive incc 48,933 30,720
Treasury stock, at cost (1,032,382 and 858, 78feshrespectively (27,269) (20,391)
Total shareholders' equ 1,013,402 987,904
Total liabilities and shareholders' eqt $7,576,03¢  $7,489,44(

The accompanying notes are an integral part of¢imsolidated financial statements.






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

Three Months Ende

March 31,
201t 2014
Interest income
Interest and fees on loa $45,591 $45,69:
Interest and dividends on taxable investm: 12,060 12,47(
Interest and dividends on nontaxable investm 4,803 5,07¢
Total interest incom 62,454  63,23¢
Interest expenst
Interest on deposi 1,800 2,23t
Interest on borrowing 200 284
Interest on subordinated debt held by unconsolitisisidiary trust 614 612
Total interest expen: 2,614 3,131
Net interest incom 59,840  60,10¢
Provision for loan losse 623 1,00(
Net interest income after provision for loan los 59,217  59,10¢
Noninterest income
Deposit service fee 12,470 12,25t
Other banking service 1,055 1,19(
Employee benefit service 11,075 10,43t
Wealth management servic 4,446 4,47¢
Total noninterest incom 29,046  28,35¢
Noninterest expense
Salaries and employee bene 31,029  30,74(
Occupancy and equipme 7,395 7,691
Data processing and communicatit 6,990 6,80:
Amortization of intangible asse 919 1,141
Legal and professional fe 1,746 1,947
Office supplies and posta 1,580 1,551
Business development and markel 1,564 1,73(C
FDIC insurance premiurr 989 1,01¢
Acquisition expense 395 12z
Other 3,341 3,17¢
Total noninterest expens 55,948  55,92!
Income before income tax 32,315  31,54:
Income taxe: 10,018 9,36¢
Net income $22,297 $22,17:
Basic earnings per she $0.55 $0.5¢
Diluted earnings per sha $0.54 $0.5¢
Cash dividends declared per sh $0.30 $0.2¢

The accompanying notes are an integral part of¢imsolidated financial statements.




COMMUNITY BANK SYSTEM, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME/(LO SS) (Unaudited)
(In Thousands)
Three Months Ended

March 31,
201 2014
Pension and other post retirement obligations
Amortization of actuarial (gains)/losses includedet periodic pension cos
gross $363 ($77)
Tax effect (140) 29
Amortization of actuarial (gains)/losses includedet periodic pension cos
net 223 (48)
Amortization of prior service cost included in petriodic pension cost, gro (43) (44)
Tax effect 16 17
Amortization of prior service cost included in petriodic pension cost, n (27) (27)
Other comprehensive income/(loss) related to pereial other post
retirement obligations, net of tax 196 (75)
Unrealized gains on availabl-for-sale securities
Net unrealized holding gains arising during perigass 31,389 40,558
Tax effect (13,372) (15,003)
Net unrealized holding gains arising during perioet, 18,017 25,555
Other comprehensive income related to unrealizétsga available-for-sal
securities, net of taxe 18,017 25,555
Other comprehensive income, net of 18,213 25,480
Net income 22,297 22,173
Comprehensive incon $40,51C  $47,658
As of
Decembe
March 31, 31,
2015 2014

Accumulated Other Comprehensive Income By Componen
Unrealized loss for pension and other postretirerabligations ($26,621) ($26,941)
Tax effect 10,102 10,225
Net unrealized loss for pension and other posgm@iimt obligation (16,519) (16,716)
Unrealized gain on availal-for-sale securitie 106,42 75,039
Tax effect (40,976) (27,603)
Net unrealized gain on availa-for-sale securitie 65,452 47,436
Accumulated other comprehensive incc $48,933 $30,72C

The accompanying notes are an integral part of¢imsolidated financial statements.




COMMUNITY BANK SYSTEM, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS'

EQUITY (Unaudited)

Three months ended March 31, 201

(In Thousands, Except Pe-Share Data)

Accumulatec

Common Stocl Additional Other

Shares Amouni Paic-In  RetainecComprehensiv Treasury

Qutstandin Issuec Capital Earnings Income Stock  Total

Balance at Decembel
31, 2014

Net income

Other comprehensive
income, net of ta;

Cash dividends
declared

Common, $0.30 per
share

Common stock issuel
under
employee stock plal
including tax benefit
of $696

Stock-based
compensatiol

Treasury stock
purchasec

Treasury stock issuec

150,23t

(265,230

151

40,747,72%$41,60¢ $409,98$525,98! $30,72(($20,391 $987,904

22,29: 22,297

18,21 18,213

(12,226 (12,226)

2,79( 2,941

1,151 1,151

(9,125  (9,125)

to benefit plar 91,54¢ 2,24 2,247
Balance at March 31,
2015 40,724,27%$41,75 $413,92'$536,05! $48,93($27,269%1,013,40:

The accompanying notes are an integral part of¢imsolidated financial statements.




COMMUNITY BANK SYSTEM, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)
(In Thousands)

Three Months Ende

March 31,
201¢ 201¢
Operating activities
Net income $22,297 $22,173
Adjustments to reconcile net income to net caskiged by operating
activities:
Depreciatiot 3,247 3,286
Amortization of intangible asse 919 1,141
Net accretion/amortization of premiums andalisits on securities,
loans, and borrowing (595) (654)
Stocl-based compensatic 1,151 1,182
Provision for loan loss¢ 623 1,000
Amortization of mortgage servicing rigt 104 117
Income from bar-owned life insurance policie (273) (289)
Net (gain) loss from sale of loans and otlsset 176 (128)
Net change in loans originated for < (189) 7
Change in other assets and liabili (5,446) 105
Net cash provided by operating activi 22,014 27,926
Investing activities
Proceeds from maturities of availe-for-sale investment securiti 36,670 19,231
Proceeds from maturities of other investment sgesi 6,404 11
Purchases of availal-for-sale investment securiti (153,211) (260,923)
Purchases of other securit 0 (3,384)
Net decrease in loa 70,013 10,389
Cash paid for acquisition, net of cash acquiredix 0 (924)
Purchases of premises and equipment (3,321) (1,395
Net cash used in investing activit (43,445) (236,995)
Financing activities
Net increase in depos 191,283 142,844
Net change in borrowings, net of payments of 10 $3 (142,300) 75,197
Issuance of common sto 2,941 4,844
Purchases of treasury stc (9,125) 0
Issuances of treasury stc 2,247 0
Cash dividends pa (12,174) (11,291)
Tax benefits from shs-based payment arrangeme 696 1,245
Net cash provided by financing activit 33,568 212,839
Change in cash and cash equival 12,137 3,770
Cash and cash equivalents at beginning of pe 138,396 149,647
Cash and cash equivalents at end of pe $150,53= $153,417
Supplemental disclosures of cash flow informat
Cash paid for intere $2,642  $3,182
Cash paid for income tax 5,707 164
Supplemental disclosures of noncash financing awnelsting activities
Dividends declared and unp: 12,306 11,355
Transfers from loans to other real es 521 763

The accompanying notes are an integral part oftimsolidated financial statements.




COMMUNITY BANK SYSTEM, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Una udited)
MARCH 31, 2015

NOTE A: BASIS OF PRESENTATION

The interim financial data as of and for the thmeanths ended March 31, 2015 is unaudited; howavéne opinion of Community Bank System,
Inc. (the “Company”)the interim data includes all adjustments, conggstinly of normal recurring adjustments, necestarga fair statement of tr
results for the interim periods in conformity wiknerally accepted accounting principles (“GAAPThe results of operations for the interim
periods are not necessarily indicative of the teghiat may be expected for the full year or amgeotnterim period.

NOTE B: ACQUISITIONS

On January 1, 2014, the Company, through its sigrgidHarbridge Consulting Group, LLC (“Harbridgetompleted its acquisition of a
professional services practice from EBS-RMSCO,, lacubsidiary of The Lifetime Healthcare CompaffiE8S-RMSCO”). This professional
services practice, which provides actuarial vabraind consulting services to clients who sponsasipn and post-retirement medical and welfare
plans, enhances the Company'’s participation inlestern New York market. The effects of the acgpissets and liabilities have been included
in the consolidated financial statements sincedaé.

The assets and liabilities assumed in the acquisitivere recorded at their estimated fair valuesdan management's best estimates using
information available at the dates of the acquisitand are subject to adjustment based on upddtedhation not available at the time of
acquisition. The following table summarizes thenested fair value of the assets acquired andliisds assumed during 2014:

(00C's omitted)
Consideration pai¢
Cash/Total net consideration p: $924

Recognized amounts of identifiable assets
acquired and liabilities assume

Other assel 163
Other intangible 578
Total identifiable assets r 741
Goodwill $183

The core deposit intangible and other intangibddsted to the EBS-RMSCO acquisition is being amediusing an accelerated method over their
estimated useful life of eight years. The goodwithich is not amortized for book purposes, wagassl to the Employee Benefit Services seq!
for the EBS-RMSCO acquisition and is deductibletéor purposes.

Direct costs related to the acquisitions were egpdras incurred. Merger and acquisition integnat@ated expenses amount to $0.4 million and
$0.1 million in the three months ended March 31,28nd 2014, respectively, and have been sepasittdd in the Consolidated Statements of
Income.

Supplemental pro forma financial information rethte the EBS-RMSCO acquisition has not been pralateit would be impracticable to do
so. Historical financial information regarding thequired branches is not accessible and, thugntioeints would require estimates so significal
to render the disclosure irrelevant.

On February 24, 2015, the Company announced thatlientered into a definitive agreement to acqDireida Financial Corp. (“Oneida”), parent
company of Oneida Savings Bank, headquartered @danNY, for approximately $142 million in Compasipck and cash. The acquisition will
extend the Company’s Central New York banking serarea and complement and expand the Compangsngxservice capacity in insurance,
benefits administration and wealth management. ndpe completion of the merger, Community Bank aitl 12 branch locations and
approximately $800 million of assets, includingrisaf $370 million and $690 million of depositsheTacquisition is expected to close during the
third quarter of 2015, pending both customary ragu and Oneida shareholder approval. The Compapgcts to incur certain one-time,
transaction-related costs in 2015.




NOTE C: ACCOUNTING POLICIES

The accounting policies of the Company, as appligbe consolidated interim financial statementsspnted herein, are substantially the same as
those followed on an annual basis as presentead@esb5 through 60 of the Annual Report on Fornk X6r the year ended December 31, 2014
filed with the Securities and Exchange Commisst®@EC”) on March 2, 2015.

Critical Accounting Policies

Acquired loans

Acquired loans are initially recorded at their asifion date fair values. The carryover of allowarior loan losses is prohibited as any creditdess
in the loans are included in the determinatiorheffair value of the loans at the acquisition d&ter values for acquired loans are based on a
discounted cash flow methodology that involves agstions and judgments as to credit risk, prepaymiskt liquidity risk, default rates, loss
severity, payment speeds, collateral values armbdit rate.

Acquired impaired loans

Acquired loans that have evidence of deterioraitiocredit quality since origination and for whidhs probable, at acquisition, that the Company
will be unable to collect all contractually requdrpayments are accounted for as impaired loansr &€ 310-30. The excess of undiscounted
cash flows expected at acquisition over the estthéir value is referred to as the accretableodistand is recognized into interest income over
the remaining life of the loans using the interasthod. The difference between contractually regupayments at acquisition and the undiscou
cash flows expected to be collected at acquisiiagrferred to as the non-accretable discount.ndmeaccretable discount represents estimated
future credit losses and other contractually resflipayments that the Company does not expect lectdbubsequent decreases in expected cash
flows are recognized as impairments through a ehtwrghe provision for credit losses resultingrnirecrease in the allowance for loan losses.
Subsequent improvements in expected cash flowst insurecovery of previously recorded allowancelban losses or a reversal of a
corresponding amount of the non-accretable discauliith the Company then reclassifies as an adaeetiscount that is recognized into interest
income over the remaining life of the loans usimg interest method.

Acquired loans that met the criteria for non-actofanterest prior to acquisition may be considkperforming upon acquisition, regardless of
whether the customer is contractually delinquérthe Company can reasonably estimate the timinigaamount of the expected cash flows on such
loans and if the Company expects to fully colléet hew carrying value of the loans. As such, then@any may no longer consider the loan to be
non-accrual or non-performing and may accrue istese these loans, including the impact of anyetetie discount.

Acquired non-impaired loans

Acquired loans that do not meet the requirementeuASC 310-30 are considered acquired non-impédaus. The difference between the
acquisition date fair value and the outstandingbee represents the fair value adjustment formdoa includes both credit and interest rate
considerations. Fair value adjustments may be digsqor premiums) to a loan’s cost basis and eceeged (or amortized) to net interest income
(or expense) over the loan’s remaining life in adeoce with ASC 310- 20. Fair value adjustmentsdoplving loans are accreted (or amortized)
using a straight line method. Term loans are aedrédr amortized) using the constant effectivedyrakethod.

Subsequent to the purchase date, the methodsaisstirhate the allowance for loan losses for thyiaed nonimpaired loans is consistent with
policy described below. However, the Company caeméhe net realizable value of the loans to theyicey value, for loans collectively evaluated
for impairment. The carrying value representsriéeof the loan’s unpaid principal balance andrémeaining purchase discount (or premium) that
has yet to be accreted into interest income. Whertarrying value exceeds the net realizable yalu@llowance for loan losses is recognized.

Allowance for Loan Losses

Management continually evaluates the credit qualitthe Company loan portfolio, and performs a formal review lné adequacy of the allowar
for loan losses on a quarterly basis. The allowarflects management’s best estimate of probabget inherent in the loan

portfolio. Determination of the allowance is sudtjee in nature and requires significant estimatdfie Company'’s allowance methodology
consists of two broad components - general andfgpk@n loss allocations.




The general loan loss allocation is composed ofdaloulations that are computed on five main lcggmsents: business lending, consumer
installment - direct, consumer installment - indirdqhome equity, and consumer mortgage. Thedaktulation is quantitative and determines an
allowance level based on the latest 36 monthsatbtical net charge-off data for each loan classnfoercial loans exclude balances with specific
loan loss allocations). The second calculatiaquislitative and takes into consideration eight i@@le environmental factors: levels and trermus i
delinquencies and impaired loans; levels of anadisen charge-offs and recoveries; trends in volamterms of loans; effects of any changes in
risk selection and underwriting standards, andrathenges in lending policies, procedures, andtises; experience, ability, and depth of lending
management and other relevant staff; national acal kconomic trends and conditions; industry ciomab; and effects of changes in credit
concentrations. A component of the qualitatigkeglation is the unallocated allowance for loasslo The qualitative and quantitative calculations
are added together to determine the general Ieanditocation. The specific loan loss allocatielates to individual commercial loans that are both
greater than $0.5 million and in a nonaccruingustatith respect to interest. Specific loan losgesbased on discounted estimated cash flows,
including any cash flows resulting from the convansof collateral or collateral shortfalls. Théoatance levels computed from the specific and
general loan loss allocation methods are combirgdwnallocated allowances and allowances needealcfjuired loans to derive the total required
allowance for loan losses to be reflected on thesGlidated Statement of Condition.

Loan losses are charged off against the allowambite recoveries of amounts previously chargedaoéf credited to the allowance. A provision for
loan losses is charged to operations based on rearead’s periodic evaluation of factors previouskgntioned.

I nvestment Securities

The Company has classified its investments in deltitequity securities as held-to-maturity or avdélefor-sale. Held-to-maturity securities are
those for which the Company has the positive indgt ability to hold until maturity, and are repattat cost, which is adjusted for amortization of
premiums and accretion of discounts. During Deaan2013, the Company reclassified its held-to-nigtportfolio to available-for-sale and
consequently has not used the held-to-maturitysifleation since. Securities classified as avéddbr-sale are reported at fair value with net
unrealized gains and losses reflected as a seanagonent of shareholders' equity, net of appleecaitome taxes. None of the Company's
investment securities have been classified asnigeskcurities at March 31, 2015. Certain equitysges are stated at cost and include restricted
stock of the Federal Reserve Bank of New York (‘#fatlReserve”) and Federal Home Loan Bank of NevwkY'4-HLB").

Fair values for investment securities are based gpoted market prices, where available. If quatedket prices are not available, fair values are
based upon quoted market prices of comparablaumsints, or a discounted cash flow model using nia$timates of interest rates and volatility.

The Company conducts an assessment of all sesuriten unrealized loss position to determirahfr-than-temporary impairment (“OTTI")
exists on a quarterly basis. An unrealized losstexivhen the current fair value of an individuasy is less than its amortized cost basis. The
OTTI assessment considers the security structecent security collateral performance metricspgleable, external credit ratings, failure of the
issuer to make scheduled interest or principal gts) judgment about and expectations of futurtopeance, and relevant independent industry
research, analysis and forecasts. The severityeaftipairment and the length of time the security been impaired is also considered in the
assessment. The assessment of whether an OTireleglsts is performed on each security, regasddéshe classification of the security as
available-for-sale or held-to-maturity and invohaehigh degree of subjectivity and judgment thdtased on the information available to
management at a point in time.

An OTTI loss must be recognized for a debt secimitgn unrealized loss position if there is intensell the security or it is more likely than nioé¢
Company will be required to sell the security ptimrecovery of its amortized cost basis. In tlitisagion, the amount of loss recognized in incos
equal to the difference between the fair valuethedamortized cost basis of the security. Evenadhagement does not have the intent, and it is not
more likely than not that the Company will be reqdito sell the securities, an evaluation of theeeted cash flows to be received is performed to
determine if a credit loss has occurred. For debuisties, a critical component of the evaluation®TTI is the identification of credit-impaired
securities, where the Company does not expecttve cash flows sufficient to recover the entimoeized cost basis of the security. In the event
of a credit loss, only the amount of impairmeniagsted with the credit loss would be recognizethaome. The portion of the unrealized loss
relating to other factors, such as liquidity coiuis in the market or changes in market interdetras recorded in accumulated other
comprehensive loss.

Equity securities are also evaluated to determinether the unrealized loss is expected to be reableebased on whether evidence exists to
support a realizable value equal to or greater tharamortized cost basis. If it is probable thatamortized cost basis will not be recoveredntaki
into consideration the estimated recovery periaditae ability to hold the equity security until eeery, OTTI is recognized in earnings equal to the
difference between the fair value and the amortczed basis of the security.

The specific identification method is used in detieing the realized gains and losses on salesvekiment securities and OTTI charges. Prem

and discounts on securities are amortized and tacneespectively, on the interest method basis tweperiod to maturity or estimated life of the
related security. Purchases and sales of secuaiteerecognized on a trade date basis.
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I ntangible Assets

Intangible assets include core deposit intangildestomer relationship intangibles and goodwilsiag from acquisitions. Core deposit intangibles
and customer relationship intangibles are amortizredither an accelerated or straight-line basés periods ranging from seven to 20 years. The
initial and ongoing carrying value of goodwill aather intangible assets is based upon discounsdftav modeling techniques that require
management to make estimates regarding the amodrinaing of expected future cash flows. It alequires use of a discount rate that reflects
current return requirements of the market in retatp present risk-free interest rates, requiradtggnarket premiums, peer volatility indicators,
and company-specific risk indicators.

The Company evaluates goodwill for impairment oraanual basis, or more often if events or circuncsta indicate there may be impairment.
implied fair value of a reporting un#t’goodwill is compared to its carrying amount dmelimpairment loss is measured by the excess afairging
value over fair value. The fair value of each mpg unit is compared to the carrying amount @fttteporting unit in order to determine if
impairment is indicated.

Retirement Benefits

The Company provides defined benefit pension bentefieligible employees and post-retirement heatith life insurance benefits to certain
eligible retirees. The Company also provides detecompensation and supplemental executive retinepians for selected current and former
employees, officers, and directors. Expense utigese plans is charged to current operations amsiste of several components of net periodic
benefit cost based on various actuarial assumptegerding future experience under the plans, distydiscount rate, rate of future compensation
increases, and expected return on plan assets.

New Accounting Pronouncements

In May 2014, the FASB issued ASU No. 2014-Bgyvenue from Contracts with Customers (Topic 60B)is new guidance supersedes the revenue
recognition requirements in ASC 605, Revenue Retiognand is based on the principle that revesuetognized to depict the transfer of goods
or services to customers in an amount that reflemtsideration to which the entity expects to bitled in exchange for those goods and services.
The ASU also requires additional disclosure ableettature, amount, timing and uncertainty of reeeand cash flows arising from customer
contracts, including significant judgments and aemin judgments and assets recognized from auaisred to obtain or fulfill a contract. This
guidance is effective prospectively for the Comp#oryannual and interim periods beginning after ®aber 15, 2016. The Company is currently
evaluating the effect the guidance will have onGmenpany’s consolidated financial statements.

NOTE D: INVESTMENT SECURITIES

The amortized cost and estimated fair value ofstment securities as of March 31, 2015 and DeceBihe2014 are as follows:

March 31, 201! December 31, 201
Gross Gross Gross Gross
Amortized Unrealizec Unrealizec Fair Amortized Unrealized Unrealized Fair
(000's omitted Cost Gains Losses Value Cost Gains Losses Value
Available-for-Sale Portfolio:
U.S. Treasury and agency securi $1,606,76 $69,34t $C $1,676,11 $1,479,13  $39,50¢ $91C $1,517,73
Obligations of state and political subdivisic 645,97¢ 27,04: 311 672,70¢ 645,39¢ 26,74¢ 244 671,90:
Government agency mortgage-backed
securities 220,27! 10,01¢ 76¢ 229,52t 228,97: 9,78 1,02t 237,72
Corporate debt securiti 26,77( 271 21 27,02¢ 26,80: 368 75 27,09:
Government agency collateralized mortga
obligations 16,30° 675 0 16,98( 17,33( 69t 0 18,02t
Marketable equity securitie 25( 17¢ 2 42€ 25( 19t 0 44E
Total availabl-for-sale portfolic $2,516,35 $107,53.  $1,10: $2,622,77 $2,397,88 $77,29. $2,25¢ $2,472,92
Other Securities
Federal Home Loan Bank common st $13,14¢ $13,14¢ $19,55: $19,55!
Federal Reserve Bank common st 16,05( 16,05( 16,05( 16,05(
Other equity securitie 4,44¢ 4,44¢ 4,44¢ 4,44¢
Total other securitie $33,64! $33,64! $40,04¢ $40,04¢
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A summary of investment securities that have baendontinuous unrealized loss position for lessitlor greater than, twelve months is as follc

As of March 31, 2015

Less than 12 Montt 12 Months or Longe Total
Gross Gross Gross
Fair  Unrealizec Fair Unrealize Fair  Unrealized
(000's omitted # Value Losses # Value Losses # Value Losses
Available-for-Sale Portfolio:
Obligations of state and political subdivisic 31 $18,32 $271 3 $1,20¢ $4C 34  $19,53 $311
Government agency mortg«-backed securitie 2 2 0 19 34,30: 76¢ 21 34,30« 769
Corporate debt securiti 0 0 0 1 2,792 21 1 2,792 21
Government agency collateralized mortgage
obligations 1 0 0 1 5 0 2 5 0
Marketable equity securiti 1 99 2 0 0 0 1 99 2
Total availabl-for-sale/investment portfoli 35  $18,42 $273 24 $38,30! $83( 59 $56,73t $1,103
As of December 31, 2014
Less than 12 Montt 12 Months or Longe Total
Gross Gross Gross
Fair  Unrealizec Fair Unrealize Fair  Unrealized
(000's omitted # Value Losses # Value Losses # Value Losses
Available-for-Sale Portfolio:
U.S. Treasury and agency obligatic 0 $C $0 4 $102,36: $91C 4 $102,36: $910
Obligations of state and political subdivisic 23 13,41 34 46 26,49( 21C 69 39,90 244
Government agency mortg«-backed securitie 3 5 0 19 34,77( 1,02t 22 34,77¢ 1,025
Corporate debt securitir 1 3,04( 1 1 2,75k 74 2 5,79¢ 75
Government agency collateralized mortgage
obligations 1 0 0 1 5 0 2 5 0
Total availabl-for-sale/investment portfoli 28  $16,45! $35 71 $166,38. $2,21¢ 99 $182,84. $2,254

The unrealized losses reported pertaining to sgesiissued by the U.S. government and its spodsmtties, include treasuries, agencies, and
mortgage-backed securities issued by GNMA, FNMA BRALMC which are currently rated AAA by Moody'’s lestor Services, AA+ by Standard
& Poor’s and are guaranteed by the U.S. governnidm.majority of the obligations of state and pcdit subdivisions and corporations carry a
credit rating of A or better. Additionally, a maify of the obligations of state and political siisions carry a secondary level of credit
enhancement. The Company does not intend to ssléthecurities, nor is it more likely than not that Company will be required to sell these
securities prior to recovery of the amortized cobie unrealized losses in the portfolios are prilpattributable to changes in interest rates. As

such, management does not believe any individuaalized loss as of March 31, 2015 represents OTTI.

The amortized cost and estimated fair value of debtrrities at March 31, 2015, by contractual nigtueire shown below. Expected maturities will
differ from contractual maturities because borr@veay have the right to call or prepay obligatiasith or without call or prepayment
penalties. Securities not due at a single matdatg are shown separately.

Available-for-Sale
Amortized Fair
(000's omitted Cost Value

Due in one year or le: $40,78.  $41,17(
Due after one through five yee 163,32: 167,98:
Due after five years through ten ye 1,834,40' 1,914,62.
Due after ten yeal 241,00: 252,07(
Subtota 2,279,51! 2,375,84
Government agency mortge-backed securitie 220,27¢ 229,52¢
Government agency collateralized mortgage
obligations 16,30} 16,98(
Total $2,516,10 $2,622,35
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NOTE E: LOANS

The segments of the Company’s loan portfolio asagtjregated into the following classes that allmnagement to monitor risk and performance:

e  Consumer mortgages consist primarily of fixe mrasidential instruments, typically 136 years in contractual term, secured by firsts
on real property

e Business lending is comprised of general purgmsemercial and industrial loans including, but fiotited to agriculturalelated an
dealer floor plans,
as well as mortgages on commercial proper

e Consumer indirect consists primarily of installméwans originated through selected dealershipsaaedsecured by automobiles, ma
and other recreational vehicl

e  Consumer direct consists of all other loans to oores's such as personal installment loans and diheiedit.

e Home equity products are consumer purpose instatifoans or lines of credit most often secured Hirst or second lien position
residential real estate with terms up to 30 ye

The balances of these classes are summarized@sdol

December
March 31, 31,
(000's omitted 2015 2014
Consumer mortgac $1,605,01 $1,613,38¢
Business lendin 1,239,652 1,262,484
Consumer indirec 804,30( 833,968
Consumer direc 176,08: 184,028
Home equity 338,97¢ 342,342
Gross loans, including deferred originatio

costs 4,163,91. 4,236,20¢
Allowance for loan losse (45,005 (45,341)

Loans, net of allowance for loan los:

$4,118,90 $4,190,86¢

The outstanding balance related to credit impaaegired loans was $5.9 million and $6.1 millionMatrch 31, 2015 and December 31, 2014,
respectively. The changes in the accretable diga@lated to the credit impaired acquired loamsear follows:

(00C's omitted)

Balance at December 31, 20 $70¢
Accretion recognized, ye-to-date (151
Net reclassification to accretable frc

nonaccretabl 2¢
Balance at March 31, 20: $58:

Credit Quality

Management monitors the credit quality of its Igamtfolio on an ongoing basis. Measurement ofrdglency and past due status are based on the
contractual terms of each loan. Past due loanseaiewed on a monthly basis to identify loansrfon-accrual status. The following is an aged
analysis of the Company’s past due loans, by @as¥ March 31, 2015:

Legacy Loans(excludes loans acquired after January 1, 2009)

90+ Days
Past Due Past
30-89 Due anc Total
Still
(00C's omitted) Days Accruing Nonaccrua Past Due Current Total Loan:
Consumer mortgac $9,84: $1,108 $13,46° $24,41:$1,514,12 $1,538,54
Business lendin 4,77¢ 9C 2,731 7,60C 1,099,121 1,106,72
Consumer indirec 6,41¢ 51 0 6,47C 796,89. 803,36:
Consumer direc 863 29 2 894 170,27¢ 171,17(
Home equity 1,642 5C 2,07¢ 3,77C 277,68! 281,45
Total $23,54: $1,32F  $18,27( $43,14" $3,858,10 $3,901,25
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Acquired Loans (includes loans acquired after January 1, 2009)

90+ Days
Past Dug¢ Past
30-89 Due anc Total  Acquired
Still
(00C's omitted) Days Accruing Nonaccrua Past Due Impaired® Current Total Loal
Consumer mortgag $1,67: $21(C $1,97- $3,85¢ $0 $62,62! $66,47¢
Business lendin 93¢ 0 30C 1,23¢ 5,28( 126,28. 132,80:
Consumer indirec 29 0 0 29 0 90¢ 93¢
Consumer direc 80 0 18 98 0 4,81¢ 4,91«
Home equity 401 164 414 97¢ 0 56,54¢ 57,52¢
Total $3,12( $37¢ $2,70¢ $6,20( $5,28( $251,17! $262,65!

(1) Acquired impaired loans were not classified as eofgpming assets as the loans are considered fefferming under ASC 3-30. As ¢
result interest income,
through the accretion of the difference betweendheying amount of the loans and the expedashflows, is being recognized on
acquired impaired loan

The following is an aged analysis of tb@npany'spast due loans by class as of December 31, 2014:

Legacy Loans(excludes loans acquired after January 1, 2009)

90+ Days
Past Due  Past
30-89 Due anc Total
Still
(00C's omitted) Days Accruing Nonaccrue Past Due Current Total Loan:
Consumer mortgag $13,978 $2,165 $13,201 $29,344$1,515,057$1,544,401
Business lendin 6,738 350 2,291 9,379 1,115,21F 1,124,594
Consumer indirec 10,529 82 10 10,621 822,124 832,745
Consumer direc 1,389 36 2 1,427 177,158 178,585
Home equity 1,802 195 2,172 4,169 278,904 283,073
Total $34,43€  $2,828 $17,67€ $54,940$3,908,45¢$3,963,39¢

Acquired Loans (includes loans acquired after January 1, 2009)

90+ Days
Past Due Past
30-89 Due anc Total Acquired
Still
(00C's omitted) Days Accruing Nonaccrui Past Due Impaired® Current Total Loar
Consumer mortgag $1,89: $23: $2,12: $4,24¢ $O $64,73° $68,98:
Business lendin 60¢ 0 48¢ 1,097 5312 131,48: 137,89(
Consumer indirec 40 0 0 40 0 1,18 1,22:
Consumer direc 174 0 18 19z 0 5,251 5,44
Home equity 674 46 42€ 1,14¢ 0 58,12 59,26¢
Total $3,38¢ $27¢ $3,05¢ $6,72: $5,31:  $260,77! $272,80!

(1)Acquired impaired loans were not classified as eofguming assets as the loans are considered perferming under ASC 310-30As a resu
interest income,
through the accretion of the difference betweencimeying amount of the loans and the expecthflows, is being recognized on all acqt
impaired loans

The Company uses several credit quality indicatmessess credit risk in an ongoing manner. Thag@my's primary credit quality indicator for
its business lending portfolio is an internal cteik rating system that categorizes loans ass'péspecial mention”, or “classified”. Credit kis
ratings are applied individually to those classideans that have significant or unique credit elcsristics that benefit from a case-by-case
evaluation. In general, the following are the di¢fbns of the Company’s credit quality indicators:

Pass The condition of the borrower and the performaofcéne loans are satisfactory or bet
Special The condition of the b has deteriorateticalgh the | f d
Mention e condition of the borrower has deterioratedaalgh the loan performs as agreed.
Classified The condition of the borrower has significantbtetiorated and the performance of the loan cauldhér deteriorate, if deficiencies

are not correcte(

The condition of the borrower has deterioratetheopoint that collection of the balance is impialbebased on current facts &



Doubtful

conditions.
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The following table shows the amount of businesslileg loans by credit quality category:

March 31, 201! December 31, 201

(00C's omitted) Legacy Acquired Total Legacy Acquired Total

Pass $936,551  $90,34( $1,026,89 $949,96C $93,510 $1,043,47(
Special mentiol 100,50° 16,78t  117,29: 103,176 18,038 121,214
Classified 69,66: 20,39¢ 90,06: 71,458 21,030 92,488
Doubtful 0 0 0 0 0 0
Acquired impairec 0 5,28( 5,28( 0 5,312 5,312
Total $1,106,72 $132,80. $1,239,52 $1,124,59¢ $137,89C $1,262,48¢

All other loans are underwritten and structureshgsitandardized criteria and characteristics, milypnpayment performance, and are normally risk
rated and monitored collectively on a monthly badikese are typically loans to individuals in domsumer categories and are delineated as either
performing or nonperforming. Performing loandlile current, 30 - 89 days past due and acquiredined loans. Nonperforming loans include
90+ days past due and still accruing and nonactwaak. The following table details the balancealimther loan categories at March 31, 2015:

Legacy loans(excludes loans acquired after January 1, 2009)

Consumel Consume Consume Home

(00C's omitted) Mortgage  Indirect Direct Equity Total

Performing $1,523,96 $803,31. $171,13' $279,32° $2,777,74
Nonperforming 14,57 51 31 2,12¢ 16,78
Total $1,538,54 $803,36. $171,17( $281,45! $2,794,52

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

Consumel Consume Consume Home

(00C's omitted) Mortgage  Indirect Direct Equity Total

Performing $64,29: $93¢ $4,89¢ $56,94t  $127,07:
Nonperforming 2,18¢ 0 18 57¢ 2,78(
Total $66,47¢ $93¢ $4,91¢ $57,52.  $129,85:

The following table details the balances in allestitoan categories at December 31, 2014:
Legacy loans(excludes loans acquired after January 1, 2009)

Consumel Consume Consume Home

(00C's omitted) Mortgage  Indirect Direct Equity Total

Performing $1,529,03t $832,65% $178,547 $280,70€ $2,820,941
Nonperforming 15,366 92 38 2,367 17,863
Total $1,544,401 $832,74t $178,58t $283,07: $2,838,80«

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

Consumel Consume Consume Home

(00C's omitted) Mortgage Indirect Direct Equity Total

Performing $66,629 $1,223 $5,425  $58,797 $132,074
Nonperforming 2,354 0 18 472 2,844
Total $68,983 $1,223 $5,443 $59,268  $134,91¢

All loan classes are collectively evaluated for aimment except business lending, as described ta 8o A summary of individually evaluated
impaired loans as of March 31, 2015 and Decembg?@®14 follows:

March 31, Decembe

31,
(00C's omitted) 2015 2014
Loans with allowance allocatic $C $0
Loans without allowance 64t 0
allocation
Carrying balanci 64t 0
Contractual balanc 64t 0

Specifically allocated allowanc 0 0
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In the course of working with borrowers, the Comparay choose to restructure the contractual tefieertain loans. In this scenario, the
Company attempts to work-out an alternative payrsehéedule with the borrower in order to optimizéemability of the loan. Any loans that are
modified are reviewed by the Company to identifg ifoubled debt restructuring (“TDR”) has occurnatiich is when, for economic or legal
reasons related to a borrower’s financial diffimdt the Company grants a concession to the borriaeit would not otherwise consider. Terms
may be modified to fit the ability of the borrowterrepay in line with its current financial stangliand the restructuring of the loan may include the
transfer of assets from the borrower to satisfydibiet, a modification of loan terms, or a combimaf the two. With regard to determination of
amount of the allowance for loan losses, troublelok destructured loans are considered to be inghaifs a result, the determination of the amount
of allowance for loan losses related to impairethifor each portfolio segment within TDRs is thme as detailed previously.

In accordance with the clarified guidance issuethieyOffice of the Comptroller of the Currency (“OQ, loans that have been discharged in
Chapter 7 bankruptcy but not reaffirmed by the desr, are classified as TDRs, irrespective of payrhéstory or delinquency status, even if the
repayment terms for the loan have not been othermizdified. The Company’s lien position against timderlying collateral remains
unchanged. Pursuant to that guidance, the Comeaoyds a charge-off equal to any portion of threyirag value that exceeds the net realizable
value of the collateral. The amount of loss inedrin 2015 and 2014 was immaterial.

TDRs less than $0.5 million are collectively inababin the general loan loss allocation and theiigiake review, if necessary. Commercial loans
greater than $0.5 million are individually evalufer impairment, and if necessary, a specificadtmn of the allowance for loan losses is
provided.

Information regarding TDRs as of March 31, 2015 Bedember 31, 2014 is as follows:

March 31, 201t December 31, 201

(00C's omitted) Nonaccrua  Accruing Total Nonaccrua  Accruing Total

# Amount # Amount # Amount # Amount # Amount # Amount
Consumer mortgac 49 $2,05¢ 36 $1,64: 85 $3,70( 49 $2,09: 37 $1,77( 86 $3,86:
Business lendin 4 307 3 46% 7 77C 6 447 3 46¢ 9 91C
Consumer indirec 0 0 75 64¢ 75 64¢ 0 0 79 61t 79 61%
Consumer direc 0 0 22 62 22 62 0 0 25 69 25 69
Home equity 13 127 13 271 26 39¢ 13 21€ 13 27¢ 26 49€
Total 66 $2,49: 14¢ $3,08¢ 21t $5,57¢ 68 $2,75. 157 $3,20( 22t $5,95:

The following table presents information relateddaans modified in a TDR during the three monthdeshMarch 31, 2015 and 2014. Of the loans
noted in the table below, all loans for the thremnths ended March 31, 2015 and 2014 were modifiedta a Chapter 7 bankruptcy as described
previously. The financial effects of these redtitiags were immaterial.

Three Month Ended Three Month Ended

March 31, 201t March 31, 201«
Number a Number a

loans Outstanding loans Outstanding
(00C's omitted) modified  Balance modified  Balance
Consumer mortgat 4 $21: 11 $53:
Business lendin 0 0 4 192
Consumer indirec 7 101 12 112
Consumer direc 1 4 2 10
Home equity 1 15 1 30
Total 13 $33: 30 $877

Allowance for Loan Losses

The allowance for loan losses is general in nanckis available to absorb losses from any loaae tgspite the analysis below. The following
presents by class the activity in the allowancddan losses:

Three Months Ended March 31, 2C

Consume Business Consume Consume Home Acquired
(00C's omitted) Mortgage Lending Indirect Direct Equity Unallocater Impaired Total
Beginning balanc $10,28¢ $15,78 $11,54. $3,08! $2,70: $1,767 $17% $45,34:
Charg-offs (443 (133 (1,427 (345 (66) 0 0 (2,414
Recoveries 21 82 1,152 19¢ 7 0 0 1,45¢
Provision 36¢ (331 (23) (52) 21 61€ 23 625
Ending balanc: $10,23: $15,40! $11,24¢ $2,87¢ $2,66: $2,38! $19€  $45,00!
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Three Months Ended March 31, 2C

Consume Business Consume Consume Home Acquired
(00C's omitted) Mortgage Lending Indirect Direct  Equity Unallocater Impaired Total
Beginning balanc $8,99: $17,50° $10,24¢ $3,18. $1,83( $2,02¢ $53( $44,31¢
Chargroffs (167, (120, (1,427 (492 (129 0 (13) (2,348
Recoveries 41 171 79€ 21z 6 0 0 1,22¢
Provision 413 (512 96< 18€ 111 14¢ (316) 1,00(
Ending balanc $9,28: $17,04¢ $10,58¢ $3,08° $1,81¢ $2,17¢ $201  $44,19

NOTE F: GOODWILL AND IDENTIFIABLE INTANGIBLE ASSET S
The gross carrying amount and accumulated amadiz&ir each type of identifiable intangible asset as follows:

March 31, 201!
Gross Net
Carrying Accumulatec Carrying
Amount Amortization Amount

December 31, 201
Gross Net
Carrying Accumulatec Carrying
Amount Amortization Amount

(000's omitted
Amortizing intangible asset

Core deposit intangible $40,326 ($31,042) $9,284  $40,326 ($30,303) $10,023
Other intangible 10,019 (8,423) 1,596 10,019 (8,243) 1,776
Total amortizing intangible  $50,345  ($39,465) $10,88C _ $50,345  ($38,546) $11,799

The estimated aggregate amortization expense fbr @ahe five succeeding fiscal years ended Deeer@b is as follows:

Apr - Dec
2015 $2,489
2016 2,612
2017 1,908
2018 1,424
2019 1,002

Thereaftel 1,445
Total $10,880

Shown below are the components of the Company’dwiicat December 31, 2014 and March 31, 2015:

(000’s omitted) December  Activity March 31,
31, 2014 2015
Goodwill $379,99 $0  $379,99
Accumulated impairmer (4,824 0 (4,824
Goodwill, net $375,17: $0  $375,17

NOTE G: MANDATORILY REDEEMABLE PREFERRED SECURITIE S

The Company sponsors two business trusts, Comm8tatytory Trust [Il and Community Capital Trust, If which 100% of the common stock
owned by the Company. The trusts were formedHerpurpose of issuing company-obligated mandatoeiigemable preferred securities to third-
party investors and investing the proceeds fronstie of such preferred securities solely in jusigbordinated debt securities of the

Company. The debentures held by each trust arsoleeassets of that trust. Distributions on ttefqered securities issued by each trust are pa
quarterly at a rate per annum equal to the inteatstbeing earned by the trust on the debentulelsbly that trust and are recorded as interest
expense in the consolidated financial statemenhite preferred securities are subject to mandatmgmption, in whole or in part, upon repayment
of the debentures. The Company has entered iméeagents which, taken collectively, fully and undiionally guarantee the preferred securities
subject to the terms of each of the guaranteeg. t8iims of the preferred securities of each tmesta follows:

Issuance Par Maturity
Call
Trust Date  Amount Interest Ratt Date  Price
$24. 3 month LIBOR plu
I 7/31/200: million 3.58% (3.83% 7/31/203. Pal
3 month LIBOR plu
IV 12/8/200($75 millior 1.65% (1.92%12/15/2031  Pa
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NOTE H: BENEFIT PLANS

The Company provides a qualified defined benefitsjen to eligible employees and retirees, othet-petrement health and life insurance benefits
to certain retirees, an unfunded supplemental par@an for certain key executives, and an unfurededk balance plan for certain of its
nonemployee directors. The Company accrues foestimated cost of these benefits through chamesgense during the years that employees
earn these benefits. No contributions to the @efipenefit pension plan are required or planne@0as5.

The net periodic benefit cost for the three momtihded March 31, 2015 and 2014 is as follows:

Post-retirement

Pension Benefit Benefits
Three Months Three Months
Ended Ended
March 31, March 31,
(000's omitted 2015 2014 2015 2014
Service cos $831 $88- $0 $0
Interest cos 1,37 1,31¢ 22 27
Expected return on plan ass (3,042 (2,980 0 0
Amortization of unrecognized n
loss 36€  (77) 3) 0
Amortization of prior service co 2 1 (45) (45)
Net periodic benefit co: ($468  ($856 ($26, (%18

NOTE I: EARNINGS PER SHARE

Basic earnings per share are computed based eveijbted-average of the common shares outstandiripé period. Diluted earnings per share
are based on the weighted-average of the sharsmoding adjusted for the dilutive effect of rettd stock and the assumed exercise of stock
options during the year. The dilutive effect ofiops is calculated using the treasury stock metifatcounting. The treasury stock method
determines the number of common shares that wauttlkstanding if all the dilutive options (thoseerdnthe average market price is greater than
the exercise price) were exercised and the procgedsused to repurchase common shares in therogeet at the average market price for the
applicable time period. There were approximateBymillion weighted-average anti-dilutive stock iopts outstanding for the three months ended
March 31, 2015, compared to approximately 0.04ionillveighted-average arditutive stock options outstanding for the threenths ended Marc
31, 2014 that were not included in the computalielow.

The following is a reconciliation of basic to dit earnings per share for the three months endech\84, 2015 and 2014:

Three Months

Ended
March 31,
(000's omitted, except per share de 2015 2014
Net income $22,29° $22,17:
Income attributable to unvested stock-based
compensation awar (100} (99)
Income available to common shareholc 22,197 $22,07-

Weighte-average common shares outstane basic  40,65¢ 40,45¢

Basic earnings per she $0.58  $0.5¢
Net income $22,29° $22,17:
Income attributable to unvested stock-based

compensation awar (100} (99)
Income available to common shareholc 22,197 $22,07:

Weighte-average common shares outstan- basic  40,65¢ 40,45¢

Assumed exercise of stock optic 40E 512
Weighted-average common shares outstanding —

diluted 41,06« 40,97(
Diluted earnings per sha $0.5¢  $0.5¢

Stock Repurchase Program

At its December 2014 meeting, the Company’s Bo#fdiectors (the “Board”) approved a new repurchpsegram authorizing the repurchase of
up to 2,000,000 shares of the Company’s commork ste@ccordance with securities laws and reguatiohrough December 31, 2015. Any
repurchased shares will be used for general cagpraposes, including those related to stock ptdivities. The timing and extent of repurchases
will depend on market conditions and other corporainsiderations as determined at the Con”s discretion. During the first three months



2015 the Company repurchased 265,230 sharesafriteion stock in open market transactions, comparé@3,000 shares repurchased during
2014.
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NOTE J: COMMITMENTS, CONTINGENT LIABILITIES AND RE  STRICTIONS

The Company is a party to financial instrument$wiff-balance sheet risk in the normal course airess to meet the financing needs of its
customers. These financial instruments consigtgmily of commitments to extend credit and stankdiiers of credit. Commitments to extend
credit are agreements to lend to customers, géynéiating fixed expiration dates or other terminattlauses that may require payment of a

fee. These commitments consist principally of wadusommercial and consumer credit lines. Staneltbgrk of credit generally are contingent u

the failure of the customer to perform accordingheterms of an underlying contract with a thiedtp. The credit risks associated with
commitments to extend credit and standby lettesedit are essentially the same as that involvigld @xtending loans to customers and are subjec
to the Company’s normal credit policies. Collatenay be obtained based on management’s assessfiibatcustomer’s creditworthiness. The

fair value of the standby letters of credit is imera@l for disclosure.

The contract amount of commitments and contingeraie as follows:

March 31, December 31,

(000's omitted 2015 2014

Commitments to extend

credit $786,32 $733,827

Standby letters of crec 22,78¢ 23,916
Total $809,11! $757,74%

The Company and its subsidiaries are subject im¢imal course of business to various pending barehtened legal proceedings in which claims
for monetary damages are asserted. As of MarcB@®I5, management, after consultation with legahsel) does not anticipate that the aggregate
ultimate liability arising out of litigation pendijnor threatened against the Company or its subis@diwill be material to the Company’s
consolidated financial position. On at least a tpigr basis the Company assesses its liabilitiescamtingencies in connection with such legal
proceedings. For those matters where it is prolthlliethe Company will incur losses and the amoahthe losses can be reasonably estimatec
Company records an expense and correspondingtyahilits consolidated financial statements. Te #xtent the pending or threatened litigation
could result in exposure in excess of that liafilihe amount of such excess is not currently edilen The range of reasonably possible losses for
matters where an exposure is not currently estienabtonsidered probable, beyond the existing dabliabilities, is between $0 and $1 million in
the aggregate. Although the Company does not leetieat the outcome of pending litigation will beteréal to the Company’s consolidated
financial position, it cannot rule out the possthithat such outcomes will be material to the adicsited results of operations for a particular
reporting period in the future.

The Bank reached an agreement in principle toesttd first of two related class actions pendinthénUnited States District Court for the Middle
District of Pennsylvania which were commenced Oet@9, 2013 and May 29, 2014, respectively. Trs &ction alleged that notices provided by
the Bank in connection with the repossession ofhtimaed plaintiff's automobile failed to comply witkrtain requirements of the Pennsylvania and
New York Uniform Commercial Code (UCC) and relagtaitutes. The plaintiff sought to pursue the acéis a class action on behalf of herself
similarly situated plaintiffs who had their autonileb repossessed and sought to recover statutamaglss under the UCC. The second action filed
May 29, 2014 contained similar allegations, which plaintiff also sought to pursue as a class adtiostatutory damages. In response to these
actions, the Bank has contested the allegationghbanotices were deficient, asserted varioud dgf@nses and counterclaims, and opposed class
certification. On September 30, 2014, the Bankhed an agreement in principle to settle the ficsion for $2.8 million in exchange for release of
all claims of the class members covered by thesersc A litigation settlement charge of $2.8 il with respect to the settlement of the class
actions was recorded in the third quarter of 20ibdconnection with this settlement, on March 2812, the parties executed a settlement agree
and the plaintiff's counsel filed a motion with tB®urt for preliminary approval. The settlemengubject to the Court’s final approval following
notice to the class members, including the abdftglass members to oppose or opt-out of the sedife.

On March 4, 2015, in connection with the pendinggee of Oneida Financial Corp. into Community B&ystem, Inc., a purported stockholder of
Oneida Financial filed a lawsuit in New York Supee@ourt, Oneida County, captionBedul Parshall v. Richard B. Myers, et alOn March 13,
2015, another purported stockholder filed a lawisullew York Supreme Court, Oneida County, captibdehn Solak, v. Richard B. Myers et al
On April 24, 2015, a third purported shareholdkdfia lawsuit in the Circuit Court for BaltimoretgiMaryland, captionetinda Colvin v. Oneida
Financial Corp, et al These lawsuits are brought on behalf of a putatiaes of Oneida Financial’'s common stockholdedsssek an order that
they are properly maintainable as class actions.
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These complaints name Oneida Financial, OneidanEiaks directors, and Community Bank System asdéénts and generally allege that the
Director Defendants breached their fiduciary dutiggailing to maximize shareholder value in cortitwith the Merger, and that Community
Bank System and/or Oneida Financial aided anded#tbse alleged breaches of fiduciary duty. Tdraptaints allege that the director Defendants
improperly favored Community Bank System and disagad alternative bids by agreeing to the MergeeAment’s norsolicitation provision an
termination fee provision. Plaintiffs cite thati@munity Bank System agreed in the Merger Agreerteeappoint two of Oneida’s directors to the
boards of Community Bank System and Community Bafflective upon the closing of the Merger. The ptaimts allege that the voting
agreements entered into by Oneida Financial's wlire@nd certain executive officers to vote thearss in favor of the Merger Agreement were
improper. In addition, the complaints allege tth&t consideration to be received by Oneida Findooimmon stockholders is unreasonable,
inadequate and unfair. The complaints seek deolgrand injunctive relief to invalidate the Mergsgreement and prevent the consummation of
the Merger. The complaints further seek unspecili@tages, as well as costs including plaintiffedraieys’ and experts’ fees.

On or about April 10, 2015, plaintiffs in the Paailand Solak actions filed amended complaintsranged to consolidate the actions and to apj
co-lead interim counsel for the Plaintiffs. ComrityiBank did not oppose such motion and answereagthended complaints filed by plaintiffs in
these actions. The parties in these actions hatleef agreed to an expedited discovery and bgefahedule.

Each of Community Bank System and Oneida Finameléves that the claims asserted are without raadtintends to vigorously defend against
these lawsuits.

NOTE K: FAIR VALUE

Accounting standards allow entities an irrevocaigon to measure certain financial assets anadhdiia liabilities at fair value. Unrealized gains
and losses on items for which the fair value opltias been elected are reported in earnings. Th@@uwy has elected to value loans held for se
fair value in order to more closely match the gaind losses associated with loans held for salethé gains and losses on forward sales
contracts. Accordingly, the impact on the valuatiall be recognized in the Compasytonsolidated statement of income. All mortgagas helc
for sale are current and in performing status.

Accounting standards establish a framework for mexag fair value and require certain disclosuresualsuch fair value instruments. It defines
value as the price that would be received to selisset or paid to transfer a liability in an olyleransaction between market participants at the
measurement date (i.e. exit price). Inputs useddasure fair value are classified into the follogvhierarchy:

e Level 1- Quoted prices in active markets for identical assetiabilities.
e Level 2 — Quoted prices in active markets for Emassets or liabilities, or quoted prices fomitigal or similar assets or liabilities in markets
that are not active,
or inputs other than quoted prites are observable for the asset or liabi
e Level 3- Significant valuation assumptions not readily olsabte in a marke

A financial instrument’s categorization within theluation hierarchy is based upon the lowest le¥@tput that is significant to the fair value
measurement. The following tables set forth then@any’s financial assets and liabilities that weceounted for at fair value on a recurring
basis. There were no transfers between any détleds for the periods presented.

March 31, 201!

Total Fair

(000's omitted Levell Level2 Level3 Value

Available-for-sale investment securitie

U.S. Treasury and agency securi $1,676,11 $0 $0 $1,676,11-
Obligations of state and political subdivisic 0 672,709 0 672,709
Government agency mortgéebacked securitie 0 229,526 0 229,526
Corporate debt securiti 0 27,026 0 27,026
Government agency collateralized mortgage obligal 0 16,980 0 16,980
Marketable equity securitie 42€ 0 0 426
Total availabl-for-sale investment securiti 1,676,531 946,241 0 2,622,77¢
Mortgage loans held for s 0 1,437 0 1,437
Commitments to originate real estate loans for 0 0 152 152
Forward sales commitmer 0 (22) 0 (22)
Total $1,676,53 $947,65€ $152 $2,624,34¢
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December 31, 201

Total Fair
(000's omitted Level1 Level2 Level3 Value
Available-for-sale investment securitie
U.S. Treasury and agency securi $1,496,66 $21,06€ $0 $1,517,73:
Obligations of state and political subdivisic 0 671,903 0 671,903
Government agency mortgéebacked securitie 0 237,728 0 237,728
Corporate debt securiti 0 27,091 0 27,091
Government agency collateralized mortgage obligal 0 18,025 0 18,025
Marketable equity securitie 44E 0 0 445
Total availabl-for-sale investment securiti 1,497,11: 975,813 0 2,472,92¢
Mortgage loans held for se 0 1,042 0 1,042
Commitments to originate real estate loans for 0 0 185 185
Forward sales commitmer 0 (43) 0 (43)

$1,497,11 $976,812 $185 $2,474,10¢

The valuation techniques used to measure fair Valuthe items in the table above are as follows:

e Available for sale investment securities — The falues of available-fosale investment securities are based upon quotieéspril

available. If quoted prices are not available, Vaiues are measured using quoted market pricesrfidlar securities or moddlased valuatic
techniques. Level 1 securities include U.S. Treasbligations and marketable equity securities #ra traded by dealers or brokers in a
over-the-counter markets. Level 2 securities idellW.S. agency securities, mortgage-backed sessuiisisued by governmesponsore
entities, municipal securities and corporate debusties that are valued by reference to pricesifoilar securities or through mode#se!
techniques in which all significant inputs, suchragorted trades, trade execution data, LIBOR syigld curve, market prepayment spe
credit information, market spreads, and secwgitgrms and conditions, are observable. See Ndte further disclosure of the fair value
investment securitie:

Mortgage loans held for sale — Mortgage loand @l sale are carried at fair value, which is deieed using quoted secondangarket price
of loans with similar characteristics and, as sunave been classified as a Level 2 valuation. (rygaid principal value of mortgage lo
held for sale at March 31, 2015 is approximately$tillion. The unrealized gain on mortgage lohakl for sale of approximately $52,(
was recognized in mortgage banking and other indarttee consolidated stateme

Forward sales commitments Fhe Company enters into forward sales commitmeatsell certain residential real estate loans.
commitments are considered to be derivative fir@riostruments and, therefore, are carried at eséichfair value in the other asset or ¢
liability section of the consolidated balance shéiie fair value of these forward sales commitredsatprimarily measured by obtain
pricing from certain governmeisponsored entities and reflects the underlyingepttie entity would pay the Company for an immedszte
on these mortgages. As such, these instrumentdaamsfied as Level 2 in the fair value hierarc

Commitments to originate real estate loans fla s@he Company enters into various commitments taraig residential real estate loans
sale. Such commitments are considered to be degvBnancial instruments and, therefore, areiedrat estimated fair value in the ot
asset or other liability section of the consolidabalance sheet. The estimated fair value of tcesemitments is determined using quc
secondary market prices obtained from certain gowentsponsored entities. Additionally, accounting guita requires the expected
future cash flows related to the associated sewyiof the loan to be included in the fair value sueament of the derivative. The expecte(
future cash flows are based on a valuation modl ¢hlculates the present value of estimated neicsgy income. The valuation mot
incorporates assumptions that market participamsidvuse in estimating future net servicing incorSeich assumptions include estimate
the cost of servicing loans, appropriate discoat® and prepayment speeds. The determinationpefcéed net cash flows is considere
significant unobservable input contributing to thevel 3 classification of commitments to originadal estate loans for sa
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The changes in Level 3 assets measured at faie walwa recurring basis are summarized in the fatiguables:

Three Months Ended

March 31,
2015 2014
Commitment Commitment
to Originate to Originate
Real Estate Real Estate
Loans for Loans for
(000's omitted Sale Sale
Beginning balanc $185 $44
Total (losses) included in earnin(®) (185) (44)
Commitments to originate real estate loans helddbe
net 152 67
Ending balanc $152 $67

Amounts included in earnings associated with thrarodments to originate real estate loans for ek
(Lreported as a component of other banking servité®e Consolidated Statement of Income.

Assets and liabilities measured on a non-recutvasjs:

March 31, 201! December 31, 201
Total Fair Total Fair
(000's omitted Level 1 Level 2 Level 3 Value Level 1 Level 2 Level 3 Value
Other real estate
owned $C $0 $1,767 $1,767 $0 $0 $1,85¢ $1,85¢

Loans are generally not recorded at fair value oecarring basis. Periodically, the Company resardnrecurring adjustments to the carrying v

of loans based on fair value measurements forgbatiarge-offs of the uncollectible portions ofgsedoans. Nonrecurring adjustments also include
certain impairment amounts for collateral-dependieents calculated when establishing the allowanceredit losses. Such amounts are generally
based on the fair value of the underlying colldtetgpporting the loan and, as a result, the cagryadue of the loan less the calculated valuation
amount does not necessarily represent the faiewaflthe loan. Real estate collateral is typica#iiued using independent appraisals or other
indications of value based on recent comparabtssalsimilar properties or assumptions generdiseovable in the marketplace, adjusted for non-
observable inputs. Thus, the resulting nonrecgrid@ir value measurements are generally classfgeddevel 3. Estimates of fair value used for o
collateral supporting commercial loans generalyylzsed on assumptions not observable in the méaketand, therefore, such valuations classify
as Level 3.

Other real estate owned (“OREQ”) is valued at time tthe loan is foreclosed upon and the assednisterred to OREO. The value is based
primarily on third party appraisals, less costset. The appraisals are sometimes further disealibased on management’s historical knowledge,
changes in market conditions from the time of viéiura and/or management’s expertise and knowledigigeocustomer and customer’s business.
Such discounts are significant, ranging from 1094386 at March 31, 2015 and result in a Level 3sifsition of the inputs for determining fair
value. OREO is reviewed and evaluated on at legatéerly basis for additional impairment and atfd accordingly, based on the same factors
identified above. The Company recovers the carryage of OREO through the sale of the propertye @hility to affect future sales prices is
subject to market conditions and factors beyonddbmpany’s control and may impact the estimatedviziue of a property.

Originated mortgage servicing rights are recordetieir fair value at the time of sale of the urtigieg loan, and are amortized in proportion to and
over the estimated period of net servicing inconte fair value of mortgage servicing rights is lthse a valuation model incorporating inputs that
market participants would use in estimating futueé servicing income. Such inputs include estimafdle cost of servicing loans, appropriate
discount rate and prepayment speeds and are coewsitbebe unobservable and contribute to the Lawdhssification of mortgage servicing rights.
In accordance with GAAP, the Company must recongaiinment charges, on a nonrecurring basis, whenahging value of a stratum exceeds its
estimated fair value. Impairment is recognized uigioa valuation allowance. There is no valuatidtovance at March 31, 2015 as the fair value of
mortgage servicing rights of approximately $1.4lionl exceeded the carrying value of approximatdlyl $nillion.

The Company evaluates goodwill for impairment ormanual basis, or more often if events or circuntsta indicate there may be impairment.

fair value of each reporting unit is compared ® ¢arrying amount of that reporting unit in ordeidetermine if impairment is indicated. If so, the
implied fair value of the reporting unit's goodwil compared to its carrying amount and the impaimoss is measured by the excess of the
carrying value of the goodwill over fair value bktgoodwill. In such situations, the Company panfoa discounted cash flow modeling technique
that requires management to make estimates regaittéramount and timing of expected future cash<lof the assets and liabilities of the
reporting unit that enable the Company to calcula¢eimplied fair value of the goodwill. It alsequires use of a discount rate that reflects the
current return expectation of the market in refatio present risk-free interest rates, expecteityemarket premiums, peer volatility indicators and
company-specific risk indicators. The Companyritirecognize an impairment charge during 2014wes far in 2015.
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The significant unobservable inputs used in themeihation of fair value of assets classified agdl@ on a recurring or non-recurring basis are as
follows:

Significant
Unobservable Inpi
Range
Fair Value a (Weighted
(000's omitted March 31, 20: Valuation Techniqi Significant Unobservable Inpu Average)
Other real estate Fair Value o Estimated cost of disposal/mar 10.0%49.2%
owned $1,767 Collatera adjustmer (23.3%
Commitments to
originate
real estate loans Discounted cas
sale 152 flow Embedded servicing val 1%

The significant unobservable inputs used in themeihation of fair value of assets classified agdl@ on a recurring or non-recurring basis as of
December 31, 2014 are as follows:

Significant
Unobservable Inpi
Fair Value a Range
December 3: (Weighted
(000's omitted 2014 Valuation Technigi Significant Unobservable Inpu Average)
Other real estate Fair value of  Estimated cost of disposal/mar 10.0% -77.5%
owned $1,85¢ collateral adjustmer (30.6%
Commitments to
originate
real estate loans
sale 18EDiscounted cash fli Embedded servicing val 1%

The Company determines fair values based on quogekiet values, where available, estimates of ptesgues, or other valuation

techniques. Those techniques are significantlycadid by the assumptions used, including, butimited to, the discount rate and estimates of
future cash flows. In that regard, the derived ¥alue estimates cannot be substantiated by casopeto independent markets and, in many cases,
may not be realized in immediate settlement ofitkeument. Certain financial instruments anchalhfinancial instruments are excluded from fair
value disclosure requirements. Accordingly, thgragate fair value amounts presented do not reptrése underlying value of the Company.

The carrying amounts and estimated fair valueb®fQompany'’s other financial instruments that ateaccounted for at fair value at March 31,
2015 and December 31, 2014 are as follows:

March 31, 201t December 31, 201
Carrying  Fair Carrying Fair

(000's omitted Value Value Value Value
Financial assett
Net loans $4,118,90%4,167,60 $4,190,86'$4,251,56!
Financial liabilities:
Deposits 6,126,547 6,126,43. 5,935,26: 5,935,69(
Borrowings 195,70C 195,70( 338,00C 338,00(
Subordinated debt held by
unconsolidated subsidiary tru: 102,128 86,11¢ 102,127  85,18¢

The following is a further description of the prippal valuation methods used by the Company to edérthe fair values of its financial instruments.

Loans have been classified as a Level 3 valuatiir values for variable rate loans that repriegdiently are based on carrying values. Fair &
for fixed rate loans are estimated using discoungeth flows and interest rates currently beingreffdor loans with similar terms to borrowers of
similar credit quality.

Deposits have been classified as a Level 2 valuafidhe fair value of demand deposits, interestibgahecking deposits, savings accounts, and
money market deposits is the amount payable on nigmethe reporting date. The fair value of tinepakit obligations are based on current mz
rates for similar products.

Borrowings have been classified as a Level 2 vednatThe fair value of FHLB overnight advanceshie amount payable on demand at the
reporting date. Fair values for long-term borraygrare estimated using discounted cash flows dackest rates currently being offered on similar
borrowings, and are immaterial as of the reportiatgs.

Subordinated debt held by unconsolidated subsidiasts have been classified as a Level 2 valuati®he fair value of subordinated debt held by
unconsolidated subsidiary trusts are estimatedyudistounted cash flows and interest rates cuyréeihg offered on similar securities.

Other financial assets and liabilities — Cash aagh@quivalents have been classified as a Levaluhtion, while accrued interest receivable and
accrued interest payable have been classified_asel 2 valuation. The fair values of each apprate the respective carrying values becaus



instruments are payable on demand or have shontfteaturities and present relatively low credit @sld interest rate risk.
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NOTE L: DERIVATIVE INSTRUMENTS

The Company is party to derivative financial instents in the normal course of its business to itheetinancing needs of its customers and to
manage its own exposure to fluctuations in intera@sts. These financial instruments have beenddib commitments to originate real estate I«
held for sale and forward sales commitments. Towa@any does not hold or issue derivative finanastruments for trading or other speculative
purposes.

The Company enters into forward sales commitmentthe future delivery of residential mortgage I®aand interest rate lock commitments to
fund loans at a specified interest rate. The fodveales commitments are utilized to reduce inteegs risk associated with interest rate lock
commitments and loans held for sale. Changesimstimated fair value of the forward sales committa and interest rate lock commitments
subsequent to inception are based on changes faithalue of the underlying loan resulting frohetfulfillment of the commitment and change:

the probability that the loan will fund within therms of the commitment, which is affected primaby changes in interest rates and the passage o
time. Atinception and during the life of the irgst rate lock commitment, the Company includessttpected net future cash flows related to the
associated servicing of the loan as part of thevidue measurement of the interest rate lock camenits. These derivatives are recorded at fair
value.

The following table presents the Company’s denxafinancial instruments, their estimated fair @suand balance sheet location as of March 31,
2015:

Fair
(000's omitted Location Notiona Value
Derivatives not designated as hedging
instruments
Other

Forward sales commitmer liabilities $5,23¢  ($22)

Commitments to originate real estate
loans for sal Other assel 5,03t 152
Total derivatives, ne _ $13C

The following table presents the Compangerivative financial instruments and the locatidrthe net gain or loss recognized in the statérot
income for the three months ended March 31, 2015:

Gain(Loss) recognized in the
Statement of
Income for the Three Months

Ending
(000's omitted Location March 31, 201t
Mortgage banking and other

Forward sales commitmer services $21
Commitments to originate real

estate Mortgage banking and other

loans for sali services (33)
Total, net ($12
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NOTE M: SEGMENT INFORMATION

Operating segments are components of an enterpvlieh are evaluated regularly by the “chief opeagtdecision makerin deciding how t
allocate resources and assess performance. Th@abgin chief operating decision maker is the President @hief Executive Officer of tl
Company. The Company has identified Banking, EmgdoBenefit Services and Wealth Management as fsrtable operating busine
segments. CBNA operates the banking segment toatdes fullservice banking to consumers, businesses and goeatal units in norther
central and western New York as well as northemnBglvania. Employee benefit services, which idekiBenefit Plans Administrative Servi
Inc. (“BPAS”) and subsidiaries with offices throughout the U.8d #uerto Rico, provides employee benefit trustlective investment funi
retirement plan administration, actuarial, VEBA/HR#d health and welfare consulting services. \WWealanagement services activities incl
trust services provided by the personal trust within the Bank, investment and insurance produmid services provided by Commui
Investment Services, Inc. (“CISI"and CBNA Insurance Agency, Inc., and asset managemevided by Nottingham Advisors, Inc. 1
accounting policies used in the disclosure of lessnsegments are the same as those describedsantimeary of significant accounting polic
(See Note ASummary of Significant Accounting Policefghe most recent Form 1for the year ended December 31, 2014 filed whith $EC o
March 2, 2015).

Information about reportable segments and receatiat of the information to the consolidated finahstatements follows:

Employes

Benefit  Wealth Consolidate
(000's omitted) Banking ServicesManagemelEliminations  Total
Three Months Ended March 31,
2015
Net interest incom $59,78! $2¢ $2¢€ $0 $59,84(
Provision for loan losse 623 0 0 0 623
Noninterest incom 13,52« 11,35 4,63: (464) 29,04¢
Amortization of intangible asse 73¢ 13z 47 0 91¢
Other operating expens 43,81¢ 8,451 3,22: (464 55,02¢
Income before income tax $28,12¢ $2,79¢ $1,38¢ $0 $32,31!
Assets $7,549,81 $32,20t $16,32¢ ($22,307 $7,576,03
Goodwill $364,49! $8,01¢ $2,66( $0  $375,17:
Three Months Ended March 31,
2014
Net interest incom $60,063 $2: $22 $0  $60,108
Provision for loan losse 1,000 0 0 0 1,000
Noninterest incom 13,444 10,72: 4,663 474) 28,354
Amortization of intangible asse 912 17z 57 0 1,141
Other operating expens 43,711 8,29 3,246 (474) 54,780
Income before income tax $27,884  $2,27* $1,382 $0  $31,541
Assets $7,370,19C $30,71¢ $14,383 ($18,064) $7,397,22¢
Goodwill $364,495  $8,01¢ $2,660 $0 $375,174
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Item 2. Management's Discussion and Analysis of Famcial Condition and Results of Operations

This Management'’s Discussion and Analysis of Fifer@ondition and Results of Operations (“MD&A”)iprarily reviews the financial condition
and results of operations of Community Bank System, (the “Company” or “CBSI") as of and for ther¢e months ended March 31, 2015 and
2014, although in some circumstances the fourtitguaf 2014 is also discussed in order to morly fxplain recent trends. The following
discussion and analysis should be read in conjmetith the Company's Consolidated Financial Statgsmand related notes that appear on ps
through 25. All references in the discussion ®fthancial condition and results of operationstarthose of the Company and its subsidiaries t
as a whole. Unless otherwise noted, the term §thig” refers to results in calendar year 2015stfijuarter” refers to the three months ended
March 31, 2015 and earnings per share (“EPS”) éiguefer to diluted EPS.

This MD&A contains certain forward-looking statenemith respect to the financial condition, resolt®perations and business of the
Company. These forward-looking statements invobk#main risks and uncertainties. Factors that caase actual results to differ materially from
those proposed by such forward-looking statememetset herein under the caption, “Forward-Lookitat&Snents,” on page 39.

Critical Accounting Policies

As a result of the complex and dynamic nature ef@lompany’s business, management must exercismgrign selecting and applying the most
appropriate accounting policies for its variousagref operations. The policy decision procesonbt ensures compliance with the latest generally
accepted accounting principles (“GAAP”), but alsflects management’s discretion with regard to shm@pthe most suitable methodology for
reporting the Company’s financial performanceis lhanagement’s opinion that the accounting esémabvering certain aspects of the business
have more significance than others due to theivelanportance of those areas to overall perforreancthe level of subjectivity in the selection
process. These estimates affect the reported amofiassets, liabilities and shareholders’ eqaiitst disclosures of revenues and expenses during
the reporting period. Actual results could diffieam those estimates. Management believes thatatraccounting estimates include:

e Acquired loans — Acquired loans are initially reshed at their acquisition date fair values based discounted cash flow methodology that
involves assumptions and judgments as to credit piepayment risk, liquidity risk, default ratésss severity, payment speeds, collateral
values and discount rate.

Acquired loans deemed impaired at acquisition ecerded in accordance with ASC 310-30. The exclesadiscounted cash flows expected
at acquisition over the estimated fair value igmefd to as the accretable discount. The differbet@een contractually required payments at
acquisition and the undiscounted cash flows expédctée collected at acquisition is referred tohesnon-accretable discount, which
represents estimated future credit losses and otimtractually required payments that the Compamsdhot expect to collect. Subsequent
decreases in expected cash flows are recognizegpasments through a charge to the provision danl credit losses resulting in an increase
in the allowance for loan losses. Subsequent imgireants in expected cash flows result in a recoekpyeviously recorded allowance for
loan losses or a reversal of a corresponding anwfithe non-accretable discount, which the Comphep reclassifies as an accretable
discount that is recognized into interest incomerdkie remaining life of the loans using the inseraethod.

For acquired loans that are not deemed impairadatisition, the difference between the acquisitlate fair value and the outstanding
balance represents the fair value adjustment floamand includes both credit and interest ratesidemations. Subsequent to the purchase
date, the methods used to estimate the allowamdedn losses for the acquired non-impaired loarhnsistent with the policy described
below. However, the Company compares the net eddézvalue of the loans to the carrying value)dans collectively evaluated for
impairment. The carrying value represents the fttteoloans unpaid principal balance and the remaining pweltiscount (or premium) tf
has yet to be accreted into interest income. Whertarrying value exceeds the net realizable vaatugllowance for loan losses is recogni:
For loans individually evaluated for impairmenpravision is recorded when the required allowaneeeds any remaining discount on the
loan.

e Allowance for loan losses — The allowance for la@ses reflects management’s best estimate ofptelioan losses in the Company’s loan
portfolio. Determination of the allowance for lokisses is inherently subjective. It requires sigatit estimates including the amounts and
timing of expected future cash flows and evaluatiboollateral values on impaired loans and theamhof estimated losses on pools of
homogeneous loans which is based on historicaldrgsrience and consideration of current econoraias, all of which may be susceptible
to significant change
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e Investment securities — Investment securitiesbeadlassified as held-to-maturity, available-folesar trading. The appropriate classification
is based partially on the Company’s ability to hild securities to maturity and largely on managgtaéntentions with respect to either
holding or selling the securities. The classifioatof investment securities is significant sinceiiiectly impacts the accounting for unrealized
gains and losses on securities. Unrealized gaith$osses on available-for-sale securities are dexbin accumulated other comprehensive
income or loss, as a separate component of shdersbequity and do not affect earnings until di. The fair values of investment
securities are generally determined by referencpitded market prices, where available. If quotedket prices are not available, fair values
are based on quoted market prices of comparalteiinents, or a discounted cash flow model usingketastimates of the amount and
timing of future cash flows, prepayment speed agsiams, expected interest rate curve attributed the selection of discount rates that
appropriately reflect market and credit risks. lstmeent securities with significant declines in faatue are evaluated to determine whether
they should be considered other-than-temporarifyaiined (“OTTI"). An unrealized loss is generallyetsieed to be other-than-temporary and a
credit loss is deemed to exist if the present valube expected future cash flows is less tharathertized cost basis of the debt security.
credit loss component of an OTTI writl®wn is recorded in earnings, while the remainiagipn of the impairment loss is recognized in 0
comprehensive income (loss), provided the Compaeg ot intend to sell the underlying debt secuaibyd it is not more likely than not that
the Company will be required to sell the debt siéggprior to recovery of the full value of its antimed cost basis.

e Retirement benefits — The Company provides defretefit pension benefits to eligible employees post-retirement health and life
insurance benefits to certain eligible retireese Tompany also provides deferred compensationgmlemental executive retirement plans
for selected current and former employees anderficExpenses under these plans are charged emtaoperations and consists of several
components of net periodic benefit cost based oows actuarial assumptions regarding future expee under the plans, including, but not
limited to, discount rate, rate of future compeiwaincreases, mortality rates, future health casts and expected return on plan assets.

e Intangible assets — As a result of acquisitiones,Gompany has acquired goodwill and identifiabtangible assets. Goodwill represents the
value paid for acquired companies in excess ofdinezalue of net assets at the acquisition datedwill is evaluated at least annually, or
when business conditions suggest impairment mag hagurred, and will be reduced to its carryingieahrough a charge to earnings if
impairment exists. Core deposits and other ideftié intangible assets are amortized to expensetioeie estimated useful lives. The
determination of whether or not impairment existbased upon discounted cash flow modeling tecksithat require management to make
estimates regarding the amount and timing of exgoefetture cash flows. It also requires them toctaealiscount rate that reflects the current
return requirements of the market in relation tesgnt risk-free interest rates, expected equitketg@remiums, peer volatility indicators and
company-specific market and performance metri¢mfathich are susceptible to change based on @simgeconomic conditions and other
factors. Future events or changes in the estimested to determine the carrying value of goodwitl atentifiable intangible assets could have
a material impact on the Comp¢'s results of operation

A summary of the accounting policies used by mamege is disclosed in Note A, “Summary of Signifit&etcounting Policies” on pages %® of
the most recent Form 10-K (fiscal year ended Deeer8, 2014) filed with the Securities and Excha@genmission (“SEC”) on March 2, 2015.

Executive Summary

The Company’s business philosophy is to operate@snmunity bank with local decision-making, prpally in non-metropolitan markets,
providing a broad array of banking and financial/g®s to retail, commercial and municipal custeenerhe Company’s banking subsidiary is
Community Bank, N.A. (the “Bank” or “CBNA”).

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

Significant factors management reviews to evalaateevement of the Company’s operating objectivekits operating results and financial
condition include, but are not limited to: net ine® and earnings per share; return on assets aitgl; egai interest margins; noninterest income;
operating expenses; asset quality; loan and deguasitth; capital management; performance of indigicbanking and financial services units;
liquidity and interest rate sensitivity; enhanceisdn customer products and services and theirrlyialg performance characteristics; technology
advancements; market share; peer comparisonshammktformance of acquisition activities.
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On January 1, 2014, Harbridge Consulting Group, Ico@pleted its acquisition of a professional s@wipractice from EBS-RMSCO, Inc., a
subsidiary of The Lifetime Healthcare Companiebisprofessional services practice, which provigetsiarial valuation and consulting services to
clients who sponsor pension and post-retiremenicakdnd welfare plans, enhances the Company’scjtion in the Western New York
marketplace.

First quarter net income increased slightly compaoethe first quarter of 2014 while earnings gears for the three months ended March 31, 2015
was consistent with the first quarter of 2014. Tigher net income was due to higher noninterestrite, primarily as a result of an increase in
financial services revenue, as well as a lower igron for loan losses. These were partially offgetower net interest income, a result of a lower
net interest margin, partially offset by earningetggrowth and a higher effective income tax r&@perating expenses, which included acquisition-
related charges of $0.4 million, or two-thirds afemt per share after tax, were flat comparededitht quarter of 2014 and were the result of
disciplined expense management including branckdaations completed during 2014.

Both average loans and average deposits in theyfiegter of 2015 were higher than their respedtadances in the prior year first quarteras a tesul
of organic growth in 2014. Ending balances forltdan portfolio at March 31, 2015 were down froncBeber 31, 2014, as is typical in the first
quarter, but were higher than at the end of Maft¥2 Deposit balances at the end of March 201®ased in comparison to both December and
March 2014. The trend of larger proportions of@ss coming from lower and noninterest-bearingpaats continued and, as a result, assisted in
the continued decline in the cost of funds.

Asset quality in the first quarter of 2015 remaistable and favorable in comparison to averagepder financial organizations. First quarter net
charge-off, nonperforming loan and delinquent lcatios were lower than those experienced in thetlicand first quarters of 2014. The current
guarter provision for loan losses was lower that thcorded in the fourth and first quarters of£0&flective of lower levels of net chargéfs and
improved nonperforming loan ratios.

On February 24, 2015, the Company announced thatlientered into a definitive agreement to acqDiteida Financial Corp., parent company of
Oneida Savings Bank, headquartered in Oneida, dFyagproximately $142 million in Company stock axagh. The acquisition will extend the
Company’s Central New York banking service area@rdplement and expand the Company’s existing secapacity in insurance, benefits
administration and wealth management. Upon thepbetion of the merger, Community Bank will add IrArch locations and approximately $¢
million of assets, including loans of $370 milliand $690 million of deposits. The acquisitionxpected to close during the third quarter of 2015,
pending both customary regulatory and Oneida sloédtehapproval. The Company expects to incur oedae-time, transaction-related costs in
2015.

Net Income and Profitability

As shown in Table 1, net income for the first gaadf $22.3 million was up $0.1 million, or 0.6%, @ompared to the first quarter of

2014. Earnings per share of $0.54 for the firgirtgr were consistent with that generated in ths¢ duarter of 2014. First quarter net interest
income of $59.8 million was down $0.3 million, ad®, from the comparable prior year period. Theréase was the result of a lower net interest
margin for the three months as compared to the ecaiye prior year period, partially offset by arreser-year increase in average interest-earning
assets, primarily due to organic loan growth. Pravision for loan losses for the first quarter @esed $0.4 million as compared to the first qu

of 2014 reflective of a decline in quarterly nearde-offs and improved non-performing and delingydoan ratios.

First quarter noninterest income was $29.0 milligm $0.7 million, or 2.4%, from the first quartdra®14, primarily due to organic growth across
the franchise. Contributing to the increase w$6.8 million increase in revenue generated fromGbmpany’s employee benefit services group
during the first three months of 2015 in comparitothe equivalent prior year period. Additionaligere was an increase in banking noninterest
revenues of $0.1 million.

Operating expenses of $55.9 million for the firsager increased slightly from the comparable py&ar period. Excluding acquisition-related
expenses, operating expenses were $0.2 millionrldwe to lower occupancy and equipment costs amdrltangible amortization compared to
the first quarter of 2014. The first quarter effee tax rate was 31.0%, which was 1.3 percentaggpabove the prior year first quarter as a highe
proportion of income was generated from fully tdredpurces as well as certain statutory changstate tax rates and other structures.
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A condensed income statement is as follows:
Table 1: Condensed Income Statements

Three Months

Ended
March 31,

(000's omitted, except per share di 2015 2014
Net interest incom $59,84($60,10¢
Provision for loan losse 62% 1,00C
Noninterest incom 29,04¢ 28,35¢
Noninterest expenst 55,94¢ 55,92
Income before income tax 32,31f 31,54:
Income taxe: 10,01¢ 9,36¢
Net income $22,29 $22,17:
Diluted weighted average common she

outstanding 41,24 41,15:
Diluted earnings per sha 0.5/ $0.5¢

Net Interest Income

Net interest income is the amount by which inteagst fees on earning assets (loans, investmentsaafdequivalents) exceed the cost of fu
primarily interest paid to the Company's depositord interest on external borrowings. Net intenesigin is the difference between the gross yield
on earning assets and the cost of interest-befrimdy as a percentage of earning assets.

As shown in Table 2, net interest income (with maable income converted to a fully tax-equivaleagi) for the first quarter was $62.9 million, a
$1.0 million, or 1.6%, decrease from the same pidast year. The decrease resulted from an 1% pasit decrease in the net interest margin,
partially offset by an $83.6 million increase iresage interest-bearing assets and a $107.5 milborease in interest-bearing liabilities. As
reflected in Table 3, the first quarter rate deseean interest-earning assets had a $2.4 millidevonable impact on net interest income, while the
volume increase in interest-earning assets combhintbcthe rate and volume decreases on interestrnekabilities had a $1.4 million favorable
impact on net interest income.

The net interest margin of 3.83% for the first qeawas 11 basis points lower as compared to theduarter of 2014 as proactive and disciplined
management of deposit funding costs continue te lagpositive effect on margin results, but havebeen able to fully offset declining asset
yields. The average yield on interest-earningtasecreased 14 basis points while the averag®matgerest-bearing liabilities decreased four
basis points.

The lower average yield on earning assets was phinadtributable to a 25 basis point decreasénanytield of investments, including cash
equivalents, for the first quarter, as comparetthéoprior year period. The lower yield was thaulesf maturing higher rate investments being
replaced with lower rate instruments, as well asdffiect certain changes in state tax rates hatdeofully tax-equivalent adjustment. Also
contributing to the decrease in earning-asset yalthe quarter was a ten basis point declin&énldan yield as compared to the first quarter of
2014. This was due to yields on new fixed-rate lealume being below rates on the overall portfali@ certain existing longer-term adjustable
rate loans repricing downward, as current inten@sts are below those prevalent in certain prioiods.

The first quarter average rate of interest-bedratijlities decreased versus the prior year quatterto a three basis point decrease in interest-
bearing deposit rates, partially offset by an 14didpoint increase in the average interest ratd @aiexternal borrowings. The decrease in the
average rate of interest-bearing deposits wascteféeof disciplined deposit pricing as a highevgrtion of funding was supplied from lower rate
and noninteredbearing deposit accounts. The proportion of custoteposits held in higher cost time deposits lbatirued to decline over the |
several quarters. The increase in the average€bstrowings was the result of lower-rate ovemigHLB borrowings becoming a smaller
proportion of borrowings.

The average balance of investments, including egsivalents, for the first quarter of 2015 was $¥iBion lower than the comparable period of
2014, as the proceeds from maturities and calilsveflstments were not fully reinvested until latehe first quarter of 2015. First quarter average
loan balances increased $91.0 million, or 2.2%0mspared to the same period of 2014, due pringipalbrganic loan growth in the consumer
mortgage and indirect loan portfolios.

In comparison to the prior year first quarter, tditat quarter average interest-bearing deposésevdown $32.7 million, or 0.7%, as the deposit
product mix continued to shift away from time deippand into noninterest-bearing checking accouhisst quarter average borrowings decreased
$74.8 million from the first quarter of 2014 refiee of the liquidity provided by additional deptssand investment cash flows being utilized to
paydown overnight FHLB borrowings.
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Table 2 below sets forth information related torage interest-earning assets and interest-beaaibijitles and their associated yields and rates fo
the periods indicated. Interest income and yialgson a fully tax-equivalent basis (“FTRi%ing a marginal income tax rate of 38.4% and 39rl
2015 and 2014, respectively. Average balances@armputed by accumulating the daily ending balaitesperiod and dividing by the number of
days in that period. Loan yields and amounts ehimdude amortization of deferred loan costs artetion of acquired loan marks and loan
fees. Average loan balances include nonaccruaklaad loans held for sale.

Table 2: Quarterly Average Balance Sheet

Three Months Ende Three Months Ende
March 31, 201! March 31, 201-
Avg. Avg.
Average Yield/Rate Average Yield/Rate
(000's omitted except yields and rat Balance Interes Paid Balance Interes Paid
Interes-earning asset:
Cash equivalen $18,08( $9  0.20% $9,78: $6  0.25%
Taxable investment securiti(®) 1,845,29' 12,127 2.67% 1,833,291 12,96¢ 2.87%
Nontaxable investment securit® 611,33 7,37¢ 4.90% 638,97' 8,11¢ 5.15%
Loans (net of unearned discou® 4,190,82: 46,02¢  4.45% _4,099,82 45,97¢ 455%
Total intere-earning asse 6,665,52; 6553¢ 3.99% 6,581,881 67,077  4.13%
Noninteres-earning assel 823,65! 751,20:
Total assel $7,489,17 $7,333,08
Interes-bearing liabilities
Interest checking, savings, and mone
market deposit $3,940,83  88%  0.09% $3,832,90 90z  0.10%
Time deposit 763,16 917 0.49% 903,84. 1,33: 0.60%
Borrowings 327,79: 814  1.01% __402,54¢ 89€  0.90%
Total intere-bearing liabilities 5,031,79__ 2,614 0.21% 5,139,29_ 3,131  0.25%
Noninteres-bearing liabilities:
Noninterest checking depos 1,319,49 1,197,92;
Other liabilities 129,49: 89,07¢
Shareholders' equii 1,008,39. 906,78’
Total liabilities and shareholders' eqw $7,333,08
Net interest earning $62,92: $63,94:
Net interest sprea 3.78% 3.88%
Net interest margin on inter-earning
assets 3.83% 3.94%
Fully tax-equivalent adjustmel $3,08¢ $3,83¢

(1) Averages for investment securities are based dorlual cost basis and the yields do not give éffeachanges in fe
value that is reflected
as a component of noninter-earning assets, shareholc¢ equity, and deferred taxe

(2) Includes nonaccrual loans. The impact of intesesk fees not recognized on nonaccrual loans wasierial.
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As discussed above and disclosed in Table 3 baélenquarterly change in net interest income (ftak-equivalent basis) may be analyzed by
segregating the volume and rate components ofttheges in interest income and interest expenseafct underlying category.
Table 3: Rate/Volume

Noninterest Income

(000's omitted

Three months ended Mai
31, 201t
versus March 31, 201
Increase (Decrease) Due to
Change ir®

Net

Volume Rate Change

Interest earned ol
Cash equivaleni
Taxable investment securiti
Nontaxable investment securiti
Loans

Total interes-earning assei(?

Interest paid on
Interest checking, savings ¢
money market deposi
Time deposit:
Borrowings
Total interes-bearing liabilities@

Net interest earninc@

$4 ($1) $3
84 (926 (842
(343 (397, (740
1,01C (965, 45
844 (2,378 (1,534

25  (44)  (19)
(190 (226) (416
(178) 9%  (82)

(64) (453 (517

$80¢ ($1,823 ($1,017

(1) The change in interest due to both rate and volhagebeen allocated to volume

rate changes in

proportionto the relationship of the absolute dollar amowftsuch change in ea

component

(2) Changes due to volume and rate are computed fremetipective changes in aver

balancesand rates

of the totals; they are not a summation of the gkarof the component

The Company’s sources of noninterest income atkreé primary types: 1) general banking servicksed to loans, deposits and other core
customer activities typically provided through thranch network and electronic banking channeld¢pmed by CBNA); 2) employee benefit
services (performed by BPAS); and 3) wealth managerservices, comprised of trust services (perfdrimethe trust unit within CBNA),
investment and insurance products and servicefofperd by Community Investment Services, Inc. aBiNG Insurance Agency, Inc.) and

investment advisory services (performed by Nottargh Additionally, the Company has periodic tramiges, most often net gains or losses from

the sale of investment securities and prepaymedébf instruments.

As displayed in Table 4, noninterest income wasG2éllion in the first quarter of 2015. This regents an increase of $0.7 million, or 2.4%, for

Table 4: Noninterest Income

(000's omitted

Three Months Ende
March 31,
2015 2014

Deposit service fee
Employee benefit service
Wealth management servic
Other banking service
Mortgage bankin

$12,47(  $12,25!
11,07¢ 10,43¢

4,44 4,47
57¢ 90€
47€ 284

Total noninterest incornr

$29,04¢  $28,35¢

Noninterest income/operating income (F

basis)®

31.6% 30.7%

(1) For purposes of this ratio noninterest income ed@fugains and losses on sale

investment s ecurities

and debt extinguishment@perating income is defined as net interest incames

fully-tax equivalent

basis plus noninterest income, excluding gains Esdeson sales of investme

securities and debt
extinguishment.

the quarter in comparison to the first quarter@f£2 General recurring banking revenue (deposiicefees and other banking services) of $.



million for the first quarter was down $0.1 millioor 0.9%, as compared to the prior year periolis Tecline was the result of the continuing trend
of lower utilization of overdraft protection progna and a decline in certain nonrecurring revettgiswere partially offset by solid growth in de
card-related revenue and other deposit-relatedcesiv
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Residential mortgage banking income totaled $0l&amifor the first quarter of 2015, up $0.2 milli@s compared to the first quarter of

2014. Residential mortgage banking income consfstsalized gains or losses from the sale of ergtidl mortgage loans and the origination of
mortgage loan servicing rights, unrealized gairglasses on residential mortgage loans held fer aadl related commitments, mortgage loan
servicing fees and other mortgage loan-relatednie@me. Residential mortgage loans sold to invesfwrimarily Fannie Mae, totaled $8.5 million
in the first quarter of 2014, while the amount higldsale at March 31, 2015 totaled $1.4 millidRealization of the unrealized gains or losses on
mortgage loans held for sale and the related comemits, as well as future revenue generation fromigage banking activities, are dependent on
market conditions and long-term interest rate tsend

Employee benefit services revenue increased $0l®mior 6.1%, for the three months ended MarchZ15 as compared to the prior year
period. This business benefited from new custayeeeration, favorable market conditions and aduttiservice offerings. Wealth management
services revenue for the first quarter of 2015 e@ssistent as compared to the prior year periodpkd organic growth in trust and investment
advisory services, was offset by lower investmentpct sales.

The ratio of noninterest income to total incomeEA¥asis) was 31.6% for the first quarter versug@0for the comparable period of 2014. The
increase for the quarter is a function of a 2.s%éase in noninterest income, primarily from gtowtthe Company’s employee benefit services
businesses and mortgage banking revenues, whilateetst income decreased 0.4% due primarilyuwetoyields on interest-earning assets.

Operating Expenses

Table 5 below sets forth the quarterly resultshefrnajor operating expense categories for the iwuared prior year, as well as efficiency ratios
(defined below), a standard measure of expenseatiin effectiveness commonly used in the bankiaigstry.

Table 5: Noninterest Expenses

Three Months Ende

March 31,

(000's omitted 2015 2014
Salaries and employee bene $31,02¢  $30,74(
Occupancy and equipme 7,39¢ 7,691
Data processing and communicatit 6,99( 6,80:
Amortization of intangible asse 91¢ 1,141
Legal and professional fe 1,74¢ 1,947
Office supplies and posta 1,58( 1,551
Business development and market 1,56¢ 1,73(
FDIC insurance premiurr 98¢ 1,01¢
Acquisition expense 39t 128
Other 3,341 3,17¢

Total noninterest expens $55,94¢  $55,92:
Operating expens¢?) /average asse 2.96% 3.02%
Efficiency ratio® 59.4% 59.2%

(1) Operating expenses is calculated as total nonsttespenses less acquisition expen
amortization of intangibles and litigation settlerh¢

(2) Efficiency ratio is calculated as operating expsnas defined in (1) divided by |
interest
income on a fully tax-equivalent basis plus nomeséincome less gains and losses on
investment securities and debt extinguishme

As shown in Table 5, operating expenses were $58li@n for the first quarter of 2015, a slight iease from the prior year period. Included in
operating expenses are acquisition-related experisks4 million and $0.1 million in the first quar 2015 and 2014, respectively. Excluding
acquisition expenses, operating expenses for thearuvere $55.6 million, a decrease of $0.2 nrillior 0.4%, from the first quarter of

2014. Salaries and employee benefits increas@illion, or 0.9%, for the first quarter of 201485 compared to the comparable period of

2014. Merit-based personnel cost increases arfethigtirement plan costs caused by lower pendgmodnt rates, were offset by fewer full-time
equivalent staff. The remaining change to opegatixpenses can be attributed to lower occupancequippment ($0.3 million less for the quarter),
legal and professional ($0.2 million), businessalepment and marketing ($0.2 million), and amottaraof intangible assets ($0.2 million), while
data processing and communications and other ezpevsre each up $0.2 million compared to the ptsvi@ar first quarter.
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The Company’s efficiency ratio (total operating erpes excluding intangible amortization and actjoisexpenses divided by the sum of net
interest income (FTE) and noninterest income exxlydains/losses on investment securities and edbitguishment costs) was 59.4% for the first
guarter, 0.2 percentage points unfavorable to dineparable quarter of 2014. This change resultad fsperating income decreasing 0.4%, driven
by lower net interest income, while operating exgeasn(as described above) decreased at a slower&td%perating expenses, excluding
intangible amortization and acquisition expensss percentage of average assets decreased spbams versus the prior year quarter. Oper.
expenses (as defined above) decreased 0.1% fquéreerly period, while average assets increasa®&at% year over year, benefitting from
organic loan growth.

Income Taxes

The first quarter 2015 effective income tax rates\84.0% as compared to the 29.7% effective taxfoatihe comparable period of 2014, reflective
of a higher proportion of income being generatedffully taxable sources, as well as certain stayuthanges to state tax rates and structures.

Investments

The carrying value of investments (including unizad gains and losses on available-for-sale séesiyitvas $2.66 billion at the end of the first
quarter, an increase of $143.5 million from Decendde 2014 and $150.2 million from March 31, 20The book value (excluding unrealized
gains and losses) of investments increased $11ii6mirom December 31, 2014 and $55.6 millionrfrivarch 31, 2014. During the first
quarter of 2015 the Company purchased $146.0 mididJ.S. Treasury and Agency securities with agrage yield of 2.05% and $7.2 million
of obligations of state and political subdivisiomish an average yield of 3.55%. The Company atsb $36.7 million of investment maturities
and calls during the first quarter. During thea®t; third and fourth quarters of 2014 the Compgaumghased $34.9 million of obligations of
state and political subdivisions securities and $Hillion of Government agency mortgage-backedisges. These purchases were more than
offset by investment calls and maturities of $11milion during the same period.

With these transactions, the overall mix of se@sitvithin the portfolio over the last twelve mostias changed, with small decreases in the
proportions of obligations of state and politicabdivisions and government agency mortgage-baokedrisies and a slight increase in the
proportion of U.S. Treasury and Agency securiti€se change in the carrying value of investmentdde impacted by the amount of net
unrealized gains in the available-for-sale portf@t a point in time. At March 31, 2015, the palitf had a $106.4 million net unrealized gain, an
increase of $31.4 million from the unrealized gaiftDecember 31, 2014 and a $96.9 million increas®a the unrealized gain at March 31,

2014. These changes in the unrealized gain weérerdby the recent decline in longer-term interags.

Table 6: Investment Securities

March 31, 201! December 31, 201 March 31, 201+
Amortized Amortized Amortized
Cost/Book  Fair Cost/Book  Fair Cost/Book  Fair
(000's omitted Value Value Value Value Value Value

Available-for-Sale Portfolio:
U.S. Treasury and agency securi $1,606,76$1,676,11 $1,479,13$1,517,73 $1,479,30%$1,466,73
Obligations of state and political

subdivisions 645,97¢ 672,70¢ 645,39( 671,90: 684,71: 699,12¢
Government agency mortgage-bacl
securities 220,27¢ 229,52t 228,97: 237,72 248,78' 254,85(
Corporate debt securitit 26,77C  27,02¢ 26,80:  27,09: 26,89¢ 27,557
Government agency collateralized

mortgage obligation 16,307  16,98( 17,33(  18,02¢ 20,777  21,58¢
Marketable equity securitie 25C 42€ 25C 44E 25C 43z

Total availabl-for-sale portfolic  2,516,35. 2,622,77' 2,397,881 2,472,92!  2,460,73 2,470,28

Other Securities
Federal Home Loan Bank common

stock 13,14¢  13,14¢ 19,55 19,55 15,43¢  15,43¢
Federal Reserve Bank common st 16,05( 16,05( 16,05( 16,05( 16,05( 16,05(
Other equity securitie 4.44¢ 4.44¢ 4.44¢ 4.44¢ 4,44¢ 4,44¢

Total other securitie 33,64¢ 33,64¢ 40,04¢  40,04¢ 35,93t 35,93t
Total investment $2,549,99%$2,656,42. $2,437,93%$2,512,97. $2,496,66%$2,506,22
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Loans

As shown in Table 7, loans ended the first quat&4.16 billion, up $67.6 million, or 1.6%, fromeyear earlier and down $72.3 million, or 1.7%,
from the end of 2014. The growth during the laglve months was attributable to strong organiewviinan the consumer mortgage and consumer
indirect and direct installment portfolios, patyabffset by soft demand for business lending aoché equity loans. The decline during the current
quarter occurred in all portfolios and is refleetiof the traditional slowdown in origination activduring the winter season.

Table 7: Loans

(000's omitted March 31, 201! December 31, 201 March 31, 201«
Consumer mortgag $1,605,01 38.6% $1,613,38: 38.1% $1,579,32 38.6%
Business lendin 1,239,52! 29.8% 1,262,48: 29.8% 1,246,07! 30.4%
Consumer indirec 804,30( 19.3% 833,96¢ 19.7% 755,84¢ 18.4%
Consumer direc 176,08 4.2% 184,02¢ 4.3% 174,35 4.3%
Home equity 338,97¢ 8.1% 342,34 8.1% 340,76( 8.3%
Total loans $4,163,91  100.0% $4,236,201 100.0% $4,096,35 100.0%

Consumer mortgages, which do not include exposubdttA or other higher-risk mortgage products,reased $25.7 million, or 1.6%, from one
year ago and decreased $8.4 million, or 0.5%, fbmoember 31, 2014. Consumer mortgage volume hasdimng over the last few years due to
historically low long-term rates and comparativsigble real estate valuations in the Company’samrmarkets, but began slowing during 2014 as
the market opportunities for refinancing have demdi. The Company chose to retain in portfolio nedstts mortgage production in the first quarter
and sold $8.5 million in the secondary market dytime first three months of 2015. Interest ratelleand expected duration continue to be the
most significant factors in determining whether @@mpany chooses to retain, versus sell and sepacgons of its new mortgage production.

The combined total of general-purpose businessigrtd commercial and industrial customers, morégagn commercial property and dealer floor
plan financing is characterized as the Companyainass lending activity. The business lendingfpbotdecreased $6.5 million from March 31,
2014 and decreased $23.0 million from Decembe@14, as contractual and other unscheduled prin@pactions continued to offset new loan
generation. Soft customer demand and highly coithyetonditions continue to prevail in the smaidamiddle market segments in which the
Company operates primarily due to general econawriclitions. The Company maintains its commitmergeénerating growth in its business
portfolio in a manner that adheres to its twin ga#lmaintaining strong asset quality and produgirgfitable margins. The Company continues to
invest in additional personnel, technology, andress development resources to further strengtearapabilities in this important product
category.

Consumer installment loans, both those originateettly (such as personal installment and linesretlit), and indirectly (originated predominar

in automobile, marine and recreational vehicle eleslips), increased $50.2 million, or 5.4%, on ary@ver-year basis and decreased $37.6 million,
or 3.7%, as compared to December 31, 2014, asrsbsexpected. The volume of new and used velsigles to upper tier credit profile custon

in the Company’s primary markets has grown in regears. The Company is focused on maintainingttiel profitability produced by its in-
market and contiguous market indirect portfoliojlelsontinuing to pursue its disciplined, long-teapproach to expanding its dealer

network. Market trends predict moderate vehiclessecreases over the prior year levels and tiosilsl create opportunity for the Company to
continue to produce indirect loan growth.

Home equity loans decreased $1.8 million, or 0.B&6n one year ago and decreased $3.4 million,@¥1from December 31, 2014, due in part to
home equity loans being paid off or down as pathefmortgage refinancing activity that has ocaliinethe current low rate environment. In
addition, home equity utilization has been advgrsdapacted by the heightened level of consumengebging that has occurred in response to
continued low-growth economic conditions.
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Asset Quality

Table 8 below exhibits the major components of mofgsming loans and assets and key asset qualitiasiéor the periods ending March 31, 2015
and 2014 and December 31, 2014.

Table 8: Nonperforming Assets

March December
31, 31, March 31
(000's omitted 2015 2014 2014
Nonaccrual loan:
Consumer mortgag $15,44: $15,323 $14,433
Business lendin 3,031 2,780 4,737
Consumer indirec 0 10 13
Consumer direc 2C 20 3
Home equity 2,49: 2,598 2,483
Total nonaccrual loat 20,98 20,731 21,669
Accruing loans 90+ days delinque
Consumer mortgac 1,31¢ 2,397 1,096
Business lendin 9C 350 54
Consumer indirec 51 82 682
Consumer direc 29 36 59
Home equity 214 241 86
Total accruing loans 90+ days delingL 1,69¢ 3,106 1,977
Nonperforming loan
Consumer mortgac 16,75¢ 17,720 15,529
Business lendin 3,121 3,130 4,791
Consumer indirec 51 92 695
Consumer direc 49 56 62
Home equity 2,70¢ 2,839 2,569
Total nonperforming loar 22,68 23,837 23,646
Other real estate owned (ORE 1,767 1,855 4,914
Total nonperforming asse $24,45( $25,692 $28,56C
Nonperforming loans / total loau 0.54% 0.56% 0.58%
Nonperforming assets / total loans and other
estate 0.59¥% 0.61% 0.70%
Delinquent loans (30 days old to nonaccruing
total loans 1.19% 1.46% 1.25%
Net charg-offs to average loans outstanding
(quarterly) 0.09% 0.23% 0.11%
Net charg-offs to average legacy loans
outstanding (quarterly 0.09¥ 0.21% 0.12%
Loan loss provision to net cha-offs (quarterly) 65% 103% 89%
Legacy loan loss provision to net charge-offs
(quarterly)® 61% 125% 121%

Legacy loans exclude loans acquired after JanLig2@09. These ratios are included for compar:
(1) purposes to prior periods.

As displayed in Table 8, nonperforming assets atMa1, 2015 were $24.5 million, a $1.2 million tease versus the level at the end of 2014 and
a $4.1 million decrease as compared to one yekgereaNonperforming loans decreased $1.2 millimnf year-end 2014 and were down $1.0
million from March 31, 2014. Other real estate edif‘'OREO")at March 31, 2015 of $1.8 million decreased $0.Mianifrom December 31, 20!
and decreased $3.1 million from March 31, 2014 Match 31, 2015, OREO consisted of four commemmiaperties and 28 residential properties
as compared to four commercial and 29 residenfREEO properties at December 31, 2014 and 12 comaiencd 35 residential OREO properties
at March 31, 2014. Nonperforming loans were 0.®4%tal loans outstanding at the end of the fixgtrter, two basis points lower than the levt
December 31, 2014 and a four basis point improvérfnem the level at March 31, 2014.

Approximately 14% of the nonperforming loans at thaB1, 2015 were related to the business lendintfotio, which is comprised of business
loans broadly diversified by industry type. Thedkof nonperforming business loans has continoetetline and is below the Company’s longer-
term average results as a proportion of total lmssioans. Approximately 74% of nonperforming ahMarch 31, 2015 are related to the
consumer mortgage portfolio. Collateral valuesesidential properties within the Company’s makkea have generally trended lower over the
past few years, although they did not experieneestpnificant decline in values that certain otparts of the country encountered during the last
recession. However, the continued soft economiditions and comparatively high unemployment levrlse adversely impacted both consumers
and businesses, and have resulted in higher mertgargperforming levels. Also contributing to thereased level of nonperforming consumer
mortgages is the increased length of time requemmplete the consumer foreclosure process whibking driven by new regulatory
requirements. The remaining 12% of nonperformaank relate to consumer installment and home ebpatys, with home equity non-performing
loan levels being driven by the same factors idiextifor consumer mortgage. The allowance for llmsses to nonperforming loans ratio, a ger



measure of coverage adequacy, was 198% at thef ¢inel first quarter, as compared to 190% at yedr2814 and 187% at March 31, 2014.
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Members of senior management, special asset cffareat lenders review all delinquent and nonacdoaas and OREO regularly in order to
identify deteriorating situations, monitor knowroplem credits and discuss any needed changesl¢atimh efforts, if warranted. Based on the
group’s consensus, a relationship may be assigspdaal assets officer or other senior lendingeffto review the loan, meet with the
borrowers, assess the collateral and recommendtim @lan. This plan could include foreclosuestructuring loans, issuing demand letters, or
other actions. The Company’s larger criticizeddidseare also reviewed on a quarterly basis byosemedit administration, special assets and
commercial lending management to monitor theiustaind discuss relationship management plans. @ocrahlending management reviews
the criticized loan portfolio on a monthly basis.

Delinquent loans (30 days past due through nonamgras a percent of total loans was 1.19% at tickoé the first quarter, 27 basis points below
the 1.46% at year-end 2014 and six basis pointeddan the 1.25% at March 31, 2014. The busileesing delinquency ratio at the end of the
first quarter was 12 basis points below the let®ecember 31, 2014 and was 21 basis points Idveer the level at March 31, 2014. The
delinquency rate for consumer direct and consunérdct loans also decreased as compared to batkniker 31, 2014 and March 31, 2014. The
delinquency ratio for consumer mortgages and tmeehequity portfolio were lower than the level acBmber 31, 2014, but higher than the level
one year ago. The Company’s success at keepingptiygerforming and delinquency ratios at favorddéels despite soft economic conditions has
been the result of its continued focus on maintagrstrict underwriting standards, as well as tliectifze utilization of its collection and recovery
capabilities.

Table 9: Allowance for Loan Losses Activity

Three Months Ende

March 31,
(000's omitted 2015 2014
Allowance for loan losses at beginning of
period $45,34: $44,31¢
Charge-offs:
Consumer mortgac 442 167
Business lendin 13z 13z
Consumer indirec 1,427 1,427
Consumer direc 34t 492
Home equity 66 12¢
Total charg-offs 2,414 2,34¢
Recoveries
Consumer mortgac 21 41
Business lendin 82 171
Consumer indirec 1,152 79€
Consumer direc 198 212
Home equity 7 6
Total recoverie 1,45k 1,22¢
Net charg-offs 95¢ 1,12z
Provision for loans losse 623 1,00(
Allowance for loan losses at end of per $45,00! $44,19°
Allowance for loan losses / total loa 1.08% 1.08%
Allowance for legacy loan losses / total lega
loans® 1.14% 1.15%
Allowance for loan losses / nonperforming
loans 198% 187%
Allowance for legacy loan losses /
nonperforming loan® 226% 222%
Net charg-offs (annualized) to average loan
outstanding
Consumer mortgac 0.11% 0.03%
Business lendin 0.02% -0.01%
Consumer indirec 0.14% 0.35%
Consumer direc 0.34% 0.63%
Home equity 0.07% 0.15%
Total loans 0.09% 0.11%

(1) Legacy loans exclude loans acquired after Janua29d9. These ratios are includec
comparative
purposes to prior period
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As displayed in Table 9, net charge-offs duringftte quarter of 2015 were $1.0 million, $0.2 naiti lower than the first quarter of 2014. Net
charge-offs for the consumer indirect, consumezatjrand home equity portfolios experienced loweels of net charge-offs in the first three
months of 2015 as compared to the first three nwott2014, while the business lending and consumwetgage portfolios had higher levels of
chargeoffs . The net charge-off ratio (net chafis-as a percentage of average loans outstanftintf)e first quarter of 2015 was 0.09%, 14 basis
points lower than the fourth quarter of 2014 and basis points lower than the first quarter of 20®4pectively. Net charge-offs and the
corresponding net charge-off ratios continue tbd&lew average long-term historical levels.

The provision for loan losses was $0.6 millionhie first quarter, with $0.5 million related to legdoans. The provision was $0.4 million lower
than the equivalent prior year period, reflectitéhe lower net charge-off levels experienced. fitst quarter 2015 loan loss provision was $0.3
million less than the level of net charge-offs thee quarter, reflective of a decline in loan batsand improved asset quality metrics. The
allowance for loan losses of $45.0 million as ofrbia31, 2015 was an increase of $0.8 million frtwa level one year ago, reflective of an increase
in the size of the loan portfolio. Stable assetligyametrics have resulted in an allowance fonlézss to total legacy loans ratio of 1.14% at Marc
31, 2015, one basis point lower than March 31, 2dlequal to the level reported at December 314.20

As of March 31, 2015, the purchase discount relatgtie $266 million of remaining non-impaired Idaalances acquired from HSBC Bank USA,
N.A., First Niagara Bank, N.A. and Wilber Natiorgdnk was approximately $8.7 million, or 3.3%, dditportfolio, with an additional $0.2 millic
included in the allowance for loan losses for aefliioans where the carrying value exceeded tlmatstd net recoverable value.

Deposits

As shown in Table 10, average deposits of $6.0@biln the first quarter were up $88.8 million cpamed to the first quarter of 2014 and increased
$40.0 million from the the fourth quarter of lagtay. The mix of average deposits continues togiafhe weightings of core deposits (noninterest
checking, interest checking, savings and money etgadccounts) have increased from their year-agddewhile the proportion of time deposits
decreased, consistent with the last several yé&drs change in deposit mix reflects the Comparggal of expanding core account relationship:
reducing higher cost time deposit balances, asagdlhe preference of certain customers to hoidteeh proportion of their funds in liquid accounts
in the low interest rate environment. This shifproduct mix, combined with the Compasigbility to manage deposit funding costs, resuhete
guarterly average cost of deposits declining frotb® in the first quarter of 2014 to 0.12% in thestrecent quarter. The Company continues to
focus heavily on growing its core deposit relathips through its proactive marketing efforts, cotitpee product offerings and high quality
customer service.

Average first quarter nonpublic fund deposits daseel $51.9 million, or 1.0%, versus the fourth tprasf 2014 and increased $14.1 million, or
0.3%, compared to the year-earlier period. Avemagdic fund deposits for the first quarter incre$91.8 million, or 15.8%, from the fourth
quarter of 2014 and $74.8 million, or 12.5%, frdre first quarter of 2014. Public fund depositag®rcentage of total deposits increased from
10.1% in the first quarter of 2014 to 11.2% in fingt quarter of 2015.

Table 10: Quarterly Average Deposits

December
March 31, 31, March 31,
(000's omitted 2015 2014 2014
Noninterest checkin
deposits $1,319,49 $1,293,76 $1,197,92
Interest checking depos 1,409,10: 1,358,66' 1,309,90!
Regular savings depos 1,058,53! 1,044,42: 1,022,51
Money market deposi 1,473,19. 1,493,95: 1,500,48I
Time deposit: 763,16° 792,74t 903,84:
Total deposit: $6,023,50 $5,983,54 $5,934,66
Nonpublic fund deposit $5,350,50 $5,402,37 $5,336,43
Public fund deposit 673,00( 581,17: 598,23t
Total deposit: $6,023,50 $5,983,54 $5,934,66

Borrowings

At the end of the first quarter, external borrovéirgg $297.8 million were $142.3 million, or 32%wer than borrowings at December 31, 2014, and
were $21.4 million lower than the end of the fiyjgtarter of 2014 as additional liquidity resultingrh the deposit balance increase outpacing
earning-asset growth was used to pay down FHLBrigkt advances. The 1.01% average rate on totedwings in the first quarter was 11 basis
points higher than the year-earlier period due ltonger proportion of low-rate overnight FHLB borrongs.
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Shareholders Equity

Total shareholders’ equity of $1.0 billion at thedeof the first quarter was an increase of $25l6anifrom the balance at December 31,

2014. This increase consisted of net income of3&gllion, an $18.2 million increase in other camipensive income, $5.1 million from shares
issued under the employee stock plan and $1.2omiffiom employee stock options earned, partialfgeifby dividends declared of $12.2 million
and $9.1 million of treasury stock purchases. dhenge in other comprehensive income/(loss) wapdsed of an $18.0 million increase in the
after-tax market value adjustment on the availébitesale investment portfolio and a $0.2 milliorjuedment to the funded status of the
Company’s retirement plans. Over the past 12 nsrthal shareholders’ equity increased by $951Bamj as net income, a higher market value
adjustment on investments, and the issuance of @onatock more than offset dividends declared, ttange in the funded status of the
Company'’s defined benefit pension and other posgreent plans and treasury stock purchases.

The Company'’s Tier | leverage ratio, a primary nuea®f regulatory capital for which 5% is the reguient to be “well-capitalized”, was
10.15% at the end of the first quarter, up 19 bagists from year-end 2014 and 67 basis pointsdrigian its level one year earlier. The
increase in the Tier | leverage ratio compareddéodinber 31, 2014 is the result of shareholderstequcluding intangibles and other
comprehensive income items increasing 1.3%, priyniim net earnings retention, while average assetluding intangibles and the market
value adjustment on investments decreased 0.6%.TiEn | leverage ratio increased as comparedatior year’s first quarter as shareholders’
equity, excluding intangibles and other comprehansicome, increased 8.1% due to strong earnirigatien, while average assets excluding
intangibles and the market value adjustment inetds0%, driven by solid organic loan growth. Tie¢tangible equity-to-assets ratio (a non-
GAAP measure) of 9.19% increased 27 basis poiats December 31, 2014 and 122 basis points versush\84., 2014. The increases in the
tangible equity ratio were mostly attributable togortionally larger increases in tangible equiitsirt the increases in tangible asset levels due to
net income retention and a higher investment maskete adjustment.

The dividend payout ratio (dividends declared diddby net income) for the first three months of 20&s 54.8%, up from 51.2% for the three
months ended March 31, 2014. Dividends declarecased 7.7% as the Company’s quarterly dividendipgre was raised from $0.28 to $0.30
in July 2014, while net income for the first quam® 2015 increased 0.6% over the prior year periadditionally, the number of common shares
outstanding increased 0.2% over the last twelvethsonThe dividend increase marked the Company™ @@nsecutive year of increased
dividend payouts to shareholders.

Liquidity

Liquidity risk is a measure of the Company’s apitid raise cash when needed at a reasonable abstiaimize any loss. The Bank maintains
appropriate liquidity levels in both normal openatienvironments as well as stressed environmdiite. Company must be capable of meeting all
obligations to its customers at any time and, tloeeg the active management of its liquidity pasitremains an important management role. The
Bank has appointed the Asset Liability Committe®l(CO”) to manage liquidity risk using policy guideés and limits on indicators of potential
liquidity risk. The indicators are monitored usimgcorecard with three risk level limits. Theis& mdicators measure core liquidity and funding
needs, capital at risk and change in availableifighsources. The risk indicators are monitoredgisuch statistics as the core basic surplus ratio,
unencumbered securities to average assets, freeddlateral to average assets, loans to depasipgsits to total funding and borrowings to total
funding ratios.

Given the uncertain nature of our customers' demandvell as the Company's desire to take advanfaggrnings enhancement opportunities, the
Company must have available adequate sources afmuheff-balance sheet funds that can be acquiréiche of need. Accordingly, in addition to
the liquidity provided by balance sheet cash floggidity must be supplemented with additional m@s such as credit lines from correspondent
banks and borrowings from the FHLB and the Fedeeslerve Bank of New York. Other funding alternegivnay also be appropriate from time to
time, including wholesale and retail repurchaseagrents, large certificates of deposit and thedsezkCD market. The primary source of non-
deposit funds are FHLB advances, of which $196iomilare outstanding at March 31, 2015.

The Bank’s primary sources of liquidity are itsuid assets, as well as unencumbered securitiesdhdte used to collateralize additional
funding. At March 31, 2015, the Bank had $151 ignillof cash and cash equivalents of which $24 anillire interest earning deposits held at the
Federal Reserve, FHLB and other correspondent bafke Bank also had $995 million in unused FHLBrbwing capacity based on the
Company'’s quarter-end collateral levels. Additibnahe Company has $1.6 billion of unencumberecusities that could be pledged at the FHLB
or Federal Reserve to obtain additional fundinger€ is $25 million available in unsecured linesrmefdit with other correspondent banks.

The Company’s primary approach to measuring sleon-tiquidity is known as the Basic Surplus/Defitibdel. It is used to calculate liquidity
over two time periods: first, the amount of casht tould be made available within 30 days (caledlats liquid assets less short-term liabilitiea as
percentage of average assets); and second, atojetsubsequent cash availability over an addél 60 days. As of March 31, 2015, this ratio
was 19.9% for 30-days and 19.8% for 90-days, exofuthe Company's capacity to borrow additionadfufrom the FHLB and other

sources. There is a sufficient amount of liquidjtyen the Company’s internal policy requiremen? d&%.
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A sources and uses statement is used by the Conpamgasure intermediate liquidity risk over thetrtevelve months. As of March 31, 2015,
there is more than enough liquidity available dgrine next year to cover projected cash outflolmsaddition, stress tests on the cash flows are
performed in various scenarios ranging from highbpbility events with a low impact on the liquidftgsition to low probability events with a high
impact on the liquidity position. The results bétstress tests as of March 31, 2015 indicate &mk Bas sufficient sources of funds for the next
year in all stressed scenarios.

To measure longer-term liquidity, a baseline priigecof loan and deposit growth for five years iada to reflect how liquidity levels could change
over time. This five-year measure reflects amigjeidiity for loan and other asset growth over teatrfive years.

Though considered remote, the possibility of a fagdrisis exists at all financial institutions.c@ordingly, management has addressed this iss
formulating a Liquidity Contingency Plan, which Haesen reviewed and approved by both the CompamyésdBof Directors (the “Board”) and the
Company’s ALCO. The plan addresses the actiortslileaCompany would take in response to both at¢bon and long-term funding crisis.

A short-term funding crisis would most likely restdom a shock to the financial system, eitherriné or external, which disrupts orderly short-
term funding operations. Such a crisis shoulddmepbrary in nature and would not involve a chamgerédit ratings. A longerm funding crisi
would most likely be the result of drastic credétetioration at the Company. Management beliekiats lioth potential circumstances have |
fully addressed through detailed action plans &edestablishment of trigger points for monitoringls events.

Forward-Looking Statements

This document contains comments or information tloatstitute forward-looking statements (within theaning of the Private Securities Litigation
Reform Act of 1995), which involve significant rislend uncertainties. Forward-looking statemertenaise words such as “anticipate,” “target,”
“expect,” “estimate,” “intend,” “plan,” “goal,” “bkeve,” or other words of similar meaning. Actuabults may differ materially from the results
discussed in the forward-looking statements. Meeeathe Company’s plans, objectives and intentanessubject to change based on various
factors (some of which are beyond the Company’srofn Factors that could cause actual resultiiffer from those discussed in the forward-
looking statements include: (1) risks relatedredi quality, interest rate sensitivity and ligiyg (2) the strength of the U.S. economy in gaher
and the strength of the local economies where tiragainy conducts its business; (3) the effectrad, @hanges in, monetary and fiscal policies and
laws, including interest rate policies of the Boafdsovernors of the Federal Reserve System;nf§tion, interest rate, market and monetary
fluctuations; (5) the timely development of neweqlucts and services and customer perception afweell value thereof (including, but not
limited to, features, pricing and quality) compatedompeting products and services; (6) changesmsumer spending, borrowing and savings
habits; (7) technological changes and implemesriaind cost/financial risks with respect to traosihg to new computer and technology-based
systems involving large multi-year contracts; t(@& ability of the Company to maintain the secuoityts financial, accounting, technology, data
processing and other operating systems and fasilit{9) any acquisitions or mergers that mightdoesidered or consummated by the Company
the costs and factors associated therewith, inofudifferences in the actual financial resultshaf &cquisition or merger compared to expectations
and the realization of anticipated cost savingsramdnue enhancements; (10) the ability to mairdaad increase market share and control
expenses; (11) the nature, timing and effect ahgles in banking regulations or other regulatorggislative requirements affecting the respective
businesses of the Company and its subsidiarielsidimg) changes in laws and regulations concerrargd, accounting, banking, securities and «
aspects of the financial services industry, spedliff the DoddFrank Wall Street Reform and Consumer ProtectionoA@010; (12) changes int
Company'’s organization, compensation and benefiiphnd in the availability of, and compensatioelefor, employees in its geographic
markets; (13) the outcome of pending or futuiigdition and government proceedings; (14) otherfaskors outlined in the Company’s filings with
the SEC from time to time; and (15) the succegsh@Company at managing the risks of the foregoing.

The foregoing list of important factors is not mltlusive. Such forward-looking statements spaalt as of the date on which they are made and
the Company does not undertake any obligation tatgany forward-looking statement, whether writieoral, to reflect events or circumstances
after the date on which such statement is madthelCompany does update or correct one or moveafarlooking statements, investors and others
should not conclude that the Company would makéiaddl updates or corrections with respect thewetwith respect to other forward-looking
statements.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk

Market risk is the risk of loss in a financial ingnent arising from adverse changes in market rptes or credit risk. Credit risk associatethwi
the Company's loan portfolio has been previouslgused in the asset quality section of the MD&#anagement believes that the tax risk of the
Company's municipal investments associated withrgiatl future changes in statutory, judicial angulatory actions is minimal. Treasury, ager
mortgage-backed and CMO securities issued by govemhagencies comprise 73% of the total portfaid are currently rated AAA by Moody’s
Investor Services and AA+ by Standard & Poor’s. nMipal and corporate bonds account for 27% oftdite portfolio, of which, 98% carry a
minimum rating of A-. The remaining 2% of the golib is comprised of other investment grade sei@si The Company does not have material
foreign currency exchange rate risk exposure. éfbeg, almost all the market risk in the investnmtfolio is related to interest rates.
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The ongoing monitoring and management of both ésterate risk and liquidity, in the short- and ldegm time horizons is an important compor
of the Company's asset/liability management prqoaelsih is governed by limits established in théigies reviewed and approved annually by the
Company's Board of Directors. The Board of Direstdelegates responsibility for carrying out théqgies to the ALCO, which meets each
month. The committee is made up of the Compamylos management as well as regional and line-sfA@ss managers who oversee specific
earning asset classes and various funding soukethe Company does not believe it is possibleliably predict future interest rate movements,
it has maintained an appropriate process and seeasurement tools, which enables it to identify @uantify sources of interest rate risk in
varying rate environments. The primary tool usgdhe Company in managing interest rate risk isine simulation.

While a wide variety of strategic balance sheettagaisury yield curve scenarios are tested on going basis, the following reflects the
Company's projected net interest income sensitoar the subsequent twelve months based on:

e Asset and liability levels using March 31, 2015astarting point.

e There are assumed to be conservative levels ahbalsheet growth, low-to-mid single digit growtHdans and deposits, while using the cash
flows from investment contractual maturities anedgatyments to repay short-term capital market bamgsvor reinvest into securities or cash
equivalents.

e The prime rate and federal funds rates are asstomadve up 200 basis points over a 12-month pemioite moving the long end of the treasury
curve to spreads over federal funds that are mamsistent with historical norms (normalized yieldwe). In the 0 basis point model, the prime
and federal funds rates remain at current levelfewmhoving the long end of the curve to levels ofegteral funds using spreads at a time when
the yield curve was flat. Deposit rates are assuimedove in a manner that reflects the historieldtionship between deposit rate movement
changes in the federal funds rate.

e Cash flows are based on contractual maturity, aptity, and amortization schedules along with aggtlle prepayments derived from internal
historical data and external sources.
Net Interest Income Sensitivity Model

Calculated annualized decrease
in projected net interest income

Change in interest rat at March 31, 201
+200 basis point ($4,204,000
0 basis point ($647,000

The modeled net interest income (NII) decreasesriging rate environment from a flat rate scenafibe decrease is largely a result of assumed
deposit and funding costs increasing faster thamapricing of corresponding assets. In the sieon (year 1) the assumed increase of deposit
in the rising rate environment temporarily outweighe benefit of earning asset yields increasinggber levels. However, over a longer time
period (year 2-5), the growth in NIl improves sfigantly in a rising rate environment as lower gialy assets mature and are replaced at higher
rates.

In the O basis point model, the Bank shows intawstrisk exposure if the yield curve continueflaten. Net interest income declines during the
first twelve months largely from additional invesnt cash flows that are assumed to repay shortdaduances. Corresponding deposit rates are
assumed to remain constant. Despite Fed Fundadradar 0%, the Company believes Idegn Treasury rates could potentially fall furtiethis
scenario, and thus, the model tests the impatti®fdwer Treasury rate scenario.

The analysis does not represent a Company forandsthould not be relied upon as being indicathexpected operating results. These
hypothetical estimates are based upon numeroumasisas: the nature and timing of interest ratelgyincluding yield curve shape),
prepayments on loans and securities, deposit datay, pricing decisions on loans and depositsyestment/replacement of asset and liability
cash flows, and other factors. While the assumptare developed based upon current economic aabnwrket conditions, the Company
cannot make any assurances as to the predictiveenaftthese assumptions, including how customefiepences or competitor influences might
change. Furthermore, the sensitivity analysis do¢seflect actions that ALCO might take in resgioig to or anticipating changes in interest
rates.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedu

The Company maintains disclosure controls and phares, as defined in Rule 13a -15(e) and 15d - 1b(@er the Securities Exchange Act of
1934 as amended (the “Exchange Aatgsigned to ensure information required to be désd by the Company in the reports that it filesudmits
under the Exchange Act is: (i) recorded, processatmarized, and reported within the time periqgaciied in the SEC rules and forms, and (ii)
accumulated and communicated to management, imgule principal executive and principal finanaféficers, as appropriate, to allow timely
decisions regarding required disclosure. Basesh@magement’s evaluation of the effectiveness ofCtiapany’s disclosure controls and
procedures, with the participation of the Chief &ixtéve Officer and the Chief Financial Officerhiis concluded that, as of the end of the period
covered by this Quarterly Report on Form 10-Q, ehdisclosure controls and procedures were effeeivef March 31, 2015.
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Changes in Internal Control over Financial Repogin

The Company regularly assesses the adequacyiofdataal controls over financial reporting. Théi@e been no changes in the Company’s
internal controls over financial reporting in contien with the evaluation referenced in the parpgrabove that occurred during the Company’s
quarter ended March 31, 2015 that have materifficted, or are reasonably likely to materiallyegtf the Company’s internal control over
financial reporting.

Part II. Other Information
Item 1. Legal Proceedings

The Company and its subsidiaries are subject im¢inmal course of business to various pending barehtened legal proceedings in which claims
for monetary damages are asserted. As of MarcB@I5, management, after consultation with legahsel) does not anticipate that the aggregate
ultimate liability arising out of litigation pendjnor threatened against the Company or its subis@diwill be material to the Company’s
consolidated financial position. On at least a tprr basis the Company assesses its liabilitigiscamtingencies in connection with such legal
proceedings. For those matters where it is prolthllethe Company will incur losses and the amoahthe losses can be reasonably estimatec
Company records an expense and correspondingtyahilits consolidated financial statements. Te #xtent the pending or threatened litigation
could result in exposure in excess of that liagilihe amount of such excess is not currently egiley The range of reasonably possible losses for
matters where an exposure is not currently estienabtonsidered probable, beyond the existing dazbliabilities, is between $0 and $1 million in
the aggregate. Although the Company does not heetieat the outcome of pending litigation will beteré@l to the Company’s consolidated
financial position, it cannot rule out the possthithat such outcomes will be material to the adicsited results of operations for a particular
reporting period in the future.

The Bank reached an agreement in principle toesttd first of two related class actions pendinthénUnited States District Court for the Middle
District of Pennsylvania which were commenced Oet@®, 2013 and May 29, 2014, respectively. T fiction alleged that notices provided by
the Bank in connection with the repossession oftimaed plaintiff's automobile failed to comply witkrtain requirements of the Pennsylvania and
New York Uniform Commercial Code (UCC) and relagtatutes. The plaintiff sought to pursue the acéis a class action on behalf of herself
similarly situated plaintiffs who had their autonileb repossessed and sought to recover statutamaglss under the UCC. The second action filed
May 29, 2014 contained similar allegations, whieh plaintiff also sought to pursue as a class adtiostatutory damages. In response to these
actions, the Bank has contested the allegationghbanotices were deficient, asserted varioud dgf@nses and counterclaims, and opposed class
certification. On September 30, 2014, the Bankhed an agreement in principle to settle the &icsion for $2.8 million in exchange for release of
all claims of the class members covered by thesersc A litigation settlement charge of $2.8 il with respect to the settlement of the class
actions was recorded in the third quarter of 20ibdconnection with this settlement, on March 2812, the parties executed a settlement agree
and the plaintiff's counsel filed a motion with t@®urt for preliminary approval. The settlemensubject to the Court’s final approval following
notice to the class members, including the abdftglass members to oppose or opt-out of the sedife.

On March 4, 2015, in connection with the pendinggee of Oneida Financial Corp. into Community B&ystem, Inc., a purported stockholder of
Oneida Financial filed a lawsuit in New York Supe@ourt, Oneida County, captionBeul Parshall v. Richard B. Myers, et alOn March 13,
2015, another purported stockholder filed a lawisullew York Supreme Court, Oneida County, captibdehn Solak, v. Richard B. Myers et al
On April 24, 2015, a third purported shareholdkdfia lawsuit in the Circuit Court for BaltimoretgZiMaryland, captionetlinda Colvin v. Oneida
Financial Corp, et alThese lawsuits are brought on behalf of a putatiaes of Oneida Financial’'s common stockholderssaak an order that
they are properly maintainable as class actions.

These complaints name Oneida Financial, OneidanEiaks directors, and Community Bank System as@énts and generally allege that the
Director Defendants breached their fiduciary dutig$ailing to maximize shareholder value in cortimtwith the Merger, and that Community
Bank System and/or Oneida Financial aided and edétbse alleged breaches of fiduciary duty. Tdremaints allege that the director Defendants
improperly favored Community Bank System and disagad alternative bids by agreeing to the MergeeAment’s norsolicitation provision an
termination fee provision. Plaintiffs cite thati@munity Bank System agreed in the Merger Agreerteeappoint two of Oneida’s directors to the
boards of Community Bank System and Community Befflective upon the closing of the Merger. The ptaimts allege that the voting
agreements entered into by Oneida Financial's tlire@nd certain executive officers to vote theares in favor of the Merger Agreement were
improper. In addition, the complaints allege tthet consideration to be received by Oneida Findooimmon stockholders is unreasonable,
inadequate, and unfair. The complaints seek d&olar and injunctive relief to invalidate the Mergegreement and prevent the consummation of
the Merger. The complaints further seek unspecil@aages, as well as costs including plaintiffdraeys’ and experts’ fees.

On or about April 10, 2015, plaintiffs in the Paaitand Solak actions filed amended complaintsrapnsgled to consolidate the actions and to apj
co-lead interim counsel for the Plaintiffs. ComrtymBank did not oppose such motion and answeredthended complaints filed by plaintiffs in
these actions. The parties in these actions hatleef agreed to an expedited discovery and bgefahedule.

Each of Community Bank System and Oneida Finahebéves that the claims asserted are without raadtintends to vigorously defend against
these lawsuits.
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Iltem 1A. Risk Factors

There has not been any material change in thdaetkrs disclosure from that contained in the ComyfsaAnnual Report on Form 10-K for the
fiscal year ended December 31, 2014 filed withSB€ on March 2, 2015.

Item 2. Unregistered Sales Bfuity Securities and Use of Proceeds

a) Not applicable.

b) Not applicable.

c) Atits December 2014 meeting, the Company’srB@g@proved a new repurchase program authorizgeipurchase of up to 2,000,000 of its
outstanding shares in open market or privately tiagal transactions in accordance with securiiesland regulations, through December 31,
2015. Any repurchased shares will be used formgéeerporate purposes, including those relatextdok plan activities. The timing and extent of
repurchases will depend on market conditions ahdratorporate considerations as determined at dinep@ny’s discretion.

The following table presents stock purchases madegithe first quarter of 2015:

Issuer Purchases of Equity Securities
Maximum Number o

Total Total Number of Shares That May Yet
Number Shares Be
of Average Purchased as Part oPurchased Under the
Shares Price Pait Publicly Announced Plans
Period PurchasePer Shar Plans or Progranm or Program:
January -31, 2015% 72,557 $35.13 63,875 1,936,12¢
February -28, 2015 144,099 34.03 144,099 1,792,02¢
March 1-31, 2018Y 70,082  34.98 57,256 1,734,77C
Total 286,738 $34.54

® Included in the common shares repurchased wereshaguired by the Company in connection with featiion of tax withholding obligations
on vested restricted stock issued pursuant tortiiayee benefit plan of 8,682 shares and 12,82 sha January 2015 and March 2015,
respectively. These shares were not repurchasearasf the publicly announced repurchase planrdest above.

Item 3. Defaults Upon SenioeSurities
Not applicable

Item 4. Mine Safety Disclosuse
Not applicable

Item 5. Other Information
Not applicable
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Item 6. Exhibits
Exhibit No. Description
2.1 Agreement and Plan Merger, dated as of Februar@@¥, by and among Community Bank System, Inal,@neida Financial
Corp. Incorporated by reference to exhibit 2.1h Current Report on Forn-K filed on February 25, 2015 (Registration No. -13695)
31.1 Certification of Mark E. Tryniski, President andi€hExecutive Officer of the Registrant, pursuanRule 13a-15(e) or Rule 15d-15(e)
under the Securities Exchange Act of 1934, as adigpairsuant to Section 302 of the Sarb-Oxley Act of 20021
31.Zz Certification of Scott Kingsley, Treasurer and GHiamancial Officer of the Registrant, pursuanRole 13a-15(e) or Rule 15d-15(e) under
the Securities Exchange Act of 1934, as adoptesujaumt to Section 302 of the Sarbanes-Oxley Ac06P21)
32.1 Certification of Mark E. Tryniski, President andi€hExecutive Officer of the Registrant, pursuanii8 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2062.(2)
32.z Certification of Scott Kingsley, Treasurer and Gligancial Officer of the Registrant, pursuanfi®U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2062.(2)
101 Interactive data files pursuant to Rule 405 of Ragpn S-T: (i) the Consolidated Statements of Goma, (ii) the Consolidated Statements

of Income, (iii) the Consolidated Statements of @oshensive Income, (iv) the Consolidated Statemain@hanges in Stockholders’
Equity, (v) the Consolidated Statements of CaslwE]@nd (vi) the Notes to Consolidated Financiat&hents tagged as blocks of text
in detail.®

@ Filed herewith

@ Furnished herewitt

(3 XBRL (Extensible Business Reporting Language)rimfation is furnished and not filed or a part okgistration statement or prospectus for
purposes of sections 11 or 12 of the Securitiesofd&933, is deemed not filed for purposes of secti8 of the Securities Exchange Act of
1934, and otherwise is not subject to liability enthese section
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SIGNATURES
Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causedréport to be signed on its behalf by

undersigned thereunto duly authorized.

Community Bank System, Inc.

Date: May 8, 201! /sl Mark E. Trynisk
Mark E. Tryniski, President ar

ChiefExecutive Officel

Date: May 8, 201!
Is/ Scott Kingsle?
Scott Kingsley, Treasurer ai
Chief Financial Office
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Exhibit 31.]
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Mark E. Tryniski, certify that:
1.1 have reviewed this quarterly report on Form 18f@ommunity Bank System, Inc.;

2.Based on my knowledge, this report does not comtaynuntrue statement of a material fact or oméitate a material fact necessary to make the
statements made, in light of the circumstancesuwtich such statements were made, not misleaditigrespect to the period covered by this
report;

3.Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material respects the
financial condition, results of operations and ciivs of the registrant as of, and for, the pesipdesented in this report;

4.The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) amdriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresaused such disclosure controls and procedures tiesigned under our supervisior
ensure that material information relating to thgistant, including its consolidated subsidiarissnade known to us by others within th
entities, particularly during the period in whidtist report is being prepare

b) Designed such internal control over financial réipgr or caused such internal control over finahoigporting to be designed under
supervision, to provide reasonable assurance riegatde reliability of financial reporting and thgreparation of financial statements
external purposes in accordance with generally@edeaccounting principle

c) Evaluated the effectiveness of the registrant'slalisire controls and procedures and presentedisnréiport our conclusions about
effectiveness of the disclosure controls and proes) as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in the regigtsanternal control over financial reporting th@tcurred during the registrastmost recel
fiscal quarter (the registrast’fourth fiscal quarter in the case of an annupbm® that has materially affected, or is reasopdibely to
materially affect, the registre’s internal control over financial reporting; &

5.The registrant's other certifying officer(s) antshlve disclosed, based on our most recent evaluatimternal control over financial reporting, to
the registrant's auditors and the audit commitfabeoregistrant's board of directors (or persagr$gming the equivalent functions

a) All significant deficiencies and material weaknessethe design or operation of internal contratiofimancial reporting which are reason:
likely to adversely affect the registrant's abilityrecord, process, summarize and report finamdiaimation; anc

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's internal con
over financial reporting

Date: May 8, 2015

/s Mark E. Tryniski
Mark E. Tryniski
President and Chief Executive Officer




Exhibit 31.2
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Scott Kingsley, certify that:
1.1 have reviewed this quarterly report on Form 10f@ommunity Bank System, Inc.;

2.Based on my knowledge, this report does not coraaynuntrue statement of a material fact or omg#itéde a material fact necessary to make the
statements made, in light of the circumstancesuwtich such statements were made, not misleaditigrespect to the period covered by this
report;

3.Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all material respects the
financial condition, results of operations and ci@ivs of the registrant as of, and for, the pesipdesented in this report;

4. The registrant's other certifying officer(s) araré responsible for establishing and maintainirsgldsure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) armdiriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and have:

a) Designed such disclosure controls and proceduresaused such disclosure controls and procedures tiesigned under our supervisior
ensure that material information relating to thgistant, including its consolidated subsidiarissnade known to us by others within th
entities, particularly during the period in whidtig report is being prepare

b) Designed such internal control over financial réipgr or caused such internal control over finahoigporting to be designed under
supervision, to provide reasonable assurance riegathe reliability of financial reporting and theeparation of financial statements
external purposes in accordance with generallymedeaccounting principle

c) Evaluated the effectiveness of the registrant'slasire controls and procedures and presentedisnréiport our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #pent based on such evaluation;

d) Disclosed in this report any change in the regigtsanternal control over financial reporting tratcurred during the registrastmost rece!
fiscal quarter (the registrast’fourth fiscal quarter in the case of an annupbm® that has materially affected, or is reasopditely to
materially affect, the registre’s internal control over financial reporting; &

5. The registrant's other certifying officer(s) artshlve disclosed, based on our most recent evaluatiorernal control over financial reporting, to
the registrant's auditors and the audit commitfeébeoregistrant's board of directors (or persag$goming the equivalent functions

a) All significant deficiencies and material weaknessethe design or operation of internal contratiofimancial reporting which are reason:
likely to adversely affect the registrant's abilityrecord, process, summarize and report finantiaimation; anc

b) Any fraud, whether or not material, that involveamagement or other employees who have a signifioéain the registrant's internal con
over financial reporting

Date: May 8, 2015

[s/ Scott Kingsley
Scott Kingsley

Treasurer and Chief Financial Officer



Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Commuank System, Inc. (the "Company") on FormQ@er the quarter ended March 31, 201
filed with the Securities and Exchange Commissiorihee date hereof (the "Report”), I, Mark E. Trknisresident and Chief Executive Officel
the Company, certify, pursuant to 18 U.S.C. Secti®B0, as adopted pursuant to Section 906 of theaSasOxley Act of 2002, that to the besi
my knowledge:

(1) the Report fully complies with the requirementsSefttion 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) the information contained in the Report faphesents, in all material respects, the finaremaldition and results of operations of the
Company

This certification accompanies this Form 10-Q amallnot be deemed “filed” for purposes of Sectl@of the Securities Exchange Act of 1934, or
otherwise subject to the liability of that Section.

/sl Mark E. Tryniski

Mark E. Tryniski

President and Chief Executive Officer
May 8, 2015




Exhibit 32.Z

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

In connection with the Quarterly Report of CommuriBiank System, Inc. (the "Company") on FormQGaer the quarter ended March 31, 201
filed with the Securities and Exchange Commissioriie date hereof (the "Report"), I, Scott Kingsl€seasurer and Chief Financial Officer of
Company, certify, pursuant to 18 U.S.C. Section0126 adopted pursuant to Section 906 of the Seskiaxley Act of 2002, that to the best of
knowledge:

(1) the Report fully complies with the requirementsSefttion 13(a) or 15(d) of the Securities Exchangeof 1934; anc

(2) the information contained in the Report faipresents, in all material respects, the fir@mmdndition and results of operations of the
Company.

This certification accompanies this Form 10-Q amallsnot be deemed “filed” for purposes of Secti@of the Securities Exchange Act of 1934, or
otherwise subject to the liability of that Section.

[s/ Scott Kingsley
Scott Kingsley

Treasurer and Chief Financial Officer
May 8, 201&



