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             Portions of Definitive Proxy Statement for Annual Meeting of Shareholders to be held on April 28, 2010 (the
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Part I

This Annual Report on Form 10-K contains certain forward-looking statements with respect to the financial condition,
results of operations and business of Community Bank System, Inc.  These forward-looking statements by their nature
address matters that involve certain risks and uncertainties.  Factors that may cause actual results to differ materially
from those contemplated by such forward-looking statements are set forth herein under the caption “Forward-Looking
Statements.”

Item 1. Business

Community Bank System, Inc. ("the Company") was incorporated on April 15, 1983, under the Delaware General
Corporation Law.  Its principal office is located at 5790 Widewaters Parkway, DeWitt, New York 13214.  The
Company is a single bank holding company which wholly-owns five subsidiaries: Community Bank, N.A. (“the Bank”
or “CBNA”), Benefit Plans Administrative Services, Inc. (“BPAS”), CFSI Closeout Corp. (“CFSICC”), First of Jermyn
Realty Company, Inc. (“FJRC”) and Town & Country Agency LLC (“T&C”).  BPAS owns three subsidiaries, Benefit
Plans Administrative Services LLC (“BPA”), a provider of defined contribution plan administration services; Harbridge
Consulting Group LLC (“Harbridge”), a provider of actuarial and benefit consulting services; and Hand Benefits &
Trust Company (“HB&T”), a provider of Collective Investment Fund administration and institutional trust
services.  CFSICC, FJRC and T&C are inactive companies.  The Company also wholly-owns two unconsolidated
subsidiary business trusts formed for the purpose of issuing mandatorily redeemable preferred securities which are
considered Tier I capital under regulatory capital adequacy guidelines. 

The Company maintains websites at communitybankna.com and firstlibertybank.com.  Annual reports on Form 10-K,
quarterly reports on Form 10-Q and current reports on Form 8-K, and amendments to those reports, are available on
the Company’s website free of charge as soon as reasonably practicable after such reports or amendments are
electronically filed with or furnished to the Securities and Exchange Commission (“SEC”).  The information on the
website is not part of this filing.  Copies of all documents filed with the SEC can also be obtained by visiting the SEC’s
Public Reference Room at 100 F Street, NE, Washington, DC  20549, by calling the SEC at 1-800-SEC-0330 or by
accessing the SEC’s website at http://www.sec.gov.

The Bank’s business philosophy is to operate as a community bank with local decision-making, principally in
non-metropolitan markets, providing a broad array of banking and financial services to retail, commercial, and
municipal customers.  The Bank operates 147 customer facilities throughout 28 counties of Upstate New York, where
it operates as Community Bank, N.A. and five counties of Northeastern Pennsylvania, where it is known as First
Liberty Bank & Trust, offering a range of commercial and retail banking services.  The Bank owns the following
subsidiaries: Community Investment Services, Inc. (“CISI”), CBNA Treasury Management Corporation (“TMC”), CBNA
Preferred Funding Corporation (“PFC”), Nottingham Advisors, Inc. (“Nottingham”), First Liberty Service Corp. (“FLSC”),
Brilie Corporation (“Brilie”) and CBNA Insurance Agency, Inc. (“CBNA Insurance”).  CISI provides broker-dealer and
investment advisory services.  TMC provides cash management, investment, and treasury services to the Bank.  PFC
primarily acts as an investor in residential real estate loans.  Nottingham provides asset management services to
individuals, corporate pension and profit sharing plans, and foundations.  FLSC provides banking-related services to
the Pennsylvania branches of the Bank. Brilie is an inactive company.  CBNA Insurance is a full-service insurance
agency offering primarily property and casualty products.

 Acquisition History (2005-2009)

Citizens Branches Acquisition
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On November 7, 2008, the Company acquired 18 branch-banking centers in northern New York from Citizens
Financial Group, Inc. (“Citizens”) in an all cash transaction.  The Company acquired approximately $109 million in
loans and $565 million in deposits at a blended deposit premium of 13%.  In support of the transaction, the Company
issued approximately $50 million of equity capital in the form of common stock in October 2008.

Alliance Benefit Group MidAtlantic
On July 7, 2008, Benefit Plans Administrative Services, Inc. (“BPAS”), a wholly owned subsidiary of the Company,
acquired the Philadelphia division of Alliance Benefit Group MidAtlantic (“ABG”) from BenefitStreet, Inc. in an all
cash transaction.  ABG was a provider of retirement plan consulting, daily valuation administration, actuarial and
ancillary support services.

Hand Benefits & Trust, Inc.
On May 18, 2007, BPAS, a whollyowned subsidiary of the Company, acquired Hand Benefits & Trust, Inc. (“HB&T”)
in an all cash transaction.  HB&T was a Houston, Texas based provider of employee benefit plan administration and
trust services.
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TLNB Financial Corporation
On June 1, 2007, the Company acquired TLNB Financial Corporation, parent company of Tupper Lake National Bank
(“TLNB”), in an all-cash transaction valued at approximately $17.8 million.  Based in Tupper Lake, NewYork, TLNB
operated five branches in the northeastern New York State cities of Tupper Lake, Plattsburgh and Saranac Lake, as
well as an insurance subsidiary, TLNB Insurance Agency, Inc.

ONB Corporation
On December 1, 2006, the Company acquired ONB Corporation (“ONB”), the parent company of Ontario National
Bank, a federally-chartered national bank, in an all-cash transaction valued at approximately $16 million.  ONB
operated four branches in the villages of Clifton Springs, Phelps, and Palmyra, New York.

ES&L Bancorp, Inc.
On August 11, 2006, the Company acquired ES&L Bancorp, Inc. (“Elmira”), the parent company of Elmira Savings and
Loan, F.A., a federally-chartered thrift, in an all-cash transaction valued at approximately $40 million.  Elmira
operated two branches in the cities of Elmira and Ithaca, New York.

Services

The Bank is a community bank committed to the philosophy of serving the financial needs of customers in local
communities.  The Bank's branches are generally located in smaller towns and cities within its geograph−ic market
areas of Upstate New York and Northeastern Pennsylvania. The Company believes that the local character of its
business, knowledge of the customers and their needs, and its comprehensive retail and business products, together
with responsive decision-making at the branch and regional levels, enable the Bank to compete effectively in its
geographic market.   The Bank is a member of the Federal Reserve System and the Federal Home Loan Bank of New
York ("FHLB"), and its deposits are insured by the Federal Deposit Insurance Corporation (“FDIC”) up to applicable
limits.

Competition

The banking and financial services industry is highly competitive in the New York and Pennsylvania markets.  The
Company competes actively for loans, deposits and customers with other national and state banks, thrift institutions,
credit unions, retail brokerage firms, mortgage bankers, finance companies, insurance companies, and other regulated
and unregulated providers of financial services.  In order to compete with other financial service providers, the
Company stresses the community nature of its operations and the development of profitable customer relationships
across all lines of business.
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The table below summarizes the Bank’s deposits and market share by the thirty-three counties of New York and
Pennsylvania in which it has customer facilities.  Market share is based on deposits of all commercial banks, credit
unions, savings and loan associations, and savings banks.

Number of
Towns
Where

Deposits as
of Company

 6/30/2009 Market Towns/
Has 1st or

2nd

County State
(000's

omitted) Share(1) FacilitiesATM's Cities
Market
Position

Franklin NY $253,090 54.3% 10 7 7 7
Hamilton NY 34,031 52.6% 2 0 2 2
Allegany NY 196,769 48.6% 9 8 8 8

Lewis NY 106,776 41.8% 4 3 3 3
Seneca NY 159,368 39.8% 4 3 4 3

Cattaraugus NY 293,443 36.0% 10 8 7 6
St. Lawrence NY 361,109 30.8% 15 7 11 10

Yates NY 70,491 26.9% 2 2 1 0
Wyoming PA 87,635 25.7% 4 3 4 3

Essex NY 117,396 23.9% 5 4 5 5
Steuben NY 173,948 21.9% 8 7 7 4
Clinton NY 239,041 19.6% 5 10 2 2

Chautauqua NY 232,318 15.8% 12 11 10 7
Jefferson NY 184,626 12.7% 5 5 4 2
Schuyler NY 19,746 12.6% 1 1 1 0

Livingston NY 80,804 11.8% 3 4 3 3
Ontario NY 149,753 9.3% 7 12 6 4

Lackawanna PA 421,800 9.1% 12 12 8 4
Chemung NY 90,175
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