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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
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required to

file such reports), and (2) has been subject to such filing requirements for the past 90 days.

X Yes No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):
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Accelerated filer x

Non-accelerated filer

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).
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Common Stock, par value $1.00 per share
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ARROW FINANCIAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(Dollars in Thousands) (Unaudited)

ASSETS
Cash and Due from Banks
Federal Funds Sold
Cash and Cash Equivalents
Securities Available-for-Sale
Securities Held-to-Maturity (Approximate Fair Value of $130,080

at September 30, 2008 and $114,977 at December 31, 2007)
Loans
Allowance for Loan Losses
Net Loans
Premises and Equipment, Net
Other Real Estate and Repossessed Assets, Net
Goodwill
Other Intangible Assets, Net
Other Assets
Total Assets
LIABILITIES
Deposits:
Demand
Regular Savings, N.O.W. & Money Market Deposit Accounts
Time Deposits of $100,000 or More
Other Time Deposits
Total Deposits
Short-Term Borrowings:
Federal Funds Purchased and Securities Sold Under Agreements to Repurchase
Other Short-Term Borrowings
Federal Home Loan Bank Advances

Junior Subordinated Obligations Issued to Unconsolidated Subsidiary Trusts

September 30, December 31,

2008 2007
$ 38,325 $ 35,289
— 16.000
38.325 51.289
350,526 338,070
131,438 114,611
1,106,506 1,038,844
(12.785) (12.401)
1,093,721 1,026,443
17,398 16,728
331 152
14,726 14,614
1,731 1,976
24.855 20.963
$1.673.051 $1.584.846
$ 190,452 $ 184,273
675,219 590,383
166,124 180,334
240.181 249.210
1.271.976 1.204.200
69,547 52,630
1,517 1,089
160,000 160,000
20,000 20,000
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Other Liabilities 24,614 24.671
Total Liabilities 1.547.654 1.462.590

SHAREHOLDERS EQUITY
Preferred Stock, $5 Par Value; 1,000,000 Shares Authorized - -
Common Stock, $1 Par Value; 20,000,000 Shares Authorized

(14,728,543 Shares Issued at September 30, 2008 and December 31, 2007) 14,729 14,729
Surplus 162,478 161,476
Undivided Profits 23,066 15,347

Unallocated ESOP Shares (122,207 Shares at September 30, 2008

and 109,885 Shares at December 31, 2007) (2,572) (2,042)
Accumulated Other Comprehensive Loss (6,649) (4,890)
Treasury Stock, at Cost (4,096,954 Shares at September 30,

2008 and 3,991,399 Shares at December 31, 2007) (65.655) (62.364)
Total Shareholders Equity 125.397 122.256
Total Liabilities and Shareholders Equity $1.673.051 $1.584.846

See Notes to Unaudited Consolidated Interim Financial Statements.
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ARROW FINANCIAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

(In Thousands, Except Per Share Amounts)(Unaudited)

INTEREST AND DIVIDEND INCOME

Interest and Fees on Loans

Interest on Federal Funds Sold

Interest on Bank Balances

Interest and Dividends on Securities Available-for-Sale
Interest on Securities Held-to-Maturity

Total Interest and Dividend Income

INTEREST EXPENSE

Interest on Deposits:

Time Deposits of $100,000 or More

Other Deposits

Interest on Short-Term Borrowings:

Federal Funds Purchased and Securities Sold
Under Agreements to Repurchase

Other Short-Term Borrowings

Federal Home Loan Bank Advances

Junior Subordinated Obligations Issued to Unconsolidated

Subsidiary Trusts
Total Interest Expense
NET INTEREST INCOME
Provision for Loan Losses
NET INTEREST INCOME AFTER
PROVISION FOR LOAN LOSSES

NONINTEREST INCOME
Income from Fiduciary Activities

Three Months Nine Months

Ended September 30, Ended September 30,
2008 2007 2008 2007
$17,076 $16,675 $50,273 $48,991
49 212 463 703

4 — 11 —

4,387 3,941 12,802 11,286
1.076 1.093 3.240 3.166
22.592 21.921 66.789 64.146
1,291 2,333 4,395 6,599
3,995 5,550 13,164 16,342
221 357 663 1,026

1 6 8 18

1,890 1,671 5,593 4,831
292 355 913 1.054
_17.690 10.272 24.736 29.870
14,902 11,649 42,053 34,276
253 136 791 322
14.649 11.513 41.262 33.954
1,349 1,334 4,184 4,206
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Fees for Other Services to Customers

Net Gains (Losses) on Securities Transactions
Other-Than-Temporary Impairment on Investment Securities
Gain on Visa Stock Redemption

Gain on Sale of Premises

Insurance Commissions

Other Operating Income

Total Noninterest Income

NONINTEREST EXPENSE
Salaries and Employee Benefits
Occupancy Expense of Premises, Net
Furniture and Equipment Expense
Other Operating Expense

Total Noninterest Expense

INCOME BEFORE PROVISION FOR INCOME TAXES
Provision for Income Taxes
NET INCOME

Average Shares Outstanding:
Basic
Diluted

Per Common Share:
Basic Earnings
Diluted Earnings

See Notes to Unaudited Consolidated Interim Financial Statements.

2,242 2,097 6,318 6,041
6 (29)
(1,210) (1,210)
749

115

528 472 1,575 1,435
174 186 415 590
3.089 4.089 12117 _12272
5,883 5,442 17011 16,198
841 750 2,616 2,393
820 720 2,385 2,261
2.988 2311 8.208 7305
10.532 9.223 31120 28157
7,206 6,379 22,259 18,069
2.198 1.869 6.834 5218
$5008  $4.510 $15425  $12.851
10,497 10,628 10,578 10,746
10,559 10,697 10,635 10,821
$ .48 $ 42 $ 146 $ 1.20
47 42 1.45 1.19
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ARROW FINANCIAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS EQUITY

(In Thousands, Except Share and Per Share Amounts) (Unaudited)

Unallo- Accumulated

cated Other Com-

Shares Common Undivided ESOP  prehensive Treasury
Issued Stock  Surplus Profits  Shares (Loss) Stock Total

Balance at December 31, 14,728,543 $14,729 $161,476  $15,347 $(2,042) $(4,890) $(62,364) $122,256
2007

Comprehensive Income,
Net of Tax:

Net Income — 15425 — 15425

Amortization of
Actuarial Loss

(Pre-tax $332) - -—- -—- -—- - 201 - 201
Amortization of Prior
Service
Credit (Pre-tax $158) - -—- -—- -—- —-— (95) - (95)
Net Unrealized

Securities Holding

Losses Arising During
the Period,

Net of Tax (Pre-tax

$3,089) - - - - (1,865) - (1.865)
Comprehensive 13.666
Income
Cash Dividends Paid,
$.73 per Share - - - (7,706) - - (7,706)
Stock Options Exercised - --- 344 --- --- - 434 778

11
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(51,694 Shares)

Shares Issued Under the
Directors

Stock Plan (2,753
Shares) -— - 39 - - -—- 23 62

Shares Issued Under the
Employee

Stock Purchase Plan
(15,129

Shares) - - 192 - --- - 127 319

Stock-Based
Compensation

Expense --- --- 86 - —- - - 86

Tax Benefit for
Disposition of

Stock Options - - 29 - -—- - - 29
Acquisition by ESOP of
Arrow Stock

(43,262 Shares) - - - --- (1,000) - - (1,000)
Allocation of ESOP
Stock

(30,940 Shares) - - 243 - 470 - - 713
Acquisition of
Subsidiary

(5,129 Shares) - - 69 - --- - 43 112
Purchase of Treasury
Stock

(180,260 Shares) o - e - -—- - (3918) __(3.918)
Balance at September
30, 2008 14.728.543 $14.729 $162.478 $23.066 $(2.572) $(6.649) $(65.655) $125.397

12
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See Notes to Unaudited Consolidated Interim Financial Statements.
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ARROW FINANCIAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS

Balance at December 31,
2006

Comprehensive Income,
Net of Tax:

Net Income

Amortization of
Actuarial Loss

(Pre-tax $333)

Amortization of Prior
Service

Credit (Pre-tax $180)

Net Unrealized
Securities Holding

Gains Arising During
the Period,

Net of Tax (Pre-tax
$2,872)

Comprehensive
Income

3% Stock Dividend
Cash Dividends Paid,

$.70 per Share
Stock Options Exercised

Shares Common

Issued

Stock

14,299,556 $14,300 $150,919

428,987

429 9,148

Surplus

Undivided

Profits
$17,619

12,851

(9,577)

(7,483)

(In Thousands, Except Share and Per Share Amounts) (Unaudited)

Unallo- Accumulated

cated
ESOP

Shares
$ (862)

Other Com-

prehensive

(Loss)

EQUITY

Treasury

Stock

Total

$(7,965) $(55,881) $118,130

184

(110)

1,734

12,851

184

(110)

1.734
14.659

(7,483)
386

15
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(24,912 Shares)

Shares Issued Under the
Directors

Stock Plan (3,293
Shares) 48 25 73

Shares Issued Under the
Employee

Stock Purchase Plan
(16,769

Shares) -—- - 231 - --- - 131 362

Stock-Based
Compensation

Expense --- --- 49 - —- - - 49

Tax Benefit for
Disposition of

Stock Options - - 37 - -—- - - 37
Acquisition by ESOP of
Arrow Stock

(67,190 Shares) - - - - (1,500) - - (1,500)
Allocation of ESOP
Stock

(23,317 Shares) - - 202 - 320 - - 522
Acquisition of
Subsidiary

(4,317 Shares) - - 79 - --- - 32 111
Purchase of Treasury
Stock

(289,150 Shares) o - e - -—- - (6.472) __(6.472)
Balance at September
30, 2007 14.728.543 $14.729 $160912 $13.410 $(2.042) $(6.157) $(61.978) $118.874

Cash dividends declared have been adjusted for the September 2007 3% stock dividend.

Included in the shares issued for the 3% stock dividend in 2007 were treasury shares of 116,690 and unallocated
ESOP shares of 3,201.

16
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See Notes to Unaudited Consolidated Interim Financial Statements.
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ARROW FINANCIAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in Thousands)(Unaudited)

Nine Months
Ended September 30,
2008 2007
Operating Activities:
Net Income $15,425 $12.851
Adjustments to Reconcile Net Income to Net Cash

Provided by Operating Activities:

Provision for Loan Losses 791 322
Depreciation and Amortization 2,037 2,212
Compensation Expense for Allocated ESOP Shares 243 202
Gains on the Sale of Securities Available-for-Sale (10) ---
Losses on the Sale of Securities Available-for-Sale 39 ---
Other-Than-Temporary Impairment on Investment Securities 1,210 -
Loans Originated and Held-for-Sale (2,095) (1,428)
Proceeds from the Sale of Loans Held-for-Sale 3,385 3,665
Net Gains on the Sale of Loans (56) (33)

Net (Gains) Losses on the Sale of Fixed Assets,

Other Real Estate Owned and Repossessed Assets (111) 13
Contributions to Pension Plans (2,232) (2,375)
Deferred Income Tax Expense 426 969
Stock-Based Compensation Expense 86 49
Shares Issued Under the Directors Stock Plan 62 73
Net Increase in Other Assets (1,472) (1,988)
Net Increase (Decrease) in Other Liabilities 281 (18)
Net Cash Provided By Operating Activities 18.009 14,514
Investing Activities:

Proceeds from the Sale of Securities Available-for-Sale 5,518 2,225
Proceeds from the Maturities and Calls of Securities Available-for-Sale 87,125 38,689
Purchases of Securities Available-for-Sale (109,699) (58,588)
Proceeds from the Maturities of Securities Held-to-Maturity 19,471 9,046
Purchases of Securities Held-to-Maturity (36,443) (16,418)
Net Increase in Loans (69,843) (28,513)

19
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Proceeds from the Sales of Premises and Equipment,

Other Real Estate Owned and Repossessed Assets
Purchases of Premises and Equipment

Net Cash Used In Investing Activities

Financing Activities:

Net Increase in Deposits

Net Increase in Short-Term Borrowings

Federal Home Loan Bank Advances

Federal Home Loan Bank Repayments

Purchases of Treasury Stock

Treasury Stock Issued for Stock-Based Plans

Tax Benefit from Exercise of Stock Options
Acquisition of Unallocated Common Stock by the ESOP
Allocation of Common Stock Purchased by the ESOP
Cash Dividends Paid

Net Cash Provided By Financing Activities

Net (Decrease) Increase in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period

Supplemental Cash Flow Information:

Cash Paid During the Period for:

Interest on Deposits and Borrowings

Income Taxes

Non-cash Investing and Financing Activities:

Transfer of Loans to Other Real Estate Owned and Repossessed Assets
Changes in the Valuation Allowance for Securities Available-for-Sale, Net of Tax
Shares Issued for CFG Acquisition

Change in Pension Liability Recognized in Other Comprehensive Income
See Notes to Unaudited Consolidated Interim Financial Statements.

843 793
(2.038) (1.746)
(105.066)  (54.512)
67,776 31,105
17,345 467
30,000
(5,000)
(3,918) (6,472)
1,097 748
29 37
(1,000) (1,500)
470 320
(1.706) (7.483)
(6,663) (6,663)
74.093 42202
(12,964) 2,204
51.289 43.995
$38.325 $46.219
$26,479 $29,369
5,945 5,902
540 501
1,865 1,734
112 111

106 74

20
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ARROW FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

September 30, 2008

1. Financial Statement Presentation

In the opinion of the management of Arrow Financial Corporation (Arrow), the accompanying unaudited consolidated
interim financial statements contain all of the adjustments necessary to present fairly the financial position as of
September 30, 2008 and December 31, 2007; the results of operations for the three-month and nine-month periods
ended September 30, 2008 and 2007; the change in shareholders equity for the nine-month periods ended September
30, 2008 and 2007 and the cash flows for the nine-month periods ended September 30, 2008 and 2007. All such
adjustments are of a normal recurring nature. The unaudited consolidated interim financial statements should be read
in conjunction with the annual consolidated financial statements of Arrow for the year ended December 31, 2007,
included in Arrow s 2007 Form 10-K.

2. Accumulated Other Comprehensive Loss (In Thousands)

The following table presents the components, net of tax, of accumulated other comprehensive loss as of September 30,
2008 and December 31, 2007:

2008 2007

Excess of Additional Pension Liability Over Unrecognized Prior Service Cost $(4,747) $(4,853)
Net Unrealized Holding Losses on Securities Available-for-Sale (1.902) (37)
Total Accumulated Other Comprehensive Loss $(6.649) $(4.890)

3. Earnings Per Common Share (In Thousands. Except Per Share Amounts)

21
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The following table presents a reconciliation of the numerator and denominator used in the calculation of basic and
diluted earnings per common share (EPS) for the three-month and nine-month periods ended September 30, 2008 and

2007:

Income

(Numerator)
For the Three Months Ended September 30, 2008:
Basic EPS $5,008
Dilutive Effect of Stock Options I
Diluted EPS 5.008
For the Three Months Ended September 30, 2007:
Basic EPS $4,510
Dilutive Effect of Stock Options -
Diluted EPS 4510
For the Nine Months Ended September 30, 2008:
Basic EPS $15,425
Dilutive Effect of Stock Options e
Diluted EPS $15.425
For the Nine Months Ended September 30, 2007:
Basic EPS $12,851
Dilutive Effect of Stock Options -
Diluted EPS $12.851
8

Shares

(Denominator)

10,497
62
10.559

£

F
N
(@)Y

_.
N
n

1.1

=
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4. Retirement Plans (In Thousands)

The following table provides the components of net periodic benefit costs for the three months ended September 30:

Pension Postretirement
Benefits Benefits

2008 2007 2008 2007

Service Cost $267  $249 $ 46 $41
Interest Cost 436 405 105 95
Expected Return on Plan Assets (635) (626) --- ---
Amortization of Prior Service Credit 24) 3D 29) 30)
Amortization of Net Loss _87 _82 _24 _30
Net Periodic Benefit Cost $131 $79 146 136

The following table provides the components of net periodic benefit costs for the nine months ended September 30:

Pension Postretirement
Benefits Benefits

2008 2007 2008 2007
Service Cost $ 794 $ 746  $133  $124
Interest Cost 1,296 1,216 309 287
Expected Return on Plan Assets (1,886) (1,849) --- ---
Amortization of Prior Service Credit (70) ©n (88) (89)
Amortization of Net Loss 259 244 73 89
Net Periodic Benefit Cost $ 393 $ 266 $427  $411

During the first nine months of 2008, we made a $2 million contribution to our qualified pension plan. In October
2008, we contributed an additional $3 million. Through September 30, 2008, we contributed $232 to the nonqualified
pension plan. We contributed $223 to our postretirement benefit plans for the first nine months of 2008 and expect
the total for 2008 to amount to $292.

23
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5. Stock-Based Compensation Plans (Dollars In Thousands)

Under our 1998 Long-Term Incentive Plan, we granted options to purchase 44,500 shares of our common stock in
2007. No stock options have been granted in 2008, to date, under the shareholder approved 2008 Long-Term
Incentive Plan, which authorized a maximum of 300,000 shares. The weighted-average fair value of options granted
during 2007 was $4.37. The fair value was estimated on the date of grant using the Black-Scholes option-pricing
model with the following weighted-average assumptions: dividend yield 4.34%; expected volatility - 27.3%; risk free
interest rate  3.77%; and an expected life of 8.09 years. The fair value of our grants is expensed over the four year
vesting period. The expense for the third quarter of 2008 and 2007 was $29 and $16, respectively. The expense for
the first nine months of 2008 and 2007 was $86 and $49, respectively.

Arrow also sponsors an Employee Stock Purchase Plan under which employees purchase Arrow s common stock at a
5% discount below market price. Under Statement of Financial Accounting Standards ( SFAS ) Statement No. 123(R),
a stock purchase plan with a discount of 5% or less is not considered a compensatory plan.

24
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5. Stock-Based Compensation Plans. continued

The following table presents the activity in Arrow s stock option plans for the first nine months of 2008 and 2007:

2008 2007

Weighted- Weighted-
Average Average
Exercise Exercise
Options: Shares Price Shares Price
Outstanding at January 1 519,557 $20.77 551,154 $20.01
Granted --- --- ---
Exercised (51,694) 15.06 (25,658) 15.04
Forfeited (1.450) 25.86 (6.115) 24.74
Outstanding at September 30 466.413 21.39 519.381 20.20
Exercisable at September 30 387,051 21.11 472,939 19.82

6. Guarantees (In Thousands)

We do not issue any guarantees that would require liability-recognition or disclosure, other than standby and other
letters of credit. Standby and other letters of credit are conditional commitments that are issued to guarantee the
performance of a customer to a third party. Those guarantees are primarily issued to support public and private
borrowing arrangements, including bond financing and similar transactions. The credit risk involved in issuing letters
of credit is essentially the same as that involved in extending loan facilities to customers. Typically, these instruments
have terms of twelve months or less. Since a large percentage of these instruments expire unused, the total amounts
do not necessarily represent future cash requirements. Some have automatic renewal provisions.

For letters of credit, the amount of the collateral obtained, if any, is based on management s credit evaluation of the
counter-party. We had approximately $15,669 of standby letters of credit outstanding on September 30, 2008, most of
which will expire within one year and some of which were not collateralized. At that date, all the letters of credit were
for private borrowing arrangements. The fair value of our standby letters of credit at September 30, 2008 was
insignificant.

25
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7. Fair Value Disclosures and Fair Value Option (In Thousands)

We adopted Statement of Financial Accounting Standards ( SFAS ) Statement No. 157, Fair Value Measurements
(SFAS No. 157) on January 1, 2008. SFAS No. 157 defines fair value, establishes a framework for measuring fair
value in generally accepted accounting principles (GAAP) and expands disclosures about fair value measurements.
SFAS No. 157 establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure

fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or
liabilities (level 1 measurements) and the lowest priority to unobservable inputs (level 3 measurements).

The three levels of the fair value hierarchy under SFAS No. 157 are:

Level 1 Unadjusted quoted prices in active markets that are accessible at the measurement date for identical,
unrestricted assets or liabilities;

Level 2 Quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets or
liabilities in markets that are not active, or inputs that are observable, either directly or indirectly, for substantially the
full term of the asset or liability;

Level 3 Prices or valuation techniques that require inputs that are both significant to the fair value measurement and
unobservable (i.e., supported by little or no market activity).

A financial instrument s level within the fair value hierarchy is based on the lowest level of input that is significant to
the fair value measurement. SFAS Statement No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities became effective January 1, 2008 for the Company. We did not elect under SFAS No. 159 to measure any
eligible items at fair value under SFAS No. 157 at that date.

10
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7. Fair Value Disclosures and Fair Value Option, continued

The only assets or liabilities that Arrow measured at fair value on a recurring basis at September 30, 2008 were
securities available-for-sale. Arrow held no securities or liabilities for trading on such date. The fair value
measurement of securities available-for-sale on such date was as follows:

Fair Value Measurements at Reporting Date Using:
Quoted Prices

Significant Other
In Active Markets for Significant
Identical Assets Observable Inputs ~ Unobservable Inputs
Description 9/30/2008 (Level 1) (Level 2) (Level 3)
Securities Available-for Sale $350,526 $2.,162 $347,358 $1,006

Securities available-for-sale are fair valued utilizing independent bond pricing services for identical assets or
significantly similar securities. The pricing services use a variety of techniques to arrive at fair value including market
maker bids, quotes and pricing models. Inputs to the pricing models include recent trades, benchmark interest rates,
spreads and actual and projected cash flows. Based on the inputs used by our independent pricing services, we
identify the appropriate level within the fair value hierarchy to report these fair values in accordance with SFAS 157.
We do not hold, nor have we ever invested in, any auction rate investment securities.

On October 10, 2008, the FASB issued FASB Staff Position (FSP) 157-3, an amendment of SFAS No. 157, to clarify
the application of SFAS No. 157 in an inactive market by providing an illustrative example to demonstrate how the
fair value of a financial asset is determined when the market for that financial asset is inactive. Application issues
addressed by the FSP include: a. How management's internal assumptions (that is, expected cash flows and
appropriately risk-adjusted discount rates) should be considered when measuring fair value when relevant observable
data do not exist; b. How observable market information in a market that is not active should be considered when
measuring fair value; c. How the use of market quotes (for example, broker quotes or pricing services for the same or
similar financial assets) should be considered when assessing the relevance of observable and unobservable data
available to measure fair value. Effective for any unissued financial statements, we have applied the FSP to the
valuation of two securities in our securities available-for-sale portfolio as of September 30, 2008: 1) our holding of a
Lehman Brothers bond, and 2) our holding of a pooled trust preferred security. These securities are included in Level
3 assets in the table of assets that Arrow measured at fair value on a recurring basis at September 30, 2008, above. We
employed the following methods in our analysis of the fair values: a) Lehman bond - since Lehman Brothers declared
bankruptcy on September 15, 2008, the market for this bond has been very illiquid. The price provided by our
third-party pricing service reflected values from distressed sales that have occurred, which we have determined do not
reflect the fair value of this security. We obtained additional value estimates from unobservable inputs including an
estimated price range from an independent credit research firm. Since Lehman is in bankruptcy, and the future
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anticipated cash flows available to bondholders cannot be reasonably estimated, we were unable to perform a
discounted cash flow valuation analysis. Thus we determined the fair value of the bond based on the lowest price in
the independent credit research firm s range; b) trust preferred security - due to the fact that the last transaction for this
thinly traded security was from a distressed sale, the price provided by our third-party pricing service was not
determined to reflect the fair value of this security. We obtained additional value estimates from unobservable inputs
including an estimated price range from an independent valuation firm and have determined the fair value of the bond
based on the lowest price in the independent valuation firm s range.

The following table is a reconciliation of the beginning and ending balances of the Level 3 assets of Arrow, i.e., as to
which fair value is measured using significant unobservable inputs, for the third quarter of 2008, all of which are
securities available-for-sale:

Beginning Balance, June 30, 2008 $ -
Transfers In 2,314
Total net losses (realized/unrealized)

Included in earnings, as a result of other-than-temporary impairment (1,210)
Included in other comprehensive income _ 9%
Ending Balance, September 30, 2008 $1.006

The amount of total losses for the period included in earnings attributable to
the change in unrealized gains or losses relating to assets still held at
September 30, 2008, as a result of other-than-temporary impairment $(1.210)
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7. Fair Value Disclosures and Fair Value Option, continued

The only asset or liability that Arrow measured at fair value on a nonrecurring basis was other real estate owned:

Fair Value Measurements Using:

Quoted Prices Significant
In Active Other Significant
Period Markets for Observable ~ Unobservable Total
Ended  Identical Assets Inputs Inputs Gains
Description 9/30/2008 (Level 1) (Level 2) (Level 3) (Losses)
Other Real Estate Owned $123 --- $123 --- ---

Other real estate owned, in the table above, consists of one property acquired during the first quarter of 2008. Fair
value was obtained from an appraisal by an independent third party appraiser and was based on a comparison to recent
sales of similar properties and the fact that we are improving the property, prior to sale. The charge to reduce the
property to its fair value, less estimated cost to sell, was recorded as a loan charge-off, prior to the transfer to other
real estate owned.

Other impaired assets which might have been included in this table include mortgage servicing rights, goodwill and
other intangible assets. Arrow evaluates each of these assets for impairment on a quarterly basis, with no impairment
recognized for these assets at September 30, 2008.

8. Visa Inc. IPO. Mandatory Class B Share Redemption and Litigation Liability (Dollars In Thousands)

In December 2007, we recorded a $600 liability for our proportional share, as a member bank of the Visa credit card
organization, of certain estimated litigation costs incurred by Visa U.S.A., Inc., as described in our Form 10-K for
December 31, 2007. On March 28, 2008, VISA Inc. distributed to member banks , in a mandatory redemption of
38.7% of its Class B shares held by the member banks, some of the proceeds realized by Visa from the initial public
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offering (IPO) of its Class A shares on March 19, 2008. With another portion of the I[PO proceeds, Visa established
a $3 billion escrow to cover certain, but not all, potential additional litigation liabilities.

During the first quarter of 2008, we recorded the following transactions:

A gain of $749 from the mandatory redemption by Visa of 38.7% of our Class B Visa Inc. shares, reflected in
noninterest income, and

A reversal of $306 of the $600 accrual at December 31, 2007 of our estimate of the fair value of our proportionate
share of Visa litigation costs, reflected as a reduction in 2008 other operating expense.

Accordingly, we have a remaining liability of $294 included as a component of ~Other Liabilities in the consolidated
balance sheet as of September 30, 2008, representing our estimate of the fair value of potential losses related to the
remaining covered Visa litigation. Class B shares which were not redeemed will be converted to Class A shares, at a
conversion ratio to be determined based on member banks actual liability for litigation expenses, on the later of three
years or the settlement of litigation indemnified by member banks. These remaining Class B shares are available to
fund future Visa litigation liabilities indemnified by the member banks until that time. In accordance with Generally
Accepted Accounting Principles (GAAP) and consistent with the Securities and Exchange Commission (SEC)
guidance, the Company has not recognized any value for its remaining Visa Class B shares.

In October 2008, Visa announced that it had settled the lawsuit with Discover Financial Services, which was part of
the covered litigation for which the Visa member banks are contingently liable. As a result, Visa intends to repurchase
approximately 12% of the remaining Class B shares held by member banks to fund the settlement of the Discover
litigation during the fourth quarter of 2008. The Company did not recognize the value of these shares in accordance
with the guidance discussed above, nor did the Company recognize any additional costs for this litigation settlement.
The estimation of the Company s proportionate share of any potential losses related to certain covered litigation is
extremely difficult and involves a high degree of judgment. Management has determined the remaining $294 liability
included in Other Liabilities on its consolidated balance sheet, is the fair value of our proportionate share of the
remaining covered Visa litigation as of September 30, 2008, but, this value is subject to change depending upon future
litigation developments.
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9. Recently Issued Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board ( FASB ) issued revised Statement of Financial
Accounting Standards ( SFAS ) No. 141, "Business Combinations." SFAS No. 141(R) retains the fundamental
requirements of SFAS No. 141 that the acquisition method of accounting (formerly the purchase method) be used for
all business combinations; that an acquirer be identified for each business combination; and that intangible assets be
identified and recognized separately from goodwill. SFAS No. 141(R) requires the acquiring entity in a business
combination to recognize the assets acquired, the liabilities assumed and any noncontrolling interest in the acquiree at
the acquisition date, measured at their fair values as of that date, with limited exceptions. Additionally, SFAS No.
141(R) changes the requirements for recognizing assets acquired and liabilities assumed arising from contingencies
and recognizing and measuring contingent consideration. SFAS No. 141(R) also enhances the disclosure
requirements for business combinations. SFAS No. 141(R) applies prospectively to business combinations for which
the acquisition date is on or after the beginning of the first annual reporting period beginning on or after December 15,
2008 and may not be applied before that date. The impact that SFAS No. 141 is expected to have on our financial
condition or results of operations is indeterminable as it is prospective in nature.

In December 2007, the FASB issued SFAS No. 160, "Noncontrolling Interests in Consolidated Financial Statements,
an amendment of ARB No. 51," (SFAS No. 160). SFAS No. 160 amends Accounting Research Bulletin No. 51,
"Consolidated Financial Statements" to establish accounting and reporting standards for the noncontrolling interest in
a subsidiary and for the deconsolidation of a subsidiary. Among other things, SFAS No. 160 clarifies that a
noncontrolling interest in a subsidiary is an ownership interest in the consolidated entity that should be reported as
equity in the consolidated financial statements and requires consolidated net income to be reported at amounts that
include the amounts attributable to both the parent and the noncontrolling interest. SFAS No. 160 also amends SFAS
No. 128, "Earnings per Share," so that earnings per share calculations in consolidated financial statements will
continue to be based on amounts attributable to the parent. SFAS No. 160 is effective for fiscal years, and interim
periods within those fiscal years, beginning on or after December 15, 2008 and is applied prospectively as of the
beginning of the fiscal year in which it is initially applied, except for the presentation and disclosure requirements
which are to be applied retrospectively for all periods presented. SFAS No. 160 is not expected to have a material
impact on our financial condition or results of operations.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities,
(SFAS No. 161). The new standard is intended to improve financial reporting about derivative instruments and
hedging activities by requiring enhanced disclosures to enable investors to better understand their effects on an entity s
financial position, financial performance, and cash flows. The new standard also improves transparency about the
location and amounts of derivative instruments in an entity s financial statements; how derivative instruments and
related hedged items are accounted for under Statement 133, Accounting for Derivative Instruments and Hedging
Activities ; and how derivative instruments and related hedged items affect its financial position, financial
performance, and cash flows. SFAS No. 161 achieves these improvements by requiring disclosure of the fair values
of derivative instruments and their gains and losses in a tabular format. It also provides more information about an
entity s liquidity by requiring disclosure of derivative features that are credit risk related. Finally, it requires
cross-referencing within footnotes to enable financial statement users to locate important information about derivative
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instruments. It is effective for financial statements issued for fiscal years and interim periods beginning after
November 15, 2008, with early application encouraged. SFAS No. 161 is not expected to have a material impact on
our financial condition or results of operations.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders

Arrow Financial Corporation:

We have reviewed the consolidated balance sheet of Arrow Financial Corporation and subsidiaries (the Company) as
of September 30, 2008, and the related consolidated statements of income for the three-month and nine-month periods
ended September 30, 2008 and 2007, and the consolidated statements of changes in shareholders equity and cash
flows for the nine-month periods ended September 30, 2008 and 2007. These consolidated financial statements are the
responsibility of the Company s management.

We conducted our reviews in accordance with the standards of the Public Company Accounting Oversight Board
(United States). A review of interim financial information consists principally of applying analytical procedures and
making inquiries of persons responsible for financial and accounting matters. It is substantially less in scope than an
audit conducted in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the objective of which is the expression of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our reviews, we are not aware of any material modifications that should be made to the consolidated
financial statements referred to above for them to be in conformity with U.S. generally accepted accounting principles.

We have previously audited, in accordance with standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheet of Arrow Financial Corporation and subsidiaries as of December 31,
2007, and the related consolidated statements of income, changes in shareholders equity and cash flows for the year
then ended (not presented herein); and in our report dated March 6, 2008, we expressed an unqualified opinion on
those consolidated financial statements. In our opinion, the information set forth in the accompanying consolidated
balance sheet as of December 31, 2007, is fairly stated, in all material respects, in relation to the consolidated balance
sheet from which it has been derive