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NOTE ON TERMINOLOGY
In this Annual Report on Form 10-K, the terms “Arrow,” “the registrant,” “the company,” “we,” “us,” and “our” generally refer to
Arrow Financial Corporation and subsidiaries as a group, except where the context indicates otherwise.  Arrow is a
two-bank holding company headquartered in Glens Falls, New York.  Our banking subsidiaries are Glens Falls
National Bank and Trust Company (Glens Falls National) whose main office is located in Glens Falls, New York, and
Saratoga National Bank and Trust Company (Saratoga National) whose main office is located in Saratoga Springs,
New York.  Subsidiaries of Glens Falls National include Capital Financial Group, Inc. (an insurance agency
specializing in selling and servicing group health care policies and life insurance), Loomis & LaPann, Inc. (a property
and casualty and sports accident and health insurance agency), Upstate Agency, LLC ( a property and casualty
insurance agency), Glens Falls National Insurance Agencies, LLC (a property and casualty insurance agency -
currently doing business under the name of McPhillips Insurance Agency), North Country Investment Advisers, Inc.
(a registered investment adviser that provides investment advice to our proprietary mutual funds) and Arrow
Properties, Inc., a real estate investment trust (REIT).

At certain points in this Report, our performance is compared with that of our “peer group” of financial institutions.
 Unless otherwise specifically stated, this peer group is comprised of the group of 351 domestic bank holding
companies with $1 to $3 billion in total consolidated assets as identified in the Federal Reserve Board’s “Bank Holding
Company Performance Report” for December 31, 2012, and peer group data has been derived from such Report.  This
peer group is not, however, identical to either of the peer groups comprising the two bank indices included in the stock
performance graphs on pages 18 and 19 of this Report.

FORWARD-LOOKING STATEMENTS
The information contained in this Annual Report on Form 10-K contains statements that are not historical in nature
but rather are based on our beliefs, assumptions, expectations, estimates and projections about the future.  These
statements are “forward-looking statements” within the meaning of Section 21E of the Securities Exchange Act of 1934,
as amended, and involve a degree of uncertainty and attendant risk.  Words such as “expects,” “believes,” “anticipates,”
“estimates” and variations of such words and similar expressions often identify such forward-looking statements.  Some
of these statements, such as those included in the interest rate sensitivity analysis in Item 7A of this Report, entitled
“Quantitative and Qualitative Disclosures About Market Risk,” are merely presentations of what future performance or
changes in future performance would look like based on hypothetical assumptions and on simulation models.  Other
forward-looking statements are based on our general perceptions of market conditions and trends in activity, both
locally and nationally, as well as current management strategies for future operations and development.

Examples of forward-looking statements in this Report are referenced in the table below:   
Topic Section Page Location
Impact of Legislative
Developments Part I, Item 1.D. 11 Last paragraph in Section D

Part II, Item 7.A. 26 Paragraph in "Health Care Reform"
Impact of Changing Interest Rates
on
    Earnings

Part II, Item 7.B.I. 31 Last 3 paragraphs

Part II, Item 7.C.II.a. 40 Last paragraph under “Automobile Loans”
Part II, Item 7.C.II.a. 41 3rd and 4th paragraph under table
Part II, Item 7.C.IV. 45 3rd full paragraph
Part II, Item 7A. 53 Last 4 paragraphs

Adequacy of the Allowance for
Loan
    Losses

Part II, Item 7.B.II. 33 1st paragraph under “II. Provision For Loan
Losses and Allowance For Loan Losses”

Part II,   Item 7.C.II.a. 40 2nd paragraph under “Residential
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Expected Level of Real Estate
Loans

  Real Estate Loans”

Liquidity Part II, Item 7.D. 47 Last 2 paragraphs under "Liquidity"

Dividend Capacity Part I, Item 1.C. 7 1st paragraph under "New Capital
Standards to be Promulgated"

8 2nd and 4th full paragraphs

Part II, Item 7.E. 48 Last paragraph under "Important Changes
to Regulatory Capital Standards"

Part II, Item 7.E. 49 1st paragraph under "Dividends"
Commitments to Extend Credit Part II, Item 8 77 3rd paragraph in Note 8

78 Last 2 paragraphs in Note 8

VISA Estimation Part II, Item 7.A. 27 Last paragraph under "VISA Transactions
- Reversal of the Litigation Reserve"

Noninterest Income Part II, Item 7.C.IV 34 Last 3 paragraphs
35 First full paragraph

Pension plan return on assets Part II, Item 8 89 2nd to last paragraph in Note 13
Realization of recognized net
    deferred tax assets Part II, Item 8 90 2nd to last paragraph in Note 15
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These statements are not guarantees of future performance and involve certain risks and uncertainties that are difficult
to quantify or, in some cases, to identify.  In the case of all forward-looking statements, actual outcomes and results
may differ materially from what the statements predict or forecast.  Factors that could cause or contribute to such
differences include, but are not limited to:  

a.rapid and dramatic changes in economic and market conditions, such as the U.S. economy has recently experiencedand continues to experience;
b.sharp fluctuations in interest rates, economic activity, and consumer spending patterns;
c.sudden changes in the market for products we provide, such as real estate loans;

d.significant new banking or other laws and regulations, the Dodd-Frank Wall Street Reform and Consumer
Protection Act (the Dodd-Frank Act or Dodd-Frank) and the rules and regulations issued or to be issued thereunder;

e.enhanced competition from unforeseen sources; and

f.similar uncertainties inherent in banking operations or business generally, including technological developments andchanges.

USE OF NON-GAAP FINANCIAL MEASURES
The Securities and Exchange Commission (SEC) has adopted Regulation G, which applies to all public disclosures,
including earnings releases, made by registered companies that contain “non-GAAP financial measures.”  GAAP is
generally accepted accounting principles in the United States of America.  Under Regulation G, companies making
public disclosures containing non-GAAP financial measures must also disclose, along with each non-GAAP financial
measure, certain additional information, including a reconciliation of the non-GAAP financial measure to the closest
comparable GAAP financial measure and a statement of the Company’s reasons for utilizing the non-GAAP financial
measure as part of its financial disclosures.  The SEC has exempted from the definition of “non-GAAP financial
measures” certain commonly used financial measures that are not based on GAAP.  When these exempted measures are
included in public disclosures, supplemental information is not required.  The following measures used in this Report,
which are commonly utilized by financial institutions, have not been specifically exempted by the SEC and may
constitute "non-GAAP financial measures" within the meaning of the SEC's new rules, although we are unable to state
with certainty that the SEC would so regard them.

Tax-Equivalent Net Interest Income and Net Interest Margin: Net interest income, as a component of the tabular
presentation by financial institutions of Selected Financial Information regarding their recently completed operations,
is commonly presented on a tax-equivalent basis.  That is, to the extent that some component of the institution's net
interest income, which is presented on a before-tax basis, is exempt from taxation (e.g., is received by the institution
as a result of its holdings of state or municipal obligations), an amount equal to the tax benefit derived from that
component is added to the actual before-tax net interest income total.  This adjustment is considered helpful in
comparing one financial institution's net interest income to that of another institution or in analyzing any institution’s
net interest income trend line over time, to correct any analytical distortion that might otherwise arise from the fact
that financial institutions vary widely in the proportions of their portfolios that are invested in tax-exempt securities,
and that even a single institution may significantly alter over time the proportion of its own portfolio that is invested in
tax-exempt obligations.  Moreover, net interest income is itself a component of a second financial measure commonly
used by financial institutions, net interest margin, which is the ratio of net interest income to average earning assets.
 For purposes of this measure as well, tax-equivalent net interest income is generally used by financial institutions,
again to provide a better basis of comparison from institution to institution and to better demonstrate a single
institution’s performance over time.  We follow these practices.

The Efficiency Ratio: Financial institutions often use an "efficiency ratio" as a measure of expense control.  The
efficiency ratio typically is defined as the ratio of noninterest expense to net interest income and noninterest income.
 Net interest income as utilized in calculating the efficiency ratio is typically expressed on a tax-equivalent basis.
 Moreover, most financial institutions, in calculating the efficiency ratio, also adjust both noninterest expense and
noninterest income to exclude from these items (as calculated under GAAP) certain recurring component elements of
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income and expense, such as intangible asset amortization (deducted from noninterest expense) and securities gains or
losses (excluded from noninterest income).  We follow these practices.

Tangible Book Value per Share:  Tangible equity is total stockholders’ equity less intangible assets.  Tangible book
value per share is tangible equity divided by total shares issued and outstanding.  Tangible book value per share is
often regarded as a more meaningful comparative ratio than book value per share as calculated under GAAP, that is,
total stockholders’ equity including intangible assets divided by total shares issued and outstanding.  Intangible assets
includes many items, but is essentially represented by goodwill for Arrow.

Adjustments for Certain Items of Income or Expense:  In addition to our disclosures of net income, earnings per share
(i.e. EPS), return on average assets (i.e. ROA), return on average equity (i.e. ROE) and other financial measures in
accordance with GAAP, we may also provide comparative disclosures that adjust these GAAP financial measures by
removing the impact of certain transactions or other material items of income or expense.  We believe that the
resulting non-GAAP financial measures may improve an understanding of our results of operations by separating out
items that have a disproportional positive or negative impact on the particular period in question. Additionally, we
believe that the adjustment for certain items allows a better comparison from period-to-period in our results of
operations with respect to our fundamental lines of business including the commercial banking business.

We believe that the non-GAAP financial measures disclosed by us from time-to-time are useful in evaluating our
performance and that such information should be considered as supplemental in nature and not as a substitute for or
superior to the related financial information prepared in accordance with GAAP.  Our non-GAAP financial measures
may differ from similar measures presented by other companies.

# 4
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PART I
Item 1. Business

A. GENERAL
Our holding company, Arrow Financial Corporation, a New York corporation, was incorporated on March 21, 1983
and is registered as a bank holding company within the meaning of the Bank Holding Company Act of 1956.  Arrow
owns two nationally chartered banks in New York (Glens Falls National and Saratoga National), and through such
banks indirectly owns a health and life insurance agency (Capital Financial Group, Inc.), three primarily property and
casualty insurance agencies (Loomis and LaPann, Inc., Upstate Agency, LLC and Glens Falls National Insurance
Agencies, LLC), a registered investment adviser that advises our proprietary mutual funds (North Country Investment
Advisers, Inc.), a Real Estate Investment Trust (Arrow Properties, Inc.) and four other non-bank subsidiaries whose
operations are insignificant.
Subsidiary Banks (dollars in thousands)

Glens Falls National Saratoga National
Total Assets at Year-End $1,716,629 $307,822
Trust Assets Under Administration and
   Investment Management at Year-End
   (Not Included in Total Assets)

$991,932 $54,040

Date Organized 1851 1988
Employees (full-time equivalent) 479 39
Offices 29 6

Counties of Operation

Warren,
Washington,
Saratoga, Essex &
Clinton

Saratoga

Main Office 250 Glen Street
Glens Falls, NY

171 So. Broadway
Saratoga Springs,
NY

The holding company’s business consists primarily of the ownership, supervision and control of our two banks.  The
holding company provides various advisory and administrative services and coordinates the general policies and
operation of the banks. There were 518 full-time equivalent employees, including 72 employees within our insurance
agency affiliates, at December 31, 2012.
We offer a full range of commercial and consumer banking and financial products.  Our deposit base consists of
deposits derived principally from the communities we serve.  We target our lending activities to consumers and small
and mid-sized companies in our immediate geographic areas.  Through our banks' trust operations, we provide
retirement planning, trust and estate administration services for individuals, and pension, profit-sharing and employee
benefit plan administration for corporations.
On August 1, 2011, we acquired two privately owned insurance agencies located in the greater Glens Falls area, W.
Joseph McPhillips, Inc. and McPhillips-Northern, Inc., which were controlled by the same group of shareholders.
Each of the acquisitions was structured as a merger of the acquired agency into a newly formed limited liability
company wholly owned by Arrow's principal subsidiary bank, Glens Falls National, named Glens Falls National
Insurance Agencies, LLC. Both acquisitions qualified as tax-free reorganizations under the Internal Revenue Code. At
closing of the acquisitions, which occurred on the same day, Arrow issued a total of 92,559 shares of its common
stock (as restated for stock dividends) and $116 thousand in cash to the agencies' shareholders in exchange for all of
their shares of the agencies' stock. Arrow recorded the following intangible assets as a result of the acquisitions (none
of which are deductible for income tax purposes): goodwill ($1,180) and expirations ($720).  The value of the
expirations is being amortized over twenty years.
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On February 1, 2011, we acquired Upstate Agency, Inc. ("Upstate"), a privately owned, property and casualty
insurance agency with offices located in northern New York. The acquisition was structured as a merger of Upstate
into a newly-formed limited liability company wholly owned by Glens Falls National, and qualified as a tax-free
reorganization under the Internal Revenue Code. At closing of the acquisition and in post-closing payments to date,
Arrow has issued to the former sole shareholder of Upstate, in exchange for all of his Upstate stock, 141,272 shares of
Arrow's common stock (as restated for stock dividends) and approximately $2.7 million in cash.  Arrow recorded the
following intangible assets as a result of the acquisition (none of which are deductible for income tax purposes):
goodwill ($5,040) and expirations ($2,854).  The value of the expirations is being amortized over twenty years.  The
acquisition agreement provided for possible additional post-closing payments of Arrow's common stock to the former
sole shareholder of Upstate, contingent upon the financial performance and business results of Upstate as a subsidiary
of Glens Falls National over the three-year period following the closing. The present value of the expected
post-closing payments was included in the basis of goodwill recognized at the acquisition date.
On April 1, 2010, we acquired Loomis & LaPann, Inc. ("Loomis"), a privately owned, property and casualty and
sports accident and health insurance agency located in Glens Falls.  The acquisition was structured as a merger
between a newly-formed acquisition subsidiary of Glens Falls National and Loomis, and qualified as a tax-free
reorganization under the Internal Revenue Code. Arrow has issued to the shareholders of Loomis, in exchange for
their Loomis stock, 35,048 shares of Arrow's common stock (as restated for dividends), including the issuance of
additional shares in post-closing payments to the former Loomis shareholders. At closing, Arrow recorded the
following intangible assets as a result of the acquisition (none of which are deductible for income tax purposes):
goodwill ($514 thousand) and portfolio expirations ($126 thousand).   The value of the expirations is being amortized
over twenty years. The acquisition agreement provided for possible additional post-closing payments of Arrow's
common stock to the former Loomis shareholders, contingent upon the financial performance of Loomis as a
subsidiary of Glens Falls National over a three-
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year period following the closing. The estimated value of all expected post-closing payments was included in the basis
of goodwill recognized at the acquisition date.
In July 2008, we acquired the key operating assets, including the trade name from U.S. Benefits, Inc., a provider of
administrative and recordkeeping services for more complex retirement plans.  This acquisition allows the Company
to offer enhanced and broadened services to retirement plan clients and will complement the fiduciary services
currently offered by the Company through its trust administrative and investment management activities.   
In April 2005, we acquired from HSBC Bank USA, N.A. ("HSBC") three bank branches located within our service
area.  Our subsidiary Glens Falls National acquired two HSBC branches located in Argyle and Salem, New York, and
our subsidiary Saratoga National acquired a branch located in Corinth, New York.  The banks acquired substantially
all deposit liabilities, the physical facilities and certain loans related to the branches.
In November 2004, we acquired all of the outstanding shares of common stock of Capital Financial Group, Inc.
("CFG"), an insurance agency headquartered in South Glens Falls, New York, which specializes in group health and
life insurance products. The acquisition was structured as a tax-free exchange of Arrow's common stock for CFG's
common stock with contingent payments over the five-year period subsequent to the acquisition, ending in 2009.  

B. LENDING ACTIVITIES
Arrow engages in a wide range of lending activities, including commercial and industrial lending primarily to small
and mid-sized companies; mortgage lending for residential and commercial properties; and consumer installment and
home equity financing.  We also maintain an active indirect lending program through our sponsorship of automobile
dealer programs under which we purchase dealer paper, primarily from dealers that meet pre-established
specifications.  From time-to-time we sell a portion of our residential real estate loan originations into the secondary
market, primarily to the Federal Home Loan Mortgage Corporation ("Freddie Mac") and state housing agencies, while
normally retaining the servicing rights.  
     Generally, we continue to implement lending strategies and policies that are intended to protect the quality of the
loan portfolio, including strong underwriting and collateral control procedures and credit review systems. Loans are
placed on nonaccrual status either due to the delinquency status of principal and/or interest or a judgment by
management that the full repayment of principal and interest is unlikely. Loans secured by home equity lines of credit
are systematically placed on nonaccrual status when 120 days past due, and residential real estate loans when 150 days
past due. Commercial and commercial real estate loans are evaluated on a loan-by-loan basis and are placed on
nonaccrual status when 90 days past due if the full collection of principal and interest is uncertain. (See Part II, Item
7.C.II.c. "Risk Elements.") Subsequent cash payments on loans classified as nonaccrual may be applied all to
principal, although income in some cases may be recognized on a cash basis.
We lend almost exclusively to borrowers within our geographic area, with the exception of our indirect consumer
lending line of business, where we acquire retail paper from an extensive network of automobile dealers that operate
in a geographic area (in the eastern region of upstate New York) that is somewhat larger than our normal retail service
area.  The loan portfolio does not include any foreign loans or any other significant risk concentrations.  We do not
participate in loan syndications, either as originator or as a participant.  Most of the portfolio, in general, is fully
collateralized, and many commercial loans are further secured by personal guarantees.   However, from time to time,
we buy and sell participations in loans with other financial institutions in our area of operation.
We do not engage in subprime mortgage lending as a business line and we do not extend or purchase so-called "Alt
A," "negative amortization," "option ARM's" or "negative equity" mortgage loans.  During 2012, we foreclosed on
only six loans held in our own portfolio.  

C. SUPERVISION AND REGULATION
The following generally describes the laws and regulations to which we are subject.  Bank holding companies, banks
and their affiliates are extensively regulated under both federal and state law.  To the extent that the following
information summarizes statutory or regulatory law, it is qualified in its entirety by reference to the particular
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provisions of the various statutes and regulations.  Any change in applicable law may have a material effect on our
business and prospects.

Bank Regulatory Authorities with Jurisdiction over Arrow and its Subsidiary Banks

Arrow is a registered bank holding company within the meaning of the Bank Holding Company Act of 1956 ("BHC
Act") and as such is subject to regulation by the Board of Governors of the Federal Reserve System ("FRB").  Arrow
is not, at present, a so-called "financial holding company" under federal banking law.  As a "bank holding company"
under New York State law, Arrow is also subject to regulation by the New York State Department of Financial
Services.  Our two subsidiary banks are both national banks and are subject to supervision and examination by the
Office of the Comptroller of the Currency ("OCC"). The banks are members of the Federal Reserve System and the
deposits of each bank are insured by the Deposit Insurance Fund of the Federal Deposit Insurance Corporation
("FDIC").  The BHC Act generally prohibits Arrow from engaging, directly or indirectly, in activities other than
banking, activities closely related to banking, and certain other financial activities.  Under the BHC Act, a bank
holding company must obtain FRB approval before acquiring, directly or indirectly, 5% or more of the voting shares
of another bank or bank holding company (unless it already owns a majority of such shares).  Bank holding companies
are able to acquire banks or other bank holding companies located in all 50 states, subject to certain limitations.  The
Gramm-Leach-Bliley Act ("GLBA"), enacted in 1999, authorized bank holding companies to affiliate with a much
broader array of other financial institutions than was previously permitted, including insurance companies, investment
banks and merchant banks.  See Item 1.D., "Recent Legislative Developments."
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The FRB and the OCC have broad regulatory, examination and enforcement authority. The FRB and the OCC conduct
regular examinations of the entities they regulate. In addition, banking organizations are subject to periodic reporting
requirements to the regulatory authorities.  The FRB and OCC have the authority to implement various remedies if
they determine that the financial condition, capital, asset quality, management, earnings, liquidity or other aspects of a
banking organization's operations are unsatisfactory or if they determine the banking organization is violating or has
violated any law or regulation. The authority of the FRB and the OCC includes, but is not limited to, prohibiting
unsafe or unsound practices; requiring affirmative action to correct a violation or practice; issuing administrative
orders; requiring the organization to increase capital; requiring the organization to sell subsidiaries or other assets;
restricting dividends and distributions; restricting the growth of the organization; assessing civil money penalties;
removing officers and directors; and terminating deposit insurance. The FDIC may terminate a depository institution's
deposit insurance upon a finding that the institution's financial condition is unsafe or unsound or that the institution
has engaged in unsafe or unsound practices or has violated any applicable rule, regulation, order or condition enacted
or imposed by the institution's regulatory agency.

Regulatory Supervision of Other Arrow Subsidiaries

The insurance agency subsidiaries of Arrow's banks are subject to the licensing and other provisions of New York
State Insurance law and are regulated by the New York Department of Financial Services. Arrow's investment adviser
subsidiary is subject to the licensing and other provisions of the federal Investment Advisers Act of 1940 and is
regulated by the SEC.

Regulation of Transactions between Banks and their Affiliates

Transactions between banks and their "affiliates" are regulated by Sections 23A and 23B of the Federal Reserve Act
(the "FRA"). For purposes of Sections 23A and 23B, the “affiliates” of each of our banks include Arrow and its
non-bank subsidiaries, other than subsidiaries of the banks themselves, which are considered to be part of the bank
that owns them under Sections 23A and 23B. Each of our banks is also considered an affiliate of the other bank under
Section 23A, although certain exemptions apply to transactions between the banks. Extensions of credit that a bank
may make to non-bank affiliates, or to third parties secured by securities or obligations of the non-bank affiliates, are
substantially limited by the FRA and the Federal Deposit Insurance Act (the "FDIA"). Such acts further restrict the
range of permissible transactions between a bank and an affiliate. A bank may engage in certain transactions,
including loans and purchases of assets, with an affiliate, only if the terms and conditions of the transaction, including
credit standards, are substantially the same as, or at least as favorable to the bank as, those prevailing at the time for
comparable transactions with non-affiliated companies or, in the absence of comparable transactions, on terms and
conditions that would be offered to non-affiliated companies.

Regulatory Capital Standards; Dividend Restrictions

An important area of banking regulation is the federal banking system's promulgation and enforcement of minimum
capitalization standards for banks and bank holding companies.  

New Capital Standards to be Promulgated: The discussion and disclosure below on regulatory capital is qualified in its
entirety by reference to the fact that the Dodd-Frank Act, among other financial reforms, directed the federal bank
regulatory authorities to promulgate new capital standards for all financial institutions, including bank holding
companies and banks like ours. Under the Dodd-Frank Act, the new standards for leverage and risk-based capital,
when adopted by regulators must be at least as strict (i.e., must establish minimum and target capital levels that are at
least as high) for banking organizations on a consolidated basis as the regulatory capital standards for U.S. insured
depository financial institutions at the time Dodd-Frank was enacted in 2010. The U.S. federal bank regulatory
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agencies, acting jointly, recently (in June 2012) issued proposed new capital rules for U.S. banking organizations that
aimed at implementing these Dodd-Frank capital requirements. These proposed rules were also intended to coordinate
U.S. bank capital standards with the current drafts of the Basel III proposed international capital standards and would
require significantly more stringent standards upon full implementation than are now required for U.S. financial
institutions. For more information on the Basel III standards, which are currently pending approval by participating
nations, and the capital rules proposed by U.S. regulators, see Item 7, "Management's Discussion and Analysis of
Financial Condition and Results of Operations," Section E, "Capital Resources and Dividends" on page 47. On
November 9, 2012, the U.S. federal bank regulators announced that they would not implement their proposed new
capital rules on the previously suggested effective date of January 1, 2013. Since this announcement, the regulatory
authorities have been in the process of reviewing comments and concerns about the proposed new rules.

Current Capital Standards: Arrow is currently subject to capital standards implemented by various FRB "capital
adequacy guidelines" used in the examination and supervision of bank holding companies. The FRB's risk-based
capital guidelines assign risk weightings to all assets and certain off-balance sheet items and establish an 8%
minimum ratio of qualified total capital to the aggregate dollar amount of risk-weighted assets (which is almost
always less than the dollar amount of such assets without risk weighting). Under the risk-based guidelines, at least half
of total capital must consist of "Tier 1" capital, which comprises common equity, retained earnings and a limited
amount of permanent preferred stock, less goodwill. Under the FRB's guidelines, trust preferred securities may also
qualify as Tier 1 capital, in an amount not to exceed 25% of Tier 1 capital. (Under the recently enacted Dodd-Frank
Act, newly issued trust preferred securities will no longer qualify as Tier 1 capital; previously issued trust preferred
securities for holding companies such as Arrow may continue to qualify as Tier 1 capital until maturity or redemption;
however, the
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pending proposed capital regulations, if adopted in the form proposed in May 2012, would impose a “phase-out” of such
qualification for previously issued trust preferred securities.) The currently applicable capital guidelines limit
restricted core capital elements to a percentage of the sum of core capital elements, net of goodwill less any associated
deferred tax liability. We issued trust preferred securities in 2003 and 2004 to serve as part of our core capital. Up to
half of total capital may consist of so-called "Tier 2" capital, comprising a limited amount of subordinated debt,
preferred stock not qualifying as Tier 1 capital, certain other instruments and a limited amount of the allowance for
loan losses.
The FRB's other important guideline for measuring a bank holding company's capital is the leverage ratio standard,
which establishes minimum limits on the ratio of a bank holding company's "Tier 1" capital to total tangible assets
(not risk-weighted). For top-rated holding companies, the minimum leverage ratio is 3%, but lower-rated companies
may be required to meet substantially greater minimum ratios.
Our subsidiary banks are currently subject to capital requirements similar to the capital requirements applicable at the
holding company level described above. Our banks' capital requirements have been promulgated by their primary
federal regulator, the OCC. It is widely anticipated that prevailing bank capital guidelines will be strengthened by the
regulatory authorities (in our case, the OCC) in upcoming years. Indirectly, such future bank capital requirements may
also impact our future holding company capital requirements, because Dodd-Frank requires the regulators to
promulgate holding company rules that would make consolidated bank holding company capital standards at least as
strict as those applicable directly to banks.)
Under applicable law, federal banking regulators are required to take prompt corrective action with respect to
depository institutions that do not meet minimum capital requirements.  The regulators have established five capital
classifications for banking institutions, the highest being "well-capitalized."  Our holding company and both of our
subsidiary banks currently qualify as "well-capitalized."  Under regulations adopted by the federal bank regulators, a
banking institution is considered "well-capitalized" if it has a total risk-adjusted capital ratio of 10% or greater, a Tier
1 risk-adjusted capital ratio of 6% or greater and a leverage ratio of 5% or greater and is not subject to any regulatory
order or written directive regarding capital maintenance.  The year-end 2012 capital ratios of our holding company
and our banks are set forth in Part II, Item 7.E. "Capital Resources and Dividends" and in Note 19 "Regulatory
Matters" to the consolidated financial statements under Part II, Item 8 of this Report.  
A holding company's ability to pay dividends or repurchase its outstanding stock, as well as its ability to expand its
business through acquisitions of additional banking organizations or permitted non-bank companies, may be restricted
if its capital falls below these minimum capitalization ratios or fails to meet other informal capital guidelines that the
regulators may apply from time-to-time to specific banking organizations.  In addition to these potential regulatory
limitations on payment of dividends, our holding company's ability to pay dividends to our shareholders, and our
subsidiary banks' ability to pay dividends to our holding company are also subject to various restrictions under
applicable corporate laws, including banking laws (affecting our subsidiary banks) and the New York Business
Corporation Law (affecting our holding company).  The ability of our holding company and banks to pay dividends in
the future is, and is expected to continue to be, influenced by regulatory policies, capital guidelines and applicable
law.
In cases where banking regulators have significant concerns regarding the financial condition, assets or operations of a
bank or bank holding company, the regulators may take enforcement action or impose enforcement orders, formal or
informal, against the organization.  If the leverage ratio (Tier 1 risk-adjusted capital to total tangible assets ratio) of a
bank falls below 2%, the bank may be closed and placed in receivership, with the FDIC as receiver.
The current risk-based capital guidelines that apply to Arrow are based on the 1988 capital accord of the International
Basel Committee on Banking Supervision, a committee of central banks and bank supervisors, as implemented by
U.S. federal banking agencies. In 2008, these federal banking agencies began to phase-in capital standards based on a
second capital accord, referred to as Basel II, for large or "core" international banks (total assets of $250 billion or
more or consolidated foreign exposures of $10 billion or more). Basel II emphasizes internal assessment of credit,
market and operational risk, as well as supervisory assessment and market discipline in determining minimum capital
requirements.  In 2010 the Basel Committee released the recommended Basel III capital standards, which are referred
to above and further in Item 7, “Management's Discussion and Analysis of Financial Condition and Results of
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Operations,” Section E, "Capital Resources and Dividends" on page 47.

Anti-Money Laundering and OFAC
Under federal law, financial institutions must maintain anti-money laundering programs that include established
internal policies, procedures, and controls. Financial institutions are also prohibited from entering into specified
financial transactions and account relationships and must meet enhanced standards for due diligence and customer
identification. Financial institutions must take reasonable steps to conduct enhanced scrutiny of account relationships
to guard against money laundering and to report any suspicious transactions. Law enforcement authorities have been
granted increased access to financial information maintained by financial institutions. Bank regulators routinely
examine institutions for compliance with these obligations and they must consider an institution's compliance in
connection with the regulatory review of applications, including applications for banking mergers and acquisitions.
The U.S. Department of the Treasury's Office of Foreign Assets Control, or "OFAC," is responsible for helping to
insure that U.S. entities do not engage in transactions with certain prohibited parties, as defined by various Executive
Orders and Acts of Congress. OFAC publishes lists of persons, organizations, and countries suspected of aiding,
harboring or engaging in terrorist acts, known as Specially Designated Nationals and Blocked Persons. If Arrow finds
a name on any transaction, account or wire transfer that is on an OFAC list, Arrow must freeze or block such account
or transaction, file a suspicious activity report and notify the appropriate authorities.
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Reserve Requirements
Pursuant to regulations of the FRB, all banking organizations are required to maintain average daily reserves at
mandated ratios against their transaction accounts and certain other types of deposit accounts. These reserves must be
maintained in the form of vault cash or in an account at a Federal Reserve Bank.
Community Reinvestment Act
    Each of Arrow's subsidiary banks is subject to the Community Reinvestment Act ("CRA") and implementing
regulations. CRA regulations establish the framework and criteria by which the bank regulatory agencies assess an
institution's record of helping to meet the credit needs of its community, including low and moderate-income
neighborhoods. CRA ratings are taken into account by regulators in reviewing certain applications made by Arrow
and its bank subsidiaries.
Privacy and Confidentiality Laws
Arrow and its subsidiaries are subject to a variety of laws that regulate customer privacy and confidentiality. GLBA
requires financial institutions to adopt privacy policies, to restrict the sharing of nonpublic customer information with
nonaffiliated parties upon the request of the customer, and to implement data security measures to protect customer
information. The Fair Credit Reporting Act, as amended by the Fair and Accurate Credit Transactions Act of 2003
regulates use of credit reports, providing of information to credit reporting agencies and sharing of customer
information with affiliates, and sets identity theft prevention standards.

D. RECENT LEGISLATIVE DEVELOPMENTS

The principal federal law enacted since the start of the financial crisis that attempts to deal with the causes of that
crisis is the Dodd-Frank Act. It significantly affects all financial institutions, including Arrow and our banks. There
are other earlier-enacted banking laws that continue to significantly impact our operations. The Dodd-Frank Act and
these other statutes are discussed briefly below.

The Dodd-Frank Act
As a result of the 2008-2009 financial crisis, the U.S. Congress passed and the President signed the Dodd-Frank Act
on July 21, 2010. While many of the Act's provisions have not had and likely will not have any direct impact on
Arrow, other provisions have impacted or likely will impact our business operations and financial results in a
significant way. These include the establishment of a new regulatory body known as the Bureau of Consumer
Financial Protection, which will operate as an independent entity within the Federal Reserve System and is authorized
to issue rules for consumer protection, some of which likely will significantly increase banks' compliance expenses,
thereby reducing or restraining profitability. For depository institutions with $10 billion or less in assets (such as
Arrow's banks), the banks' traditional regulatory agencies (for our banks, the OCC), and not the Bureau, will have
primary examination and enforcement authority over the banks' compliance with new Bureau rules as well as all other
consumer protection rules and regulations.  However, the  Bureau will have the right to include its examiners on a
"sampling" basis in examinations conducted by the traditional regulators and will be authorized to give those agencies
input and recommendations with respect to consumer protection laws and to require reports and other examination
documents. The Bureau will have broad authority to curb practices it finds to be unfair, deceptive and abusive. What
constitutes "abusive" behavior has been broadly defined and is very likely to create an environment conducive to
increased litigation.  This is likely to be exacerbated by the fact that, in addition to the federal authorities charged with
enforcing the Bureau's rules, state attorneys general are also authorized to enforce those Federal consumer laws
transferred to the Bureau and the rules issued by the Bureau thereunder.
Dodd-Frank also directs the federal banking authorities to issue new capital requirements for banks and holding
companies which must be at least as strict as the pre-existing capital requirements for depository institutions and may
be much more onerous. See the discussion under “Important Proposed Changes to Regulatory Capital Standards” on
page 47 of this Report. Dodd-Frank also provided that any new issuances of trust preferred securities (TRUPs) by
bank holding companies having between $500 million and $15 billion in assets (such as Arrow) will no longer be able
to qualify as Tier 1 capital, although previously issued and outstanding TRUPs of such bank holding companies,
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including Arrow's $20 million of TRUPs that are currently outstanding, will continue to qualify as Tier 1 capital.
However, if the proposed new capital rules to be jointly issued by the federal bank regulatory agencies were to be
issued in the form as proposed in June 2012, even these "grandfathered" TRUPs previously issued by small- to
mid-sized financial institutions like Arrow would be phased out from qualifying as Tier 1 capital, at a rate of 10% per
year beginning in 2013. We as well as other community and regional banks would be adversely affected by this
particular treatment, which is more severe in its impact on the capital of affected banks like ours than is required under
Dodd-Frank. In any event, TRUPs, which have been an important financing tool for community banks such as ours,
can no longer be counted on as a viable source of new capital.
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Many of the regulations required to be promulgated by bank regulators in order to give effect to Dodd-Frank's
provisions have yet to be promulgated or are pending final approval by the regulators, and will have phase-in periods
even after final promulgation. The following is a summary of some additional Dodd-Frank provisions that are likely to
have a material impact, positive or negative, as the case may be, on us and our customers:

1. Increase of FDIC deposit insurance to $250,000 per customer made permanent by statute.
2. The FDIC insurance assessment on banks is now asset-based, not deposit-based, which actually reduces insurance
costs for most small to mid-sized institutions, like Arrow. Under the new method, our premiums were reduced from
$513 thousand of FDIC and FICO assessments for the first quarter of 2011 (the last quarter under the old
deposit-based method of assessment), to $267 thousand of expense for the second quarter of 2011 (under the new
asset-based method), a decline of 48%.
3. New limitations imposed by Dodd-Frank on debit card interchange fees, which technically apply only to the very
large banks having more than $10 billion in assets, have already had and likely will continue to have a negative impact
on the fee income of smaller banks like ours, due to competitive pressures. 
4. Requirements for mortgage originators to act in the best interests of a consumer and to seek to ensure that a
consumer will have the capacity to repay any consumer loan.
5. Requirements for comprehensive additional residential mortgage loan related disclosures.
6. Statutory implementation of “source of strength doctrine” for both bank and savings and loan holding companies,
under which the Federal Reserve can compel a holding company to contribute additional capital to its subsidiary
depository institutions.
7. Limitation of current Federal preemption standards for national banks (such as our banks), that is, the Act reduces
the extent to which state law is preempted by Federal law with regard to the operation of national banks.  This
increases the potential for State intervention in the operations of national banks.
8. Repeal of the federal prohibitions on the payment of interest on demand deposits, thereby permitting depository
institutions to pay interest on business transaction and other accounts.

Full implementation of the Dodd-Frank Act will result in many new mandatory and discretionary rulemakings by
numerous federal regulatory agencies. This rulemaking will continue for several more years. As a result, bank holding
companies are facing thousands of new pages of regulations, not to mention increased litigation risk. Additional
required rules still in the formulation process that may significantly impact our operations include those related to
short-term borrowing disclosures, and disclosures regarding executive compensation. Several of these issues are
highly controversial, and the implementing regulations to be forthcoming remain the focus of much discussion and
concern.

Other Recent Federal Laws Affecting Banks

Federal laws enacted in 2008 addressing the financial crisis included The Emergency Economic Stabilization Act of
2008 (EESA) and the American Recovery and Reinvestment Act of 2008 (ARRA) and related governmental
programs. These laws established emergency capital and liquidity support programs which enabled many major
financial institutions to survive the crisis. Such program served their purpose and have largely been superseded by
subsequent statutory and regulatory measures, principally Dodd-Frank. We did not participate, or need to participate
in any of the emergency capital or liquidity support programs.
The Bankruptcy Abuse Prevention and Consumer Protection Act of 2005 became effective October 17, 2005. The Act
addressed many areas of bankruptcy practice, including consumer bankruptcy, general and small business bankruptcy,
treatment of tax claims in bankruptcy, ancillary and cross-border cases, financial contract protection amendments to
Chapter 12 governing family farmer reorganization, and special protection for patients of a health care business filing
for bankruptcy.  This Act did not have a significant impact on our earnings or on our efforts to recover collateral on
secured loans.

Edgar Filing: ARROW FINANCIAL CORP - Form 10-K

18



The Sarbanes-Oxley Act, signed into law on July 30, 2002, adopted a number of measures having a significant impact
on all publicly-traded companies, including Arrow.  Generally, the Act sought to improve the quality of financial
reporting of these companies by compelling them to adopt good corporate governance practices and by strengthening
the independence of their auditors.  The Act placed substantial additional duties on directors, officers, auditors and
attorneys of public companies.  Among other specific measures, the Act required that chief executive officers and
chief financial officers certify to the SEC in the holding company's annual and quarterly reports filed with the SEC
regarding the accuracy of its financial statements contained therein and the integrity of its internal controls.  The Act
also accelerated insiders' reporting requirements for transactions in company securities, restricted certain executive
officer and director transactions, imposed obligations on corporate audit committees, and provided for enhanced
review of company filings by the SEC.  As part of the general effort to improve public company auditing, the Act
places limits on consulting services that may be performed by a company's independent auditors by requiring that the
company's Audit Committee of the Board of Directors evaluate amounts to determine independence.  The Act created
a federal public company accounting oversight board (the PCAOB) to set auditing standards, inspect registered public
accounting firms, and exercise enforcement powers, subject to oversight by the SEC.  
In the wake of the Sarbanes-Oxley Act, the nation's stock exchanges, including the exchange on which Arrow's stock
is listed, the National Association of Securities Dealers, Inc. ("NASD") promulgated a wide array of governance
standards that must be followed by listed companies.  The NASD standards include having a Board of Directors the
majority of whose members are independent of management, and having audit, compensation and nomination
committees of the Board consisting exclusively of independent directors.  We have implemented a variety of corporate
governance measures and procedures to comply with Sarbanes-Oxley and the amended NASD listing requirements,
although we have always relied on a Board of Directors a majority of whose members are independent and
independent Board committees to make important decisions regarding the Company.
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The USA Patriot Act initially adopted in 2001 and re-adopted by the U.S. Congress in 2006 with certain changes (the
"Patriot Act"), imposes substantial record-keeping and due diligence obligations on banks and other financial
institutions, with a particular focus on detecting and reporting money-laundering transactions involving domestic or
international customers.  The U.S. Treasury Department has issued and will continue to issue regulations clarifying
the Patriot Act's requirements.  The Patriot Act requires all financial institutions, including banks, to maintain certain
anti-money laundering compliance and due diligence programs.  The provisions of the Act impose substantial costs on
all financial institutions, including ours.

Recent Changes in Deposit Insurance Laws and Regulations

Although the Dodd-Frank Act extended the unlimited FDIC deposit insurance coverage that had been previously
established by FDIC rule for non-interest-bearing transaction accounts (such as certain checking accounts), this
unlimited deposit insurance coverage terminated by statute on December 31, 2012. Consequently, as of January 1,
2013, funds held in non-interest-bearing transaction accounts at Arrow's banks no longer have unlimited deposit
insurance coverage, but are subject to standard FDIC deposit insurance rules.
The FDIC collects insurance premiums on insured deposits. In recent years, the FDIC has made several modifications
to its deposit insurance premium structure, the most important of which was to calibrate premiums based on the total
assets (versus total deposits) of insured institutions. This has tended to benefit smaller regional banks such as ours,
that typically maintain a higher ratio of deposits to total assets than the large, money-center banks. In 2007, after a
several year period in which banks were charged no or very low premiums for deposit insurance, the FDIC resumed
charging financial institutions an FDIC deposit insurance premium, under a new risk-based assessment system. Under
this system, institutions in Risk Category I (the lowest of four risk categories) paid a rate (based on a formula) of 5 to
7 cents per $100 of assessable deposits.  
In 2008, in response to a growing level of claims against the Bank Insurance Fund, resulting from the first stages of
the financial crisis, the FDIC announced that it would raise the lowest rate from 5 cents to 12 cents per $100 of
assessable deposits, which increase remained in effect through 2009.  In addition, beginning with the second quarter
of 2009, the FDIC added four new factors to the assessment rate calculation, including factors for brokered deposits,
secured liabilities and unsecured liabilities.
In 2009, in light of extraordinary demands on the FDIC's insurance fund, the FDIC imposed a special assessment on
all insured institutions, including our banks, at .05% of total assets as adjusted for Tier 1 capital.  We charged $787
thousand to earnings in the second quarter of 2009 for this assessment, which was paid on September 30, 2009.  In the
fourth quarter of 2009, the FDIC collected prepaid assessments for the fourth quarter of 2009 and for all of 2010, 2011
and 2012.  Our prepaid assessment amounted to $6.8 million.  The expense was ratably recorded over the respective
periods as directed by the FDIC.  
In February of 2011, the FDIC finalized a new assessment system that took effect in the second quarter of 2011.  The
final rule changed the assessment base from domestic deposits to average assets minus average tangible equity,
adopted a new large-bank pricing assessment scheme, and set a target size for the Deposit Insurance Fund (the
successor to the Bank Insurance Fund).  The changes went into effect in the second quarter of 2011.  The rule (as
mandated by Dodd-Frank) finalizes a target size for the Deposit Insurance Fund at 2% of insured deposits. It also
implements a lower assessment rate schedule when the fund reaches 1.15% (so that the average rate over time should
be about 8.5 basis points) and, in lieu of dividends, provides for a lower rate schedule when the reserve ratio reaches
2% and 2.5%.  Also as mandated by Dodd-Frank, the rule changes the assessment base from adjusted domestic
deposits to a bank's average consolidated total assets minus average tangible equity.  The new assessment system
significantly lowered our FDIC insurance assessments in second quarter of 2011, which decreased by over 48% from
the first quarter of 2011.
       We are unable to predict whether or to what extent the FDIC may elect to impose additional special assessments
on insured institutions in upcoming years, although it is commonly understood that the FDIC insurance fund may not
be adequate if bank failures continue at significant levels for any significant period of time and/or the cost to the FDIC
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of the bank failures recently resolved by it should prove even greater than was initially anticipated.

E. STATISTICAL DISCLOSURE – (GUIDE 3)
Set forth below is an index identifying the location in this Report of various items of statistical information required to
be included in this Report by the SEC’s industry guide for Bank Holding Companies.
Required Information Location in Report
Distribution of Assets, Liabilities and Stockholders' Equity; Interest Rates and Interest
Differential Part II, Item 7.B.I.

Investment Portfolio Part II, Item 7.C.I.
Loan Portfolio Part II, Item 7.C.II.
Summary of Loan Loss Experience Part II, Item 7.C.III.
Deposits Part II, Item 7.C.IV.
Return on Equity and Assets Part II, Item 6.
Short-Term Borrowings Part II, Item 7.C.V.
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F. COMPETITION
We face intense competition in all markets we serve.  Traditional competitors are other local commercial banks,
savings banks, savings and loan institutions and credit unions, as well as local offices of major regional and money
center banks.  Like all banks, we encounter strong competition in mortgage lending from a wide variety of other
mortgage originators, all of whom are principally affected in this business by the rate and terms set, and the lending
practices established by the very large government sponsored enterprises “Fannie Mae” and “Freddie Mac,” who purchase
and/or guarantee a very substantial dollar amount and number of mortgage loans, which in 2012 accounted for a large
majority of the total amount of mortgage loans extended in the U.S. Additionally, non-banking financial
organizations, such as consumer finance companies, insurance companies, securities firms, money market, mutual
funds and credit card companies offer substantive equivalents of the various other types of loan and financial products
and transactional accounts that we offer, even though these non-banking organizations are not subject to the same
regulatory restrictions and capital requirements that apply to us.  Under federal banking laws, such non-banking
financial organizations not only may offer products comparable to those offered by commercial banks, but also may
establish or acquire their own commercial banks.

G. EXECUTIVE OFFICERS OF THE REGISTRANT
The names and ages of the executive officers of Arrow and positions held by each are presented in the following table.
 Officers are elected annually by the Board of Directors.
Name Age Positions Held and Years from Which Held

Thomas J. Murphy 54

President and Chief Executive Officer of the Arrow since January 1, 2013. He has
been a director of Arrow since July 2012. Mr. Murphy served as a Vice President
of Arrow from 2009 to 2012. Mr. Murphy has served as Corporate Secretary from
2009 to 2012. Mr. Murphy is also the President and Chief Executive Officer of
GFNB since January 1, 2013. Prior to that date he served as Senior Executive Vice
President and President of GFNB since July 1, 2011. Prior to July 1, 2011, Mr.
Murphy served as Senior Trust Officer of GFNB since 2010 and Cashier of GFNB
since 2009. Murphy previously served as Assistant Corporate Secretary of Arrow
(2008-2009), Senior Vice President of GFNB (2008-2011) and Manager of the
Personal Trust Department of GFNB (2004-2011). Mr. Murphy started with the
Company in 2004.

Terry R. Goodemote 49

Executive Vice President and Senior Executive Vice President of GFNB since
July 1, 2011. Mr. Goodemote previously served as our Senior Vice President,
Treasurer and Chief Financial Officer and as the Executive Vice President,
Treasurer and Chief Financial Officer of GFNB since 2008. Mr. Goodemote was
first appointed Chief Financial Officer and Treasurer of Arrow and GFNB on
January 1, 2007. Prior to becoming Chief Financial Officer, Mr. Goodemote
served as Senior Vice President and Head of the Accounting Division of GFNB.
Mr. Goodemote started with the Company in 1992.

David S. DeMarco 51

Senior Vice President of Arrow since May 1, 2009. Mr. DeMarco has been the
President of and Chief Executive Officer of SNB since January 1, 2013. Prior to
that date, Mr. DeMarco served as Executive Vice President and Head of the
Branch, Corporate Development, Financial Services & Marketing Division of
GFNB since January 1, 2003. Mr. DeMarco started with the Company in 1987.

H. AVAILABLE INFORMATION
Our Internet address is www.arrowfinancial.com.  We make available free of charge on or through our Internet
website our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and
amendments to those reports as soon as practicable after we file or furnish them with the SEC pursuant to the
Exchange Act.  We also make available on the internet website various other documents related to corporate
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operations, including our Corporate Governance Guidelines, the charters of our principal board committees, and our
codes of ethics.  We have adopted a financial code of ethics that applies to Arrow’s chief executive officer, chief
financial officer and principal accounting officer and a business code of ethics that applies to all directors, officers and
employees.
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Item 1A. Risk Factors

Our financial results and the market price of our stock in future periods are subject to risks arising from many factors,
including the following:  (Please note that the discussions below regarding potential impact on Arrow of certain of
these factors that may develop in the future are not meant to provide predictions by Arrow's management that such
factors will develop, but to acknowledge the possible impact that could occur if the factors do develop.)

Difficult market conditions have adversely affected the financial services industry.  For many financial institutions,
dramatic declines in the U.S. housing market over the past three years, with falling home prices and increasing
foreclosures and unemployment, have negatively impacted the credit performance of real estate related loans and
resulted in significant write-downs of asset values.   To date, the impact of these adverse market conditions has been
less significant on Arrow than it has been on many other U.S. financial institutions.  Write-downs at many of these
other institutions, initially of asset-backed securities but spreading to other securities and loans, have caused a number
of those institutions to seek additional capital, to reduce or eliminate dividends, to merge with larger and stronger
institutions and, in some cases, to fail.  Reflecting concern about the stability of the financial markets generally and
the strength of counterparties, many lenders have reduced or ceased providing funding to borrowers, including to
other financial institutions.  Generally, in the financial services sector, this market turmoil and tightening of credit
have led to an increased level of commercial and consumer delinquencies at many institutions, lack of consumer
confidence, increased market volatility and widespread reduction of business activity.  Although this turmoil has
affected Arrow and our local markets less than certain other institutions and markets, the resulting economic pressure
on consumers and lack of confidence in the financial markets has already, to some extent, adversely affected our
business, financial condition and results of operations. Market developments may continue to negatively affect
consumer confidence levels and demand for loans, and may cause adverse changes in payment patterns, causing
increases in delinquencies and default rates, which may increase our charge-offs and provision for credit losses.  A
worsening of these conditions would likely exacerbate the adverse effects of these difficult market conditions on
Arrow and others in the financial institutions industry.

We may be adversely affected by new and enhanced government regulation, especially the new rules promulgated
under the Dodd-Frank Act.  Even before the recent financial crisis and the new banking laws and regulations resulting
therefrom, including the Dodd-Frank Act, we were subject to extensive Federal and state banking regulations and
supervision.  Banking regulations are intended primarily to protect our depositors' funds and the Federal deposit
insurance funds, not the Company's shareholders.  Regulatory requirements affect our lending practices, capital
structure, investment practices, dividend policy and growth.  Failure to meet minimum capital requirements could
result in the imposition of limitations on our operations that would adversely impact our profitability and could, if
capital levels dropped significantly, result in our being required to cease or scale back our operations or raise capital at
inopportune times or unsatisfactory prices.  On top of the preexisting regulatory structure, the recent changes in
governing law, regulations and regulatory practices have already imposed, and likely will continue to impose,
substantial additional costs on us and thereby hurt our revenues and profitability.  Dodd-Frank has already required us
to adopt substantial additional practices and procedures in the normal day-to-day operation of our business, and many
of the new and most onerous rules and regulations required by Dodd-Frank, including new capital requirements that
may be substantially enhanced from the current requirements, have not yet been implemented or in some cases even
proposed. In many case, even the general structure of the new regulations required to be issued under Dodd-Frank is
unclear. This uncertainty is a concern. At this time, it is difficult to predict the extent to which Dodd-Frank or the
resulting regulations and rules may adversely impact the Company.  It is reasonably certain, however, that
Dodd-Frank will increase our costs, require us to modify certain strategies and business operations, and require us to
revise our capital and liquidity structures, which, individually or collectively, may very well have a material adverse
impact on our financial condition.
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If economic conditions, already weak, should worsen and the U.S. experiences a recession or prolonged economic
stagnation, the Company's allowance for loan losses may not be adequate to cover actual losses.  Like all financial
institutions, we maintain an allowance for loan losses to provide for probable loan losses at the balance sheet date.
 Our allowance for loan losses is based on our historical loss experience as well as an evaluation of the risks
associated with our loan portfolio, including the size and composition of the portfolio, current economic conditions
and geographic concentrations within the portfolio and other factors. If the economy in our geographic market area,
the northeastern region of New York State, or in the U.S. generally, should deteriorate to the point that recessionary
conditions return, or if the regional or national economy experiences a protracted period of stagnation, the quality of
our loan portfolio may weaken significantly.  If so, our allowance for loan losses may not be adequate to cover actual
loan losses, and future enhanced provisions for loan losses could materially and adversely affect financial results.
 Moreover, weak or worsening economic conditions often lead to difficulties in other areas of our business, including
growth of our business generally, thereby compounding the negative effects on earnings.
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A sustained and/or significant change in domestic interest rates could negatively affect the Company's net interest
income.  An institution's net interest income is significantly affected by market rates of interest, including short-term
and long-term rates and the relationship between the two.  Interest rates are highly sensitive to many factors, which are
beyond our control, including general economic conditions, policies of various governmental and regulatory agencies
such as the Federal Reserve Board, and actions taken by foreign central banks.  Like all financial institutions, the
Company's balance sheet is affected by fluctuations in interest rates.  Although both short- and long-term interest rates
have remained at very low levels for the past several years, and the Federal Reserve has recently announced that its
goal is to keep rates in the U.S. at these low levels at least through 2014, there is a widespread concern that the rapid
growth in the money supply, another development actively promoted by the Federal Reserve and other central banks
in the western world, will eventually lead to a surge in inflation in the U.S. and other developed nations, including in
the cost of borrowed funds (i.e., interest rates). Any such development (i.e., a rising rate environment in the U.S. )
may negatively affect banks' profitability.  See the discussion under "Changes in Net Interest Income Due to Rate," on
page 30 of this Report.

If economic conditions worsen significantly and the U.S. financial markets should suffer another downturn, the
company may experience limited access to credit markets.  As discussed under Part I, Item 7.D. "Liquidity," the
Company has relationships with various third parties to provide overnight and longer-term credit arrangements.  If and
as these third parties may themselves have difficulty in accessing their own credit markets, we may, in turn,
experience a decrease in our capacity to borrow funds from them or other third parties traditionally relied upon by
banks for liquidity.

If the value of real estate in our market area were to suffer an additional material decline, a significant portion of our
loan portfolio could become under-collateralized, which might have a material adverse effect on us.  In addition to
considering the financial strength and cash flow characteristics of borrowers, we often secure loans with real estate
collateral, which in each case provides an alternate source of repayment in the event of default by the borrower.  If
mortgaged real property deteriorates in value significantly during the time the credit is outstanding and we are
required to liquidate the collateral securing a loan to satisfy the debt, our earnings and capital could be adversely
affected.  Furthermore, the possibility of legislative changes at the Federal or State level adversely impacting the
ability of banks to protect themselves when loans begin to go bad, including through foreclosure proceedings, may
result in negative impacts to those institutions.

If securities prices should significantly decline in upcoming periods, we likely will experience a reduction in income
from fiduciary activities.  The most significant portion of the income we earn from managing assets in our fiduciary
capacity is tied to the market value of those assets, i.e., investment securities. If stocks or other equity securities lose
market value, in a sudden market crash as was experienced in 2008-2009, we may see our fiduciary income
substantially reduced.

We are subject to the local economies where we operate, and unfavorable economic conditions in these areas could
have a material adverse effect on our financial condition and results of operations.  Our success depends upon the
growth in business activity, income levels and deposits in our geographic market area.  Unpredictable and unfavorable
economic conditions unique to our market area may have an adverse effect on the quality of our loan portfolio and
financial performance.  As a community bank, we are less able than our larger regional competitors to spread the risk
of unfavorable local economic conditions over a larger market area. Although our market area (northeastern New
York State) has not been as severely damaged by the financial downturn of the past three years as many other areas of
the U.S., this could change in future periods if the U.S. economy generally continues to suffer.  Moreover, we cannot
give any assurances that we, as a single enterprise, will benefit from any unique and favorable economic conditions in
our market area, even if they do occur.  
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Current levels of market volatility.  The market for certain investment securities, including mortgage-backed
securities, has been highly volatile or inactive, and may not stabilize or resume in the near future.  This volatility can
result in significant fluctuation in the prices of those securities, some of which we hold in our investment portfolio,
which could affect the results of our operations.

Changes in accounting standards may materially impact the company's financial statements.  From time-to-time, the
Financial Accounting Standards Board ("FASB") changes the financial accounting and reporting standards that govern
the preparation of our financial statements.  These changes can be hard to predict and can materially impact how we
record and report our financial condition and results of operations.  In some cases, we may be required to apply a new
or revised standard retroactively, resulting in changes to previously reported financial statements.  Specifically,
changes in the fair value of our financial assets could have a significant negative impact on our asset portfolios and
indirectly on our capital levels

The Company's business could suffer if it loses key personnel unexpectedly.  Our success depends, in large part, on
our ability to retain our key personnel for the duration of their expected terms of service. However, back-up plans are
also important, in the event key personnel are unexpectedly rendered incapable of performing or depart or resign from
their positions.  While our Board of Directors actively reviews emergency staffing plans, any sudden unexpected
change at the senior management level may adversely affect our business.

The Company relies on other companies to provide key components of the company's business infrastructure.
 Third-party vendors provide key components of our business infrastructure such as Internet connections, network
access and mutual fund distribution.  These parties are beyond our control, and any problems caused or experienced
by these third parties, including their not being able to continue to provide their services to us or performing such
services poorly, could adversely affect our ability to deliver products and services to our customers and conduct our
business.
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 The soundness of other financial institutions could adversely affect Arrow.  Our ability to engage in routine funding
transactions could be adversely affected by the actions and commercial soundness of other financial institutions.
 Financial services institutions are interrelated as a result of trading, clearing, counterparty and other relationships.
 Arrow has exposure to many different counterparties, and we routinely execute transactions with counterparties in the
financial industry, including brokers and dealers, other commercial banks, investment banks, mutual and hedge funds,
and other financial institutions.  As a result, defaults by, or even rumors or questions about, one or more financial
services institutions, or the financial services industry generally, could lead to market-wide liquidity problems and
losses or defaults by Arrow or by other institutions and organizations.  Many of these transactions expose Arrow to
credit risk in the event of default of our counterparty or client.  In addition, Arrow's credit risk may be exacerbated
when the collateral held by Arrow cannot be liquidated or is liquidated at prices not sufficient to recover the full
amount of the financial instrument exposure due Arrow.  There is no assurance that any such losses would not
materially and adversely affect our results of operations.

The Company faces continuing and growing security risks to its own information base and to information on its
customers.  Arrow has implemented systems of internal controls and procedures and corporate governance policies
and procedures intended to protect its business operations. In addition, we rely on the services of a variety of vendors
to meet our data processing and communication needs. No matter how well designed or implemented our controls are,
we cannot provide an absolute guarantee to protect business operations from every type of problem in every situation.
A failure or circumvention of these controls could have a material adverse effect on Arrow's business operations and
financial condition. Also the computer systems and network infrastructure that we use are always vulnerable to
unforeseen disruptions, including theft of confidential customer information ("identity theft") and interruption of
service as a result of fire, natural disasters, explosion, general infrastructure failure or cyber attacks. These disruptions
may arise in our internally developed systems, the systems of our third- party service providers or originating from our
consumer and business customers who access our systems from their own networks or digital devices to process
transactions. Information security risks have increased significantly in recent years because of consumer demand to
use the Internet and other electronic delivery channels to conduct financial transactions. This risk is further enhanced
due to the increased sophistication and activities of organized crime, hackers, terrorists and other disreputable parties.
We regularly assess and attempt to improve our security systems and disaster preparedness, including back-up
systems, but the risks are substantially escalating. As a result, cybersecurity and the continued enhancement of our
controls and processes to protect our systems, data and networks from attacks or unauthorized access remain a
priority. Accordingly, we may be required to expend additional resources to enhance our protective measures or to
investigate and remediate any information security vulnerabilities or exposures. Such costs or losses could exceed the
amount of insurance coverage, if any, which would adversely affect our earnings.

       Our industry is faced with technological advances and changes on a continuing basis, and failure to adapt to these
advances and changes could have a material adverse impact on our business. Technological advances and changes in
the financial services industry are pervasive and constant factors. For our business to remain competitive, we must
comprehend developments in new products, services and delivery systems utilizing new technology and adapt to those
developments. Proper implementation of new technology can increase efficiency, decrease costs and help to meet
customer demand. However, many of our competitors have greater resources to invest in technological advances and
changes. We may not always be successful in utilizing the latest technological advances in offering our products and
services or in otherwise conducting our business. Failure to identify, adapt to and implement technological advances
and changes could have a material adverse effect on our business.

Our stock price may begin to reflect market volatility more closely than it has in the past.  Our stock price can
fluctuate widely in response to a variety of factors, including:  actual or anticipated variations in our operating results;
recommendations by securities analysts; significant acquisitions or business combinations; operating and stock price
performance of other companies that investors deem comparable to us; new technology used or services offered by
our competitors; news reports relating to trends, concerns and other issues in the financial services industry; and
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changes in government regulations.  Many of these factors that may adversely affect our stock price are less reflective
of our particular condition or operating results than general market fluctuations, industry-wide factors or general
economic or political conditions and events, including terrorist attacks, economic slowdowns or recessions, interest
rate changes, credit loss trends or currency fluctuations.

Item 1B. Unresolved Staff Comments - None
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Item 2. Properties

Our main office is at 250 Glen Street, Glens Falls, New York.  The building is owned by us and serves as the main
office for Glens Falls National, our principal subsidiary.  We own twenty-eight branch banking offices and lease seven
others at market rates. We own two offices for our insurance operations and lease six others. Four of our insurance
offices are located at our branch locations. We also lease office space in a building near our main office in Glens Falls.
In the opinion of management, the physical properties of our holding company and our subsidiary banks are suitable
and adequate.  For more information on our properties, see Notes 2, 6 and 18 to the Consolidated Financial Statements
contained in Part II, Item 8 of this Report.

Item 3. Legal Proceedings

We are not the subject of any material pending legal proceedings, other than ordinary routine litigation occurring in
the normal course of our business.  On an ongoing basis, we typically are the subject of or a party to various legal
claims, which arise in the normal course of our business.  The various legal claims currently pending against us will
not, in the opinion of management based upon consultation with counsel, result in any material liability.

Item 4.Mine Safety Disclosures - None

PART II

Item 5.Market for the Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

The common stock of Arrow Financial Corporation is traded on the Global Select Market of the NASDAQ Stock
MarketR under the symbol AROW.
The high and low prices listed below represent actual sales transactions, as reported by NASDAQ.  All stock prices
and cash dividends per share have been restated to reflect subsequent stock dividends.  On September 27, 2012, we
distributed a 2% stock dividend on our outstanding shares of common stock.

2012 2011
Market Price Cash

Dividends
Declared

Market Price Cash
Dividends
DeclaredLow High Low High

First Quarter $22.80 $26.62 $0.245 $21.50 $26.74 $0.238
Second Quarter 22.60 24.37 0.245 21.92 24.02 0.238
Third Quarter 23.26 25.68 0.245 21.18 23.84 0.238
Fourth Quarter 22.86 25.50 0.250 21.08 23.53 0.245

The payment of cash dividends by Arrow is determined at the discretion of its Board of Directors and is dependent
upon, among other things, our earnings, financial condition and other factors, including applicable legal and
regulatory restrictions.  See "Capital Resources and Dividends" in Part II, Item 7.E. of this Report.
There were approximately 6,964 holders of record of Arrow’s common stock at December 31, 2012. Arrow has no
other class of stock outstanding.
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Equity Compensation Plan Information
The following table sets forth certain information regarding Arrow's equity compensation plans as of
December 31, 2012.  These equity compensation plans were our 2008 Long-Term Incentive Plan ("LTIP"), our 2011
Employee Stock Purchase Plan ("ESPP") and our 2008 Directors' Stock Plan (DSP).  All of these plans have been
approved by Arrow's shareholders.

Plan Category

(a)
Number of Securities
to be Issued Upon
Exercise of
Outstanding Options,
Warrants and Rights

(b)
Weighted-Average
Exercise Price of
Outstanding Options,
Warrants and Rights

(c)
Number of Securities
Remaining Available
for Future Issuance
Under Equity
Compensation Plans
(Excluding Securities
Reflected in Column
(a))        

Equity Compensation Plans Approved by
Security Holders (1)(2) 442,385 $23.03 220,228

Equity Compensation Plans Not Approved by
Security Holders — — —

Total 442,385 $23.03 220,228

(1)All 442,385 shares of common stock listed in column (a) are issuable pursuant to outstanding stock options grantedunder the LTIP. 

(2)
The total of 220,228 shares listed in column (c) includes 37,695 shares of common stock available for future award
grants under the LTIP, 3,961 shares of common stock available for future issuance under the DSP and 178,572
shares of common stock available for future issuance under the ESPP.
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STOCK PERFORMANCE GRAPHS

The following two graphs provide a comparison of the total cumulative return (assuming reinvestment of dividends)
for the common stock of Arrow as compared to the Russell 2000 Index, the NASDAQ Banks Index and the Zacks
$1B-$5B Bank Assets Index.

The historical information set forth below may not be indicative of the future results. The first graph presents the
five-year period from December 31, 2007 to December 31, 2012 and the second graph presents stock performance for
the ten-year period from December 31, 2002 to December 31, 2012.

TOTAL RETURN PERFORMANCE
Period Ending

Index 2007 2008 2009 2010 2011 2012

Arrow Financial Corporation 100.00 121.80

® stock will
occur as
soon as
reasonably
practicable,
once results
have been
received
indicating
that the
acquisition
will likely
be
successful.

If a company files for bankruptcy, the NASDAQ-100 Index® stock or stocks of the issuer will be removed from the
NASDAQ-100 Index® as soon as practicable thereafter. The value of the NASDAQ-100 Index® stock will be
considered $0.00000001 if no other applicable price can be observed on the Nasdaq Global Select Market or the
Nasdaq Global Market.
Discretionary Adjustments
In addition to the above, Nasdaq, Inc. may, from time to time, exercise reasonable discretion as it deems appropriate
in order to ensure NASDAQ-100 Index® integrity, including, but not limited to, changes to quantitative inclusion
criteria.  Nasdaq, Inc. may also, due to special circumstances, if deemed essential, apply discretionary adjustments to
ensure and maintain the quality of the NASDAQ-100 Index® construction and calculation.
Market Disruption Events
If a NASDAQ-100 Index® stock does not trade on its primary listing market on a given day or such index market has
not opened for trading, the most recent last sale price from the index market (adjusted for corporate actions, if any) is
used. If a NASDAQ-100 Index® stock is halted from trading on its index market during the trading day, the most
recent last sale price is used until trading resumes.
Corrections and Calculations
The closing value of the NASDAQ-100 Index® may change up until 17:15:00 ET due to corrections to the last sale
price of the NASDAQ-100 Index® stocks. In the event that a change has been made to the NASDAQ-100 Index®
intraday, Nasdaq, Inc. will make an announcement describing such change. In the
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event a NASDAQ-100 Index® calculation has been corrected retroactively, an announcement will be provided.
License Agreement between Nasdaq, Inc. and GS Finance Corp.
The Product(s) is not sponsored, endorsed, sold or promoted by NASDAQ, Inc. or its affiliates (NASDAQ, with its
affiliates, are referred to as the “Corporations”).  The Corporations have not passed on the legality or suitability of, or
the accuracy or adequacy of descriptions and disclosures relating to, the Product(s).  The Corporations make no
representation or warranty, express or implied to the owners of the Product(s) or any member of the public regarding
the advisability of investing in securities generally or in the Product(s) particularly, or the ability of the
NASDAQ-100® Index to track general stock market performance.  The Corporations’ only relationship to GS Finance
Corp. (“Licensee”) is in the licensing of the Nasdaq®, NASDAQ-100 Index®, and certain trade names of the
Corporations and the use of the NASDAQ-100 Index® which is determined, composed and calculated by NASDAQ
without regard to Licensee or the Product(s).  NASDAQ has no obligation to take the needs of the Licensee or the
owners of the Product(s) into consideration in determining, composing or calculating the NASDAQ-100 Index®.  The
Corporations are not responsible for and have not participated in the determination of the timing of, prices at, or
quantities of the Product(s) to be issued or in the determination or calculation of the equation by which the Product(s)
is to be converted into cash.  The Corporations have no liability in connection with the administration, marketing or
trading of the Product(s).
The Corporations do not guarantee the accuracy and/or uninterrupted calculation of Nasdaq-100 Index® or any data
included therein.  The Corporations make no warranty, express or implied, as to results to be obtained by Licensee,
owners of the product(s), or any other person or entity from the use of the Nasdaq-100 Index® or any data included
therein.  The Corporations make no express or implied warranties, and expressly disclaim all warranties of
merchantability or fitness for a particular purpose or use with respect to the Nasdaq-100 Index® or any data included
therein.  Without limiting any of the foregoing, in no event shall the Corporations have any liability for any lost profits
or special, incidental, punitive, indirect, or consequential damages, even if notified of the possibility of such damages.
The Russell 2000® Index
The Russell 2000® Index measures the composite price performance of stocks of 2,000 companies incorporated in the
U.S., its territories and certain “benefit-driven incorporation countries.”
As of February 19, 2019, the 2,000 companies included in the Russell 2000® Index were divided into nine Russell
Global Sectors. The Russell Global Sectors include (with the approximate percentage currently included in such
sectors indicated in parentheses): Consumer Discretionary (14.99%), Consumer Staples (2.37%), Financial Services
(25.66%), Health Care (15.12%), Materials & Processing (6.30%), Other Energy (3.63%), Producer Durables
(13.72%), Technology (13.74%) and Utilities (4.46%). (Sector designations are determined by the underlier sponsor
using criteria it has selected or developed. Index sponsors may use very different standards for determining sector
designations. In addition, many companies operate in a number of sectors, but are listed in only one sector and the
basis on which that sector is selected may also differ. As a result, sector comparisons between underliers with
different underlier sponsors may reflect differences in methodology as well as actual differences in the sector
composition of the underliers.)
In addition to the exclusions discussed under “Exclusions from the Russell 2000® Index” on page S-62 of the
accompanying general terms supplement no. 1,734, a company with 5% or less of its voting rights in the hands of
unrestricted shareholders is no longer eligible for inclusion in the Russell 2000® Index. Existing constituents of the
Russell 2000® Index that do not currently have more than 5% of the company’s voting rights in the hands of
unrestricted shareholders have until the September 2022 review to meet this requirement.
The above information supplements the description of the underlier found in the accompanying general terms
supplement no. 1,734. This information was derived from information prepared by the underlier sponsor, however, the
percentages we have listed above are approximate and may not match the information available on the underlier
sponsor’s website due to subsequent corporate actions or other activity relating to a particular stock. For more details
about the underlier, the underlier sponsor and
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license agreement between the underlier sponsor and the issuer, see “The Underliers — Russell 2000® Index” on page
S-61 of the accompanying general terms supplement no. 1,734.
The Russell 2000® Index is a trademark of Russell Investment Group (“Russell”) and has been licensed for use by GS
Finance Corp. The securities are not sponsored, endorsed, sold or promoted by Russell, and Russell makes no
representation regarding the advisability of investing in the securities.
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Historical Closing Levels of the Underliers
The closing levels of the underliers have fluctuated in the past and may, in the future, experience significant
fluctuations. Any historical upward or downward trend in the closing level of any underlier during the period shown
below is not an indication that such underlier is more or less likely to increase or decrease at any time during the life
of your notes.
You should not take the historical closing levels of an underlier as an indication of the future performance of an
underlier. We cannot give you any assurance that the future performance of any underlier or the underlier stocks will
result in you receiving any coupon payments or receiving the outstanding face amount of your notes on the stated
maturity date.
Neither we nor any of our affiliates make any representation to you as to the performance of the underliers. Before
investing in the offered notes, you should consult publicly available information to determine the relevant underlier
levels between the date of this pricing supplement and the date of your purchase of the offered notes. The actual
performance of an underlier over the life of the offered notes, as well as the cash settlement amount at maturity may
bear little relation to the historical levels shown below.
The graphs below show the daily historical closing levels of each underlier from February 25, 2009 through February
25, 2019. We obtained the levels in the graphs below from Bloomberg Financial Services, without independent
verification. Although the official closing levels of the Russell 2000® Index are published to six decimal places by the
underlier sponsor, Bloomberg Financial Services reports the levels of the Russell 2000® Index to fewer decimal
places.
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Historical Performance of the NASDAQ-100 Index®

Historical Performance of the Russell 2000® Index
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SUPPLEMENTAL DISCUSSION OF FEDERAL INCOME TAX CONSEQUENCES
The following section supplements the discussion of U.S. federal income taxation in the accompanying prospectus.
The following section is the opinion of Sidley Austin llp, counsel to GS Finance Corp. and The Goldman Sachs
Group, Inc.  In addition, it is the opinion of Sidley Austin llp that the characterization of the notes for U.S. federal
income tax purposes that will be required under the terms of the notes, as discussed below, is a reasonable
interpretation of current law.
This section does not apply to you if you are a member of a class of holders subject to special rules, such as:
·a dealer in securities or currencies;
·a trader in securities that elects to use a mark-to-market method of accounting for your securities holdings;
·a bank;
·a life insurance company;
·a regulated investment company;
·an accrual method taxpayer subject to special tax accounting rules as a result of its use of financial statements;
·a tax exempt organization;
·a partnership;
·a person that owns a note as a hedge or that is hedged against interest rate risks;
·a person that owns a note as part of a straddle or conversion transaction for tax purposes; or
·a United States holder (as defined below) whose functional currency for tax purposes is not the U.S. dollar.
Although this section is based on the U.S. Internal Revenue Code of 1986, as amended, its legislative history, existing
and proposed regulations under the Internal Revenue Code, published rulings and court decisions, all as currently in
effect, no statutory, judicial or administrative authority directly discusses how your notes should be treated for U.S.
federal income tax purposes, and as a result, the U.S. federal income tax consequences of your investment in your
notes are uncertain. Moreover, these laws are subject to change, possibly on a retroactive basis.
You should consult your tax advisor concerning the U.S. federal income tax and other tax consequences of your
investment in the notes, including the application of state, local or other tax laws and the possible effects of changes
in federal or other tax laws.
United States Holders
This section applies to you only if you are a United States holder that holds your notes as a capital asset for tax
purposes. You are a United States holder if you are a beneficial owner of a note and you are:
·a citizen or resident of the United States;
·a domestic corporation;
·an estate whose income is subject to U.S. federal income tax regardless of its source; or

·a trust if a United States court can exercise primary supervision over the trust’s administration and one or more UnitedStates persons are authorized to control all substantial decisions of the trust.
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Tax Treatment. You will be obligated pursuant to the terms of the notes — in the absence of a change in law, an
administrative determination or a judicial ruling to the contrary — to characterize your notes for all tax purposes as
income-bearing pre-paid derivative contracts in respect of the underliers. Except as otherwise stated below, the
discussion below assumes that the notes will be so treated.
Coupon payments that you receive should be included in ordinary income at the time you receive the payment or
when the payment accrues, in accordance with your regular method of accounting for U.S. federal income tax
purposes.
Upon the sale, exchange, redemption or maturity of your notes, you should recognize capital gain or loss equal to the
difference between the amount realized on the sale, exchange, redemption or maturity (excluding any amounts
attributable to accrued and unpaid coupon payments, which will be taxable as described above) and your tax basis in
your notes. Your tax basis in your notes will generally be equal to the amount that you paid for the notes.  Such capital
gain or loss should generally be short-term capital gain or loss if you hold the notes for one year or less, and should be
long-term capital gain or loss if you hold the notes for more than one year. Short-term capital gains are generally
subject to tax at the marginal tax rates applicable to ordinary income.
No statutory, judicial or administrative authority directly discusses how your notes should be treated for U.S. federal
income tax purposes. As a result, the U.S. federal income tax consequences of your investment in the notes are
uncertain and alternative characterizations are possible. Accordingly, we urge you to consult your tax advisor in
determining the tax consequences of an investment in your notes in your particular circumstances, including the
application of state, local or other tax laws and the possible effects of changes in federal or other tax laws.
Alternative Treatments.  There is no judicial or administrative authority discussing how your notes should be treated
for U.S. federal income tax purposes. Therefore, the Internal Revenue Service might assert that a treatment other than
that described above is more appropriate. For example, the Internal Revenue Service could treat your notes as a single
debt instrument subject to special rules governing contingent payment debt instruments.
Under those rules, the amount of interest you are required to take into account for each accrual period would be
determined by constructing a projected payment schedule for the notes and applying rules similar to those for accruing
original issue discount on a hypothetical noncontingent debt instrument with that projected payment schedule.  This
method is applied by first determining the comparable yield — i.e., the yield at which we would issue a noncontingent
fixed rate debt instrument with terms and conditions similar to your notes — and then determining a payment schedule
as of the applicable original issue date that would produce the comparable yield. These rules may have the effect of
requiring you to include interest in income in respect of your notes prior to your receipt of cash attributable to that
income.
If the rules governing contingent payment debt instruments apply, any income you recognize upon the sale, exchange,
redemption or maturity of your notes would be treated as ordinary interest income. Any loss you recognize at that time
would be treated as ordinary loss to the extent of interest you included as income in the current or previous taxable
years in respect of your notes, and, thereafter, as capital loss.
If the rules governing contingent payment debt instruments apply, special rules would apply to persons who purchase
a note at other than the adjusted issue price as determined for tax purposes.
It is possible that the Internal Revenue Service could assert that your notes should generally be characterized as
described above, except that (1) the gain you recognize upon the sale, exchange, redemption or maturity of your notes
should be treated as ordinary income or (2) you should not include the coupon payments in income as you receive
them but instead you should reduce your basis in your notes by the amount of coupon payments that you receive. It is
also possible that the Internal Revenue Service could seek to characterize your notes in a manner that results in tax
consequences to you different from those described above.
It is also possible that the Internal Revenue Service could seek to characterize your notes as notional principal
contracts.  It is also possible that the coupon payments would not be treated as either ordinary
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income or interest for U.S. federal income tax purposes, but instead would be treated in some other manner.
You should consult your tax advisor as to possible alternative characterizations of your notes for U.S. federal income
tax purposes.
Possible Change in Law
In 2007, legislation was introduced in Congress that, if enacted, would have required holders that acquired instruments
such as your notes after the bill was enacted to accrue interest income over the term of such instruments even though
there may be no interest payments over the term of such instruments.  It is not possible to predict whether a similar or
identical bill will be enacted in the future, or whether any such bill would affect the tax treatment of your notes.
In addition, on December 7, 2007, the Internal Revenue Service released a notice stating that the Internal Revenue
Service and the Treasury Department are actively considering issuing guidance regarding the proper U.S. federal
income tax treatment of an instrument such as the offered notes including whether the holders should be required to
accrue ordinary income on a current basis and whether gain or loss should be ordinary or capital. It is not possible to
determine what guidance they will ultimately issue, if any. It is possible, however, that under such guidance, holders
of the notes will ultimately be required to accrue income currently and this could be applied on a retroactive basis. 
The Internal Revenue Service and the Treasury Department are also considering other relevant issues, including
whether foreign holders of such instruments should be subject to withholding tax on any deemed income accruals, and
whether the special “constructive ownership rules” of Section 1260 of the Internal Revenue Code might be applied to
such instruments.  Except to the extent otherwise provided by law, GS Finance Corp. intends to continue treating the
notes for U.S. federal income tax purposes in accordance with the treatment described above unless and until such
time as Congress, the Treasury Department or the Internal Revenue Service determine that some other treatment is
more appropriate.
It is impossible to predict what any such legislation or administrative or regulatory guidance might provide, and
whether the effective date of any legislation or guidance will affect notes that were issued before the date that such
legislation or guidance is issued.  You are urged to consult your tax advisor as to the possibility that any legislative or
administrative action may adversely affect the tax treatment of your notes.
United States Alien Holders
This section applies to you only if you are a United States alien holder.  You are a United States alien holder if you are
the beneficial owner of the notes and are, for U.S. federal income tax purposes:
·a nonresident alien individual;
·a foreign corporation; or

·an estate or trust that in either case is not subject to U.S. federal income tax on a net income basis on income or gainfrom the notes.
Because the U.S. federal income tax treatment (including the applicability of withholding) of the coupon payments on
the notes is uncertain, in the absence of further guidance, we intend to withhold on the coupon payments made to you
at a 30% rate or at a lower rate specified by an applicable income tax treaty under an “other income” or similar
provision. We will not make payments of any additional amounts. To claim a reduced treaty rate for withholding, you
generally must provide a valid Internal Revenue Service Form W-8BEN, Internal Revenue Service Form W-8BEN-E,
or an acceptable substitute form upon which you certify, under penalty of perjury, your status as a U.S. alien holder
and your entitlement to the lower treaty rate. Payments will be made to you at a reduced treaty rate of withholding
only if such reduced treaty rate would apply to any possible characterization of the payments (including, for example,
if the coupon payments were characterized as contract fees). Withholding also may not apply to coupon payments
made to you if: (i) the coupon payments are “effectively connected” with your conduct of a trade or business in the
United States and are includable in your gross income for U.S. federal income tax purposes, (ii) the coupon payments
are attributable to a permanent establishment that you maintain in the United States, if required by an applicable tax
treaty, and (iii) you comply with the requisite certification requirements (generally, by providing an Internal Revenue
Service Form W-8ECI). If you are eligible for a
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reduced rate of United States withholding tax, you may obtain a refund of any amounts withheld in excess of that rate
by filing a refund claim with the Internal Revenue Service.
“Effectively connected” payments includable in your United States gross income are generally taxed at rates applicable
to United States citizens, resident aliens, and domestic corporations; if you are a corporate United States alien holder,
“effectively connected” payments may be subject to an additional “branch profits tax” under certain circumstances.
You will also be subject to generally applicable information reporting and backup withholding requirements with
respect to payments on your notes and, notwithstanding that we do not intend to treat the notes as debt for tax
purposes, we intend to backup withhold on such payments with respect to your notes unless you comply with the
requirements necessary to avoid backup withholding on debt instruments (in which case you will not be subject to
such backup withholding) as set forth under “United States Taxation – Taxation of Debt Securities – United States Alien
Holders” in the accompanying prospectus.
Furthermore, on December 7, 2007, the Internal Revenue Service released Notice 2008-2 soliciting comments from
the public on various issues, including whether instruments such as your notes should be subject to withholding. It is
therefore possible that rules will be issued in the future, possibly with retroactive effects, that would cause payments
on your notes to be subject to withholding, even if you comply with certification requirements as to your foreign
status.
As discussed above, alternative characterizations of the notes for U.S. federal income tax purposes are possible. 
Should an alternative characterization of the notes, by reason of a change or clarification of the law, by regulation or
otherwise, cause payments with respect to the notes to become subject to withholding tax, we will withhold tax at the
applicable statutory rate and we will not make payments of any additional amounts. Prospective United States alien
holders of the notes should consult their tax advisors in this regard.
In addition, the Treasury Department has issued regulations under which amounts paid or deemed paid on certain
financial instruments (“871(m) financial instruments”) that are treated as attributable to U.S.-source dividends could be
treated, in whole or in part depending on the circumstances, as a “dividend equivalent” payment that is subject to tax at a
rate of 30% (or a lower rate under an applicable treaty), which in the case of any coupon payments and any amounts
you receive upon the sale, exchange, redemption or maturity of your notes, could be collected via withholding. If
these regulations were to apply to the notes, we may be required to withhold such taxes if any U.S.-source dividends
are paid on the stocks included in the underliers during the term of the notes. We could also require you to make
certifications (e.g., an applicable Internal Revenue Service Form W-8) prior to any coupon payment or the maturity of
the notes in order to avoid or minimize withholding obligations, and we could withhold accordingly (subject to your
potential right to claim a refund from the Internal Revenue Service) if such certifications were not received or were
not satisfactory. If withholding was required, we would not be required to pay any additional amounts with respect to
amounts so withheld. These regulations generally will apply to 871(m) financial instruments (or a combination of
financial instruments treated as having been entered into in connection with each other) issued (or significantly
modified and treated as retired and reissued) on or after January 1, 2021, but will also apply to certain 871(m)
financial instruments (or a combination of financial instruments treated as having been entered into in connection with
each other) that have a delta (as defined in the applicable Treasury regulations) of one and are issued (or significantly
modified and treated as retired and reissued) on or after January 1, 2017.  In addition, these regulations will not apply
to financial instruments that reference a “qualified index” (as defined in the regulations).  We have determined that, as of
the issue date of your notes, your notes will not be subject to withholding under these rules.  In certain limited
circumstances, however, you should be aware that it is possible for United States alien holders to be liable for tax
under these rules with respect to a combination of transactions treated as having been entered into in connection with
each other even when no withholding is required.  You should consult your tax advisor concerning these regulations,
subsequent official guidance and regarding any other possible alternative characterizations of your notes for U.S.
federal income tax purposes.
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Foreign Account Tax Compliance Act (FATCA) Withholding
Pursuant to Treasury regulations, Foreign Account Tax Compliance Act (FATCA) withholding (as described in
“United States Taxation—Taxation of Debt Securities—Foreign Account Tax Compliance Act (FATCA) Withholding” in the
accompanying prospectus) will generally apply to obligations that are issued on or after July 1, 2014; therefore, the
notes will generally be subject to the FATCA withholding rules. Pursuant to recently proposed regulations, the
Treasury Department has indicated its intent to eliminate the requirements under FATCA of withholding on gross
proceeds from the sale, exchange, maturity or other disposition of relevant financial instruments. The Treasury
Department has indicated that taxpayers may rely on these proposed regulations pending their finalization.
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SUPPLEMENTAL PLAN OF DISTRIBUTION; CONFLICTS OF INTEREST
See “Supplemental Plan of Distribution” on page S-96 of the accompanying general terms supplement no. 1,734 and
“Plan of Distribution — Conflicts of Interest” on page 94 of the accompanying prospectus. GS Finance Corp. estimates
that its share of the total offering expenses, excluding underwriting discounts and commissions, will be approximately
$15,000.
GS Finance Corp. has agreed to sell to GS&Co., and GS&Co. has agreed to purchase from GS Finance Corp., the
aggregate face amount of the offered notes specified on the front cover of this pricing supplement. GS&Co. proposes
initially to offer the notes to the public at the original issue price set forth on the cover page of this pricing
supplement, and to certain securities dealers at such price less a concession not in excess of 2.37% of the face amount.
GS&Co. is an affiliate of GS Finance Corp. and The Goldman Sachs Group, Inc. and, as such, will have a “conflict of
interest” in this offering of notes within the meaning of Financial Industry Regulatory Authority, Inc. (FINRA) Rule
5121. Consequently, this offering of notes will be conducted in compliance with the provisions of FINRA Rule 5121.
GS&Co. will not be permitted to sell notes in this offering to an account over which it exercises discretionary
authority without the prior specific written approval of the account holder. GS&Co. will also pay a fee in connection
with the distribution of the notes to SIMON Markets LLC, a broker-dealer affiliated with GS Finance Corp.
We will deliver the notes against payment therefor in New York, New York on February 28, 2019.  Under Rule
15c6-1 of the Securities Exchange Act of 1934, trades in the secondary market generally are required to settle in two
business days, unless the parties to any such trade expressly agree otherwise. Accordingly, purchasers who wish to
trade notes on any date prior to two business days before delivery will be required to specify alternative settlement
arrangements to prevent a failed settlement.
We have been advised by GS&Co. that it intends to make a market in the notes. However, neither GS&Co. nor any of
our other affiliates that makes a market is obligated to do so and any of them may stop doing so at any time without
notice. No assurance can be given as to the liquidity or trading market for the notes.
The notes will not be listed on any securities exchange or interdealer quotation system.
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VALIDITY OF THE NOTES AND GUARANTEE
In the opinion of Sidley Austin llp, as counsel to GS Finance Corp. and The Goldman Sachs Group, Inc., when the
notes offered by this pricing supplement have been executed and issued by GS Finance Corp., the related guarantee
offered by this pricing supplement has been executed and issued by The Goldman Sachs Group, Inc., and such notes
have been authenticated by the trustee pursuant to the indenture, and such notes and the guarantee have been delivered
against payment as contemplated herein, (a) such notes will be valid and binding obligations of GS Finance Corp.,
enforceable in accordance with their terms, subject to applicable bankruptcy, insolvency and similar laws affecting
creditors’ rights generally, concepts of reasonableness and equitable principles of general applicability (including,
without limitation, concepts of good faith, fair dealing and the lack of bad faith), provided that such counsel expresses
no opinion as to the effect of fraudulent conveyance, fraudulent transfer or similar provision of applicable law on the
conclusions expressed above and (b) such related guarantee will be a valid and binding obligation of The Goldman
Sachs Group, Inc., enforceable in accordance with its terms, subject to applicable bankruptcy, insolvency and similar
laws affecting creditors’ rights generally, concepts of reasonableness and equitable principles of general applicability
(including, without limitation, concepts of good faith, fair dealing and the lack of bad faith), provided that such
counsel expresses no opinion as to the effect of fraudulent conveyance, fraudulent transfer or similar provision of
applicable law on the conclusions expressed above. This opinion is given as of the date hereof and is limited to the
laws of the State of New York and the General Corporation Law of the State of Delaware as in effect on the date
hereof. In addition, this opinion is subject to customary assumptions about the trustee’s authorization, execution and
delivery of the indenture and the genuineness of signatures and certain factual matters, all as stated in the letter of such
counsel dated July 10, 2017, which has been filed as Exhibit 5.6 to the registration statement on Form S-3 filed with
the Securities and Exchange Commission by GS Finance Corp. and The Goldman Sachs Group, Inc. on July 10, 2017.
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We have not authorized anyone to provide any information or to make any representations other than those contained
or incorporated by reference in this pricing supplement, the accompanying general terms supplement no. 1,734, the
accompanying prospectus supplement or the accompanying prospectus. We take no responsibility for, and can provide
no assurance as to the reliability of, any other information that others may give you. This pricing supplement, the
accompanying general terms supplement no. 1,734, the accompanying prospectus supplement and the accompanying
prospectus is an offer to sell only the notes offered hereby, but only under circumstances and in jurisdictions where it
is lawful to do so. The information contained in this pricing supplement, the accompanying general terms supplement
no. 1,734, the accompanying prospectus supplement and the accompanying prospectus is current only as of the
respective dates of such documents.
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