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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.  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 344 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, 2013, 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 19 and 20 of this Report.

THE COMPANY AND ITS SUBSIDIARIES
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).

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

Dividend Capacity Part I, Item 1.C. 9 1st paragraph under "Dividend Restrictions;
Other Regulatory Sanctions"

Part II, Item 7.E. 50 1st paragraph under "Dividends"
Impact of Legislative
Developments Part I, Item 1.D. 12 Last paragraph in Section D

Part II, Item 7.A. 27 Paragraph in "Health Care Reform"

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

Impact of Changing Interest Rates
   on Earnings Part II, Item 7.B.I. 32 Paragraphs under "Potential Inflation;

Effect on Interest Rates and Margin"
Part II, Item 7.C.II.a. 42 Last paragraph under “Automobile Loans”
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Part II, Item 7.C.II.a. 43 3rd and 4th paragraph under table
Part II, Item 7.C.IV. 47 3rd paragraph
Part II, Item 7A. 53 Last 4 paragraphs

Adequacy of the Allowance for
Loan
   Losses

Part II, Item 7.B.II. 34 1st paragraph under “II. Provision For Loan
Losses and Allowance For Loan Losses”

Noninterest Income Part II, Item 7.C.IV 36 Last 3 paragraphs under "2013 Compared to
2012"

Expected Level of Real Estate
Loans Part II,   Item 7.C.II.a. 42 Paragraphs under “Residential Real Estate

Loans”
Liquidity Part II, Item 7.D. 48 Last 2 paragraphs under "Liquidity"
Commitments to Extend Credit Part II, Item 8 79 Last 2 paragraphs in Note 8
Pension plan return on assets Part II, Item 8 94 2nd to last paragraph in Note 13
Realization of recognized net
   deferred tax assets Part II, Item 8 95 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 experienced during the
financial crisis of 2008-2010;

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, such as 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 and
changes.

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 are 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 various non-bank subsidiaries, including four insurance agencies, a registered investment
adviser and a REIT. See "The Company and Its Subsidiaries," above.
Subsidiary Banks (dollars in thousands)

Glens Falls National Saratoga National
Total Assets at Year-End $1,843,285 $319,228
Trust Assets Under Administration and
   Investment Management at Year-End
   (Not Included in Total Assets)

$1,110,174 $64,717

Date Organized 1851 1988
Employees (full-time equivalent) 474 42
Offices 30 7

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 516 full-time equivalent employees, including 70 employees within our insurance
agency affiliates, at December 31, 2013.
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 94,410 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.
On February 1, 2011, we acquired Upstate Agency, Inc. ("Upstate"), a privately owned insurance agency primarily
engaged in the sale of property and casualty insurance 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, 147,854 shares of Arrow's common stock (as restated for stock dividends) and approximately $2.7
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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 final such payment of Arrow stock to the former sole shareholder was paid in the first quarter of 2014. 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, 41,495 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. These post-closing stock payment to the former Loomis shareholders have now
been completed. The estimated value of all expected post-closing payments was included in the basis of goodwill
recognized at the acquisition date.

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.
Normally, we retain the servicing rights on mortgage loans originated and sold by us into the secondary markets,
subject to our periodic determinations on the continuing profitability of such activity.  
     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. Home equity lines of credit, secured by real
property, 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 normal retail service 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 (primarily in 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
normally participate in loan syndications, either as originator or as a participant.  However, from time-to-time, we buy
and sell participations in loans with other financial institutions in our area of operation. Most of the portfolio, in
general, is fully collateralized, and many commercial loans are further supported by personal guarantees.   
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 2013, we foreclosed on
one commercial loan and no residential real estate loans.

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
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

Edgar Filing: ARROW FINANCIAL CORP - Form 10-K

10



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, voting shares of another bank or
bank holding company, if after the acquisition the acquiror would own 5 percent or more of a class of the voting
shares of that other bank or bank holding company.  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 designated as "financial 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. Arrow has not been designated as a financial holding company  See Item 1.D.,
"Recent Legislative Developments."

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 over banking organizations 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
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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 Glens Falls National 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 only current “affiliate” of each of our two banks, other than the
other bank, is their common holding company, Arrow. All of our organization's non-bank subsidiaries are subsidiaries
of the banks themselves, and are "operating subsidiaries" under Sections 23A and 23B. This means they are
considered to be part of the banks that own them and thus are not "affiliates" of the banks. Extensions of credit that a
bank may make to affiliates, or to third parties secured by securities or obligations of the 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 any affiliate, including a bank affiliate. A bank may engage in certain
transactions, including loans and purchases of assets, with a non-bank 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 by it with non-affiliated companies or, in the absence of comparable
transactions, on terms and conditions that would be offered by it to non-affiliated companies.

Regulatory Capital Standards

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 Bank Regulatory Capital Standards (to be phased in, beginning in 2015). The Dodd-Frank Act, among other
things, directed U.S. bank regulators to promulgate new capital standards for U.S. banking organizations, which must
be at least as strict (i.e., must establish minimum capital levels that are at least as high) as the regulatory capital
standards for U.S. insured depository financial institutions at the time Dodd-Frank was enacted in 2010.
In July 2013, federal bank regulators approved their final new bank capital rules aimed at implementing these
Dodd-Frank capital requirements. These rules were also intended to coordinate U.S. bank capital standards with the
current drafts of the Basel III proposed bank capital standards for all of the developed world banking organizations.
The federal regulators' new rules, which will be phased in over time (beginning for our organization in January 2015),
impose significantly more stringent capital standards on U.S. financial institutions than are now in place.
The following is a summary of the new capital rules which apply both to bank holding companies (such as Arrow) and
to insured financial institutions (such as our subsidiary banks):
In general, the new rules expand the risk-weighted categories of assets from 4 to 8 (although there are several other
super-weighted categories for high-risk assets that are generally not held by community banks like us). The new rules
also are more restrictive in their definitions of what qualifies as capital components and set new, higher minimum
capital ratios. As required under Dodd-Frank, the new rules add a new capital ratio, a "common equity tier 1 capital
ratio" (CET1). The primary difference between this ratio and the current tier 1 leverage ratio is that only common
equity will qualify as capital under the new CET1 ratio; preferred stock and trust preferred securities ("TRUPs") will
not be included in CET1. The new CET1 ratio will include, however, most elements of accumulated other
comprehensive income, including unrealized securities gains and losses, as part of both total regulatory capital
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(numerator) and total assets (denominator), although community banks are given the opportunity to make a one-time
irrevocable election to include or not to include certain elements of other comprehensive income, most notably
unrealized securities gains or losses. We will elect not to include unrealized securities gains and losses in calculating
our CET1 ratio.
In addition to setting higher minimum capital ratios, the new rules, as part of their general thrust in requiring enhanced
capital for all banks, introduce a new concept, a so-called "capital conservation buffer" (set at 2.5%, after full
phase-in), which must be added to each of the minimum capital ratios (some of which by themselves are somewhat
higher than the current minimum ratios). The capital conservation buffer will be phased-in over five years (see table
on page 8). When, during economic downturns, an institution's capital begins to erode, the first deductions from a
regulatory perspective would be taken against the conservation buffer; to the extent that such deductions should erode
the capital buffer below the required level (2.5% of total assets), the bank would not necessarily be required to replace
the buffer deficit immediately but would face restrictions on paying dividends and other negative consequences until it
did so.
Under the final rule, ("TRUPs") issued by small- to medium-sized banking organizations (such as Arrow) that were
outstanding on the Dodd-Frank Act grandfathering date for TRUPS (May 19, 2010) will continue to qualify as tier 1
capital, up to a limit of 25% of tier 1 capital, until the TRUPs mature or are redeemed. See the subsequent discussion
of grandfathered TRUPs in section D of this item under "The Dodd-Frank Act."
The following is a summary of the regulatory capital definitions applicable to community banks, based on the July
2013 final new bank capital rules:
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Common Equity Tier 1 Capital:  Equals the sum of common stock instruments and related surplus (net of treasury
stock), retained earnings, accumulated other comprehensive income (AOCI), and qualifying minority interests, minus
applicable regulatory adjustments and deductions. Such deductions will include AOCI, if the organization exercises its
irrevocable option not to include AOCI in capital. Mortgage-servicing assets, deferred tax assets, and investments in
financial institutions are limited to 15 percent of CET1 in the aggregate and 10 percent of CET1 for each such item
individually.
Additional Tier 1 Capital:  Equals the sum of noncumulative perpetual preferred stock, tier 1 minority interests,
grandfathered TRUPs, and Troubled Asset Relief Program instruments, minus applicable regulatory adjustments and
deductions.
Tier 2 Capital:  Equals the sum of subordinated debt and preferred stock, total capital minority interests not included
in Tier 1, and allowance for loan and lease losses (not exceeding 1.25 percent of risk-weighted assets) minus
applicable regulatory adjustments and deductions.

The following table presents the transition schedule for community banks' compliance with each of the new capital
ratios:
Year, as of January 1 2015 2016 2017 2018 2019
Minimum CET1 Ratio 4.500 %4.500 %4.500
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