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customers less eager to borrow. Loan delinquencies held steady over the
year at just under 2 percent of total loans, but net charge-offs rose to .46
percent of total loans.

In February 2008 we acquired Amsure Associates, Inc., a leading
provider of insurance in the Capital Region.  As a result, net income
from our insurance subsidiary increased from $616,188 in 2007 to
$2,476,635 in 2008, and “goodwill and associated other intangibles” on
our balance sheet increased by $16,461,377.

As a result of these favorable numbers, BauerFinancial, Inc. again
awarded your bank its coveted 5 star rating.  We continue to be the only
bank in Saratoga County to enjoy this distinction.

The Capital District Business Review included your bank in its annual list
of the fastest growing companies, health insurance agencies, property
and casualty companies and commercial mortgage lenders.  This year,
for the first time we made their list of the top 10 banks in the Capital
Region and also for the first time made their list of the largest private
sector employers.

Closer to home, we won The Saratogian’s Reader’s Choice Awards for
the best bank, the best mortgage company, the best insurance agency
and the best financial planner.

New initiatives at your bank include the introduction of statement
savings accounts, e-statements, online deposit account opening, Smart
Savings CDs (a stimulus check savings program), and online mortgage
applications.

We are gratified by this year’s results, but remain cautious and even
pessimistic as the effects of the recession take hold.  Local manufacturing
companies have begun to announce layoffs and furloughs, hotels and
motels report declining occupancy and residential real estate volume
has declined by half although so far average prices have remained stable.
Sales tax revenue and mortgage recording taxes will certainly decline
putting pressure on municipal budgets.

We are anticipating further margin pressure as the federal government
continues to provide liquidity to the financial system.  Our FDIC
premiums will increase by at least $1 million dollars this coming year as
bank failures are resolved.  As the recession continues we will see an
increase in delinquencies and most likely net charge-offs.  We expect
additions to our reserve for loan losses.

There are positive developments.  Saratoga County is nearing completion
of a new water system which will support development.  A new
corporate structure for the previously announced AMD micro chip
fabrication plant to be located in the Luther Forest Technology Campus
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A Note to Our Stockholders:
Scylla and Charybdis are two sea monsters of Greek mythology who
were situated on opposite sides of the Strait of Messina between Sicily
and Calabria, in Italy.  They were located close enough to each other
that they posed an inescapable threat to passing sailors; avoiding
Charybdis meant passing too closely to Scylla and vice versa.

Scylla was a creature who lived in a rock, and regularly ate sailors who
passed by too closely.  Her appearance has varied in classical literature;
she was described by Homer in The Odyssey as having six heads perched
on long necks along with twelve feet, while in Ovid’s Metamorphoses, she
was depicted as having the upper body of a nymph, with her midriff
composed of dog’s heads.  Charybdis had a single gaping mouth that
sucked in huge quantities of water and belched them out three times a
day, creating whirlpools.

Odysseus was forced to choose which monster to confront while passing
through the strait; he opted to pass by Scylla and lose only a few sailors,
rather than risk the loss of his entire ship into a whirlpool.  Jason and the
Argonauts were able to navigate through without incident due to Hera’s
assistance, while Aeneas was able to bypass the deadly strait altogether.

This mythology is the progenitor of the phrase “between a rock and a
hard place” and is a recurring theme in Western literature and art.
Modern references to the pair can be found in rock music, the internet
and even in video games.

Managing a bank during this past year has seemed like making a series
of choices between Scylla and Charybdis.  The economic trauma we
have experienced this year surpassed even my pessimistic outlook in last
year’s annual report.  Fortunately a combination of sound banking
principals, conservative management, and a measure of serendipity has
brought us through these challenges.

Total assets increased $44 million to $761,551,745.27, a gain of 6.1
percent.  Deposits increased $35 million or 5.6 percent to a new record.
Net income rose modestly to $8,675,592.04, also a new record.  Equity
rose to $82,072,905.34 or $1,078.40 per share.  Return on average
assets was 1.17 percent and return on equity was 10.86 percent.  These
returns were not records, but well ahead of our expectations and
significantly in excess of most other banks.

Trust assets declined by 2 percent which, given the circumstances, is a
remarkably good number.  New business and sound investments offset
a decline in the Standard and Poor’s 500 index of 37 percent.

Loans shrank last year by 1 percent as economic conditions made our

Note to consolidated financial statements:

1. Amounts in the prior year consolidated financial statements have
been reclassified whenever necessary to conform to the current
year presentation.



should allow construction to begin this spring.  When completed, the
direct employment from this facility in Malta will be around 1,400 new
jobs.  Further stimulus from the Federal Government should begin to
have a positive impact on the economy by the second half of 2009.  The
decline in gasoline prices from over $4 per gallon to less than $2 is in
effect a substantial stimulus. The decline in mortgage interest rates from
over 6 percent last year to less than 5 percent will reduce housing costs.
These positive developments will present opportunities that we will be
in a good position to take advantage of.

I would also like to add that your bank has elected not to participate in
the United States Department of the Treasury’s TARP (Troubled Asset
Relief Program).  This program is designed to provide capital to banks
in the form of senior preferred stock.  This stock carries a dividend of 5
percent for the first 5 years, and 9 percent thereafter.  The stock cannot
be redeemed for the first 3 years.  Our current capital, including the
reserve for loan losses is nearly $90 million, or  11.78 percent of assets.
This level of capital is far in excess of regulatory requirements and peer
group averages. We see no need for additional capital from outside the
bank, nor do we want the government as a partner in our enterprise.  At
5 percent, the cost of the government’s investment is well above our
current cost of capital, and therefore expensive as well as unnecessary.

2009 will see significant challenges.  The economy will remain weak at
least through the first 6 months.  Margin pressures will continue.
Delinquencies will rise.  Local, State, and perhaps even Federal taxes
will increase for your bank.  FDIC premiums will also rise.  It is doubtful
that we will be reporting record earnings in our next annual report.
Nevertheless your bank will remain profitable, strongly capitalized, and
well positioned to take advantage of opportunities that will almost
surely present themselves as the financial landscape changes in significant
and unprecedented ways.  With any luck, like Aeneas, we will be able
to avoid the choice between Scylla and Charybdis altogether.

It is Martin Luther King, Jr. Day and I find my thoughts reflecting on
tomorrow’s inauguration of Barack Obama.   Our new president will face
the most challenging economic situation since the great depression.  On
behalf of the board of directors, your bank pledges itself to support the
president in his efforts to guide this great country through the many
narrow and dangerous straits ahead.

Charles V. Wait
President
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customers less eager to borrow. Loan delinquencies held steady over the
year at just under 2 percent of total loans, but net charge-offs rose to .46
percent of total loans.

In February 2008 we acquired Amsure Associates, Inc., a leading
provider of insurance in the Capital Region.  As a result, net income
from our insurance subsidiary increased from $616,188 in 2007 to
$2,476,635 in 2008, and “goodwill and associated other intangibles” on
our balance sheet increased by $16,461,377.

As a result of these favorable numbers, BauerFinancial, Inc. again
awarded your bank its coveted 5 star rating.  We continue to be the only
bank in Saratoga County to enjoy this distinction.

The Capital District Business Review included your bank in its annual list
of the fastest growing companies, health insurance agencies, property
and casualty companies and commercial mortgage lenders.  This year,
for the first time we made their list of the top 10 banks in the Capital
Region and also for the first time made their list of the largest private
sector employers.

Closer to home, we won The Saratogian’s Reader’s Choice Awards for
the best bank, the best mortgage company, the best insurance agency
and the best financial planner.

New initiatives at your bank include the introduction of statement
savings accounts, e-statements, online deposit account opening, Smart
Savings CDs (a stimulus check savings program), and online mortgage
applications.

We are gratified by this year’s results, but remain cautious and even
pessimistic as the effects of the recession take hold.  Local manufacturing
companies have begun to announce layoffs and furloughs, hotels and
motels report declining occupancy and residential real estate volume
has declined by half although so far average prices have remained stable.
Sales tax revenue and mortgage recording taxes will certainly decline
putting pressure on municipal budgets.

We are anticipating further margin pressure as the federal government
continues to provide liquidity to the financial system.  Our FDIC
premiums will increase by at least $1 million dollars this coming year as
bank failures are resolved.  As the recession continues we will see an
increase in delinquencies and most likely net charge-offs.  We expect
additions to our reserve for loan losses.

There are positive developments.  Saratoga County is nearing completion
of a new water system which will support development.  A new
corporate structure for the previously announced AMD micro chip
fabrication plant to be located in the Luther Forest Technology Campus
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should allow construction to begin this spring.  When completed, the
direct employment from this facility in Malta will be around 1,400 new
jobs.  Further stimulus from the Federal Government should begin to
have a positive impact on the economy by the second half of 2009.  The
decline in gasoline prices from over $4 per gallon to less than $2 is in
effect a substantial stimulus. The decline in mortgage interest rates from
over 6 percent last year to less than 5 percent will reduce housing costs.
These positive developments will present opportunities that we will be
in a good position to take advantage of.

I would also like to add that your bank has elected not to participate in
the United States Department of the Treasury’s TARP (Troubled Asset
Relief Program).  This program is designed to provide capital to banks
in the form of senior preferred stock.  This stock carries a dividend of 5
percent for the first 5 years, and 9 percent thereafter.  The stock cannot
be redeemed for the first 3 years.  Our current capital, including the
reserve for loan losses is nearly $90 million, or  11.78 percent of assets.
This level of capital is far in excess of regulatory requirements and peer
group averages. We see no need for additional capital from outside the
bank, nor do we want the government as a partner in our enterprise.  At
5 percent, the cost of the government’s investment is well above our
current cost of capital, and therefore expensive as well as unnecessary.

2009 will see significant challenges.  The economy will remain weak at
least through the first 6 months.  Margin pressures will continue.
Delinquencies will rise.  Local, State, and perhaps even Federal taxes
will increase for your bank.  FDIC premiums will also rise.  It is doubtful
that we will be reporting record earnings in our next annual report.
Nevertheless your bank will remain profitable, strongly capitalized, and
well positioned to take advantage of opportunities that will almost
surely present themselves as the financial landscape changes in significant
and unprecedented ways.  With any luck, like Aeneas, we will be able
to avoid the choice between Scylla and Charybdis altogether.

It is Martin Luther King, Jr. Day and I find my thoughts reflecting on
tomorrow’s inauguration of Barack Obama.   Our new president will face
the most challenging economic situation since the great depression.  On
behalf of the board of directors, your bank pledges itself to support the
president in his efforts to guide this great country through the many
narrow and dangerous straits ahead.

Charles V. Wait
President
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A Note to Our Stockholders:
Scylla and Charybdis are two sea monsters of Greek mythology who
were situated on opposite sides of the Strait of Messina between Sicily
and Calabria, in Italy.  They were located close enough to each other
that they posed an inescapable threat to passing sailors; avoiding
Charybdis meant passing too closely to Scylla and vice versa.

Scylla was a creature who lived in a rock, and regularly ate sailors who
passed by too closely.  Her appearance has varied in classical literature;
she was described by Homer in The Odyssey as having six heads perched
on long necks along with twelve feet, while in Ovid’s Metamorphoses, she
was depicted as having the upper body of a nymph, with her midriff
composed of dog’s heads.  Charybdis had a single gaping mouth that
sucked in huge quantities of water and belched them out three times a
day, creating whirlpools.

Odysseus was forced to choose which monster to confront while passing
through the strait; he opted to pass by Scylla and lose only a few sailors,
rather than risk the loss of his entire ship into a whirlpool.  Jason and the
Argonauts were able to navigate through without incident due to Hera’s
assistance, while Aeneas was able to bypass the deadly strait altogether.

This mythology is the progenitor of the phrase “between a rock and a
hard place” and is a recurring theme in Western literature and art.
Modern references to the pair can be found in rock music, the internet
and even in video games.

Managing a bank during this past year has seemed like making a series
of choices between Scylla and Charybdis.  The economic trauma we
have experienced this year surpassed even my pessimistic outlook in last
year’s annual report.  Fortunately a combination of sound banking
principals, conservative management, and a measure of serendipity has
brought us through these challenges.

Total assets increased $44 million to $761,551,745.27, a gain of 6.1
percent.  Deposits increased $35 million or 5.6 percent to a new record.
Net income rose modestly to $8,675,592.04, also a new record.  Equity
rose to $82,072,905.34 or $1,078.40 per share.  Return on average
assets was 1.17 percent and return on equity was 10.86 percent.  These
returns were not records, but well ahead of our expectations and
significantly in excess of most other banks.

Trust assets declined by 2 percent which, given the circumstances, is a
remarkably good number.  New business and sound investments offset
a decline in the Standard and Poor’s 500 index of 37 percent.

Loans shrank last year by 1 percent as economic conditions made our

Note to consolidated financial statements:

1. Amounts in the prior year consolidated financial statements have
been reclassified whenever necessary to conform to the current
year presentation.
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