department income compared to the same period one year ago
while non-interest expense rose 1% in the third quarter of 2008.
The efficiency ratio for the three months ended September 30,
2008, rose to 135% from 54% on September 30, 2007, due to the
reduction in earnings resulting from recorded net security losses.

Loans totaled $446 million at the end of the third quarter, 3%
lower than the $458 million recorded on September 30, 2007.
The allowance for loan losses as of September 30, 2008 and 2007,
totaled $6,662,000 and $6,181,000, respectively. The allowance
represents 1.47% and 1.33% of loans at September 30, 2008 and
2007, respectively. Net loan charge-offs for the quarter were
$20,000, compared to $245,000 in third quarter 2007.

Impaired loans as of September 30, 2008, were $6,324,000 or
1.4% of gross loans, compared to $14,010,000 as of June 30,
2008, and $2,982,000 on September 30, 2007. The lower
impaired loans compared to second quarter 2008 is the result of
acquiring title to collateral which secured a $9 million line of
credit extended to purchase and improve land for commercial
development which is now recorded as other real estate owned.
An independent appraisal confirms that the fair market value of
this commercial development property adequately supports the
carrying value of the other real estate owned.

Deposits totaled $647 million as of September 30, 2008 compared
to the $651 million recorded a year ago. Demand checking, inter-
est checking (NOW), and money market balances showed positive
growth of $34 million while certificate of deposit balances were
down $38 million compared to a year ago.

Assets of $846 million were 1% less than the $851 million
reported for the same period a year ago. Investment and loan
balances were down from a year ago while other real estate owned
and deferred tax assets increased as the result of recording the
previously described investment impairment charges and taking
possession of real estate collateral.

As a result of the weakening in the credit markets, we have expe-
rienced a decline in credit quality in our commercial real estate
and investment portfolios. On July 16, 2008, the Company's lead
bank, First National Bank, Ames, lowa, entered into an informal
Memorandum of Understanding with the Office of the
Comptroller of the Currency regarding the Bank's commercial real
estate portfolio. Since entering into the Memorandum, manage-
ment has been actively pursuing the corrective actions required by
the Memorandum in an effort to address the deficiencies noted.

Capital ended the quarter at $104 million, a 7% decrease from
the $112 million posted a year ago. The reduction in capital is
primarily the result of losses associated with the failure of FNMA
and FHLMC. Corporation stock, listed under the symbol ATLO,
traded in the $15.60 to $42.11 range this quarter and closed at
$25.95 on September 30, 2008. 962,932 shares traded during
the quarter which was 16 times the volume traded in third quar-
ter 2007. The $42.71 price which occurred on September 18,
2008 was the result of short sellers meeting contract obligations.

Ames National Corporation and its affiliate banks’ capital levels
are well above regulatory requirements, with solid core earnings
and excellent people. We feel that although there continues to be
uncertainty ahead, we will emerge from these turbulent times a
stronger, even more focused organization.

DANIEL L. KRIEGER THOMAS H. POHLMAN
Chairman President
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LETTER TO SHAREHOLDERS

DEAR SHAREHOLDERS,

We are well into the most serious financial crisis ever seen by most
Americans. Problems escalated in the third quarter as repercussions
from the sub-prime mortgage debacle spread to most financial cen-
ters of the world. Large commercial banks and investment houses
negotiated mergers and bailouts in order to avoid further deteriora-
tion in their balance sheets. Most financial institutions were affected
in one way or another. It is evident that banking has changed and will
continue to change as stricter regulations, more restrictive borrowing
conditions and a slower economy take their effect.

Company earnings for the first nine months of 2008 were
$4,775,000 or $0.51 per share compared to $8,287,000 or $0.88
per share earned during the same period in 2007. Total equity cap-
ital was $104 million, or 12.3% of total assets on September 30,
2008. For the first nine months of 2008, net securities losses on
Federal Home Loan Mortgage Corporation (FHLMC) and Federal
National Mortgage Association (FNMA) preferred stock and
corporate bonds totaled $6,901,000 compared to net securities
gains of $1,444,000 during the same period in 2007. Also, high-
er provisions for loan losses of $1,002,000 for the first nine
months of 2008 compares to a reduction in loan provisions of
$110,000 for the same period in 2007. Partially offsetting these
expense items was an increase in net interest income for the
nine-month period of $4,089,000 over the same period in 2007.

Third quarter 2008 net income was $7,000 compared to
$2,939,000, or $0.31 per share earned in third quarter 2007. The
drop in earnings is a result of losses related to the Company’s
investment in FHLMC and FNMA preferred stock and to Lehman
Brothers Holdings and American General Finance corporate bonds.
The carrying values of the preferred stock and the Lehman
Brothers and American General bonds have been written down to
their estimated September 30, 2008, fair market values of
$593,000, $497,000 and $260,000, respectively. These impair-
ment charges contributed to a net securities loss of $5,487,000 or
$0.58 per share for the quarter. Additional charges may be neces-
sary on investment securities in future quarters depending on
financial and economic conditions. Excluding the net security loss-
es, pre-tax core earnings for the quarter were $4,300,000, a 9.5%
increase over $3,928,000 earned in third quarter 2007.

Many investors believed that Government Sponsored Enterprises
(GSEs) such as Fannie Mae and Freddie Mac had an implicit
guarantee due to their government sponsorship. This proved not
to be the case with equity holders and the takeover by the
federal government left many with substantial losses.The
government had no choice but to rescue both Fannie and Freddie
since they own or guarantee nearly 50% of the nation’s $12
trillion in home loans and their failure would have created a cri-
sis not seen since the stock market crash of 1929.

The Company’s third quarter net interest income increased
$1,015,000, which was 23% higher than the same period a year
ago. The increase in net interest income is the result of a 36%
decrease in interest expense, or lower funding costs, compared to
third quarter 2007. Net interest margin moved up to 3.99%,
compared to 3.39% for third quarter 2007.

After taking the write-downs discussed earlier, the Company’s
return on average assets was 0.003% and 1.39% for the three-
month periods ending September 30, 2008 and 2007, respectively
and return on average equity was 0.03% for the three months
ended September 30, 2008, compared to 10.69% for the same
period a year ago.

Non-interest income for the quarter decreased $6,102,000
primarily as the result of net security losses and lower trust



CONSOLIDATED BALANCE SHEETS

September 30

September 30

CONSOLIDATED STATEMENTS OF INCOME

Three Months

Nine Months

Assets 2008 2007 Ended September 30 Ended September 30
Cash and due from banks $27,216,295 $25,654,272 2008 2007 2008 2007
Interest bearing deposits in financial institutions 7,550,340 661,885 Interest and dividend income
Securities available-for-sale 323,416,226 341,089,875 Loans $7,237,129 $8,062,624 $22,386,655  $23,500,424
Loans receivable, net 446,224,818 457,864,361 Securities:
Loans held for sale 1,169,084 754,433 Taxable 2,497,103 2,322,438 7,487,230 6,981,845
Bank premises and equipment, net 12,785,372 13,719,670 Tax-exempt 1,201,777 1,218,921 3,809,905 3,603,235
Other real estate owned 12,648,962 2,871,051 Federal funds sold 15,835 2,132 150,284 181,523
Accrued 1r.1come receivable 7,723,433 8,408,901 Dividends 229216 397,137 898,953 1171,687
Deferred income taxes 7,263,335 -
Other assets 473,967 268,427 Total interest income 11,181,060 12,003,252 34,733,027 35,438,714
Total assets $846,471,832 $851,292,875 Interest expense:
Liabilities and Stockholders’ Equity Deposits 3,289,349 5,232,913 11,363,993 16,041,795
o Other borrowed funds 557,783 789,136 1,687,382 1,804,055
Liabilities
Deposits Total interest expense 3,847,132 6,022,049 13,051,375 17,845,850
Demand, non-interest bearing $79,518,096 $71,653,364
NOW accounts 155,448,377 18,788,084 Net interest income 7,333,928 5,981,203 21,681,652 17,592,864
Savings and money market 161,470,338 144,800,475 Provision (credit) for loan losses 73,514 (264,131) 1,002,208 (110,527)
Time, $100,000 and over 85,408,343 108,556,497 . .
Other ti 165,418,906 180,181,480 Net incerest income after
e Hme ekt T provision (credit) for loan losses 7,260,414 6,245,334 20,679,444 17,703,391
Total deposits 647,264,060 650,979,902 Non-interest income:
Federal funds purchased and securities sold Trust department income 391,115 438,383 1,222,268 1,543,048
under agreements to repurchase 47,258,710 55,232,215 Service fees 451,162 479,930 1,332,094 1,383,137
Other short-term borrowings 1,089,061 3,361,535 Securities gains, net (5,487,250) 537,969 (6,900,899) 1,444,047
Long-term borrowing 39,500,000 23,000,000 Gain on sale of loans held for sale 217,928 241,548 604,467 539,652
Dividends payable 2,641,216 2,545,987 Merchant and ATM fees 169,512 143,859 483,515 426,144
Accrued expenses and other liabilities 4,967,463 4,555,396 Other 143,802 146,284 520,704 430,943
Total liabilities 742,720,510 739,675,035 Total non-interest income (4,113,731) 1,987,973 (2,737,851) 5,766,971
tholders' ) Non-interest expense:
S“’CC olders th“i(ty o e suthorined 18.000.000 <k Salaries and employee benefits 2,647,502 2,480,547 7,728,417 7,543,814
ommon stock, $2 par value; authorize ,000, shares; )
9,432,915 and 9,429,580 shares issued and outstanding gata processing gé;';gg iii’;g 1'?3;’;2? l'gg:'??:
at September 30, 2008, and September 30, 2007, respectively 18,865,830 18,859,160 CCUPANCY EXpEnses ’ ’ 12809 ’
Additional paid-in-capital 22,651,222 22,588,691 Provision for off-balance
Retained earnings 63,535,036 66,506,883 sheet commitments 4,000 233,000 15,000 233,000
Accumulated other comprehensive income (loss), net unrealized Other operating expenses 773,195 711,887 2,230,776 2,146,260
gain (loss) on securities available-for-sale (1,300,766) 3,663,106 Total non-interest expense 4,333,760 4,305,188 12,859,682 12,532,673
Total stockholders’ equity 103,751,322 111,617,840 Income before income taxes (1,187,077) 3,928,119 5,081,911 10,937,689
R — [ — Income tax expense (1,193,983) 989,580 307,176 2,650,706
Total liabilities and stockholders’ equity $846,471,832 $851,292,875 )
Rl it Net income $6,906  $2,938,539 $4,774735  $8,286,983
Basic and diluted earnings per share $0.00 $0.31 $0.51 $0.88
Declared dividends per share $0.28 $0.27 $0.84 $0.81




