
DEAR SHAREHOLDERS,

Ames National Corporation’s net income of $1,867,000, or
$0.20 per share for the three months ended June 30, 2008,
was 34% less than the $2,827,000, or $0.30 per share,
earned in second quarter 2007. This quarter, net interest
income increased 25% before provision for loan losses, due
to a drop of $1,825,000, or 30% in total interest expense.
Second quarter 2008 results included impairment charges
related to the Company’s investment in Federal Home
Loan Mortgage Corporation (FHLMC) and Federal
National Mortgage Association (FNMA) preferred stock
and MGIC Investment Corporation’s bonds. The carrying
values of the preferred stock and the MGIC corporate
bonds have been written down to their fair market value of
$6.7 million and $2.8 million, respectively, as of June 30,
2008, causing a net securities loss of $1,435,000, or $0.15
per share, for the quarter. Additional impairment charges
may be necessary on these and other investment securities
in future quarters if financial and economic conditions do
not improve as perceived by bond and equity investors.

The net interest margin increased to 3.91% from 3.31%
posted for second quarter 2007. Lower interest expense
helped offset a $2,147,000 decrease in non-interest
income compared to a year ago. Contributing to the lower
non-interest income for the quarter was an $819,000
provision for loan losses as compared to $144,000 for June
30, 2007 and lower trust department income recorded in
2008. Return on average assets was .85% and 1.33% and
return on average equity was 6.70% and 10.09%, respec-
tively for the three-month periods ending June 30, 2008
and June 30, 2007. Non-interest expense rose 3% in
second quarter 2008 primarily due to higher data process-
ing and occupancy costs. The efficiency ratio for the three
months ending June 30, 2008 was 58.13%, up from
51.68% reported on June 30, 2007.

Deposits increased slightly to $679 million compared to the
$671 million reported June 30, 2007. The higher number
reflects a 14% increase in demand deposits in our affiliate
banks. First National Bank and Randall-Story State Bank
both reported higher deposit numbers compared to the
previous year.

Loans totaled $458 million, a 4% increase over the $441
million posted a year ago. Randall-Story State Bank and
State Bank & Trust Co. both reported higher loan numbers
over second quarter 2007. The allowance for loan losses on
June 30, 2008 was $6,609,000 compared to $6,689,000 a
year ago. Net loan charge-offs for the quarter totaled
$57,000, compared to net recoveries of $10,000 in the
second quarter of 2007.

Total assets grew 4% to $872 million compared to the $840
million reported on June 30, 2007. Four of our five affiliate
banks increased their assets over second quarter last year.

Total capital ended the quarter at $107 million compared to
$110 million reported one year ago primarily as a result of a
higher level of unrealized loss on securities held as available for
sale. Total capital this quarter included a net unrealized loss of
$784,000 compared to a gain of $2,510,000 on June 30, 2007.

Company stock traded in the $15.12 to $22.94 range this
quarter and closed at $16.73 on June 30, 2008 with 602,642
shares traded. ATLO, the symbol for Company stock, was
included in the Russell 2000 Index at the end of the second
quarter this year which prompted higher trading volume as
institutional investors realigned their stock portfolios to
include community banks new to the index. 428,781 shares
were traded on June 27, 2008, and 52,746 shares on June 30,
2008. These numbers compare to an average daily volume of
fewer than 1,000 shares in first quarter 2008.

For the six-month period ending June 30, 2008, net income
was $4,768,000, or $0.51 per share, an 11% decrease from
the net income of $5,348,000, or $0.57 per share earned a
year ago. The lower earnings are primarily attributed to the
net security losses and higher provision expense for loan
losses. However, four of the five affiliate banks posted high-
er earnings over the same period last year. Earnings were
helped by a 24% increase in net interest income which
reflected a drop in total interest expense paid of
$2,620,000 for the first six months of the year. First half
earnings included a loan loss provision of $929,000
compared to $154,000 expensed last year. Return on aver-
age assets was 1.09% compared to 1.27% and return on
average equity was 8.54% compared to 9.54% for the six
month periods ending June 30, 2008, and June 30, 2007,
respectively. Net interest margin for the first six months
was 3.85%, an improvement over the first half 2007 of
3.28%. Non-interest expense increased 4% reflecting the
higher costs associated with the operation of First National
Bank’s new Ankeny, Iowa, branch.

In May 2008, the Company board of directors elected three
new members to affiliate banks’ boards of directors. Warren
R. Madden, vice president for business and finance at Iowa
State University, and David W. Benson, a shareholder in the
Nyemaster, Goode, West, Hansell & O’Brien law firm, were
both added to the board of First National Bank. Madden also
serves on the Company board of directors. At United Bank
& Trust, Michael Bloom, senior vice president & trust
officer, was elected to that bank’s board of directors. Harold
Thompson, a long-time employee and president of Randall-
Story State Bank, retired at the end of May after 38 years of
service. Rick Schreier, bank senior vice president, was elected
president to succeed Thompson.

Sincerely,

DANIEL L. KRIEGER THOMAS H. POHLMAN
Chairman President
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AFFILIATE BANKS



(unaudited) 2008 2007 2008 2007

Interest and dividend income
Loans $7,331,295 $7,864,594 $15,149,526 $15,437,801
Securities:

Taxable 2,480,918 2,322,316 4,990,127 4,659,405
Tax-exempt 1,261,287 1,189,988 2,608,128 2,384,314

Federal funds sold 90,962 149,213 134,449 179,390
Dividends 373,243 383,982 669,737 774,550

Total interest income 11,537,705 11,910,093 23,551,967 23,435,460
Interest expense:

Deposits 3,647,078 5,483,677 8,074,644 10,808,882
Other borrowed funds 533,972 522,757 1,129,599 1,014,917

Total interest expense 4,181,050 6,006,434 9,204,243 11,823,799

Net interest income 7,356,655 5,903,659 14,347,724 11,611,661
Provision for loan losses 818,995 143,877 928,694 153,605

Net interest income after
provision for loan losses 6,537,660 5,759,782 13,419,030 11,458,056

Non-interest income:
Trust department income 393,886 721,320 831,153 1,104,665
Service fees 451,594 474,593 880,932 903,207
Securities gains (losses), net (1,435,019) 452,554 (1,413,649) 906,077
Gain on sale of loans held for sale 200,246 195,004 386,539 298,105
Merchant and ATM fees 160,782 144,611 314,002 282,285
Other 212,176 142,783 376,902 284,661

Total non-interest income (16,335) 2,130,865 1,375,879 3,778,999
Non-interest expense:

Salaries and employee benefits 2,501,007 2,563,314 5,080,915 5,063,267
Data processing 624,485 557,915 1,170,360 1,108,357
Occupancy expenses 377,965 300,084 806,066 621,488
Other operating expenses 763,770 731,223 1,468,580 1,434,372

Total non-interest expense 4,267,227 4,152,536 8,525,921 8,227,484
Income before income taxes 2,254,098 3,738,111 6,268,988 7,009,571

Income tax expense 386,897 910,680 1,501,159 1,661,126

Net income 1,867,201 2,827,431 4,767,829 5,348,445

Basic and diluted earnings per share 0.20 0.30 0.51 0.57
Declared dividends per share 0.28 0.27 0.56 0.54

CONSOLIDATED STATEMENTS OF INCOMECONSOLIDATED BALANCE SHEETS
June 30 June 30

Assets 2008 2007

Cash and due from banks $22,902,276 $19,255,762
Federal funds sold 15,400,000 –
Interest bearing deposits in financial institutions 6,138,140 1,010,523
Securities available-for-sale 342,882,987 351,099,722
Loans receivable, net 457,513,612 441,320,062
Loans held for sale 2,202,265 2,094,327
Bank premises and equipment, net 12,987,331 13,761,917
Accrued income receivable 6,669,250 7,712,138
Deferred income taxes 3,243,733 690,829
Other assets 2,410,024 3,105,341

Total assets $872,349,618 $840,050,621

Liabilities and Stockholders’ Equity

Liabilities
Deposits

Demand, noninterest bearing $81,306,466 $71,606,140
NOW accounts 169,262,133 154,583,055
Savings and money market 162,606,100 160,263,988
Time, $100,000 and over 97,770,417 106,054,915
Other time 168,081,658 178,147,623

Total deposits 679,026,774 670,655,721

Federal funds purchased and securities sold
under agreements to repurchase 39,374,666 49,425,759

Other short-term borrowings 685,072 1,286,770
Long-term borrowing 39,500,000 2,000,000
Dividends payable 2,641,216 2,545,987
Accrued expenses and other liabilities 4,219,903 4,064,406

Total liabilities 765,447,631 729,978,643

Stockholders’ Equity
Common stock, $2 par value; authorized 18,000,000 shares;
9,432,915 and 9,429,580 shares issued and outstanding
at of June 30, 2008 and June 30, 2007, respectively 18,865,830 18,859,160

Additional paid-in-capital 22,651,222 22,588,691
Retained earnings 66,169,346 66,114,331
Accumulated other comprehensive income (loss), net unrealized

gain (loss) on securities available-for-sale (784,411) 2,509,796

Total stockholders’ equity 106,901,987 110,071,978

Total liabilities and stockholders’ equity $872,349,618 $840,050,621

Three Months
Ended June 30

Six Months
Ended June 30


