
DEAR SHAREHOLDERS,
Fourth Quarter 2008:
2008 has been a year of challenges, and the financial markets con-
tinue to be in turmoil. Historic losses in mortgage backed securities,
stocks, derivatives and other types of financial instruments are being
reported from Wall Street to Main Street, USA, with repercussions
felt around the world.

Ames National Corporation’s fourth quarter net income was
$1,577,000 or $0.17 per share, 42% lower than the $2,722,000, or $0.29
per share earned in the same quarter last year. The lower earnings
are the result of securities losses of $832,000 and other-than-tem-
porary impairment of investments of $807,000. These investment
securities losses combine for an estimated after-tax reduction in
income of $1,033,000, or $0.11 per share. The securities losses and
impairment charges were related primarily to the Company’s invest-
ment in Federal Home Loan Mortgage Corporation (FHLMC) and
Federal National Mortgage Association (FNMA) preferred stock and
corporate bond issues of American General Finance, Lehman
Brothers Holdings, and MGIC Investment Corporation.

The lower quarterly earnings were also affected by a 12% increase in
non-interest expense and a decrease in loan and investment income.
A highlight for the quarter was a 41% decrease in total interest
expense. Higher net interest income, the direct result of the lower
interest rate environment, was offset by higher provision expense for
loan losses of $311,000 for the fourth quarter of 2008 compared to
$16,000 for fourth quarter of 2007. Net charge-offs for the quarter
ended December 31, 2008, were $194,000, compared to $416,000
for the same period in 2007. Non-interest expense for the quarter
was 12% higher than fourth quarter 2007 with normal salary and
benefit increases and the additional staffing of the lending and loan
administration functions were the primary contributors to the
increase. Fourth quarter return on average assets in 2008 and 2007
was 0.75% and 1.28% with return on equity for the same periods
respectively, of 6.24% and 9.78%. Net interest margin this quarter
improved to 4.11% compared to 3.58% posted a year ago. The effi-
ciency ratio for the quarter ended December 31, 2008, was 66.12%
compared to 53.90% for the same period in 2007.

2008 Annual Results:
Net income for the year was $6,352,000 or $0.67 per share com-
pared to $11,009,000 or $1.17 per share reported for 2007. The 42%
drop in income was primarily the result of other-than-temporary
impairment of investment securities of $12,054,000, which equated
to an estimated after-tax reduction in income of $7,594,000 or $0.81
per share. Net interest income of $29,112,000 was 21% higher than
the $24,025,000 reported the previous year which is an indication of
improvement in core earnings. A positive note was a $7,135,000
decrease in total interest expense which is reflected in the 2008
Company’s net interest margin for the year which increased to 3.94%
from 3.39% reported December 31, 2007. Return on average assets
for 2008 and 2007 was 0.74% and 1.30%, respectively with return
on equity for the same periods of 5.89% and 9.89%, respectively. The
efficiency ratio for the year ended December 31, 2008, was 67.40%
compared to 53.71% for the previous year.

Deposits, loans, total assets and capital were all lower than reported
a year ago. Total assets of $858,141,000 were $3,450,000 less than
the $861,591,000 reported on December 31, 2007. Deposits were
$664,795,000 which was 3.7% lower than the $690,119,000 report-
ed at the end of 2007. Most of the change in deposits was in time
certificates over $100,000, which declined by $27,811,000. Loans
were slightly lower, ending the year at $454,032,000 compared to
$463,996,000 the previous year. The allowance for loan losses on
December 31, 2008 was $6,779,000 compared to $5,781,000 on

December 31, 2007. Net charge-offs for 2008 were $314,000 com-
pared to $658,000 for 2007 while impaired loans were $6,263,000,
or 1.4% of gross loans, compared to impaired loans of $5,485,000 on
December 31, 2007. Other real estate owned increased from
$2,846,000 last year to $13,334,000 as of December 31, 2008. The
increase was primarily due to the foreclosure in the third quarter of
improved commercial development land which was collateral for a
$9 million line of credit. An independent appraisal confirms the fair
market value and supports the carrying value of other real estate.

Capital of $103,837,000 was down 5.6% from the $110,021,000
reported a year ago. Lower capital was due to dividend payments and
the change in the accumulated other comprehensive loss as a result
of the decrease in the market value of the Company’s investment
portfolio. Capital on December 31, 2008, represented 12.1% of total
assets. All five affiliate banks, First National Bank, Ames; Boone Bank
& Trust Co., Boone; State Bank & Trust Co., Nevada; Randall-Story
State Bank, Story City and United Bank & Trust, Marshalltown
remain well-capitalized as defined by federal capital guidelines.

Company stock, which is listed under the symbol ATLO, closed at
$26.54 on December 31, 2008, compared to $19.50 at the end of
2007 and ranged from $20.58 to $26.98 per share during the quar-
ter with 601,186 shares traded. A $0.28 per share dividend was paid
in the fourth quarter compared to $0.27 per share paid during the
same period a year ago. In 2008, shareholders received dividends of
$1.11 per share, a 3.7% increase over the $1.07 per share paid in
2007. At the year-end closing price of $26.54, ATLO was selling at
2.4 times book with a price to earnings ratio of 39.6.

Economy:
The sub-prime problem has affected nearly all major economies with
huge losses being reported worldwide. The government’s Troubled
Assets Relief Program (TARP), in which the Company has elected
not to participate, provides capital to U. S. banks in exchange for pre-
ferred stock and the option to purchase common stock. TARP is
being reviewed by Congress to determine if it is achieving the intend-
ed goals. The banking community is experiencing many changes
which will undoubtedly affect future operations for years to come.

The Federal Reserve lowered the fed funds rate three times in fourth
quarter 2008 from 2.25% to 0.50% at the end of the year. This was in
addition to five rate reductions in the first three quarters of 2008. The
91-day Treasury bill ended the year at .11% and was sold at a historic
discount rate of 0.005 % on December 8th, the lowest since the gov-
ernment began auctioning 91-day treasury bills in 1929. The Federal
Reserve’s lowering of interest rates will affect both investing and bor-
rowing and should translate into higher net interest margins for our
affiliate banks and help near-term earnings.

The Dow Jones Industrial Average continued its downward slope
by hitting a bear market low for the year on November 21, 2008,
of 7,392 after falling from a high of 13,338 on January 2, 2008,
and ended the year at 8,776, a 33% drop. Many people have expe-
rienced a reduction in both their stock portfolios and retirement
accounts. The financial markets remain unsettled and the
prospects of a recovery are dim until well into 2009.

We invite you to join us for the 2008 Annual Shareholders’
Meeting schedule for Wednesday, April 29, 2009, at Reiman
Gardens. In March, you will receive the 2008 Annual Report,
proxy information and registration materials. Please mark your cal-
endar and plan to attend.

Sincerely,

DANIEL L. KRIEGER THOMAS H. POHLMAN
Chairman President
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(unaudited) 2008 2007 2008 2007

Interest and dividend income
Loans $7,071,752 $8,129,069 $29,458,407 $31,629,493
Securities:

Taxable 2,389,222 2,322,194 9,876,452 9,304,036
Tax-exempt 1,136,117 1,225,013 4,946,022 4,828,248

Federal funds sold 20,794 51,198 171,078 232,723
Dividends 163,255 395,891 1,062,208 1,567,578

Total interest income 10,781,140 12,123,365 45,514,167 47,562,078
Interest expense:

Deposits 2,843,741 5,013,306 14,207,734 21,055,100
Other borrowed funds 506,576 677,974 2,193,958 2,482,030

Total interest expense 3,350,317 5,691,280 16,401,692 23,537,130

Net interest income 7,430,823 6,432,085 29,112,475 24,024,948
Provision (credit) for loan losses 310,577 16,426 1,312,785 (94,100)

Net interest income after
provision (credit) for loan losses 7,120,246 6,415,659 27,799,690 24,119,048

Non-interest income:
Trust department income 374,828 471,228 1,597,096 2,014,277
Service fees 459,619 472,830 1,791,713 1,855,964
Securities gains, net (831,535) 22,651 3,515,323 1,466,697
Other-than-temporary impairment

of investment securities (806,630) - (12,054,387) -
Gain on sale of loans held for sale 229,662 203,357 834,129 743,009
Merchant and ATM fees 133,287 127,500 616,802 553,644
Other 170,194 143,817 690,898 574,759

Total non-interest income (270,575) 1,441,383 (3,008,426) 7,208,350
Non-interest expense:

Salaries and employee benefits 2,844,180 2,498,133 10,572,597 10,041,947
Data processing 564,947 595,711 2,246,473 2,239,595
Occupancy expenses 383,113 326,709 1,587,076 1,292,424
Provision for off-balance

sheet commitments - - 15,000 233,000
Other operating expenses 942,332 823,022 3,173,108 2,969,281

Total non-interest expense 4,734,572 4,243,575 17,594,254 16,776,247
Income before income taxes 2,115,099 3,613,467 7,197,010 14,551,151

Income tax expense 537,838 891,344 845,014 3,542,049

Net income $1,577,261 $2,722,123 $6,351,996 $11,009,102

Basic and diluted earnings per share $0.17 $0.29 $0.67 $1.17
Declared dividends per share $0.28 $0.27 $1.12 $1.08

CONSOLIDATED STATEMENTS OF INCOMECONSOLIDATED BALANCE SHEETS
December 31 December 31

(unauditied) 2008 2007

Assets
Cash and due from banks $24,697,591 $26,044,577
Federal funds sold 16,533,000 5,500,000
Interest bearing deposits in financial institutions 10,400,761 634,613
Securities available-for-sale 313,014,375 339,942,064
Loans receivable, net 452,880,348 463,651,000
Loans held for sale 1,152,020 344,970
Bank premises and equipment, net 12,570,302 13,446,865
Accrued income receivable 6,650,287 8,022,900
Deferred income taxes 5,838,044 929,326
Other real estate owned 13,333,565 2,845,938
Other assets 1,070,588 228,895

Total assets $858,140,881 $861,591,148

Liabilities and Stockholders’ Equity

Deposits
Demand, noninterest bearing $99,830,687 $80,638,995
NOW accounts 165,422,333 160,672,326
Savings and money market 153,771,034 162,291,544
Time, $100,000 and over 81,378,796 109,189,660
Other time 164,391,860 177,326,270

Total deposits 664,794,710 690,118,795

Federal funds purchased and securities sold
under agreements to repurchase 38,509,559 30,033,321

Other short-term borrowings 1,063,806 737,420
Long-term borrowing 43,500,000 24,000,000
Dividends payable 2,641,216 2,545,987
Accrued expenses and other liabilities 3,794,140 4,135,102

Total liabilities 754,303,431 751,570,625

Stockholders’ Equity
Common stock, $2 par value; authorized 18,000,000 shares;
9,432,915 and 9,429,580 shares issued and outstanding
as of December 31, 2008 and 2007, respectively 18,865,830 18,859,160

Additional paid-in-capital 22,651,222 22,588,691
Retained earnings 62,471,081 66,683,016
Accumulated other comprehensive income, net unrealized

gain on securities available-for-sale (150,683) 1,889,656

Total stockholders’ equity 103,837,450 110,020,523

Total liabilities and stockholders’ equity $858,140,881 $861,591,148

Three Months
Ended December 31

Twelve Months
Ended December 31


