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PART I

ITEM 1. BUSINESS

General

Ames National Corporation (the "Company") is an Iowa corporation and bank holding company registered under the
Bank Holding Company Act of 1956, as amended.  The Company owns 100% of the stock of five banking
subsidiaries consisting of two national banks and three state-chartered banks, as described below.  All of the
Company’s operations are conducted in the State of Iowa and primarily within the central and north central Iowa
counties of Boone, Hancock, Marshall, Polk and Story where the Company’s banking subsidiaries are located.  The
Company does not engage in any material business activities apart from its ownership of its banking subsidiaries.  The
principal executive offices of the Company are located at 405 5th Street, Ames, Iowa 50010.  The Company’s
telephone number is (515) 232-6251 and website address is www.amesnational.com.

The Company was organized and incorporated on January 21, 1975 under the laws of the State of Iowa to serve as a
holding company for its principal banking subsidiary, First National Bank, Ames, Iowa ("First National") located in
Ames, Iowa.  In 1983, the Company acquired the stock of the State Bank & Trust Co. ("State Bank") located in
Nevada, Iowa; in 1991, the Company, through a newly-chartered state bank known as Boone Bank & Trust Co.
("Boone Bank"), acquired certain assets and assumed certain liabilities of the former Boone State Bank & Trust
Company located in Boone, Iowa; in 1995, the Company acquired the stock of the Reliance State Bank, (formerly
known as “Randall-Story State Bank”) (”Reliance Bank”) located in Story City, Iowa; and in 2002, the Company chartered
and commenced operations of a new national banking organization, United Bank & Trust NA (“United Bank”), located
in Marshalltown, Iowa.  First National, State Bank, Boone Bank, Reliance Bank and United Bank are each operated as
a wholly owned subsidiary of the Company.  These five financial institutions are referred to in this Form 10-K
collectively as the “Banks” and individually as a “Bank”.

The principal sources of Company revenue are: (i) interest and fees earned on loans made by the Company and Banks;
(ii) interest on fixed income investments held by the Company and the Banks; (iii) fees on trust services provided by
those Banks exercising trust powers; (iv) service charges on deposit accounts maintained at the Banks; (v) gain on the
sale of loans; (vi) securities gains; and (vii) merchant and card fees.  The Company’s principal expenses are: (i) interest
expense on deposit accounts and other borrowings; (ii) salaries and employee benefits; (iii) data processing costs
primarily associated with maintaining the Banks’ loan and deposit functions; (iv) occupancy expenses for maintaining
the Banks’ facilities; (v) professional fees; (vi) business development; and (vii) Federal Deposit Insurance Corporation
(the “FDIC”) insurance assessments.  The largest component contributing to the Company’s net income is net interest
income, which is the difference between interest earned on earning assets (primarily loans and investments) and
interest paid on interest bearing liabilities (primarily deposit accounts and other borrowings).  One of management’s
principal functions is to manage the spread between interest earned on earning assets and interest paid on interest
bearing liabilities in an effort to maximize net interest income while maintaining an appropriate level of interest rate
risk.

The Banks’ lending activities consist primarily of short-term and medium-term commercial real estate loans,
residential real estate loans, agricultural and business operating loans and lines of credit, equipment loans, vehicle
loans, personal loans and lines of credit, home improvement loans and origination of mortgage loans for sale into the
secondary market.  The Banks also offer a variety of demand, savings and time deposits, cash management services,
merchant credit card processing, safe deposit boxes, wire transfers, direct deposit of payroll and social security checks
and automated teller machine access.  Four of the five Banks also offer trust services.
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The Company provides various services to the Banks which include, but are not limited to, management assistance,
internal auditing services, human resources services and administration, compliance management, marketing
assistance and coordination, loan review and support with respect to computer systems and related procedures.

Banking Subsidiaries

First National Bank, Ames, Iowa.  First National is a nationally-chartered, commercial bank insured by the FDIC.  It
was organized in 1903 and became a wholly owned subsidiary of the Company in 1975 through a bank holding
company reorganization whereby the then shareholders of First National exchanged all of their First National stock for
stock in the Company.  First National provides full-service banking to businesses and residents within the Ames
community and surrounding area. It provides a variety of products and services designed to meet the needs of the
market it serves. It has an experienced staff of bank officers including many who have spent the majority of their
banking careers with First National and who emphasize long-term customer relationships. First National conducts
business out of three full-service offices, all located in the city of Ames and a full-service office in Ankeny, Iowa.
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As of December 31, 2012, First National had capital of $65,418,000 and 94 full-time equivalent employees. Full-time
equivalents represent the number of people a business would employ if all its employees were employed on a full-time
basis. It is calculated by dividing the total number of hours worked by all full and part-time employees by the number
of hours a full-time individual would work for a given period of time. First National had net income for the years
ended December 31, 2012, 2011 and 2010 of approximately $7,193,000, $7,517,000 and $6,869,000, respectively.
Total assets as of December 31, 2012, 2011 and 2010 were approximately $616,287,000, $560,753,000 and
$519,836,000, respectively.

State Bank & Trust Co., Nevada, Iowa.  State Bank is an Iowa, state-chartered, FDIC insured commercial bank.  State
Bank was acquired by the Company in 1983 through a stock transaction whereby the then shareholders of State Bank
exchanged all their State Bank stock for stock in the Company.  State Bank was organized in 1939 and provides
full-service banking to businesses and residents within the Nevada area from its main Nevada location and one office
in Colo, Iowa.  It has a strong presence in agricultural, commercial and residential real estate lending.

As of December 31, 2012, State Bank had capital of $16,858,000 and 26 full-time equivalent employees. State Bank
had net income for the years ended December 31, 2012, 2011 and 2010 of approximately $2,208,000, $2,059,000 and
$2,465,000, respectively. Total assets as of December 31, 2012, 2011 and 2010 were approximately $151,859,000,
$148,839,000 and $135,695,000, respectively.

Boone Bank & Trust Co., Boone, Iowa.  Boone Bank is an Iowa, state-chartered, FDIC insured commercial bank.
Boone Bank was organized in 1992 by the Company under a new state charter in connection with a purchase and
assumption transaction whereby Boone Bank purchased certain assets and assumed certain liabilities of the former
Boone State Bank & Trust Company in exchange for a cash payment.  It provides full service banking to businesses
and residents within the Boone community and surrounding area.  It is actively engaged in agricultural, consumer and
commercial lending, including real estate, operating and equipment loans.  It conducts business from its main office
and a full service office, both located in Boone.

As of December 31, 2012, Boone Bank had capital of $13,734,000 and 26 full-time equivalent employees.  Boone
Bank had net income for the years ended December 31, 2012, 2011 and 2010 of approximately $1,764,000,
$1,828,000 and $1,736,000, respectively. Total assets as of December 31, 2012, 2011 and 2010 were approximately
$123,829,000, $118,345,000 and $105,089,000, respectively.

Reliance State Bank was formerly known as “Randall-Story State Bank”, Story City, Iowa.  Reliance Bank is an Iowa,
state-chartered, FDIC insured commercial bank.  Reliance Bank was organized in 1928.  Reliance Bank was acquired
by the Company in 1995 through a stock transaction whereby the then shareholders of Reliance Bank exchanged all
their Reliance Bank stock for stock in the Company.    On April 27, 2012 Reliance Bank completed the purchase of
two bank offices of Liberty Bank, F.S.B. located in Garner and Klemme, Iowa (the “Acquisition”).   These offices were
purchased for cash consideration of $5.4 million.  The contractual balance of loans receivable acquired was $47.0
million and the contractual balance of the deposits assumed was $98.1 million.  As a result of the acquisition, the
Company recorded a core deposit intangible asset of $1.5 million and goodwill of $5.6 million.  Reliance Bank
provides full banking services to businesses and residents within the Story City, Garner and Klemme communities and
surrounding areas.  While its primary emphasis is in agricultural lending, Reliance Bank also provides the traditional
lending services typically offered by community banks.  It conducts business from its main office located in Story
City and two full service offices located in Garner and Klemme.

As of December 31, 2012, Reliance Bank had capital of $24,609,000 and 31 full-time equivalent employees.  Reliance
Bank had net income for the years ended December 31, 2012, 2011 and 2010 of approximately $1,833,000,
$1,234,000 and $1,144,000, respectively. Total assets as of December 31, 2012, 2011 and 2010 were approximately
$221,799,000, $91,279,000 and $85,062,000, respectively.
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United Bank & Trust NA, Marshalltown, Iowa. United Bank is a nationally-chartered, commercial bank insured by
the FDIC. It was newly chartered in June of 2002 and offers a broad range of deposit and loan products, as well as
trust services to customers located in the Marshalltown and surrounding Marshall County area.

As of December 31, 2012, United Bank had capital of $13,345,000 and 21 full-time equivalent employees. United
Bank had net income for the years ended December 31, 2012, 2011 and 2010 of approximately $1,269,000,
$1,228,000 and $1,205,000, respectively.  Total assets as of December 31, 2012, 2011 and 2010 were approximately
$107,627,000, $107,555,000 and $106,819,000, respectively.
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Business Strategy and Operations

As a multi-bank holding company for five community banks, the Company emphasizes strong personal relationships
to provide products and services that meet the needs of the Banks’ customers. The Company seeks to achieve growth
and maintain a strong return on equity. To accomplish these goals, the Banks focus on small-to-medium size
businesses that traditionally wish to develop an exclusive relationship with a single bank. The Banks, individually and
collectively, have the size to give the personal attention required by business owners, in addition to the credit expertise
to help businesses meet their goals.

The Banks offer a full range of deposit services that are typically available in most financial institutions, including
checking accounts, savings accounts and time deposits of various types, ranging from money market accounts to
longer-term certificates of deposit. One major goal in developing the Banks' product mix is to keep the product
offerings as simple as possible, both in terms of the number of products and the features and benefits of the individual
services. The transaction accounts and time certificates are tailored to each Bank's principal market area at rates
competitive in that Bank’s market.  In addition, retirement accounts such as IRAs (Individual Retirement Accounts) are
available. The FDIC insures all deposit accounts up to the maximum amount. The Banks solicit these accounts from
small-to-medium sized businesses in their respective primary trade areas, and from individuals who live and/or work
within these areas.  No material portion of the Banks' deposits has been obtained from a single person or from a few
persons.  Therefore, the Company does not believe that the loss of the deposits of any person or of a few persons
would have an adverse effect on the Banks' operations or erode their deposit base.

Loans are provided to creditworthy borrowers regardless of their race, color, national origin, religion, sex, age, marital
status, disability, receipt of public assistance or any other basis prohibited by law.  The Banks intend to fulfill this
commitment while maintaining prudent credit standards.  In the course of fulfilling this obligation to meet the credit
needs of the communities which they serve, the Banks give consideration to each credit application regardless of the
fact that the applicant may reside in a low to moderate income neighborhood, and without regard to the geographic
location of the residence, property or business within their market areas.

The Banks provide innovative, quality financial products, such as Internet banking and trust services that meet the
banking needs of their customers and communities. The loan programs and acceptance of certain loans may vary from
time-to-time depending on the funds available and regulations governing the banking industry. The Banks offer all
basic types of credit to their local communities and surrounding rural areas, including commercial, agricultural and
consumer loans.  The types of loans within these categories are as follows:

Commercial Loans. Commercial loans are typically made to sole proprietors, partnerships, corporations and other
business entities such as municipalities where the loan is to be used primarily for business purposes. These loans are
typically secured by assets owned by the borrower and often times involve personal guarantees given by the owners of
the business.  The types of loans the Banks offer include:

● financing guaranteed under Small Business Administration programs
� operating and working capital loans

• loans to finance equipment and other capital purchases
� commercial real estate loans

� business lines of credit
� term loans

� loans to professionals
� letters of credit
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Agricultural Loans.  The Banks, by nature of their location in central and north-central Iowa, are directly and
indirectly involved in agriculture and agri-business lending.  This includes short-term seasonal lending associated with
cyclical crop and livestock production, intermediate term lending for machinery, equipment and breeding stock
acquisition and long-term real estate lending. These loans are typically secured by the crops, livestock, equipment or
real estate being financed.  The basic tenet of the Banks' agricultural lending philosophy is a blending of strong,
positive cash flow supported by an adequate collateral position, along with a demonstrated capacity to withstand
short-term negative impact if necessary.  Applicable governmental subsidies and affiliated programs are utilized if
warranted to accomplish these parameters.  Approximately 23% of the loan portfolio consists of loans made for
agricultural purposes.
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Consumer Loans. Consumer loans are typically available to finance home improvements and consumer purchases,
such as automobiles, household furnishings and boats.  These loans are made on both a secured and an unsecured
basis.  The following types of consumer loans are available:

� automobiles and trucks
� boats and recreational vehicles

� personal loans and lines of credit
� home equity lines of credit

� home improvement and rehabilitation loans
� consumer real estate loans

Other types of credit programs, such as loans to nonprofit organizations, to public entities, for community
development and to other governmental programs also are available.

First National, Boone Bank, State Bank and United Bank offer trust services typically found in a commercial bank
with trust powers, including the administration of estates, conservatorships, personal and corporate trusts and agency
accounts.  The Banks also provide farm management, investment and custodial services for individuals, businesses
and non-profit organizations.

The Banks earn income from the origination of residential mortgages that are sold in the secondary real estate market
without retaining the mortgage servicing rights.

The Banks offer traditional banking services, such as safe deposit boxes, wire transfers, direct deposit of payroll and
social security checks, automated teller machine access and automatic drafts (ACH) for various accounts.

Credit Management

The Company strives to achieve sound credit risk management. In order to achieve this goal, the Company has
established uniform credit policies and underwriting criteria for the Banks’ loan portfolios. The Banks diversify in the
types of loans offered and are subject to regular credit examinations, annual internal and external loan audits and
annual review of large loans, as well as quarterly reviews of loans experiencing deterioration in credit quality. The
Company attempts to identify potential problem loans early, charge off loans promptly and maintain an adequate
allowance for loan losses. The Company has established credit guidelines for the Banks’ lending portfolios which
include guidelines relating to the more commonly requested loan types, as follows:

Commercial Real Estate Loans - Commercial real estate loans, including agricultural real estate loans, are normally
based on loan to appraisal value ratios of not to exceed 80% and secured by a first priority lien position. Loans are
typically subject to interest rate adjustments no less frequently than 5 years from origination.  Fully amortized
monthly repayment terms normally do not exceed twenty years.  Projections and cash flows that show ability to
service debt within the amortization period are required. Property and casualty insurance is required to protect the
Banks’ collateral interests. Commercial and agricultural real estate loans represent approximately 43% of the loan
portfolio. Major risk factors for commercial real estate loans, as well as the other loan types described below, include
a geographic concentration in central Iowa; the dependence of the local economy upon several large governmental
entities, including Iowa State University and the Iowa Department of Transportation; and the health of Iowa’s
agricultural sector that is dependent on weather conditions and government programs.

Commercial and Agricultural Operating Lines - These loans are made to businesses and farm operations with terms up
to twelve months. The credit needs are generally seasonal with the source of repayment coming from the entity’s
normal business cycle. Cash flow reviews are completed to establish the ability to service the debt within the terms of
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the loan. A first priority lien on the general assets of the business normally secures these types of loans. Loan-to-value
limits vary and are dependent upon the nature and type of the underlying collateral and the financial strength of the
borrower. Crop and hail insurance is required for most agricultural borrowers. Loans are generally guaranteed by the
principal(s).

Commercial and Agricultural Term Loans – These loans are made to businesses and farm operations to finance
equipment, breeding stock and other capital expenditures. Terms are generally the lesser of five years or the useful life
of the asset.  Term loans are normally secured by the asset being financed and are often additionally secured with the
general assets of the business. Loan to value is generally 75% of the cost or value of the assets.  Loans are normally
guaranteed by the principal(s). Commercial and agricultural operating and term loans represent approximately 30% of
the loan portfolio.
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Residential First Mortgage Loans – Proceeds of these loans are used to buy or refinance the purchase of residential real
estate with the loan secured by a first lien on the real estate. Most of the residential mortgage loans originated by the
Banks (including servicing rights) are sold in the secondary mortgage market due to the higher interest rate risk
inherent in the 15 and 30 year fixed rate terms consumers prefer. Loans that are originated and not sold in the
secondary market generally have fixed rates of up to fifteen years. The maximum amortization of first mortgage
residential real estate loans is 30 years. The loan-to-value ratios normally do not exceed 90% without credit
enhancements such as mortgage insurance. Property insurance is required on all loans to protect the Banks’ collateral
position. Loans secured by one to four family residential properties represent approximately 20% of the loan portfolio.

Home Equity Term Loans – These loans are normally for the purpose of home improvement or other consumer
purposes and are secured by a junior mortgage on residential real estate. Loan-to-value ratios normally do not exceed
90% of market value.

Home Equity Lines of Credit - The Banks offer a home equity line of credit generally with a maximum term of 60
months. These loans are secured by a junior mortgage on the residential real estate and normally do not exceed a
loan-to-market value ratio of 90% with the interest adjusted quarterly.

Consumer Loans – Consumer loans are normally made to consumers under the following guidelines.  Automobiles -
loans on new and used automobiles generally will not exceed 90% and 75% of the value, respectively.  Recreational
vehicles and boats will not exceed 90% and 66% of the value, respectively.  Each of these loans is secured by a first
priority lien on the assets and requires insurance to protect the Banks’ collateral position.  Unsecured - The term for
unsecured loans generally does not exceed 12 months. Consumer and other loans represent approximately 3% of the
loan portfolio.

Employees

At December 31, 2012, the Banks had a total of 198 full-time equivalent employees and the Company had an
additional 11 full-time employees. The Company and Banks provide their employees with a comprehensive program
of benefits, including comprehensive medical and dental plans, long-term and short-term disability coverage, and a
401(k) profit sharing plan. Management considers its relations with employees to be satisfactory.  Unions represent
none of the employees.

Market Area

The Company operates five commercial banks with locations in Boone, Hancock, Marshall, Polk and Story Counties
in central and north central Iowa.

First National is located in Ames, Iowa with a population of 59,042.  The major employers are Iowa State University,
Ames Laboratories, Iowa Department of Transportation, Mary Greeley Medical Center, Ames Community Schools,
City of Ames, Sauer-Danfoss and McFarland Clinic.  First National’s primary business includes providing retail
banking services and business and consumer lending. First National has a minimum exposure to agricultural lending.

Boone Bank is located in Boone, Iowa with a population of 12,635.  Boone is the county seat of Boone County.  The
major employers are Fareway Stores, Inc., Iowa National Guard, Union Pacific Railroad, Boone County Hospital and
Communication Data Services. Boone Bank provides lending services to the agriculture, commercial and real estate
markets.

State Bank is located in Nevada, Iowa with a population of 6,807. Nevada is the county seat of Story County.  The
major employers are Print Graphics, General Financial Supply, Mid-American Manufacturing, Mid-States Millwright
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& Builders, Inc., Burke Corporation and Almaco.  State Bank provides various types of loans with a major
agricultural presence.  It provides a wide variety of banking services including trust, deposit, ATM and debit card, and
merchant card processing.

Reliance Bank is located in Story City, Iowa with a population of 3,431.  The major employers in the Story City area
are Bethany Manor, American Packaging, M.H. Eby, Inc. and Record Printing.  The Bank also maintains offices in
Garner, Iowa with a population of 3,129 and Klemme, Iowa with a population of 507.  The major employers in the
Garner/Klemme area are Iowa Mold & Tooling and Stellar Industries.  All locations are in major agricultural areas
and the Bank has a strong presence in this type of lending.  As a full service commercial bank, it provides a full line of
products and services.

United Bank is located in Marshalltown, Iowa with a population of 27,775. The major employers are Iowa Veterans
Home, Marshalltown School District, JBS Swift & Co., Emerson Process Management/Fisher Division, Lennox
Industries and Marshalltown Medical & Surgical Center.  The Bank offers a full line of loan, deposit, and trust
services. Loan services include primarily commercial and consumer types of credit including operating lines,
equipment loans, automobile financing and real estate loans.

7
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Competition

The geographic market area served by the Banks is highly competitive with respect to both loans and deposits. The
Banks compete principally with other commercial banks, savings and loan associations, credit unions, mortgage
companies, finance divisions of auto and farm equipment companies, agricultural suppliers and other financial service
providers. Some of these competitors are local, while others are statewide or nationwide.  The major commercial bank
competitors include Great Western Bank, U.S. Bank National Association and Wells Fargo Bank, each of which an
office or offices within the Banks’ primary central Iowa trade areas. Among the advantages such larger banks have are
their ability to finance extensive advertising campaigns and to allocate their investment assets to geographic regions of
higher yield and demand. These larger banking organizations have much higher legal lending limits than the Banks
and thus are better able to finance large regional, national and global commercial customers.

In order to compete with the other financial institutions in their primary trade areas, the Banks use, to the fullest extent
possible, the flexibility which is accorded by independent status.  This includes an emphasis on specialized services,
local promotional activity and personal contacts by the Banks' officers, directors and employees.  In particular, the
Banks compete for deposits principally by offering depositors a wide variety of deposit programs, convenient office
locations, hours and other services.  The Banks compete for loans primarily by offering competitive interest rates,
experienced lending personnel and quality products and services.

As of December 31, 2012, there were 38 FDIC insured institutions having approximately 94 locations within Boone,
Hancock, Marshall, Polk and Story County, Iowa where the Banks' offices are primarily located.  First National, State
Bank and Reliance Bank together have the largest percentage of deposits in Story County.

The Banks also compete with the financial markets for funds.  Yields on corporate and government debt securities and
commercial paper affect the ability of commercial banks to attract and hold deposits.  Commercial banks also compete
for funds with equity, money market, and insurance products offered by brokerage and insurance companies. This
competitive trend will likely continue in the future.

The Company anticipates bank competition will continue to change materially over the next several years as more
financial institutions, including the major regional and national banks, continue to consolidate.  Credit unions, which
are not subject to income taxes, have a significant competitive advantage and provide additional competition in the
Company’s local markets.

Supervision and Regulation

The following discussion generally refers to certain statutes and regulations affecting the banking industry. These
references provide brief summaries and therefore do not purport to be complete and are qualified in their entirety by
reference to those statutes and regulations. In addition, due to the numerous statutes and regulations that apply to and
regulate the banking industry, many are not referenced below.

Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (“the Dodd-Frank Act”).   In response to the
recent national and international economic recession and to strengthen supervision of financial institutions and
systemically important nonbank financial institutions, Congress and the U.S. government have taken a variety of
actions, including the enactment of the Dodd-Frank Act on July 21, 2010.  The Dodd-Frank Act represents the most
comprehensive change to banking laws since the Great Depression of the 1930s and mandates changes in several key
areas: regulation and compliance (both with respect to financial institutions and systemically important nonbank
financial companies), securities regulation, executive compensation, regulation of derivatives, corporate governance,
transactions with affiliates, deposit insurance assessments and consumer protection.  While the changes in the law
required by the Dodd-Frank Act will most significantly have a major impact on large institutions, even relatively
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small institutions such as the Company will be affected.

Pursuant to the Dodd-Frank Act, the Banks are subject to regulations promulgated by a new consumer protection
bureau housed within the Federal Reserve, known as the Bureau of Consumer Financial Protection (the “Bureau” or
“BCFP”).  The Bureau promulgates rules and orders with respect to consumer financial products and services and has
substantial power to define the rights of consumers and responsibilities of lending institutions, such as the Banks. The
Bureau will not, however, examine or supervise the Banks for compliance with such regulations; rather, enforcement
authority will remain with the Banks’ primary federal regulator although the Banks may be required to submit reports
or other materials to the Bureau upon its request.

The Dodd-Frank Act also included a provision that supplements the Federal Trade Commission Act’s (the “FTC Act”)
prohibitions against practices that are unfair or deceptive by also prohibiting practices that are “abusive.”  This term has
not yet been defined by implementing regulations but, once it is defined, the Banks will be required to evaluate all of
their consumer financial products and services to ensure they are in compliance with this provision.
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In addition, the Dodd-Frank Act requires the Company and Banks to: (1) be subject to a new assessment model from
the FDIC based upon assets, not deposits (as described herein) and (2) be subject to enhanced executive compensation
and corporate governance requirements.

USA Patriot Act.  The USA Patriot Act was enacted in 2001 which, together with regulations issued pursuant to this
act, substantially broadened previously existing anti-money laundering laws and regulations, increased compliance,
due diligence and reporting obligations for financial institutions, created new crimes and penalties and required
federal banking agencies, in reviewing mergers and other acquisition transactions, to consider the effectiveness of the
parties in combating money laundering activities.  The act requires all financial institutions to establish certain
anti-money laundering compliance and due diligence programs that are reasonably designed to detect and report
instances of money laundering.  The Company believes its compliance policies, procedures and controls satisfy the
material requirements of the Patriot Act and regulations.

Sarbanes-Oxley Act.  The Sarbanes-Oxley Act was enacted in 2002 to, among other things, increase corporate
responsibility and to protect investors by improving the accuracy and reliability of corporate disclosures pursuant to
the federal securities laws.  This act generally applies to all companies that are required to file periodic reports with
the Securities and Exchange Commission under the Securities Exchange Act of 1934.  The act implements significant
changes in the responsibilities of officers and directors of public companies and makes certain changes to the
corporate reporting obligation of those companies and their external auditors.  Among the requirements and
prohibitions addressed by the act are certifications required by CEOs and CFOs of periodic reports filed with the SEC;
accelerated reporting of stock transactions by directors, officers and large shareholders; prohibitions against personal
loans from companies to directors and executive officers (except loans made in the ordinary course of business);
requirements for public companies’ audit committees; requirements for auditor independence; the forfeiture of bonuses
or other incentive-based compensation and profits from the sale of an issuer’s securities by directors and executive
officers in the 12-month period following initial publication of any financial statements that later require restatement;
various increased criminal penalties for violations of securities laws; and the creation of a public company accounting
oversight board.  Rules adopted by the SEC to implement various provisions of the act include CEO and CFO
certifications related to fair presentation of financial statements and financial information in public filings, as well as
management’s evaluation of disclosure controls and procedures; disclosure of whether any audit committee members
qualify as a “financial expert”; disclosures related to audit committee composition and auditor pre-approval policies;
disclosure related to adoption of a written code of ethics; reconciling non-generally accepted accounting principles
(“GAAP”) financial information with GAAP in public communications; disclosure of off-balance sheet transactions; and
disclosure related to director independence and the director nomination process.  The Company has adopted
modifications to its corporate governance procedures to comply with the provisions of the act and regulations.

Incentive Compensation Regulation.   The regulators issued on June 21, 2010 final guidance to ensure that incentive
compensation arrangements at financial institutions take into account risk and are consistent with safe and sound
banking practices.  The guidance was designed to ensure that incentive compensation arrangements appropriately tie
rewards to longer-term performance and do not undermine the safety and soundness of the entity or create undue risks
to the financial system.  As a result of this guidance, the Company and the Banks will incorporate the risks related to
incentive compensation into their broader risk-management framework.

The Company and the Banks are subject to extensive federal and state regulation and supervision. Regulation and
supervision of financial institutions is primarily intended to protect depositors and the FDIC rather than shareholders
of the Company. The laws and regulations affecting banks and bank holding companies have changed significantly
over recent years, particularly with the passage of the Financial Services Modernization Act. There is reason to expect
that similar changes will continue in the future. Any change in applicable laws, regulations or regulatory policies may
have a material effect on the business, operations and prospects of the Company. The Company is unable to predict
the nature or the extent of the effects on its business and earnings that any fiscal or monetary policies or new federal or
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state legislation may have in the future.

The Company

The Company is a bank holding company by virtue of its ownership of the Banks, and is registered as such with the
Board of Governors of the Federal Reserve System (the "Federal Reserve"). The Company is subject to regulation
under the Bank Holding Company Act of 1956, as amended (the "BHCA"), which subjects the Company and the
Banks to supervision and examination by the Federal Reserve. Under the BHCA, the Company files with the Federal
Reserve annual reports of its operations and such additional information as the Federal Reserve may require.

Source of Strength to the Banks. The Federal Reserve takes the position that a bank holding company is required to
serve as a source of financial and managerial strength to its subsidiary banks and may not conduct its operations in an
unsafe or unsound manner. In addition, it is the Federal Reserve's position that in serving as a source of strength to its
subsidiary banks, bank holding companies should use available resources to provide adequate capital funds to its
subsidiary banks during periods of financial stress or adversity. It should also maintain the financial flexibility and
capital raising capacity to obtain additional resources for providing assistance to its subsidiary banks. A bank holding
company's failure to meet its obligations to serve as a source of strength to its subsidiary banks will generally be
considered by the Federal Reserve to be an unsafe and unsound banking practice, or a violation of the Federal
Reserve's regulations, or both.
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Federal Reserve Approval. Bank holding companies must obtain the approval of the Federal Reserve before they: (i)
acquire direct or indirect ownership or control of any voting stock of any bank if, after such acquisition, they would
own or control, directly or indirectly, more than 5% of the voting stock of such bank; (ii) merge or consolidate with
another bank holding company; or (iii) acquire substantially all of the assets of any additional banks.

Non-Banking Activities. With certain exceptions, the BHCA also prohibits bank holding companies from acquiring
direct or indirect ownership or control of voting stock in any company other than a bank or a bank holding company
unless the Federal Reserve finds the company's business to be incidental to the business of banking. When making this
determination, the Federal Reserve in part considers whether allowing a bank holding company to engage in those
activities would offer advantages to the public that would outweigh possible adverse effects.  A bank holding
company may engage in permissible non-banking activities on a de novo basis, if the holding company meets certain
criteria and notifies the Federal Reserve within ten (10) business days after the activity has commenced.

Financial Holding Company.  Under the Financial Services Modernization Act, eligible bank holding companies may
elect (with the approval of the Federal Reserve) to become a "financial holding company."  Financial holding
companies are permitted to engage in certain financial activities through affiliates that had previously been prohibited
activities for bank holding companies.  Such financial activities include securities and insurance underwriting and
merchant banking.  At this time, the Company has not elected to become a financial holding company, but may
choose to do so at some time in the future.

Control Transactions. The Change in Bank Control Act of 1978, as amended, requires a person or group of persons
acquiring "control" of a bank holding company to provide the Federal Reserve with at least 60 days prior written
notice of the proposed acquisition. Following receipt of this notice, the Federal Reserve has 60 days to issue a notice
disapproving the proposed acquisition, but the Federal Reserve may extend this time period for up to another 30 days.
An acquisition may be completed before the disapproval period expires if the Federal Reserve issues written notice of
its intent not to disapprove the action.  Under a rebuttable presumption established by the Federal Reserve, the
acquisition of 10% or more of a class of voting stock of a bank holding company with a class of securities registered
under Section 12 of the Securities Exchange Act of 1934, as amended, would constitute the acquisition of control. In
addition, any "company" would be required to obtain the approval of the Federal Reserve under the BHCA before
acquiring 25% (or 5% if the "company" is a bank holding company) or more of the outstanding shares of the
Company, or otherwise obtain control over the Company.

Affiliate Transactions. The Company and the Banks are deemed affiliates within the meaning of the Federal Reserve
Act, and transactions between affiliates are subject to certain restrictions. Generally, the Federal Reserve Act: (i)
limits the extent to which the financial institution or its subsidiaries may engage in "covered transactions" with an
affiliate; and (ii) requires all transactions with an affiliate, whether or not "covered transactions," to be on terms
substantially the same, or at least as favorable to the institution or subsidiary, as those provided to a non-affiliate. The
term "covered transaction" includes the making of loans, purchase of assets, issuance of a guarantee and similar
transactions.

State Law on Acquisitions.  Iowa law permits bank holding companies to make acquisitions throughout the
state.  However, Iowa currently has a deposit concentration limit of 15% on the amount of deposits in the state that
any one banking organization can control and continue to acquire banks or bank deposits (by acquisitions), which
applies to all depository institutions doing business in Iowa.

Banking Subsidiaries

Applicable federal and state statutes and regulations governing a bank's operations relate, among other matters, to
capital adequacy requirements, required reserves against deposits, investments, loans, legal lending limits, certain
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interest rates payable, mergers and consolidations, borrowings, issuance of securities, payment of dividends,
establishment of branches and dealings with affiliated persons.

First National and United Bank are national banks subject to primary federal regulation and supervision by the Office
of Comptroller of the Currency (“OCC”).  The FDIC, as an insurer of the deposits, also has some limited regulatory
authority over First National and United Bank. State Bank, Boone Bank and Reliance Bank are state banks subject to
regulation and supervision by the Iowa Division of Banking. The three state Banks are also subject to regulation and
examination by the FDIC, which insures their respective deposits to the maximum extent permitted by law. The
federal laws that apply to the Banks regulate, among other things, the scope of their business, their investments, their
reserves against deposits, the timing of the availability of deposited funds and the nature and amount of and collateral
for loans. The laws and regulations governing the Banks generally have been promulgated to protect depositors and
the deposit insurance fund of the FDIC and not to protect stockholders of such institutions or their holding companies.
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The OCC and FDIC each have authority to prohibit banks under their supervision from engaging in what it considers
to be an unsafe and unsound practice in conducting their business.  The Federal Deposit Insurance Corporation Im
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