
DEAR SHAREHOLDERS,

Fourth Quarter 2009
Ames National Corporation fourth quarter net income was $1,582,000 or
$0.17 per share, nearly the same as the $1,577,000 or $0.17 per share
earned in the same quarter last year. While the level of net income
remained level, certain non-interest income and expense items incurred
significant changes. This quarter there were no write-downs of
other-than-temporary impairment of investment securities which
compares to $807,000 in this category in fourth quarter 2008. However,
this quarter did include significant other real estate owned costs,
including write-downs of $2,004,000. These expenses were partially
offset by $405,000 in realized gains on securities.

Fourth quarter 2009 net interest income was $7,187,000, a 3.3% decrease
from the same period a year ago. This lower number is primarily the result
of both lower yields on interest earning assets and lower average loan
balances. On the expense side, interest paid on deposits and other
borrowings was 33% less than experienced in fourth quarter 2008. Both the
lower yields received on earning assets and the lower cost of funds reflected
a reduction on both sides of the balance sheet as assets and liabilities were
repriced. Fourth quarter return on average assets in 2009 and 2008
respectively, was 0.70% and 0.75% while return on equity for the same
periods respectively was 5.60% and 6.24%. The Company’s net interest
margin was 3.73% for the quarter ended December 31, 2009, compared to
4.11% for the same period in 2008. The quarterly provision for loan losses
of $367,000 was slightly higher than $311,000 posted for fourth quarter
2008. Net charge-offs for the quarter ended December 31, 2009, were
$16,000 compared to $194,000 for the same period in 2008.

Non-interest income for fourth quarter 2009 was $1,819,000 compared
to a negative $271,000 a year ago, primarily due to changes in
other-than-temporary impairment of investment securities and increased
realized security gains.

Non-interest expense for fourth quarter 2009 of $6,850,000 was 45%
higher than the $4,735,000 recorded in fourth quarter 2008. The increase
in this expense can be primarily attributed to higher expenses incurred on
other real estate owned. The efficiency ratio for fourth quarter 2009 was
76.06%, compared to 66.12% for the same quarter in 2008.

2009 Annual Results
For the year ended December 31, 2009, net income was $9,006,000, or
$0.95 per share compared to $6,352,000 or $0.67 per share for the same
period in 2008. The higher earnings can be primarily attributed to lower
write-downs of $30,000 associated with the other-than-temporary
impairment of investment securities this year compared to $12,054,000
incurred in 2008. The improvement in this area was partially offset by
write-downs of other real estate owned, a decrease in securities gains,
higher other real estate costs and higher FDIC insurance assessments.
The corporate bond and equity portfolios were reduced in 2009 in order
to lower the credit and market rate exposure. During the year there were
higher costs associated with other real estate owned of $4,047,000. The
increase in FDIC premiums from $243,000 in 2008 to $1,675,000 this
year included a special assessment this year as well as higher quarterly
deposit assessment rates. Annual return on average assets in 2009 and
2008 was 1.02% and 0.74% respectively. Return on equity for the same
periods was 8.31% and 5.89%. Net interest margin for 2009 fell to 3.78%
compared to 3.94% posted a year ago. The efficiency ratio for the year
was 63.87% compared to 67.40% for 2008.

Net interest income of $28,665,000 for 2009 was 1.5% less when
compared to the same period in 2008. This decrease is primarily the
result of lower yields on interest-earning assets and a decline in the
average loan balances, both which were offset in part by lower cost of
funds on deposits and other borrowings. The lower yields and lower cost
of funds were the result of a drop in market rates as interest-earning
assets and interest-bearing liabilities were repriced in 2009. The
Company’s net interest margin was 3.78% for the year ended December
31, 2009, compared to 3.94% for the same period in 2008.

Non-interest income for the year ended December 31, 2009, totaled
$6,924,000 as compared to a negative $3,008,000 in 2008 which was
primarily due to changes in other-than-temporary impairment of
investment securities, offset in part by decreased security gains.
Non-interest expense for the year ended December 31, 2009, totaled
$22,732,000, which was 29% higher than the $17,594,000 reported for
the same period in 2008. The increase in non-interest expense can be
mainly attributed to both higher FDIC insurance assessments and other
real estate owned costs.

Total assets of $915,570,000 were 7% higher than $857,141,000 reported
on December 31, 2008. Deposits totaled $722,164,000 on December 31,
2009, an 8.6% increase from the $664,795,000 recorded at December
31, 2008. The increase in deposits was primarily due to an increase in
public funds. The mix of deposits has changed as depositors have moved
deposits to demand, NOW, savings and money market accounts from
time deposit accounts.

Net loans decreased 8.3% to $415,434,000 compared to $452,880,000 as of
December 31, 2008, as the result of declining loan demand. Net charge-offs
for the year ended December 31, 2009 were $686,000 compared to
$314,000 for the same period in 2008 with the increase related to a
commercial real estate loan. The 2009, provision to the allowance for loan
losses of $1,558,000 was slightly higher than $1,313,000 for 2008. The
allowance for loan losses on December 31, 2009, was $7,652,000, or 1.81%
of gross loans, compared to $6,779,000, or 1.47% of gross loans as of
December 31, 2008. Impaired loans at the end of 2009 were $9,188,000, or
2.2% of gross loans compared to $6,253,000, or 1.4% of gross loans at the
end of 2008. However, the year end 2009 figure dropped 8% from the
$9,967,000, or 2.4% of gross loans posted third quarter 2009. Other real
estate owned was $10,480,000 at the end of 2009, compared to
$13,334,000 on December 31, 2008, with the net change largely due to
impairment write-offs and the sale of other real estate owned.

Total stockholder equity was $112,340,000 at the end of 2009, an 8%
increase over the $103,837,000 posted on December 31, 2008. This figure
was 12.3% of total assets with all of five Company affiliate banks
considered well-capitalized as defined by federal capital regulations.
Company stock, which is listed on the NASDAQ Capital Market under the
symbol ATLO, closed at $21.11 on December 31, 2009. During the year,
the price ranged from $15.07 to $28.79 with 4,008,399 shares traded.

Economy
President Obama took office in January 2009 with an agenda that included a
variety of issues important to our country. However, the economy remains a
primary concern with unemployment near 10%. Other pressing issues include
the mounting national deficit, the ongoing wars in both Iraq and Afghanistan
and health care reform. In addition, the financial industry was rocked by the
controversy related to the Troubled Asset Relief Program (TARP) that bailed
out large banks, but as a community bank, we continue to do what we’ve
always done – serve our customers without government assistance.

Iowa farmers again experienced a good year as the price of both corn and
soybeans remained strong based on the demand for both food and fuel
production.

The interest rate environment was relatively quiet during 2009 as the
Federal Reserve worked to manage monetary policy in a weakened economy.
The rate of inflation will play an important role in the Fed’s decision whether
or not to increase interest rates in 2010.

We will mail the 2009 Annual Report, proxy information and registration
materials in March and hold the annual shareholder’s meeting at Reiman
Gardens in Ames, Iowa, on Wednesday, April 28, 2010. Please mark your
calendar with this date and plan to join us.

Sincerely,

DANIEL L. KRIEGER THOMAS H. POHLMAN
Chairman President
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(unaudited) 2009 2008 2009 2008
Interest and dividend income:

Loans $6,116,080 $7,071,752 $25,212,884 $29,458,407
Securities

Taxable 1,819,744 2,335,565 7,966,594 9,812,614
Tax-exempt 1,333,001 1,270,582 5,213,031 5,879,215

Federal funds sold 6,986 20,794 26,989 171,078
Interest bearing deposits 148,840 82,447 471,809 192,853

Total interest income 9,424,651 10,781,140 38,891,307 45,514,167
Interest expense:

Deposit 1,837,569 2,843,741 8,428,163 14,207,734
Other borrowed funds 399,600 506,576 1,798,149 2,193,958

Total interest expense 2,237,169 3,350,317 10,226,312 16,401,692
Net interest income 7,187,482 7,430,823 28,664,995 29,112,475

Provision for loan losses 366,812 310,577 1,558,307 1,312,785
Net interest income after
provision for loan losses 6,820,670 7,120,246 27,106,688 27,799,690

Non-interest income (loss):
Trust department income 357,231 374,828 1,541,831 1,597,096
Service fees 457,723 459,619 1,814,925 1,791,713
Securities gains (losses), net 404,574 (831,535) 1,186,912 3,515,323

Other-than-temporary impairment
of investment securities - (806,630) (29,565) (12,054,387)

Gain on sale of loans held for sale 243,344 229,662 1,008,566 834,129
Merchant and ATM fees 142,382 133,287 621,316 616,802
Other 213,982 170,194 780,275 690,898

Total non-interest income (loss) 1,819,236 (270,575) 6,924,260 (3,008,426)
Non-interest expense:

Salaries and employee benefits 3,011,997 2,844,180 10,757,475 10,572,597
Data processing 480,625 564,947 1,892,123 2,246,473
Occupancy expenses 354,008 383,113 1,436,485 1,587,076
FDIC deposit assessments 292,522 102,129 1,675,401 242,906
Other real estate owned 2,004,310 90,547 4,198,315 151,428
Other operating expenses 706,925 749,656 2,772,556 2,793,774

Total non-interest expense 6,850,387 4,734,572 22,732,355 17,594,254
Income before income taxes 1,789,519 2,115,099 11,298,593 7,197,010

Income tax expense 207,345 537,838 2,292,807 845,014
Net income $1,582,174 $1,577,261 $9,005,786 $6,351,996

Basic and diluted earnings per share $0.17 $0.17 $0.95 $0.67
Declared dividends per share $0.10 $0.28 $0.40 $1.12

CONSOLIDATED STATEMENTS OF INCOMECONSOLIDATED BALANCE SHEETS
December 31, December 31,

(unaudited) 2009 2008

Assets
Cash and due from banks $18,796,664 $24,697,591
Federal funds sold - 16,533,000
Interest bearing deposits in financial institutions 24,776,088 10,400,761
Securities available-for-sale 418,655,018 313,014,375
Loans receivable, net 415,434,236 452,880,348
Loans held for sale 1,023,200 1,152,020
Bank premises and equipment, net 11,909,404 12,570,302
Accrued income receivable 5,710,226 6,650,287
Deferred income taxes 3,867,523 5,838,044
Other real estate owned 10,480,449 13,333,565
Other assets 4,916,991 1,070,588

Total assets $915,569,799 $858,140,881

LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES
Deposits
Demand, noninterest bearing $99,918,848 $99,830,687
NOW accounts 197,393,459 165,422,333
Savings and money market 184,631,343 153,771,034
Time, $100,000 and over 87,054,194 81,378,796
Other time 153,166,105 164,391,860

Total deposits 722,163,949 664,794,710

Federal funds purchased and securities sold under agreements
to repurchase 40,489,505 38,509,559

Other short-term borrowings 138,874 1,063,806
Long-term borrowings 36,500,000 43,500,000
Dividend payable 943,292 2,641,216
Accrued expenses and other liabilities 2,994,291 3,794,140

Total liabilities 803,229,911 754,303,431

STOCKHOLDERS' EQUITY
Common stock, $2 par value, authorized 18,000,000 shares;

9,432,915 issued and outstanding 18,865,830 18,865,830
Additional paid-in capital 22,651,222 22,651,222
Retained earnings 67,703,701 62,471,081
Accumulated other comprehensive income (loss)-net unrealized

income (loss) on securities available-for-sale 3,119,135 (150,683)
Total stockholders' equity 112,339,888 103,837,450

Total liabilities and stockholders' equity $915,569,799 $858,140,881

Three Months
Ended December 31,

Twelve Months
Ended December 31,


