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AMES NATIONAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(unaudited)

ASSETS

Cash and due from banks

Interest bearing deposits in financial institutions
Securities available-for-sale
Loans receivable, net

Loans held for sale

Bank premises and equipment, net
Accrued income receivable

Other real estate owned

Deferred income taxes

Core deposit intangible, net
Goodwill

Other assets

Total assets
LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES

Deposits

Demand, noninterest bearing
NOW accounts

Savings and money market
Time, $100,000 and over
Other time

Total deposits

Securities sold under agreements to repurchase
Federal Home Loan Bank (FHLB) advances
Other long-term borrowings

Dividend payable

Deferred income taxes

Accrued expenses and other liabilities

Total liabilities

STOCKHOLDERS' EQUITY

Common stock, $2 par value, authorized 18,000,000 shares; issued 9,432,915
shares; outstanding 9,310,913 shares as of September 30, 2013 and December 31,
2012

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income - net unrealized gain on securities
available-for-sale

September 30,
2013

$25,658,649
34,255,292
583,476,550
528,706,450
627,754
12,072,845
8,090,874
8,993,815
4,103,206
1,095,315
5,600,749
551,320

December 31,
2012

$34,805,371
44,639,033
588,417,037
510,125,880
1,030,180
12,233,464
7,173,703
9,910,825

1,303,264
5,600,749
2,452,593

$1,213,232,819 $1,217,692,099

$165,723,905
287,015,885
283,671,827
93,306,121
147,288,212
977,005,950

31,973,603
37,558,364
20,000,000
1,489,746

3,851,551
1,071,879,214

18,865,830
22,651,222
100,267,297

1,585,754

$182,033,279
287,294,015
279,774,197
99,925,619
155,705,340
1,004,732,450

27,088,660
14,611,035
20,000,000
1,396,627
1,632,560
3,495,032
1,072,956,364

18,865,830
22,651,222
94,159,839

11,075,342
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Treasury stock, at cost; 122,002 shares at September 30, 2013 and December 31,

2012 (2,016,498 ) (2,016,498 )
Total stockholders' equity 141,353,605 144,735,735
Total liabilities and stockholders' equity $1,213,232,819 $1,217,692,099

See Notes to Consolidated Financial Statements.
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AMES NATIONAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

(unaudited)

Three Months Ended

September 30,

2013 2012
Interest income:
Loans, including fees $6,569,005 $6,413,866
Securities:
Taxable 1,357,658 1,441,987
Tax-exempt 1,737,687 1,697,690
Interest bearing deposits and federal funds sold 86,126 113,149
Total interest income 9,750,476 9,666,692
Interest expense:
Deposits 924,219 1,097,372
Other borrowed funds 315,116 322,887
Total interest expense 1,239,335 1,420,259
Net interest income 8,511,141 8,246,433
Provision for loan losses 92,388 35,664

Net interest income after provision for loan losses 8,418,753 8,210,769

Noninterest income:

Trust services income 473,471 491,943
Service fees 402,062 429,958
Securities gains, net 204,738 220,230
Gain on sale of loans held for sale 268,658 440,232
Merchant and card fees 271,485 273,514
Other noninterest income 199,319 202,627
Total noninterest income 1,819,733 2,058,504

Noninterest expense:

Salaries and employee benefits 3,288,760 3,112,396
Data processing 581,301 558,314
Occupancy expenses 358,739 362,217
FDIC insurance assessments 173,878 158,745
Professional fees 313,174 303,209
Business development 255,899 209,138
Other real estate owned (income) expense, net (14,436 ) 31,330
Core deposit intangible amortization 65,751 73,776
Other operating expenses, net 207,437 233,434
Total noninterest expense 5,230,503 5,042,559

Income before income taxes 5,007,983 5,226,714

Nine Months Ended

September 30,

2013 2012

$18,874,279 $18,470,183
4,137,431 4,660,121
5,212,498 5,046,835
304,172 371,328
28,528,380 28,548,467
2,919,660 3,419,854
905,966 972,023
3,825,626 4,391,877
24,702,754 24,156,590
165,962 151,369
24,536,792 24,005,221
1,459,414 1,527,657
1,179,889 1,161,170
637,979 538,298
969,578 1,082,126
884,583 809,764
620,278 571,009
5,751,721 5,690,024
9,736,156 9,293,203
1,781,152 1,632,518
1,103,920 1,069,972
506,629 477,961
853,202 933,602
649,283 600,203
653,302 472,123
207,949 122,960
696,195 773,728
16,187,788 15,376,270
14,100,725 14,318,975
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Provision for income taxes 1,295,916 1,365,719 3,524,028 3,605,406
Net income $3,712,067 $3,860,995 $10,576,697 $10,713,569
Basic and diluted earnings per share $0.40 $0.41 $1.14 $1.15
Dividends declared per share $0.16 $0.15 $0.48 $0.45

See Notes to Consolidated Financial Statements.
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AMES NATIONAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(unaudited)

Net income

Other comprehensive income (loss), before tax:
Unrealized gains (losses) on securities before tax:
Unrealized holding gains (losses) arising during the period
Less: reclassification adjustment for gains realized in net
income

Other comprehensive income (loss) before tax

Tax effect related to other comprehensive income (loss)
Other comprehensive income (loss), net of tax
Comprehensive income

See Notes to Consolidated Financial Statements.
5

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012

$3,712,067 $3,860,995 $10,576,697 $10,713,569

4,563,574 2,643,541 (14,424,859) 5,212,820
204,738 220,230 637,979 538,298
4,358,836 2,423,311  (15,062,838) 4,674,522
(1,612,769) (869,031 ) 5,573,250 (1,701,979 )
2,746,067 1,554,280 (9,489,588 ) 2,972,543
$6,458,134  $5,415,275 $1,087,109  $13,686,112
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AMES NATIONAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(unaudited)
Nine Months Ended September 30, 2013 and 2012

Accumulated
Other
Comprehensive
Income, Net
Common Additional Retained of
Stock Paid-in-Capital Earnings Taxes

Balance, December 31,

2011 $18,865,830 $22,651,222 $85,564,078  $9,492,753

Net income - - 10,713,569 -

Other comprehensive

income - - - 2,972,543

Cash dividends

declared, $0.45 per

share - - (4,189913 ) -

Balance, September 30,

2012 $18,865,830 $22,651,222  $92,087,734 $12,465,296

Balance, December 31,

2012 $18,865,830 $22,651,222 $94,159,839 $11,075,342

Net income - - 10,576,697 -

Other comprehensive

loss - - - (9,489,588 )

Cash dividends

declared, $0.48 per

share - - (4,469,239 ) -

Balance, September 30,

2013 $18,865,830 $22,651,222 $100,267,297 $1,585,754

See Notes to Consolidated Financial Statements.
6

Total
Treasury Stockholders'
Stock Equity

$(2,016,498) $134,557,385
- 10,713,569

- 2,972,543

- (4,189,913
$(2,016,498) $144,053,584
$(2,016,498) $144,735,735

- 10,576,697

- (9,489,588

- (4,469,239

$(2,016,498) $141,353,605

)

)
)
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AMES NATIONAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)
Nine Months Ended September 30, 2013 and 2012

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Provision for loan losses

Provision for off-balance sheet commitments
Amortization, net, securities available-for-sale
Amortization of core deposit intangible asset
Depreciation

Credit for deferred income taxes

Securities gains, net

Impairment of other real estate owned

Loss (gain) on sale of other real estate owned, net
Change in assets and liabilities:

Increase (decrease) in loans held for sale
(Increase) in accrued income receivable
(Increase) decrease in other assets

Increase in accrued expenses and other liabilities
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of securities available-for-sale

Proceeds from sale of securities available-for-sale

Proceeds from maturities and calls of securities available-for-sale

Net (increase) decrease in interest bearing deposits in financial institutions
Net (increase) in loans

Net proceeds from the sale of other real estate owned

Purchase of bank premises and equipment, net

Cash acquired, net of cash paid, for acquired bank offices

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Increase (decrease) in deposits

Increase (decrease) in securities sold under agreements to repurchase
Proceeds from FHLB borrowings

Payments on FHLB borrowings

Proceeds from short-term FHLB borrowings, net

Dividends paid

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and due from banks

CASH AND DUE FROM BANKS

2013

$10,576,697

165,962
25,700
4,881,915
207,949
588,729
(162,516 )
(637,979 )
670,000
(32,601 )

402,426
917,171 )
1,893,136
330,819
17,993,066

(133,272,394)
28,314,668
90,110,257
10,383,741
(18,638,285 )
493,360
(419,973 )

(23,028,626 )

(27,567,314 )
4,884,943
2,000,000
(2,052,671 )
23,000,000
(4,376,120 )
4,111,162 )

(9,146,722 )

2012

$10,713,569

151,369
19,000
4,649,555
122,960
568,080
(189,224
(538,298
303,588
46,867

~—

(358,001
(1,058,920 )
(4,897,038
693,448

10,226,955

P N —

(175,323,766)
19,612,753
91,016,839
(2,018,139 )
(5,205,943 )
840,725
(370,766 )
44,303,137
(27,145,160 )

24,908,092
(2,721,894 )

(551,021 )

(4,003,695 )
17,631,482

713,277

10



Beginning
Ending
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34,805,371
$25,658,649

22,829,291
$23,542,568

11
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AMES NATIONAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
(unaudited)
Nine Months Ended September 30, 2013 and 2012

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash payments for:

Interest

Income taxes

SUPPLEMENTAL DISCLOSURE OF NONCASH INVESTING ACTIVITIES
Transfer of loans receivable to other real estate owned

Business Combination:

Fair value of loans receivable acquired

Fair value of bank premises and equipment acquired
Fair value of other tangible assets acquired
Goodwill

Core deposit intangible asset

Deposits assumed

Other liabilities assumed

See Notes to Consolidated Financial Statements.
8

2013 2012

$4,169,666 $4,606,845
3,580,854 3,599,844

$213,749  $1,592,446

$- $46,103,022
- 864,500
- 514,760
- 5,600,749
- 1,500,000
- 98,766,558
- 119,610

12



Edgar Filing: AMES NATIONAL CORP - Form 10-Q

Index
AMES NATIONAL CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (unaudited)
1. Significant Accounting Policies

The consolidated financial statements for the three and nine months ended September 30, 2013 and 2012 are
unaudited. In the opinion of the management of Ames National Corporation (the "Company"), these financial
statements reflect all adjustments, consisting only of normal recurring accruals, necessary to present fairly these
consolidated financial statements. The results of operations for the interim periods are not necessarily indicative of
results which may be expected for an entire year. Certain information and footnote disclosures normally included in
complete financial statements prepared in accordance with accounting principles generally accepted in the United
States of America have been omitted in accordance with the requirements for interim financial statements. The interim
financial statements and notes thereto should be read in conjunction with the year-end audited financial statements
contained in the Company's Annual Report on Form 10-K for the year ended December 31, 2012 (the “Annual Report”).
The consolidated financial statements include the accounts of the Company and its wholly-owned banking
subsidiaries (the “Banks”). All significant intercompany balances and transactions have been eliminated in
consolidation.

Goodwill and core deposit intangible asset: Goodwill represents the excess of cost over the fair value of net assets
acquired. Goodwill resulting from acquisitions is not amortized, but is tested for impairment annually or whenever
events change and circumstances indicate that it is more likely than not that an impairment loss has occurred.
Goodwill is tested for impairment using a two-step process that begins with an estimation of the fair value of a
reporting unit. The second step, if necessary, measures the amount of impairment, if any.

Significant judgment is applied when goodwill is assessed for impairment. This judgment includes developing cash
flow projections, selecting appropriate discount rates, identifying relevant market comparables, incorporating general
economic and market conditions and selecting an appropriate control premium. At September 30, 2013, Company
management has performed a goodwill impairment analysis and determined goodwill was not impaired.

The only other significant intangible asset is a core deposit intangible. The core deposit intangible asset is determined
to have a definite life and is amortized over the estimated useful life. The core deposit intangible asset is a customer
based relationship valuation attributed to the expectation of a lower net cost of these deposits versus alternative
sources of funds. The core deposit intangible asset is reviewed for impairment whenever events occur or
circumstances indicate that the carrying amount may not be recoverable. No such events have occurred and Company
management continues to amortize over the original estimated useful life.

2. Office Acquisition

On April 27, 2012, Reliance State Bank (Reliance Bank) completed the purchase of two bank offices located in
Garner and Klemme, lowa (the “Acquisition”). This Acquisition was consistent with the Bank’s strategy to strengthen
and expand its lowa market share. The acquired assets and liabilities were recorded at fair value at the date of
acquisition. These offices were purchased for cash consideration of $5.4 million. As a result of the Acquisition, the
Company recorded a core deposit intangible asset of $1,500,000 and goodwill of $5,601,000. The results of operations
for this Acquisition have been included since the transaction date of April 27, 2012.

9
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The following table summarizes the fair value of the total consideration transferred as a part of the Acquisition as well
as the fair value of identifiable assets acquired and liabilities assumed as of the effective date of the transaction.

April 27,

2012
Cash consideration transferred $5,400,000
Recognized amounts of identifiable assets acquired and liabilities assumed:
Cash $49,703,137
Loans receivable 46,103,022
Accrued interest receivable 514,760
Bank premises and equipment 864,500
Core deposit intangible asset 1,500,000
Deposits (98,766,558)
Accrued interest payable and other liabilities (119,610 )
Total identifiable net liabilities $(200,749 )
Goodwill $5,600,749

On April 27, 2012, the contractual balance of loans receivable acquired was $46,972,000 and the contractual balance
of the deposits assumed was $98,109,000. Loans receivable acquired include agricultural real estate, commercial real
estate, 1-4 family real estate, commercial operating, agricultural operating and consumer loans determined to be pass
rated.

The core deposit intangible asset is amortized to expense on a declining basis over a period of seven years. The loan
market valuation is accreted to income on a declining basis over a nine year period. The time deposits market
valuation is amortized to expense on a declining basis over a three year period.

3. Dividends

On August 14, 2013, the Company declared a cash dividend on its common stock, payable on November 15, 2013 to
stockholders of record as of November 1, 2013, equal to $0.16 per share.

4. Earnings Per Share

Earnings per share amounts were calculated using the weighted average shares outstanding during the periods
presented. The weighted average outstanding shares for the three and nine months ended September 30, 2013 and
2012 were 9,310,913. The Company had no potentially dilutive securities outstanding during the periods presented.

5. Off-Balance Sheet Arrangements

The Company is party to financial instruments with off-balance sheet risk in the normal course of business. These
financial instruments include commitments to extend credit and standby letters of credit. These instruments involve,
to varying degrees, elements of credit risk in excess of the amount recognized in the balance sheet. No material
changes in the Company’s off-balance sheet arrangements have occurred since December 31, 2012.

10
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6. Fair Value Measurements

Assets and liabilities carried at fair value are required to be classified and disclosed according to the process for
determining fair value. There are three levels of determining fair value.

Level 1: Inputs to the valuation methodology are quoted prices, unadjusted, for identical assets or liabilities in active
markets. A quoted price in an active market provides the most reliable evidence of fair value and shall be used to
measure fair value whenever available.

Level 2: Inputs to the valuation methodology include: quoted prices for similar assets or liabilities in active markets;
quoted process for identical or similar assets or liabilities in markets that are not active; inputs other than quoted prices
that are observable for the asset or liability (such as interest rates, volatility, prepayment speeds, credit risk); or inputs
derived principally from or can be corroborated by observable market data by correlation or other means.

Level 3: Inputs to the valuation methodology are unobservable and significant to the fair value measurement. Level 3
assets and liabilities include financial instruments whose value is determined using discounted cash flow
methodologies, as well as instruments for which the determination of fair value requires significant management
judgment or estimation.

11
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The following table presents the balances of assets measured at fair value on a recurring basis by level as of
September 30, 2013 and December 31, 2012.

Level

Description Total Level 1  Level2 3
2013
U.S. government agencies $54,040,000 $- $54,040,000 $ -
U.S. government mortgage-backed securities 164,187,000 - 164,187,000 -
State and political subdivisions 315,083,000 - 315,083,000 -
Corporate bonds 45,473,000 - 45,473,000 -
Equity securities, financial industry common stock 717,000 717,000 - -
Equity securities, other 3,977,000 - 3,977,000 -

$583,477,000 $717,000 $582,760,000 $ -
2012
U.S. government agencies $48,687,000 $- $48,687,000 $ -
U.S. government mortgage-backed securities 191,957,000 - 191,957,000 -
State and political subdivisions 309,573,000 - 309,573,000 -
Corporate bonds 34,761,000 - 34,761,000 -
Equity securities, financial industry common stock 630,000 630,000 - -
Equity securities, other 2,809,000 - 2,809,000 -

$588,417,000 $630,000 $587,787,000 $

Level 1 securities include those traded on an active exchange, such as the New York Stock Exchange, as well as U.S.
Treasury securities that are traded by dealers or brokers in active over-the-counter markets. Other securities
available-for-sale are reported at fair value utilizing Level 2 inputs. For these securities, the Company obtains fair
value measurements from an independent pricing service. The fair value measurements consider observable data that
may include dealer quotes, market spreads, cash flows, the U.S. Treasury yield curve, live trading levels, trade
execution data, market consensus prepayment speeds, credit information and the security’s terms and conditions,
among other things.

12
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Certain assets are measured at fair value on a nonrecurring basis; that is, they are subject to fair value adjustments in
certain circumstances (for example, when there is evidence of impairment). The following table presents the assets
carried on the balance sheet (after specific reserves) by caption and by level with the valuation hierarchy as of
September 30, 2013 and December 31, 2012.

Level Level

Description Total 1 2 Level 3
2013

Loans receivable $750,000 $ - $ - $750,000
Other real estate owned 8,994,000 - - 8,994,000
Total $9,744,000 $ - $ - $9,744,000
2012

Loans receivable $2,732,000 $ - $ - $2,732,000
Other real estate owned 9,911,000 - - 9,911,000
Total $12,643,000 $ - $ - $12,643,000

Loans Receivable: Loans in the tables above consist of impaired credits held for investment. In accordance with the
loan impairment guidance, impairment was measured based on the fair value of collateral less estimated selling costs
for collateral dependent loans. Fair value for impaired loans is based upon appraised values of collateral adjusted for
trends observed in the market. A valuation allowance was recorded for the excess of the loan’s recorded investment
over the amounts determined by the collateral value method. This valuation is a component of the allowance for loan
losses. The Company considers these fair value measurements as level 3.

Other Real Estate Owned: Other real estate owned in the table above consists of real estate obtained through
foreclosure. Other real estate owned is recorded at fair value less estimated selling costs, at the date of transfer.
Subsequent to the transfer, other real estate owned is carried at the lower of cost or fair value, less estimated selling
costs. The carrying value of other real estate owned is not re-measured to fair value on a recurring basis but is subject
to fair value adjustments when the carrying value exceeds the fair value less estimated selling costs. Management
uses appraised values and adjusts for trends observed in the market and for disposition costs in determining the value
of other real estate owned. A valuation allowance was recorded for the excess of the asset’s recorded investment over
the amount determined by the fair value, less estimated selling costs. This valuation allowance is a component of the
allowance for other real estate owned. The valuation allowance was $4,644,000 and $4,004,000 as of September 30,
2013 and December 31, 2012, respectively. The Company considers these fair values level 3.

13
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The significant inputs used in the fair value measurements for Level 3 assets measured at fair value on a nonrecurring
basis as of September 30, 2013 and December 31, 2013 are as follows:

September 30, 2013

Valuation Range of Range
Fair Value  Techniques Unobservable Inputs  (Average)
Impaired Loans $ 750,000 Evaluation of collateral Estimation of value NM*
6%-10%
Other real estate owned ~ $ 8,994,000 Appraisal Appraisal adjustment (8%)

* Not Meaningful. Evaluations of the underlying assets are completed for each impaired loan with a specific reserve.
The types of collateral vary widely and could include accounts receivables, inventory, a variety of equipment and real
estate. Collateral evaluations are reviewed and discounted as appropriate based on knowledge of the specific type of
collateral. In the case of real estate, an independent appraisal may be obtained. Types of discounts considered included
aging of receivables, condition of the collateral, potential market for the collateral and estimated disposal costs. These
discounts will vary from loan to loan, thus providing a range would not be meaningful.

GAAP requires disclosure of the fair value of financial assets and financial liabilities, including those that are not
measured and reported at fair value on a recurring basis or nonrecurring basis. The methodologies for estimating the
fair value of financial assets and financial liabilities that are measured at fair value on a recurring or nonrecurring
basis are discussed above. The methodologies for other financial assets and financial liabilities are discussed below.

Fair value of financial instruments:

Disclosure of fair value information about financial instruments, for which it is practicable to estimate that value, is
required whether or not recognized in the consolidated balance sheets. In cases in which quoted market prices are not
available, fair values are based on estimates using present value or other valuation techniques. Those techniques are
significantly affected by the assumptions used, including the discount rate and estimate of future cash flows. In that
regard, the derived fair value estimates cannot be substantiated by comparison to independent markets and, in many
cases could not be realized in immediate settlement of the instruments. Certain financial instruments with a fair value
that is not practicable to estimate and all non-financial instruments are excluded from the disclosure requirements.
Accordingly, the aggregate fair value amounts presented do not necessarily represent the underlying value of the
Company.

The following disclosures represent financial instruments in which the ending balances at September 30, 2013 and
December 31, 2012 are not carried at fair value in their entirety on the consolidated balance sheets.

Cash and due from banks and interest bearing deposits in financial institutions: The recorded amount of these assets
approximates fair value.

Securities available-for-sale: Fair value measurement is based upon quoted prices, if available. If quoted prices are
not available, fair values are measured using independent pricing models or other model-based valuation techniques
such as the present value of future cash flows, adjusted for the securities credit rating, prepayment assumptions and
other factors such as credit loss assumptions.

Loans held for sale: The fair value of loans held for sale is based on prevailing market prices.
14
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Loans receivable: The fair value of loans is calculated by discounting scheduled cash flows through the estimated
maturity using estimated market discount rates, which reflect the credit and interest rate risk inherent in the loan. The
estimate of maturity is based on the historical experience, with repayments for each loan classification modified, as
required, by an estimate of the effect of current economic and lending conditions. The effect of nonperforming loans
is considered in assessing the credit risk inherent in the fair value estimate.

Deposit liabilities: Fair values of deposits with no stated maturity, such as noninterest-bearing demand deposits,
savings and NOW accounts, and money market accounts, are equal to the amount payable on demand as of the
respective balance sheet date. Fair values of certificates of deposit are based on the discounted value of contractual
cash flows. The discount rate is estimated using the rates currently offered for deposits of similar remaining
maturities. The fair value estimates do not include the benefit that results from the low-cost funding provided by the
deposit liabilities compared to the cost of borrowing funds in the market.

Securities sold under agreements to repurchase: The carrying amounts of securities sold under agreements to
repurchase approximate fair value because of the generally short-term nature of the instruments.

FHLB advances and other long-term borrowings: Fair values of FHLB advances and other long-term borrowings are
estimated using discounted cash flow analysis based on interest rates currently being offered with similar terms.

Accrued income receivable and accrued interest payable: The carrying amounts of accrued income receivable and
accrued interest payable approximate fair value.

Commitments to extend credit and standby letters of credit: The fair values of commitments to extend credit and
standby letters of credit are based on fees currently charged to enter into similar agreements, taking into account the
remaining terms of the agreement and credit worthiness of the counterparties. The carry value and fair value of the
commitments to extend credit and standby letters of credit are not considered significant.

Limitations: Fair value estimates are made at a specific point in time, based on relevant market information and
information about the financial instrument. Because no market exists for a significant portion of the Company’s
financial instruments, fair value estimates are based on judgments regarding future expected loss experience, current
economic conditions, risk characteristics of various financial instruments, and other factors. These estimates are
subjective in nature and involve uncertainties and matters of significant judgment and, therefore, cannot be determined
with precision. Changes in assumptions could significantly affect the estimates.

15
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The estimated fair values of the Company’s financial instruments as described above were as follows:

September 30, December 31,
2013 2012

Fair Value

Hierarchy Carrying Fair Carrying Fair

Level Amount Value Amount Value
Financial assets:
Cash and due from banks Level 1 $25,658,649 $25,659,000 $34,805,371 $34,805,000
Interest bearing deposits Level 1 34,255,292 34,255,000 44,639,033 44,639,000

See previous
Securities available-for-sale table 583,476,550 583,477,000 588,417,037 588,417,000
Loans receivable, net Level 2 528,706,450 527,901,000 510,125,880 514,047,000
Loans held for sale Level 2 627,754 628,000 1,030,180 1,030,000
Accrued income receivable Level 1 8,090,874 8,091,000 7,173,703 7,174,000
Financial liabilities:
Deposits Level 2 $977,005,950 $979,425,000 $1,004,732,450 $1,008,013,000
Securities sold under agreements to
repurchase Level 1 31,973,603 31,974,000 27,088,660 27,089,000
FHLB advances Level 2 37,558,364 38,399,000 14,611,035 15,997,000
Other long-term borrowings Level 2 20,000,000 22,025,000 20,000,000 22,404,000
Accrued interest payable Level 1 567,571 568,000 752,425 752,000

The methodologies used to determine fair value as of September 30, 2013 did not change from the methodologies
used in the December 31, 2012 Annual Report.
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7. Debt and Equity Securities

The amortized cost of securities available-for-sale and their fair values are summarized below:

September 30, 2013:

U.S. government agencies

U.S. government mortgage-backed securities

State and political subdivisions

Corporate bonds

Equity securities, financial industry common stock
Equity securities, other

December 31, 2012:

U.S. government agencies

U.S. government mortgage-backed securities

State and political subdivisions

Corporate bonds

Equity securities, financial industry common stock
Equity securities, other

Amortized
Cost

$53,751,511
161,818,718
313,930,908
46,851,545
629,700
3,977,100

$580,959,482

Amortized
Cost

$46,264,590
187,174,681
300,025,960
33,933,600
629,700
2,808,600

$570,837,131

Gross
Unrealized
Gains

$1,387,809
3,255,891
5,207,832
746,382
87,000

$10,684,914

Gross
Unrealized
Gains

$2,422,445
4,947,586
9,963,545
1,098,168

$18,431,744

Gross
Unrealized
Losses

Fair Value

$(1,099,568) $54,039,752

(887,542 )
(4,055,409)
(2,125,327)

$(8,167,846) $

Gross
Unrealized
Losses

$-
(165,076 )
(416,544 )
(270,218 )

$(851,838

The proceeds, gains and losses from securities available-for-sale are summarized as follows:

Proceeds from sales of securities available-for-sale
Gross realized gains on securities available-for-sale
Gross realized losses on securities available-for-sale

Tax provision applicable to net realized gains on securities

available-for-sale

17

164,187,067
315,083,331
45,472,600
716,700
3,977,100
583,476,550

Fair Value

$48,687,035

191,957,191
309,572,961
34,761,550
629,700
2,808,600

) $588,417,037

Three Months Ended Nine Months Ended

September 30, September 30,

2013 2012 2013 2012

$12,696,659 $9,580,189 $28,314,668 $19,612,753
261,219 222,096 695,972 540,394
56,481 1,866 57,993 2,096
76,000 82,000 238,000 201,000
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Unrealized losses and fair value, aggregated by investment category and length of time that individual securities have
been in a continuous unrealized loss position are summarized as follows:

Less than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
September 30, 2013:
Securities available-for-sale:
U.S. government agencies $19,755,860  $(1,099,568) $- $- $19,755,860  $(1,099,568)
U.S. government
mortgage-backed securities 53,188,237 (887,542 ) - - 53,188,237 (887,542 )
State and political subdivisions 113,736,391  (3,922,728) 3,223,879 (132,681) 116,960,270 (4,055,409)
Corporate bonds 28,706,996 (1,791,764) 3,775,824 (333,563 ) 32,482,820 (2,125,327)
$215,387,484 $(7,701,602) $6,999,703 $(466,244) $222,387,187 $(8,167,846)
Less than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
December 31, 2012:
Securities available-for-sale:
U.S. government
mortgage-backed securities $20,972,453  $(165,076 ) $- $- $20,972,453  $(165,076 )
State and political subdivisions 30,651,869 (410,357 ) 578,145 (6,187 ) 31,230,014 (416,544 )
Corporate bonds 13,979,171 (270,218 ) - - 13,979,171 (270,218 )
$65,603,493 $(845,651 ) $578,145 $(6,187 ) $66,181,638 $(851,838 )

Gross unrealized losses on debt securities totaled $8,167,846 as of September 30, 2013. These unrealized losses are
generally due to changes in interest rates or general market conditions. In analyzing an issuer’s financial condition,
management considers whether the securities are issued by the federal government or its agencies, whether
downgrades by bond rating agencies have occurred, and industry analysts’ reports. Management concluded that the
gross unrealized losses on debt securities were temporary. Due to potential changes in conditions, it is at least
reasonably possible that changes in fair values and management’s assessments will occur in the near term and that such
changes could materially affect the amounts reported in the Company’s financial statements.
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8. Loan Receivable and Credit Disclosures

Activity in the allowance for loan losses, on a disaggregated basis, for the three and nine months ended September 30,
2013 and 2012 is as follows: (in thousands)

Balance, June 30, 2013
Provision (credit) for loan
losses

Recoveries of loans
charged-off

Loans charged-off
Balance, September 30
2013

Balance, December 31,
2012

Three Months Ended September 30, 2013

1-4
Family
Constru®ssidential Commercial Agricultural Consumer
Real Real Real Real and
Estate Estate Estate Estate Commercial AgriculturalOther Total

$332 $145  $ 3,002 $ 591 $ 1,343 $ 921 $ 174 $7,819

(111) 40 162 21 (78 ) 68 (10 ) 92
- 2 17 - 1 - 4 24
- (18 ) - - - - 14 )y 32 )

$221 $1.480  § 3,181 $ 612 $ 1,266 $ 989 $ 154 $7,903

Nine Months Ended September 30 2013

1-4

Family
ConstriR¢madential Commercial Agricultural Consumer
Real Real and
Estate Estate Real Estate Real Estate  Commercial Agricultural Other Total

$375 $ 1,433 $ 2,859 $ 523 $ 1,461 $ 945
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