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lowa Banks Current Financial Markets, Performance & the Economy

Waverly, IA (December 2008) — No doubt, the recent events in the financial markets are
unprecedented. lowans wonder how a small subset of the mortgage lending market, referred
to as subprime, could cause the overall credit markets to seize up and throw the economy into
a tailspin. Economists, academicians and policymakers will devote much of the next year
trying to answer this question.

On the surface, the problem seems to be a lack of consistent regulation for all financial
services providers. Note the word “consistent” regulation. If you were to tell one of the 18,000
lowans employed by an insured depository institution (bank or thrift) they lacked regulation,
their reaction would be one of utter disbelief. They could quickly recite the number of hours
each day they spend completing forms, paperwork and reports, taking scarce time and

resources away from serving their customers.

Rather, the regulatory lapses occurred in mortgages originated through unchecked mortgage
brokers, often packaged by over leveraged Wall Street investment banks, approved by rating
agencies blind to the credit risk. The resulting crisis was exasperated by non-exchange traded
financial instruments, like credit default swaps and other derivatives. In the end, it all lacked
the transparency necessary for a well functioning marketplace.

The lowa economy, and as a result lowa banks, entered the economic downturn in better
position than most to weather its effects. lowa manufacturers and agriculture were the

beneficiaries of a weak dollar and strong export demand, the renewed national commitment to
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alternative energy sources was a boon to lowa’s wind and bio-fuels producers, and our
insurance and financial services companies were strong and growing. A slowing global
economy will dampen short-term prospects, but the future for these key segments remains

positive.

The lowa real estate market has outperformed much of the rest of the country. Home sales
have fallen less steeply and home prices have actually risen. lowa’s home ownership rate
stands at 72% and the vast majority of our home mortgages are fixed rate prime loans, a
testament to lowa’s responsible lending community. And, lowa has added jobs over the past

twelve months, leaving our unemployment rate lower than the national average.

The lowa banking industry is strong. Ninety-four percent of our financial institutions were
profitable September of 2008. Our average capital to asset ratio at 9.1% is well above the
national average, leaving a greater cushion to absorb unexpected credit losses. And, the

banking industry, nationally, has over $1 trillion in capital.

The lowa banking industry positively impacts our state. Banks and thrifts contributed
$13.8 billion, or 10.7%, to the lowa GDP in 2007. lowa banks are one of the few local
financial institutions that pay income tax to help support the communities in which they
do business — In 2007, lowa banks paid $133 million in federal income tax and $37
million in state income tax. And, the banking industry provided more than $27 billion of
working capital needed for lowa’s small businesses to thrive in 2007.

The federal government has devised a series of programs designed to further strengthen the
financial services industry and stimulate lending. Most prominent has been the U.S.
Treasury’s Capital Asset Purchase Program, in which Treasury takes an equity position in
banks to support further lending. lowa banks are trying to assess the benefits of participation.
Most do not need the added capital. Many want to support the economic objectives of the
program, but have good reasons to be hesitant.
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The Federal Deposit Insurance Corporation (FDIC) has also implemented a series of programs
designed to expand deposit insurance coverage and increase consumer confidence. All banks
now offer insurance coverage of up to $250,000 per depositor per bank (through December
31, 2009). The maximum coverage can be even greater depending on a depositor’s personal
circumstance. lowans should visit with their banker to maximize deposit insurance coverage.
And, the FDIC has developed additional coverage options for banks interested in a federal
guarantee on their senior unsecured debt and non-interest bearing transaction accounts. In
the end, each bank will determine whether participation in these programs will enhance their
ability to serve their community.

The hallmark of lowa banking has always been local commitment and a strong personal
relationship with their customers. Our 2008 survey of lowa banks backs this up. In addition to
the billions in lending to businesses and consumers, bankers donated nearly $40 million to
charities, economic development and community service organizations. In addition, bankers
volunteered more than 1.6 million hours of their time to these same organizations. You won't
see these statistics in the headlines of major papers or on the nightly news, but it is what sets
community banking apart.

lowans can take comfort in knowing their banks are strong and prepared to help them navigate
these turbulent times. By working together, we can create a brighter future.

— Fred Hagemann, President & CEO, State Bank & Trust Company
— Clair Lensing, President & CEO, Security State Bank
— Rich Carlson, President & CEO, First National Bank
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