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Part I

Item 1.                      Business

General.  QCR Holdings, Inc. (the “Company”) is a multi-bank holding company headquartered in Moline, Illinois, that
was formed in February 1993 under the laws of the state of Delaware.  The Company serves the Quad Cities, Cedar
Rapids, and Rockford communities through the following three wholly-owned banking subsidiaries, which provide
full-service commercial and consumer banking and trust and asset management services:

•Quad City Bank and Trust Company (“QCBT”), which is based in Bettendorf, Iowa, and commenced operations in
1994;

•Cedar Rapids Bank and Trust Company (“CRBT”), which is based in Cedar Rapids, Iowa, and commenced operations
in 2001; and

•Rockford Bank and Trust Company (“RB&T”), which is based in Rockford, Illinois, and commenced operations in
2005.

The Company also engages in direct financing lease contracts through m2 Lease Funds, LLC (“m2”), a wholly-owned
subsidiary of QCBT based in Brookfield, Wisconsin.  QCBT previously owned 80% of m2.  In August 2012, QCBT
entered into an amendment to the operating agreement of m2 and purchased the remaining 20% noncontrolling
interest.  See Note 21 to the consolidated financial statements for further discussion of the acquisition.

Velie Plantation Holding Company (“VPHC”), previously owned 91% by the Company, was engaged in holding the real
estate property known as the Velie Plantation in Moline, Illinois, which is the location for the Company’s
headquarters.  In October 2012, the Company acquired the remaining 9% noncontrolling interest, and effective
December 31, 2012, VPHC was dissolved and liquidated.

Quad City Bancard, Inc. (“Bancard”), previously a wholly-owned subsidiary of the Company, conducted the Company’s
credit card issuing and merchant credit cards acquiring operations.  During 2008, Bancard sold its merchant credit
card acquiring business.  The resulting gain on sale, net of taxes and related expenses, was approximately $3.0
million.  The comparative financial results associated with the merchant credit card acquiring business have been
reflected as discontinued operations throughout the annual report.  Effective December 31, 2009, Bancard was
dissolved and liquidated.  The credit card issuing operation was merged in as a department of QCBT.  In January
2013, QCBT sold its credit card portfolio and the related credit card issuing operations to a third party.  In connection
with the transaction, the Company expects a pre-tax gain, net of transaction-related costs, of approximately $875
thousand to be realized in the first quarter of 2013.

In February 2013, the Company entered into a definitive agreement to acquire Community National Bancorporation
(“Community National”).  The transaction is expected to close in the second quarter of 2013.  Based on the closing price
of the Company’s common stock on February 13, 2013, the implied valuation of the acquisition is approximately $20.1
million.  See Note 23 to the consolidated financial statements for further discussion of the acquisition.

On December 31, 2008, the Company sold its Milwaukee, Wisconsin subsidiary, First Wisconsin Bank and Trust
Company (“FWBT”), for $13.7 million which resulted in a pre-tax gain on sale of approximately $495 thousand. The
comparative financial results associated with FWBT have been reflected as discontinued operations throughout the
annual report.

Subsidiary Banks.  QCBT was capitalized on October 13, 1993, and commenced operations on January 7,
1994.  QCBT is an Iowa-chartered commercial bank that is a member of the Federal Reserve System with depository
accounts insured by the Federal Deposit Insurance Corporation (the “FDIC”) to the maximum amount permitted by
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law.  QCBT provides full service commercial and consumer banking and trust and asset management services in the
Quad Cities and adjacent communities through its five offices that are located in Bettendorf and Davenport, Iowa and
in Moline, Illinois.  QCBT, on a consolidated basis with m2, had total segment assets of $1.18 billion and $1.11
billion as of December 31, 2012 and 2011, respectively.
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CRBT is an Iowa-chartered commercial bank that is a member of the Federal Reserve System with depository
accounts insured by the FDIC to the maximum amount permitted by law.  The Company commenced operations in
Cedar Rapids in June 2001, operating a branch of QCBT.  The Cedar Rapids branch operation then began functioning
under the CRBT charter in September 2001.  CRBT provides full-service commercial and consumer banking and trust
and asset management services to Cedar Rapids, Iowa and adjacent communities through its two facilities.  The
headquarters for CRBT is located in downtown Cedar Rapids, and its branch location is located in northern Cedar
Rapids.  CRBT had total segment assets of $625.7 million and $560.1 million as of December 31, 2012 and 2011,
respectively.

RB&T is an Illinois-chartered commercial bank that is a member of the Federal Reserve System with depository
accounts insured by the FDIC to the maximum amount permitted by law.  The Company commenced operations in
Rockford, Illinois in September 2004, operating a branch of QCBT, and that operation began functioning under the
RB&T charter in January 2005.  RB&T provides full-service commercial and consumer banking and trust and asset
management services to Rockford and adjacent communities through its original office located in downtown Rockford
and its branch facility located on Guilford Road at Alpine Road in Rockford.  RB&T had total segment assets of
$313.8 million and $294.4 million as of December 31, 2012 and 2011, respectively.

See Note 20 to the consolidated financial statements for additional business segment information.

Other Operating Subsidiaries.  m2, which is based in Brookfield, Wisconsin, is engaged in the business of leasing
machinery and equipment to commercial and industrial businesses under direct financing lease contracts.  On August
26, 2005, QCBT acquired 80% of the membership units of m2.  John Engelbrecht, the President and Chief Executive
Officer of m2, retained 20% of the membership units.  On August 31, 2012, QCBT acquired the 20% noncontrolling
interest previously owned by John Engelbrecht.

VPHC was engaged in holding the real estate property known as the Velie Plantation Mansion in Moline, Illinois. 
Beginning in 1998, the Company held a 20% equity investment in VPHC.  The Company acquired additional
membership units in 2006 (37%), in 2009 (16%), and in 2010 (18%), bringing its total equity investment to
91%.  During the fourth quarter of 2012, the Company acquired the remaining 9% noncontrolling interest and,
effective as of December 31, 2012, VPHC was dissolved and liquidated.

On January 1, 2008, QCBT acquired 100% of the membership units of CMG Investment Advisors, LLC, which is an
investment management and advisory company.  During 2010, the operating subsidiary was renamed Quad City
Investment Advisors, LLC.

Trust Preferred Subsidiaries.  Following is a listing of the Company’s non-consolidated subsidiaries formed for the
issuance of trust preferred securities, including pertinent information as of December 31, 2012 and 2011:

Name Date Issued
Amount
Issued Interest Rate

Interest
Rate as of
12/31/12

Interest
Rate as of
12/31/11

QCR Holdings Statutory Trust
II February 2004 $12,372,000

2.85% over 3-month
LIBOR * 3.21 % 3.22 %

QCR Holdings Statutory Trust
III February 2004 8,248,000

2.85% over 3-month
LIBOR 3.21 % 3.22 %

QCR Holdings Statutory Trust
IV May 2005 5,155,000

1.80% over 3-month
LIBOR 2.14 % 2.20 %

February 2006 10,310,000 1.89 % 1.95 %
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QCR Holdings Statutory Trust
V

1.55% over 3-month
LIBOR **

$36,085,000 Weighted Average Rate 2.68 % 2.71 %

*Rate was fixed at 6.93% until March 31, 2011 when it became variable based on 3-month LIBOR plus 2.85%, reset
quarterly.
**Rate was fixed at 6.62% until April 7, 2011 when it became variable based on 3-month LIBOR plus 1.55%, reset
quarterly.

Securities issued by Trust II, Trust III, Trust IV, and Trust V mature thirty years from the date of issuance, but are all
currently callable at par at anytime.
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Other Ownership Interests.  The Company invests limited amounts of its capital in stocks of financial institutions and
mutual funds.  In addition to its wholly-owned subsidiaries, the Company owns a 20% equity position in Nobel Real
Estate Investors, LLC.  In June 2005, CRBT entered into a joint venture as a 50% owner of Cedar Rapids Mortgage
Company, LLC.

The Company previously owned a 2.25% equity investment in Trisource Solutions, LLC (“Trisource”).  On July 2,
2010, the Company exercised a put option and sold its equity investment back to the majority owner of Trisource for
$750 thousand received in monthly installments of $10 thousand through July 2012, and a final balloon payment of
$584 thousand received in August 2012.  The gain (materially all of the sales proceeds) was recognized on a cash
basis.

Business.  The Company’s principal business consists of attracting deposits and investing those deposits in loans/leases
and securities.  The deposits of the subsidiary banks are insured to the maximum amount allowable by the FDIC.  The
Company’s results of operations are dependent primarily on net interest income, which is the difference between the
interest earned on its loans/leases and securities and the interest paid on deposits and borrowings.  The Company’s
operating results are affected by economic and competitive conditions, particularly changes in interest rates,
government policies and actions of regulatory authorities, as described more fully in this Form 10-K.  Its operating
results also can be affected by trust fees, investment advisory and management fees, deposit service charge fees, gains
on the sale of residential real estate and government guaranteed loans, earnings from bank-owned life insurance and
other income.  Operating expenses include employee compensation and benefits, occupancy and equipment expense,
professional and data processing fees, advertising and marketing expenses, bank service charges, FDIC and other
insurance, loan/lease expenses and other administrative expenses.

The Company and its subsidiaries collectively employed 356 and 355 full-time equivalents (“FTEs”) at December 31,
2012 and 2011, respectively.

The Board of Governors of the Federal Reserve System (the “Federal Reserve”) is the primary federal regulator of the
Company and its subsidiaries.  In addition, QCBT and CRBT are regulated by the Iowa Superintendent of Banking
(“Iowa Superintendent”) and RB&T is regulated by the State of Illinois Department of Financial and Professional
Regulation (“DFPR”).  The FDIC, as administrator of the Deposit Insurance Fund, has regulatory authority over the
subsidiary banks.

Lending/Leasing.  The Company and its subsidiaries provide a broad range of commercial and retail lending and
investment services to corporations, partnerships, individuals, and government agencies.  The subsidiary banks
actively market their services to qualified lending and deposit clients.  Officers actively solicit the business of new
clients entering their market areas as well as long-standing members of the local business community.  The Company
has an established lending/leasing policy which includes a number of underwriting factors to be considered in making
a loan/lease, including, but not limited to, location, loan-to-value ratio, cash flow, collateral and the credit history of
the borrower.

In accordance with Iowa regulation, the legal lending limit to one borrower for QCBT and CRBT, calculated as 15%
of aggregate capital, was $14.9 million and $8.4 million, respectively, as of December 31, 2012.  In accordance with
Illinois regulation, the legal lending limit to one borrower for RB&T, calculated as 25% of aggregate capital, totaled
$9.4 million as of December 31, 2012.

The Company recognizes the need to prevent excessive concentrations of credit exposure to any one borrower or
group of related borrowers.  As such, the Company has established an in-house lending limit, which is lower than each
subsidiary bank’s legal lending limit, in an effort to manage individual borrower exposure levels.
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The in-house lending limit is the maximum amount of credit each subsidiary bank will extend to a single borrowing
entity or group of related entities.  Under the in-house limit, total credit exposure to a single borrowing entity or group
of related entities will not exceed the following, subject to certain exceptions:

Quad City Bank &
Trust:

$7.5  million

Cedar Rapids
Bank & Trust:

$6.5  million

Rockford Bank &
Trust:

$3.7  million

On a consolidated basis, the in-house lending limit is $10.0 million, which is the maximum amount of credit that all
affiliated banks, when combined, will extend to a single borrowing entity or group of related entities, subject to certain
exceptions.

In addition, m2’s in-house lending limit is $1.0 million to a single leasing entity or group of related entities.

As part of the loan monitoring activity at the three subsidiary banks, credit administration personnel interact closely
with senior bank management.  For example, the internal loan committee of each subsidiary bank meets weekly.  The
Company has a separate in-house loan review function to analyze credits of the subsidiary banks.    To complement
the in-house loan review, an independent third-party performs external loan reviews.  Management has attempted to
identify problem loans at an early stage and to aggressively seek a resolution of those situations.

The Company recognizes that a diversified loan/lease portfolio contributes to reducing risk in the overall loan/lease
portfolio.  The specific loan/lease portfolio mix is subject to change based on loan/lease demand, the business
environment and various economic factors.  The Company actively monitors concentrations within the loan/lease
portfolio to ensure appropriate diversification and concentration risk is maintained.

Specifically, each subsidiary bank’s total loans as a percentage of average assets may not exceed 85%.  In addition,
following are established policy limits and the actual allocations for the three subsidiary banks as of December 31,
2012 for the loan portfolio on a per loan type basis, reflected as a percentage of the subsidiary bank’s average gross
loans:

As of December 31, 2012

Type of Loan *

Maximum
Percentage
per Loan
Policy ** QCBT CRBT RB&T

One-to-four family residential 30 % 15 % 11 % 19 %
Multi-family 15 % 4 % 8 % 5 %
Farmland 5 % 0 % 0 % 1 %
Non-farm, nonresidential 50 % 28 % 40 % 45 %
Construction and land
development 20 % 5 % 5 % 3 %
Commercial and industrial 60 % 20 % 30 % 24 %
Loans to individuals 10 % 3 % 2 % 1 %
Lease financing 20 % 16 % 0 % 0 %
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All other loans 10 % 9 % 4 % 2 %
100 % 100 % 100 %

Bank stock loans *** 15 % 7 % 0 % 1 %

* The loan types above are as defined and reported in the subsidiary banks’ quarterly Reports of Condition and Income
(also known as Call Reports).
** The maximum percentages listed are the same for all subsidiary banks except for CRBT, where the maximum
percentage for one-to-four family residential is 25%, the maximum percentage for construction and land development
is 15%, and the maximum percentage for lease financing receivables is 5%.  Additionally, both CRBT and RB&T
have maximum percentages for bank stock loans of 10%.
*** Bank stock loans are not a separate reportable line item on the Call Reports.  The loans are reported within “all
other loans” above.
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The following table presents total loans/leases by major loan/lease type and subsidiary as of December 31, 2012 and
2011.  Residential real estate loans held for sale are included in residential real estate loans below.

Quad City
Bank & Trust

m2
Lease Funds

Cedar Rapids
Bank & Trust

Rockford
Bank & Trust

Intercompany
Elimination

Consolidated
Total

$ % $ % $ % $ % $ $ %

(dollars in thousands)
As of
December
31, 2012:

Commercial
and
industrial
loans $203,542 36 % $- 0 % $130,261 35 % $60,441 26 % $- $394,244 31 %
Commercial
real estate
loans 258,133 45 % - 0 % 201,659 54 % 136,025 58 % (1,838) 593,979 46 %
Direct
financing
leases - 0 % 103,686 96 % - 0 % - 0 % - 103,686 8 %
Residential
real estate
loans 60,666 11 % - 0 % 27,863 7 % 27,053 11 % - 115,582 9 %
Installment
and other
consumer
loans 47,621 8 % - 0 % 17,425 4 % 11,675 5 % - 76,721 6 %
Deferred
loan/lease
origination
costs, net of
fees (77 ) 0 % 3,907 4 % (738 ) 0 % 84 0 % - 3,176 0 %

$569,885 100% $107,593 100% $376,470 100% $235,278 100% $(1,838) $1,287,388 100%

As of
December
31, 2011:

Commercial
and
industrial
loans $177,069 34 % $- 0 % $116,714 34 % $57,011 25 % $- $350,794 29 %
Commercial
real estate
loans 260,895 49 % - 0 % 184,338 53 % 134,580 59 % (2,009) 577,804 48 %
Direct
financing

- 0 % 93,212 97 % - 0 % - 0 % - 93,212 8 %
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leases
Residential
real estate
loans 43,405 8 % - 0 % 29,847 8 % 24,855 11 % - 98,107 8 %
Installment
and other
consumer
loans 48,590 9 % - 0 % 17,846 5 % 11,787 5 % - 78,223 7 %
Deferred
loan/lease
origination
costs, net of
fees 56 0 % 3,217 3 % (703 ) 0 % 35 0 % - 2,605 0 %

$530,015 100% $96,429 100% $348,042 100% $228,268 100% $(2,009) $1,200,745 100%

Proper pricing of loans is necessary to provide adequate return to the Company’s stockholders.  Loan pricing, as
established by the subsidiary banks’ Asset/Liability Committee, shall include consideration for the cost of funds, loan
maturity and risk, origination and maintenance costs, appropriate stockholder return, competitive factors, and the
economic environment.  The portfolio contains a mix of loans with fixed and floating interest rates.  Management
attempts to maximize the use of interest rate floors on its variable rate loan portfolio.  Refer to Item 7A. Quantitative
and Qualitative Disclosures About Market Risk for more discussion on the Company’s management of interest rate
risk.

Commercial and Industrial Lending

As noted above, the subsidiary banks are active commercial and industrial lenders.  The current areas of emphasis
include loans to small and mid-sized businesses with a wide range of operations such as wholesalers, manufacturers,
building contractors, business services companies, other banks, and retailers.  The banks provide a wide range of
business loans, including lines of credit for working capital and operational purposes, and term loans for the
acquisition of facilities, equipment and other purposes.  Since 2010, the subsidiary banks have been active in
participating in lending programs offered by the Small Business Administration (“SBA”) and the United States
Department of Agriculture (“USDA”).  Under these programs, the government entities will generally provide a
guarantee of repayment ranging from 50% to 85% of the principal amount of the qualifying loan.

Loan approval is generally based on the following factors:

• Ability and stability of current management of the borrower;
• Stable earnings with positive financial trends;

• Sufficient cash flow to support debt repayment;
• Earnings projections based on reasonable assumptions;
• Financial strength of the industry and business; and

• Value and marketability of collateral.

For commercial and industrial loans, the Company assigns internal risk ratings which are largely dependent upon the
aforementioned approval factors.  The risk rating is reviewed annually or on an as needed basis depending on the
specific circumstances of the loan.  See Note 1 to the consolidated financial statements for additional information,
including the internal risk rating scale.
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As part of the underwriting process, management reviews current borrower financial statements.  When appropriate,
certain commercial and industrial loans may contain covenants requiring maintenance of financial performance ratios
such as, but not limited to:

• Minimum debt service coverage ratio;
• Minimum current ratio;

• Maximum debt to tangible net worth ratio; and/or
• Minimum tangible net worth

Establishment of these financial performance ratios depends on a number of factors, including risk rating and the
specific industry.

Collateral for these loans generally includes accounts receivable, inventory, equipment, and real estate.  The lending
policy specifies approved collateral types and corresponding maximum advance percentages.  The value of collateral
pledged on loans must exceed the loan amount by a margin sufficient to absorb potential erosion of its value in the
event of foreclosure and cover the loan amount plus costs incurred to convert it to cash.  Approved non-real estate
collateral types and corresponding maximum advance percentages for each are listed below.

Approved Collateral Type Maximum Advance%

Financial Instruments
U.S. Government Securities 90% of market value
Securities of Federal Agencies 90% of market value
Municipal Bonds rated by
Moody’s
As “A” or better 80% of market value
Listed Stocks 75% of market value
Mutual Funds 75% of market value
Cash Value Life Insurance 95%, less policy loans
Savings/Time Deposits (Bank) 100% of current value

General Business
Accounts Receivable 80% of eligible accounts
Inventory 50% of value
Fixed Assets (Existing) 50% of net book value, or

75% of orderly liquidation
appraised value

Fixed Assets (New) 80% of cost
Leasehold Improvements 0%

Generally, if the above collateral is part of a cross-collateralization with other approved assets, then the maximum
advance percentage may be higher.

The lending policy specifies maximum term limits for commercial and industrial loans.  For term loans, the maximum
term is generally 7 years.  Generally, term loans range from 3 to 5 years.  For lines of credit, the maximum term is
typically 365 days.

In addition, the subsidiary banks often take personal guarantees or cosignors to help assure repayment.  Loans may be
made on an unsecured basis if warranted by the overall financial condition of the borrower.
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Commercial Real Estate Lending

The subsidiary banks also make commercial real estate loans.  Commercial real estate loans are subject to
underwriting standards and processes similar to commercial and industrial loans, in addition to those standards and
processes specific to real estate loans.  Collateral for these loans generally includes the underlying real estate and
improvements, and may include additional assets of the borrower.  The lending policy specifies maximum
loan-to-value limits based on the category of commercial real estate (commercial real estate loans on improved
property, raw land, land development, and commercial construction).  These limits are the same limits as, or in some
situations, more conservative than, those established by regulatory authorities.  Following is a listing of these limits as
well as some of the other guidelines included in the lending policy for the major categories of commercial real estate
loans:

Commercial Real Estate Loan Types Maximum Advance Rate ** Maximum
Term

Commercial Real Estate Loans on Improved
Property *

80% 7 years

Raw Land Lesser of 90% of project cost, or 65% of
 "as is" appraised value

12 months

Land Development Lesser of 90% of project cost, or 75% of
appraised value

24 months

Commerical Construction Loans Lesser of 90% of project cost, or 80% of
appraised value

365 days

* Generally, the debt service coverage ratio must be a minimum of 1.25x for non-owner occupied loans and 1.15x for
owner-occupied loans.  For loans greater than $500 thousand, the subsidiary banks sensitivity test this ratio for
deteriorated economic conditions, major changes in interest rates, and/or significant increases in vacancy rates.
** These maximum rates are consistent with , or in some situations, more conservative than, those established by
regulatory authorities.

The lending policy also includes guidelines for real estate appraisals and evaluations, including minimum appraisal
and evaluation standards based on certain transactions.  In addition, the subsidiary banks often take personal
guarantees to help assure repayment.

In addition, management tracks the level of owner-occupied commercial real estate loans versus non-owner occupied
loans.  Owner-occupied loans are generally considered to have less risk.  As of December 31, 2012 and 2011,
approximately 35% and 29%, respectively, of the commercial real estate loan portfolio was owner-occupied.

The Company’s lending policy limits non-owner occupied commercial real estate lending to 300% of total risk-based
capital, and limits construction, land development, and other land loans to 100% of total risk-based capital.  Exceeding
these limits warrants the use of heightened risk management practices in accordance with regulatory guidelines.  As of
December 31, 2012, all three subsidiary banks were in compliance with these limits.
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Following is a listing of the significant industries within the Company’s commercial real estate loan portfolio as of
December 31, 2012 and 2011:

2012 2011
Amount % Amount %

(dollars in thousands)

Lessors of Nonresidential Buildings $178,060 30 % $179,511 31 %
Lessors of Residential Buildings 61,460 10 % 50,029 9 %
Land Subdivision 28,854 5 % 33,252 6 %
New Car Dealers 27,079 5 % 25,223 4 %
Hotels 26,710 4 % 19,061 3 %
Lessors of Other Real Estate Property 12,765 2 % 15,830 3 %
New Single Family Construction 10,746 2 % 10,788 2 %
Other * 248,305 42 % 244,110 42 %

Total Commercial Real Estate Loans $593,979 100 % $577,804 100 %

*   “Other” consists of all other industries.  None of these had concentrations greater than $10.0 million, or 2.0% of total
commercial real estate loans.

Direct Financing Leasing

m2 leases machinery and equipment to commercial and industrial customers under direct financing leases.  All lease
requests are subject to the credit requirements and criteria as set forth in the lending/leasing policy.  In all cases, a
formal independent credit analysis of the lessee is performed.

The following private and public sector business assets are generally acceptable to consider for lease funding:

• Computer systems
• Photocopy systems

• Fire trucks
• Specialized road maintenance equipment

• Medical equipment
• Commercial business furnishings

• Vehicles classified as heavy equipment
• Aircraft

• Equipment classified as plant or office equipment
• Marine boat lifts

m2 will generally refrain from funding leases of the following type:

• Leases collateralized by non-marketable items
• Leases collateralized by consumer items, such as vehicles, household goods, recreational vehicles, boats, etc.

• Leases collateralized by used equipment, unless its remaining useful life can be readily determined
• Leases with a repayment schedule exceeding 7 years
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Residential Real Estate Lending

Generally, the subsidiary banks’ residential real estate loans conform to the underwriting requirements of Freddie Mac
and Fannie Mae to allow the subsidiary banks to resell loans in the secondary market.  The subsidiary banks structure
most loans that will not conform to those underwriting requirements as adjustable rate mortgages that adjust in one to
five years, and then retain these loans in their portfolios.  During 2011 and 2012, the subsidiary banks originated and
held a limited amount of 15-year fixed rate residential real estate loans that met certain credit guidelines.  Servicing
rights are not presently retained on the loans sold in the secondary market.  The lending policy establishes minimum
appraisal and other credit guidelines.

As mentioned above, the subsidiary banks sell the majority of their residential real estate loans in the secondary
market.  The following table presents the originations and sales of residential real estate loans for the Company.

For the year ended December 31,
2012 2011 2010

(dollars in thousands)

Originations of residential real estate loans $151,676 $117,914 $164,572
Sales of residential real estate loans $104,740 $83,926 $134,304
Percentage of sales to originations 69 % 71 % 82 %

Installment and Other Consumer Lending

The consumer lending department of each subsidiary bank provides many types of consumer loans, including motor
vehicle, home improvement, home equity, signature loans and small personal credit lines.  The lending policy
addresses specific credit guidelines by consumer loan type.  In particular, for home equity loans and home equity lines
of credit, the minimum credit bureau score is 680.  For both home equity loans and lines of credit, the maximum
advance rate is 90% of value with a minimum credit bureau score of 720, and the maximum advance rate is 80% of
value with a credit bureau score of 680 to 719.  The maximum term on home equity loans is 10 years and maximum
amortization is 15 years.  The maximum term on home equity lines of credit is 5 years.

*****

In some instances for all loans/leases, it may be appropriate to originate or purchase loans/leases that are exceptions to
the guidelines and limits established within the lending policy described above.  In general, exceptions to the lending
policy do not significantly deviate from the guidelines and limits established within the lending policy and, if there are
exceptions, they are generally noted as such and specifically identified in loan/lease approval documents.

Competition.  The Company currently operates in the highly competitive Quad Cities, Cedar Rapids, and Rockford
markets.  Competitors include not only other commercial banks, credit unions, thrift institutions, and mutual funds,
but also insurance companies, finance companies, brokerage firms, investment banking companies, and a variety of
other financial services and advisory companies.  Many of these competitors are not subject to the same regulatory
restrictions as the Company.  Many of these unregulated competitors compete across geographic boundaries and
provide customers increasing access to meaningful alternatives to banking services.  The Company competes in
markets with a number of much larger financial institutions with substantially greater resources and larger lending
limits.
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Appendices.  The commercial banking business is a highly regulated business.  See Appendix A for a summary of the
federal and state statutes and regulations that are applicable to the Company and its subsidiaries.  Supervision,
regulation and examination of banks and bank holding companies by bank regulatory agencies are intended primarily
for the protection of depositors rather than stockholders of bank holding companies and banks.

See Appendix B for tables and schedules that show selected comparative statistical information relating to the
business of the Company required to be presented pursuant to federal securities laws.  Consistent with the information
presented in the Form 10-K, results are presented for the fiscal years ended December 31, 2012, 2011, and 2010.

Internet Site, Securities Filings and Governance Documents.  The Company maintains Internet sites for itself and each
of its three banking subsidiaries.  The Company makes available free of charge through these sites its annual report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and other reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934 after it electronically files such material
with, or furnishes it to, the Securities and Exchange Commission.  Also available are many of its corporate
governance documents, including the Code of Conduct and Ethics Policy.  The sites are www.qcrh.com,
www.qcbt.com, www.crbt.com, and www.rkfdbank.com.

Item 1A.  Risk Factors

In addition to the other information in this Annual Report on Form 10-K, stockholders or prospective investors should
carefully consider the following risk factors:

Difficult market conditions have affected the financial industry and may adversely affect us in the future.

Dramatic declines in the U.S. housing market over the past few years, with falling home prices and increasing
foreclosures, unemployment and under-employment, have negatively impacted the credit performance of mortgage
loans and resulted in significant write-downs of asset values by financial institutions, including government-sponsored
entities as well as major commercial banks and investment banks.  These write-downs, initially of mortgage-backed
securities but spreading to credit default swaps and other derivative and cash securities, in turn, have caused many
financial institutions to seek additional capital from private and government entities, to merge with larger and stronger
financial institutions and, in some cases, to fail.  While these challenges are generally less severe than in recent years,
their impact continues to be felt.

Reflecting concern about the stability of the financial markets in general and the strength of counterparties, many
lenders and institutional investors have reduced or ceased providing funding to borrowers, including other financial
institutions.  This market turmoil and tightening of credit have led to an increased level of commercial and consumer
delinquencies, erosion of consumer confidence, increased market volatility and widespread reduction of business
activity in general.  The resulting economic pressure on consumers and erosion of confidence in the financial markets
has already adversely affected our industry and may adversely affect our business, financial condition and results of
operations.  Although we believe that these difficult conditions in the financial markets have recently improved, a
worsening of these conditions would likely exacerbate the adverse effects of these difficult market conditions on us
and other financial institutions.  In particular, we may face the following risks in connection with these events:

• Our ability to assess the creditworthiness of our customers may be impaired if the models and
approaches we use to select, manage and underwrite the loans become less predictive of future
behaviors.

•
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The models used to estimate losses inherent in the credit exposure require difficult, subjective, and complex
judgments, including forecasts of economic conditions and how these economic predictions might impair the ability
of the borrowers to repay their loans, which may no longer be capable of accurate estimation and which may, in
turn, impact the reliability of the models.

13

Edgar Filing: QCR HOLDINGS INC - Form 10-K

25



•Our ability to borrow from other financial institutions or to engage in sales of mortgage loans to third parties on
favorable terms, or at all, could be adversely affected by further disruptions in the capital markets or other events,
including deteriorating investor expectations.

•Competitive dynamics in the industry could change as a result of consolidation of financial services companies in
connection with current market conditions.

• We expect to face increased regulation of our industry.  Compliance with such regulation may increase
our costs and limit our ability to pursue business opportunities.

•We expect to face increased capital requirements, both at the Company level and at each of the subsidiary banks.  In
this regard, the Collins Amendment to the Dodd-Frank Wall Street Reform and Consumer Protection Act (the
“Dodd-Frank Act”) requires the federal banking agencies to establish minimum leverage and risk-based capital
requirements that will apply to both insured banks and their holding companies.  Furthermore, the Group of
Governors and Heads of Supervision, the oversight body of the Basel Committee on Banking Supervision, in
September 2010 announced an agreement to a strengthened set of capital requirements for internationally active
banking organizations, known as Basel III.  While implementation of the proposed rules under Basel III in the U.S.
has been indefinitely delayed, we expect U.S. banking authorities to follow the lead of Basel III and require all U.S.
banking organizations to maintain significantly higher levels of capital, which may limit our ability to pursue
business opportunities and adversely affect our results of operations and growth prospects.

•We may be required to pay significantly higher FDIC premiums because market developments have significantly
depleted the Deposit Insurance Fund, or DIF, and reduced the ratio of reserves to insured deposits.  Furthermore, the
Dodd-Frank Act requires the FDIC to increase the DIF’s reserves against future losses, which will necessitate
increased assessments on depository institutions.  Although the precise impact on us will not be clear until
implementing rules are issued, any future increases in assessments applicable to us will decrease our earnings and
could have a material adverse effect on the value of, or market for, our common stock.

If current levels of market disruption and volatility continue or worsen, there can be no assurance that we will not
experience an adverse effect, which may be material, on our ability to access capital and on our business, financial
condition and results of operations.

The acquisition of Community National, and other potential future acquisitions, could be difficult to integrate, divert
the attention of key personnel, disrupt our business, dilute stockholder value and adversely affect our financial results.

On February 14, 2013, we announced the entry into an agreement providing for the acquisition of Community
National, which is expected to close in the second quarter of 2013. As part of our business strategy, we may consider
acquisitions of other banks or financial institutions or branches, assets or deposits of such organizations. There is no
assurance, however, that we will determine to pursue any of these opportunities or that if we determine to pursue them
that we will be successful.  Acquisitions involve numerous risks, any of which could harm our business, including:

•difficulties in integrating the operations, technologies, products, existing contracts, accounting processes and
personnel of the target company and realizing the anticipated synergies of the combined businesses;

• difficulties in supporting and transitioning customers of the target company;

• diversion of financial and management resources from existing operations;

•
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•risks of entering new markets or areas in which we have limited or no experience or are outside our core
competencies;

•potential loss of key employees, customers and strategic alliances from either our current business or the business of
the target company;

• assumption of unanticipated problems or latent liabilities; and

• inability to generate sufficient revenue to offset acquisition costs.

Future acquisitions may involve the issuance of our equity securities as payment or in connection with financing the
business or assets acquired, and as a result, could dilute the ownership interests of existing stockholders. In addition,
consummating these transactions could result in the incurrence of additional debt and related interest expense, as well
as unforeseen liabilities, all of which could have a material adverse effect on our business, results of operations and
financial condition. The failure to successfully evaluate and execute acquisitions or otherwise adequately address the
risks associated with acquisitions could have a material adverse effect on our business, results of operations and
financial condition.

We must effectively manage our credit risk.

There are risks inherent in making any loan, including risks inherent in dealing with specific borrowers, risks of
nonpayment, risks resulting from uncertainties as to the future value of collateral and risks resulting from changes in
economic and industry conditions.  We attempt to minimize our credit risk through prudent loan application approval
procedures, careful monitoring of the concentration of our loans within specific industries and periodic independent
reviews of outstanding loans by our credit review department and an external third party.  However, we cannot assure
you that such approval and monitoring procedures will reduce these credit risks.

The majority of our subsidiary banks’ loan portfolios are invested in commercial and industrial and commercial real
estate loans, and we focus on lending to small to medium-sized businesses.  The size of the loans we can offer to
commercial customers is less than the size of the loans that our competitors with larger lending limits can offer.  This
may limit our ability to establish relationships with the area’s largest businesses.  Smaller companies tend to be at a
competitive disadvantage and generally have limited operating histories, less sophisticated internal record keeping and
financial planning capabilities and fewer financial resources than larger companies. As a result, we may assume
greater lending risks than financial institutions that have a lesser concentration of such loans and tend to make loans to
larger, more established businesses.  Collateral for these loans generally includes accounts receivable, inventory,
equipment and real estate.  However, depending on the overall financial condition of the borrower, some loans are
made on an unsecured basis.  In addition to commercial and commercial real estate loans, our subsidiary banks are
also active in residential mortgage and consumer lending.  Should the economic climate fail to meaningfully improve
or if it worsens, our borrowers may experience financial difficulties, and the level of nonperforming loans, charge-offs
and delinquencies could rise, which could negatively impact our business through increased provision for loan/lease
losses, reduced interest income on loans/leases, and increased expenses incurred to carry and resolve problem
loans/leases.

Commercial and industrial loans make up a large portion of our loan/lease portfolio.

Commercial and industrial loans were $394.2 million, or approximately 31% of our total loan/lease portfolio, as of
December 31, 2012.  Our commercial and industrial loans are primarily made based on the identified cash flow of the
borrower and secondarily on the underlying collateral provided by the borrower.  Most often, this collateral is
accounts receivable, inventory, equipment and real estate.  Credit support provided by the borrower for most of these
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loans and the probability of repayment is based on the liquidation value of the pledged collateral and enforcement of a
personal guarantee, if any exists.  Whenever possible, we require a personal guarantee on commercial loans.  As a
result, in the case of loans secured by accounts receivable, the availability of funds for the repayment of these loans
may be substantially dependent on the ability of the borrower to collect amounts due from its customers.  The
collateral securing these loans may depreciate over time, may be difficult to appraise, and may fluctuate in value based
on the success of the business.  In addition, if the U.S. economy experiences a prolonged recovery period, it could
harm or continue to harm the businesses of our commercial and industrial customers and reduce the value of the
collateral securing these loans.
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Our loan/lease portfolio has a significant concentration of commercial real estate loans, which involve risks specific to
real estate values.

Commercial real estate lending comprises a significant portion of our lending business.  Specifically, commercial real
estate loans were $594.0 million, or approximately 46% of our total loan/lease portfolio, as of December 31, 2012.  Of
this amount, $204.9 million, or approximately 35%, was owner-occupied.  The market value of real estate securing
our commercial real estate loans can fluctuate significantly in a short period of time as a result of market conditions in
the geographic area in which the real estate is located, and in the past several years our market areas have experienced
a general weakening in real estate valuations.  Continued adverse developments affecting real estate values in one or
more of our markets could increase the credit risk associated with our loan portfolio.  Additionally, real estate lending
typically involves higher loan principal amounts and the repayment of the loans generally is dependent, in large part,
on sufficient income from the properties securing the loans to cover operating expenses and debt service.  Economic
events or governmental regulations outside of the control of the borrower or lender could negatively impact the future
cash flow and market values of the affected properties.

The problems that have occurred in the residential real estate and mortgage markets throughout much of the U.S. in
recent years also affected the commercial real estate market.  In our market areas, we generally experienced a
downturn in credit performance by our commercial real estate loan customers in recent years relative to historical
norms, and despite recent improvements in certain aspects of the economy, a level of uncertainty continues to exist in
the economy and credit markets, there can be no guarantee that we will not experience further deterioration in the
performance of commercial real estate and other real estate loans in the future.  In such case, we may not be able to
realize the amount of security that we anticipated at the time of originating the loan, which could cause us to increase
our provision for loan losses and adversely affect our operating results, financial condition and/or capital.

Our allowance for loan/lease losses may prove to be insufficient to absorb losses in our loan/lease portfolio.

We establish our allowance for loan/lease losses in consultation with management of our subsidiaries and maintain it
at a level considered adequate by management to absorb loan/lease losses that are inherent in the portfolio.  The
amount of future loan/lease losses is susceptible to changes in economic, operating and other conditions, including
changes in interest rates, which may be beyond our control, and such losses may exceed current estimates.  At
December 31, 2012, our allowance for loan/lease losses as a percentage of total gross loans/leases was 1.55%, and as a
percentage of total nonperforming loans/leases was approximately 78.47%.  In addition, we had net charge-offs as a
percentage of gross average loans/leases of 0.27% for the year ended December 31, 2012.  Because of the
concentration of commercial and industrial and commercial real estate loans in our loan portfolio, which tend to be
larger in amount than residential real estate and installment loans, the movement of a small number of loans to
nonperforming status can have a significant impact on this ratio.  Although management believes that the allowance
for loan/lease losses as of December 31, 2012 was adequate to absorb losses on any existing loans/leases that may
become uncollectible, in light of the current economic environment, which remains challenging, we cannot predict
loan/lease losses with certainty, and we cannot assure you that our allowance for loan/lease losses will prove sufficient
to cover actual loan/lease losses in the future, particularly if economic conditions are more difficult than what
management currently expects.  Additional provisions to the allowance for loan/lease losses and loan/lease losses in
excess of our allowance for loan/lease losses may adversely affect our business, financial condition and results of
operations.
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System failure or breaches of our network security could subject us to increased operating costs as well as litigation
and other liabilities.

The computer systems and network infrastructure we use could be vulnerable to unforeseen problems.  Our operations
are dependent upon our ability to protect our computer equipment against damage from physical theft, fire, power
loss, telecommunications failure or a similar catastrophic event, as well as from security breaches, denial of service
attacks, viruses, worms and other disruptive problems caused by hackers.  Any damage or failure that causes an
interruption in our operations could have a material adverse effect on our financial condition and results of
operations.  Computer break-ins, phishing and other disruptions could also jeopardize the security of information
stored in and transmitted through our computer systems and network infrastructure, as well as that of our customers
engaging in internet banking activities, which may result in significant liability to us and may cause existing and
potential customers to refrain from doing business with us.  Although we, with the help of third-party service
providers, intend to continue to implement security technology and establish operational procedures to prevent such
damage, there can be no assurance that these security measures will be successful. In addition, advances in computer
capabilities, new discoveries in the field of cryptography or other developments could result in a compromise or
breach of the algorithms we and our third-party service providers use to encrypt and protect customer transaction
data.  Any interruption in, or breach of security of, our computer systems and network infrastructure, or that of our
internet banking customers, could damage our reputation, result in a loss of customer business, subject us to additional
regulatory scrutiny, or expose us to civil litigation and possible financial liability, any of which could have a material
adverse effect on our financial condition and results of operations.

We are subject to certain operational risks, including, but not limited to, customer or employee fraud and data
processing system failures and errors.

Employee errors and employee and customer misconduct could subject us to financial losses or regulatory sanctions
and seriously harm our reputation. Misconduct by our employees could include hiding unauthorized activities from us,
improper or unauthorized activities on behalf of our customers or improper use of confidential information. It is not
always possible to prevent employee errors and misconduct, and the precautions we take to prevent and detect this
activity may not be effective in all cases. Employee errors could also subject us to financial claims for negligence.

We maintain a system of internal controls and insurance coverage to mitigate against operational risks, including data
processing system failures and errors and customer or employee fraud. Should our internal controls fail to prevent or
detect an occurrence, and if any resulting loss is not insured or exceeds applicable insurance limits, such failure could
have a material adverse effect on our business, financial condition and results of operations.

We may be materially and adversely affected by the highly regulated environment in which we operate.

The Company and its bank subsidiaries are subject to extensive federal and state regulation, supervision and
examination. Banking regulations are primarily intended to protect depositors’ funds, FDIC funds, customers and the
banking system as a whole, rather than stockholders. These regulations affect our lending practices, capital structure,
investment practices, dividend policy and growth, among other things.

As a bank holding company, we are subject to regulation and supervision primarily by the Federal Reserve.  QCBT
and CRBT, as Iowa-chartered state member banks, are subject to regulation and supervision by both the Iowa
Superintendent and the Federal Reserve.  RB&T, as an Illinois-chartered state member bank, is subject to regulation
and supervision by both the DFPR and the Federal Reserve. We and our banks undergo periodic examinations by
these regulators, who have extensive discretion and authority to prevent or remedy unsafe or unsound practices or
violations of law by banks and bank holding companies.
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The primary federal and state banking laws and regulations that affect us are described in Appendix A to this report.
These laws, regulations, rules, standards, policies and interpretations are constantly evolving and may change
significantly over time. For example, on July 21, 2010, the Dodd-Frank Act was signed into law, which significantly
changed the regulation of financial institutions and the financial services industry. The Dodd-Frank Act, together with
the regulations to be developed thereunder, includes provisions affecting large and small financial institutions alike,
including several provisions that affect how community banks, thrifts and small bank and thrift holding companies are
and will be regulated. In addition, in recent years the Federal Reserve has adopted numerous new regulations
addressing banks’ overdraft and mortgage lending practices.  Further, the Consumer Financial Protection Bureau was
recently established, with broad powers to supervise and enforce consumer protection laws, and additional consumer
protection legislation and regulatory activity is anticipated in the near future.
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In September 2010, the Group of Governors and Heads of Supervision, the oversight body of the Basel Committee on
Banking Supervision, adopted Basel III, which constitutes a strengthened set of capital requirements for banking
organizations in the U.S. and around the world. In the U.S., Basel III is currently the subject of notices of proposed
rulemakings released in June of 2012 by the respective federal bank regulatory agencies. The comment period for
these notices of proposed rulemakings ended on October 22, 2012, but final regulations have not yet been released.
Basel III was intended to be implemented beginning January 1, 2013 and to be fully-phased in on a global basis on
January 1, 2019. However, on November 9, 2012, the federal bank regulatory agencies announced that the
implementation of the proposed rules under Basel III in the U.S. was indefinitely delayed. If and when implemented in
the U.S., Basel III would require higher levels of capital to be held in the form of tangible common equity, generally
increase the required capital ratios, phase out certain kinds of intangibles treated as capital and certain types of
instruments, like trust preferred securities, include unrealized gains and losses on available-for-sale securities as Tier 1
Capital, and change the risk weightings of assets used to determine required capital ratios.  Such changes, including
changes regarding interpretations and implementation, could affect us in substantial and unpredictable ways and could
have a material adverse effect on us. Further, such changes could subject us to additional costs, limit the types of
financial services and products we may offer, and/or increase the ability of non-banks to offer competing financial
services and products, among other things.

U.S. financial institutions are also subject to numerous monitoring, recordkeeping, and reporting requirements
designed to detect and prevent illegal activities such as money laundering and terrorist financing.  These requirements
are imposed primarily through the Bank Secrecy Act, (“BSA”) which was most recently amended by the USA Patriot
Act. We have instituted policies and procedures to protect us and our employees, to the extent reasonably possible,
from being used to facilitate money laundering, terrorist financing and other financial crimes.  There can be no
guarantee, however, that these policies and procedures are effective.

Failure to comply with applicable laws, regulations or policies could result in sanctions by regulatory agencies, civil
monetary penalties, and/or damage to our reputation, which could have a material adverse effect on us. Although we
have policies and procedures designed to mitigate the risk of any such violations, there can be no assurance that such
violations will not occur.

In addition to the foregoing laws and regulations, the policies of the Federal Reserve also have a significant impact on
us. Among other things, the Federal Reserve’s monetary policies directly and indirectly influence the rate of interest
earned on loans and paid on borrowings and interest-bearing deposits, and can also affect the value of financial
instruments we hold and the ability of borrowers to repay their loans, which could have a material adverse effect on
us.

Monetary policies and regulations of the Federal Reserve could adversely affect our business, financial condition and
results of operations.

In addition to being affected by general economic conditions, our earnings and growth are affected by the policies of
the Federal Reserve.  An important function of the Federal Reserve is to regulate the money supply and credit
conditions.  Among the instruments used by the Federal Reserve to implement these objectives are open market
operations in U.S. government securities, adjustments of the discount rate and changes in reserve requirements against
bank deposits.  These instruments are used in varying combinations to influence overall economic growth and the
distribution of credit, bank loans, investments and deposits.  Their use also affects interest rates charged on loans or
paid on deposits.

The monetary policies and regulations of the Federal Reserve have had a significant effect on the operating results of
commercial banks in the past and are expected to continue to do so in the future.  The effects of such policies upon our
business, financial condition and results of operations cannot be predicted.
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We are required to maintain capital to meet regulatory requirements, and if we fail to maintain sufficient capital,
whether due to losses, an inability to raise additional capital or otherwise, our financial condition, liquidity and results
of operations, as well as our ability to maintain regulatory compliance, would be adversely affected.

The Company and each of its banking subsidiaries are required by federal and state regulatory authorities to maintain
adequate levels of capital to support their operations and, due to the global financial crisis, we expect that the capital
requirements imposed by the regulators will increase in the future.  We intend to grow our business organically and to
explore opportunities to grow our business by taking advantage of attractive acquisition opportunities, and such
growth plans may require us to raise additional capital to ensure that we have adequate levels of capital to support
such growth on top of our current operations.  Our ability to raise additional capital, when and if needed or desired,
will depend on conditions in the capital markets, economic conditions and a number of other factors, including
investor perceptions regarding the banking industry and market condition, and governmental activities, many of which
are outside our control, and on our financial condition and performance. Accordingly, we cannot assure you that we
will be able to raise additional capital if needed or on terms acceptable to us. Our failure to meet these capital and
other regulatory requirements could affect customer confidence, our ability to grow, our costs of funds and FDIC
insurance costs, our ability to pay dividends on common and preferred stock and to make distributions on our trust
preferred securities, our ability to make acquisitions, and our business, results of operations and financial condition.
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Failure to pay interest on our debt or dividends on our preferred stock may adversely impact our ability to pay
common stock dividends.

As of December 31, 2012, we had $36.1 million of junior subordinated debentures held by four business trusts that we
control.  Interest payments on the debentures, which totaled $1.0 million for 2012, must be paid before we pay
dividends on our capital stock, including our common stock.  We have the right to defer interest payments on the
debentures for up to 20 consecutive quarters.  However, if we elect to defer interest payments, all deferred interest
must be paid before we may pay dividends on our capital stock.  As of December 31, 2012, the Company had
25,000 shares of non-cumulative convertible perpetual preferred stock issued and outstanding.  Although these
non-cumulative preferred shares will accrue no dividends, dividends will be payable on the preferred shares if
declared, and no dividends may be declared on the Company’s common stock unless and until dividends have been
declared on the outstanding shares.  Deferral, of either interest payments on the debentures or preferred dividends on
the preferred shares, could cause a subsequent decline in the market price of our common stock because the Company
would not be able to pay dividends on its common stock.

In addition, as of December 31, 2012, we had 29,867 shares of senior non-cumulative perpetual preferred stock issued
and outstanding, which we issued to the U.S. Department of the Treasury (the “Treasury”) as part of the Small Business
Lending Fund Program (“SBLF”).  The terms of the senior preferred stock impose limits on our ability to pay dividends
on and repurchase shares of our common stock and other securities.  In general, we may declare and pay dividends on
our common stock or any other stock junior to the senior preferred stock, or repurchase shares of any such stock, only
if after payment of such dividends or repurchase of such shares, our Tier 1 Capital would be at least 90% of our
consolidated Tier 1 Capital on the date of issuance of the senior preferred stock.  If we fail to declare and pay
dividends on the senior preferred stock in a given quarter, then during such quarter and for the next three quarters
following such missed dividend payment we may not pay dividends on or repurchase any common stock or any other
securities that are junior to (or in parity with) the senior preferred stock, except that dividends may be paid on parity
stock to the extent necessary to avoid any material breach of a covenant by which our company is bound.  Although
we expect to be able to pay all required dividends on the senior preferred stock (and to continue to pay dividends on
common stock at current levels), there is no guarantee that we will be able to do so.
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