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INFLATION CUTS INTO WAGE GAINS

Driven by labor shortages, median hourly wages increased at an annual rate of 5.2% in December
2021, the highest level since June 2001. However, inflation cuts into buying power, and real wages
— adjusted for inflation — actually dropped as inflation spiked in 2021. By contrast, negative

inflation (deflation) during the Great Recession sent real wages skyrocketing temporarily even as

non-adjusted wage growth declined. | N S I D E T H I S
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ETFS ARE GAINING ON MUTUAL FUNDS: LY

HERE'S WHY 1225 Colonial Parkway

Investor demand for exchange-traded funds (ETFs) has increased over the last decade due to Norwalk, IA 50211
some attractive features that set them apart from mutual funds. In December 2021, almost 515-981-1400
$7.2 trillion was invested in more than 2,500 ETFs. This is equivalent to 27% of the assets

invested in mutual funds, up from just 9% in 2011.! 100 NE Jacob Street
FUND MEETS STOCK Grimes, IA 50111
Like a mutual fund, an ETF is a portfolio of securities assembled by an investment company. Mutual 515-986-2265

fund shares are typically purchased from and sold back to the investment company and priced at the
end of the trading day, with the price determined by the net asset value (NAV) of the underlying
securities. By contrast, ETF shares can be traded throughout the day on stock exchanges, like individual trustandinvestments@
stocks, and the price may be higher or lower than the NAV because of supply and demand. In volatile citystatebank.com
markets, ETF prices may quickly reflect changes in market sentiment, while NAVs — adjusted once a day —
take longer to react, resulting in ETFs trading at a premium or a discount.

Continued on page 2. www.citystatebank.com
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Number of ETFs by type of underlying investment
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Source: Investment Company Institute, 2022 (data as of
12/2021). Bond funds are subject to the same inflation,
interest rate, and credit risks as their underlying bonds.
As interest rates rise, bond prices typically fall, which can
adversely affect a bond fund's performance. A portfolio
invested only in companies in a particular industry or
market sector may not be sufficiently diversified and
could be subject to higher volatility and risk. Investing
internationally carries additional risks, such as financial
reporting differences, currency exchange risk, and
economic and political risk unique to the specific country.
This may result in greater share price volatility.

ETFS ARE GAINING ON MUTUAL FUNDS: HERE'S WHY

(CONTINUED FROM FRONT)

INDEXES AND DIVERSIFICATION

Like mutual funds, ETFs may be passively managed, meaning they track an index of securities,

or actively managed, guided by managers who assemble investments chosen to meet the fund's
objectives. Whereas active management is common among mutual funds, most ETFs are passively
managed.

Investors can choose from a wide variety of indexes, ranging from broad-based stock or bond
indexes to specific market sectors or indexes that emphasize certain factors. This makes ETFs a
helpful tool to gain exposure to various market segments, investing styles, or strategies, potentially
at a lower cost. Diversification is a method used to help manage investment risk; it does not
guarantee a profit or protect against investment loss.

TAX EFFICIENCY

Investors who own mutual fund shares actually own shares in the underlying investments, so when
investments are sold within the fund, there may be capital gains taxes if the fund is held outside of a
tax-advantaged account. By contrast, an investor who owns ETF shares does not own the underlying
investments and generally will be liable for capital gains taxes only when selling the ETF shares.

TRADING, EXPENSES, AND RISKS

ETFs typically have lower expense ratios than mutual funds — a large part of their appeal. However,
you may pay a brokerage commission when you buy or sell shares, so your overall costs could be
higher, especially if you trade frequently. Whereas mutual fund assets can usually be exchanged
within a fund family at the end of the trading day at no cost, moving assets between ETFs requires
selling and buying assets separately, which may be subject to brokerage fees and market shifts
between transactions.

PLENTY OF CHOICES

Mutual funds typically have minimum investment amounts, but you can generally invest any dollar
amount after the initial purchase, buying partial shares as necessary. By contrast, you can purchase
a single share of an ETF if you wish, but you can typically only purchase whole shares.

The trading flexibility of ETFs may add to their appeal, but it could lead some investors to trade
more often than might be appropriate for their situations. The principal value of ETFs and mutual
funds fluctuates with market conditions. Shares, when sold, may be worth more or less than their
original cost. The performance of an unmanaged index is not indicative of the performance of any
specific security. Individuals cannot invest directly in any index.

Exchange-traded funds and mutual funds are sold by prospectus. Please consider the investment
objectives, risks, charges, and expenses carefully before investing. The prospectus, which contains
this and other information about the investment company, can be obtained from your financial
professional. Be sure to read the prospectus carefully before deciding whether to invest.

1) Investment Company Institute, 2022
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% KEY RETIREMENT AND
8% TAX NUMBERS FOR 2022

Every year, the Internal Revenue Service announces cost-of-living
adjustments that affect contribution limits for retirement plans
and various tax deduction, exclusion, exemption, and threshold
amounts. Here are a few of the key adjustments for 2022.

ESTATE, GIFT, AND GENERATION-SKIPPING TRANSFER TAX

* The annual gift tax exclusion (and annual generation-skipping transfer tax exclusion) for
2022 is $16,000, up from $15,000 in 2021.

* The gift and estate tax basic exclusion amount (and generation-skipping transfer tax
exemption) for 2022 is $12,060,000, up from $11,700,000 in 2021.

STANDARD DEDUCTION

Taxpayers can generally choose to itemize certain deductions or claim a standard deduction on

their federal income tax returns. In 2022, the standard deduction is:

* $12,950 (up from $12,550 in 2021) for single filers or married individuals filing separate
returns

e $25,900 (up from $25,100 in 2021) for married joint filers

* $19,400 (up from $18,800 in 2021) for heads of household

The additional standard deduction amount for the blind and those age 65 or older in 2022 is:
*  $1,750 (up from $1,700 in 2021) for single filers and heads of household
*  $1,400 (up from $1,350 in 2021) for all other filing statuses

Special rules apply for those who can be claimed as a dependent by another taxpayer.

1RAS

The combined annual limit on contributions to traditional and Roth IRAs is $6,000 in 2022 (the same
as in 2021), with individuals age 50 or older able to contribute an additional $1,000. The limit on
contributions to a Roth IRA phases out for certain modified adjusted gross income (MAGI)

ranges (see chart). For individuals who are covered by a workplace retirement plan, the deduction for
contributions to a traditional IRA also phases out for certain MAGI ranges (see chart). The limit on
nondeductible contributions to a traditional IRA is not subject to phaseout based on MAGI.

MAGI Ranges: Contributions to a Roth IRA

B2 MAGH Ranges: Deductible Contributions to a Traditional IRA

Single/Head of household | $125,000-5140,000 | $129,000-5144,000 J :
Single/Head of h hold -576, L,000-578,
Married filing jointly §198,000-5208,000 | $204,000-5214,000 sttt e bl ] e iCony
1 Married filing jointl 105,000-5125,000 | $109,000-5129,000
Married filing separately $0-510,000 $0-510,000 o) : g i

Note: The 2022 phaseout range is $204,000-$214,000 (up from $198,000-$208,000 in 2021) when the individual making the
IRA contribution is not covered by a workplace retirement plan but is filing jointly with a spouse who is covered. The phaseout
range is $0-$10,000 when the individual is married filing separately and either spouse is covered by a workplace plan.

EMPLOYER RETIREMENT PLANS

* Employees who participate in 401(k), 403(b), and most 457 plans can defer up to $20,500 in
compensation in 2022 (up from $19,500 in 2021); employees age 50 or older can defer up to
an additional $6,500 in 2022 (the same as in 2021).

* Employees participating in a SIMPLE retirement plan can defer up to $14,000 in 2022 (up from
$13,500 in 2021), and employees age 50 or older can defer up to an additional $3,000 in 2022
(the same as in 2021).

KIDDIE TAX: CHILD’S UNEARNED INCOME
Under the kiddie tax, a child's unearned income above $2,300 in 2022 (up from $2,200
in 2021) is taxed using the parents' tax rates.
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IMPORTANT
DISCLOSURES

City State Bank, or Broadridge
Investor Communication Solutions,
Inc. do not provide tax, or legal
advice. The information presented
here is not specific to any individual’s
personal circumstances.

To the extent that this material
concerns tax matters, it is not intended
or written to be used, and cannot be
used, by a taxpayer for the purpose of
avoiding penalties that may be imposed
by law. Each taxpayer should seek
independent advice from a tax
professional based on his or her
individual circumstances.

These materials are provided for general
information and educational purposes
based upon publicly available
information from sources believed to

be reliable - we cannot assure the accuracy
or completeness of these materials.

The information in these materials may
change at any time and without notice.

Grimes Indianola
100 NE Jacob St. 1510 N. 1st St.
Grimes, 1A 50111

515-986-2265 515-961-7000

Mount Ayr
103 W. South St.

New Virginia
501 West St.

Mount Ayr, IA 50854 New Virginia, IA 50210 Norwalk, IA 50211
515-981-4234

641-464-3555 641-449-3314

Norwalk - North
1225 Colonial Pkwy 801 Main St.

“THISTIME IT'S NEW”IS NOT NEW

In the last 20+ years, we have continually been told that the
{ﬂ current market headwinds we were experiencing were "new
& this time." Whether it was the tech bubble in the late '90s,
the financial crisis of 2008-9, or the recent pandemic -
one predictably consistent fact was yes, this time it is
new - again.

= As sad as the struggles in Europe are today, challenges to

3 global investors are normal, recurring, and although we cannot
predict when or what will occur, they should be expected. A sound investment plan

remains flexible and contemplates how a portfolio will react whenever the next challenge
occurs rather than react once it does.

Inflated Inflation Concerns

Along with today's geopolitical tensions, there are concerns about rising interest rates and
inflation negatively impacting equity markets. However, when you dig into actual results
over the period from 1927-2020, equities have been much more effective than other asset
classes in providing real returns to investors during both rising rates and inflation. This
period is important because it includes not only recent history where inflation and rates
were very low, but also times when both reached double digits. There are often short-term
pressures when rising rates or inflation hit the news, but history shows us that a diverse
equity portfolio is the best place to counter both.

Despite this fact, an allocation emphasizing equity assets may not be prudent for every-
one's current situation or risk tolerance. For these investors, inflation protected securities
such as TIPS are designed to provide a hedge against inflation. TIPS can be easily accessed
through low-cost, no-load mutual funds or tax-efficient exchange traded funds (ETFs).

Planning for the Unexpected

Investors in global investment portfolios will face periods of geopolitical tension. Geopolitical
events like military or economic conflicts can affect the markets in many ways. These events
may lead to sanctions and other types of market disruptions and neither their timing nor
breadth can be predicted. These events are normally widely followed by investors and the
media. We believe current market prices quickly incorporate expectations about the effects
of these events on economies and companies. Our investment approach centers on using
information in current market prices rather than trying to outguess them. However, we
believe the most effective way to mitigate the risk of unexpected events is through broad
diversification and a flexible investment process.

Not FDIC insured. Not deposits or other obligations of the bank and are not guaranteed by the bank. Are subject to investment
risk, including possible loss of principal. City State Bank does not provide tax or legal advice. The information presented here is
not specific to any individual's personal circumstances. To the extent that this material concerns tax matters, it is not intended
or written to be used, and cannot be used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Each
taxpayer should seek independent advice from a tax professional based on his or her individual circumstances. These materials
are provided for general information and educational purposes based upon publicly available information from sources believed

to be reliable - we cannot assure the accuracy or completeness of these materials. The information in these materials may
change at any time and without notice.

CONTACT INFORMATION

Martensdale Madrid
368 N. Hwy 28
Indianola, IA 50125  Martensdale, IA 50160 Madrid, IA 50156 | Norwalk, IA 50211
641-764-2265

Trust & Investments* | Insurance Services**

1225 Colonial Pkwy 1225 Colonial Pkwy 100 NE Jacob St.
Norwalk, IA 50211 Grimes, 1A 50111
515-981-0434 515-986-3306

105 E. 2nd St.

515-795-3807 515-981-1400

100 NE Jacob St.

Norwalk, 1A 50211 | Grimes, IA 50111
515-981-4234 515-986-2265

Norwalk - Main
N : 105 E 2nd St. 901 1st St.

Madrid, IA 50156 Perry, IA 50220
515-795-5112 515-465-3588

bank and are not guaranteed by bank. Are subject to investment risk,
including possible loss of principal.
**Insurance: Not a deposit. Not FDIC insured. Not insured by any federal

..................................

*Trust & Investments: Not FDIC insured. Not deposits or other obligations of

government agency. Not guaranteed by the bank. May go down in value.



