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PART I.

ITEM 1.

BUSINESS

A.  GENERAL DESCRIPTION

Heartland Financial USA, Inc. ("Heartland"), reingorated in the state of Delaware in 1993, is atiAbaink holding company registered under
the Bank Holding Company Act of 1956, as amend8HCA"). Heartland has eight bank subsidiaries i states of lowa, lllinois, Wiscons
New Mexico, Arizona, and Montana, collectively, tfgank Subsidiaries"). All eight Bank Subsidiar@ae members of the Federal Dep
Insurance Corporation ("FDIC"). The Bank Subsidiafisted below operate 47 banking locations.

*  Dubuque Bank and Trust Company, Dubuque, low&hastered under the laws of the State of lowa. Dubugank and Trust
Company has two wholly-owned subsidiaries: DB&Tuirace, Inc., a multi-line insurance agency and DBSommunity
Development Corp., a partner in low-income housingd historic rehabilitation projects.

*  Galena State Bank and Trust Company, Galena, iBlin® chartered under the laws of the State ofdis.

*  First Community Bank, Keokuk, lowa is chartered emntthe laws of the State of lowa.

*  Riverside Community Bank is chartered under theslafithe State of lllinois.

*  Wisconsin Community Bank, Cottage Grove, Wisconisithartered under the laws of the State of Wisitband has one subsidiary,
WCB Mortgage, LLC, a mortgage banking company.

*  New Mexico Bank & Trust, Albuquerque, New Mexice,chartered under the laws of the state of New bée

*  Rocky Mountain Bank, Billings, Montana, is charxender the laws of the state of Montana.

*  Arizona Bank & Trust, Mesa, Arizona, is charteredier the laws of the state of Arizona.

Heartland has nine non-bank subsidiaries as |is¢dalv.

*  Citizens Finance Co. is a consumer finance compattyoffices in lowa, lllinois and Wisconsin.

*  ULTEA, Inc. is a fleet leasing company headquadeéneMadison, Wisconsin.

*  Heartland Statutory Trust Il, Heartland Capital gtrll, Heartland Statutory Trust Ill, Heartland tetary Trust IV, and Rocky
Mountain Statutory Trust | are special purposettsubsidiaries of Heartland formed for the purpofktne offering of cumulative
capital securities.

*  HTLF Capital Corp. is an investment banking firnesjalizing in taxable and tasxempt municipal financing headquartered in Der
Colorado.

*  Heartland Community Development Corp. is a ceditemmunity development entity with accountabitiylow-income communitie
in the Dubuque, lowa, service area.

All of Heartland’s subsidiaries are wholly-ownedgcept for Arizona Bank & Trust, of which Heartlaodned 86 % of the capital stock on
December 31, 2004 , and WCB Mortgage, LLC, of whilgdartland owned 55% of the capital stock on Decarty, 2004 . WCB Mortgage,
LLC, ceased operations and was dissolved effedaweiary 1, 2005.

The Bank Subsidiaries provide full service retaihking within Dubuque and Lee Counties in lowahimtJo Daviess, Hancock and
Winnebago Counties in lllinois; within Dane, Gre&meboygan and Brown Counties in Wisconsin; BellnalCurry and Santa Fe Counties in
New Mexico; Maricopa County in Arizona; and wittitathead Gallatin, Jefferson, Powder River, Ravalli, Sand8tseridan , and

Yellowstone Counties in Montana. Deposit produstduide checking and other demand deposit accoN@¥y accounts, savings accounts,
money market accounts, certificates of deposiiyiddal retirement accounts and other time depo$ite deposits in the Bank Subsidiaries are
insured by the FDIC to the full extent permittedliaw. Loans include commercial and industrial, egjtural, real estate mortgage, consumer,
home equity, credit cards and lines of credit. ®fireducts and services include VISA debit card¢omatic teller machines, safe deposit b
and trust services. The principal service of thekB&ubsidiaries consists of making loans to an@gtitg deposits from businesses and
individuals. These loans are made at the officde@Bank Subsidiaries. The Bank Subsidiaries afgmge in activities that are closely related
to banking, including investment brokerage.

Operating Strategy
Heartland’s operating strategy is based upon a aamtgnbanking model with three major components:
1. Develop strong community banks:

*  Establish community bank names and images
* Encourage community involvement and leadership



* Maintain active boards of directors chosen fromltioal community
* Retain local presidents and decision-making

2. Provide resources for revenue enhancement:

* Develop and implement a wide array of financialdarcts and services for all Bank Subsidiaries

* Improve Bank Subsidiary funding costs by reducinghér-cost certificates of deposit; increasing frexcentage of loweros
transaction accounts such as checking, savingsramety market accounts; emphasizing relationshigkibgnand capitalizing ¢
cross-selling opportunities

* Emphasize greater use of non-traditional sourcésooine, including trust and investment servicesyiance, consumer finance,
vehicle leasing and fleet management, and investbeaking

* Evaluate and acquire state-of-the-art technologgmthe expected return justifies the cost

3. Provide customer-transparent cost savings:

* Centralize back office support functions so Bank<sdiaries operate as efficiently as possible

Management believes the personal and professiendts offered to customers provides an appealtegrative to the "megabanks” resulting
from mergers and acquisitions in the financial ey industry. While Heartland employs a commuhayking philosophy, management
believes Heartland’s size, combined with its corntglme of financial products and services, is isight to effectively compete in the
respective market areas. To remain price competithanagement also believes Heartland must maxagases and gain economies of scale
by centralizing back office support functions. Atlgh each of Heartland’s subsidiaries operatesruithéedirection of its own board of
directors, Heartland has standard operating psli@garding asset/liability management, liquiditgmagement, investment management,
lending policies, and deposit structure management.

Another component of the operating strategy isntmoerage all directors, officers and employeesaintain a strong ownership interest in
Heartland. In 1996, Heartland established an emng@syock purchase plan. For the year ended Dece3tb2004, employees purchased
23,308 shares under the plan. As of December 34,28mployees, officers, and directors owned apprately 45% of Heartland’s
outstanding common stock.

Acquisition and Expansion Strategy

Heartland’s strategy is to increase profitabilindaliversify its market area and asset base byrehpag existing subsidiaries, by establishie

novobanks and through acquisitions. Heartland contlpsgleks and evaluates opportunities to establishdhes, loan production offices, or
other business facilities as a means of expandsngrésence in current or new market areas. Hadrtlaquires established financial services
organizations, primarily commercial banks or tissifivhen suitable candidates are identified andmabk business terms negotiated. Heart

has also formede novabanking institutions in locations determined to dnavarket potential and suitable management caregdidieth banking
expertise and a philosophy similar to Heartland'’s.

Heartland has focused on markets with growth pakint the Midwest and Western regions of the UshiBtates as it evaluates expansion and
acquisition opportunities. In August 2003, Heartlaamd a group of investors opened Arizona Bank 8sf,;ra de novo banking operation and
followed with a second location in 2004. Heartlaodk another step toward expanding its Westerngmrasin June of 2004 when it acquired
Rocky Mountain Bancorporation, Inc., the one-baalkdimg company of Rocky Mountain Bank. HeadquadéreBillings, Montana, Rocky
Mountain Bank is a $373 million bank, with eightaibch locations throughout the state. One of Heaitastrategic goals is to expand its
presence in the Western and Southwestern mark&&toof Heartland’s total assets, thereby balantieggrowth in those markets with the
stability of the Midwestern markets.

Heartland looks for opportunities outside the comityubanks and thrift categories when its boardiodéctors and management determine the
opportunities will provide a desirable strategtosfithout posing undue risk. In this regard, Hesartl established HTLF Capital Corp. in April
2003. HTLF Capital is an investment banking firmttepecializes in taxable and tax-exempt munidipahcing, either by providing direct
investment on behalf of Heartland and its Bank #liéses or by acting as a financial advisor foragiety of municipal transactions.

Lending Activities

General

The Bank Subsidiaries provide a range of commeagidiretail lending services to businesses andiohails. These credit activities include
agricultural, commercial, residential real estatsysumer loans and commercial leases.

The Bank Subsidiaries aggressively market theirises to qualified lending customers. Lending adfiactively solicit the business of new



companies entering their market areas as wellrag$tanding members of the Bank Subsidiaries' atiseebusiness communities. Through
professional service, competitive pricing, and wetive structure, the Bank Subsidiaries have beenessful in attracting new lending
customers. Heartland also actively pursues consiending opportunities. With convenient locatioadyertising and customer
communications, the Bank Subsidiaries have beeresstul in capitalizing on the credit needs ofrtheérket areas.

Commercial Loans

The Company Subsidiaries have a strong commen@aal base, with significant growth coming from Dubedank and Trust Company, New
Mexico Bank & Trust, Wisconsin Community Bank, aluwizona Bank & Trust. Dubuque Bank and Trust Compém particular, continues to

be a premier commercial lender in the tri-stat@a afenortheast lowa, northwest lllinois and soutsti&isconsin. The Bank Subsidiaries'
current portfolios include, but are not limited knans to wholesalers, hospitality industry, restate developers, manufacturers, building
contractors, business services companies andarstailne Bank Subsidiaries provide a wide randausfness loans, including lines of credit

for working capital and operational purposes amoh tidans for the acquisition of equipment and eshte. Although most loans are made on a
secured basis, loans may be made on an unsecugisdiieere warranted by the overall financial caodiof the borrower. Terms of
commercial business loans generally range fromtofige years.

Bank Subsidiaries continue to seek opportunitiesxqmand the production of loans guaranteed by gh8ernment agencies. Wisconsin
Community Bank is designated as a Preferred Lelgléne U.S. Small Business Administration (SBA).sééinsin Community Bank is also
only lender in Wisconsin to be granted USDA CeetifLender status for the USDA Rural Developmentifiiass and Industry loan program

and was one of the top ten lenders in the natidghignprogram for the past three years. Manageiveigves that making these guaranteed |
helps its local communities as well as providesrti@ad with a source of income and solid futuredieg relationships as such businesses grow
and prosper.

The primary repayment risk for commercial real &steans is the failure of the business due to eenn events or governmental regulations
outside of the control of the borrower or lendextthegatively impact the future cash flow and maviedues of the affected properties. In most
cases, the Bank Subsidiaries have structured teal&zed, and/or obtained personal guaranteeslpassure repayment of these loans.

The Bank Subsidiarie€ommercial loans and leases are primarily madedbase¢he identified cash flow of the borrower ardandarily on th
underlying collateral provided by the borrower. Tdudlateral support provided by the borrower foratnof these loans and leases and the
probability of repayment is based on the liquidatid the pledged collateral and enforcement ofragreal guarantee, if any exists. The primary
repayment risks of commercial loans and leasethatéhe cash flows of the borrower may be unptetile, and the collateral securing these
loans may fluctuate in value.

Heartland understands the roles that sound criitlg and a common credit culture play in maintagiquality loan portfolios. As the credit
portfolios of the Bank Subsidiaries have continteedrow, several changes have been made in thedirig departments resulting in an overall
increase in these departments' skill levels. In32@8erartland introduced the RMA Diagnostic Assegsne assess credit skills and training
needs for over 80 of its credit personnel. After ithitial introduction of this training tool, spéiciindividualized training was established for
existing personnel. All new lending personnel aggeeted to complete a similar diagnostic traininggoam. Heartland also assists all of the
member banks’ commercial and agricultural lenderthe analysis and underwriting of credit throuigrstaff in the Credit Administration
Department. This staff continues to expand asdted tbans under management continue to grow.

Commercial lenders interact with their respectigards of directors each month. Heartland alsazeslian internal loan review function to
analyze credits of the Bank Subsidiaries and teigeoperiodic reports to the respective boardsifotbrs. Management has attempted to
identify problem loans at an early date and to eggjvely seek a resolution of these situations.

Agricultural Loans

Agricultural loans are emphasized by Dubuque BarkBrust Company, Rocky Mountain Bank, Wisconsimm@mnity Bank’s Monroe
banking center and New Mexico Bank & Trust’'s Clobanking offices.

The Bank Subsidiaries that emphasize agricultogs do so because of their location in or aroural markets. Dubuque Bank and Trust
Company maintains its status as one of the laagr#tultural lenders in the State of lowa. Agricuétl loans remain balanced in proportion to
the rest of Heartland's loan portfolio, constitgtapproximately 12% of the total loan portfolioCecember 31, 2004. Heartland’s policies
designate a primary and secondary lending areeafchn bank with the majority of outstanding agriexdt operating and real estate loans to
customers located within the primary lending afleam loans secured by real estate are allowedmilld secondary lending area.

Agricultural loans, many of which are secured byps; machinery and real estate, are provided &méie capital improvements and farm
operations as well as acquisitions of livestock arathinery. The ability of the borrower to repayynhe affected by many factors outside of
the borrower’s control including adverse weatherditions, loss of livestock due to disease or ofhetors, declines in market prices for
agricultural products and the impact of governmregtilations. The ultimate repayment of agricultimahs is dependent upon the profitable



operation or management of the agricultural entity.

The agricultural loan departments work closely veithof their customers, including companies arghiidual farmers, and review the
preparation of budgets and cash flow projectiomgtfe ensuing crop year. These budgets and castpflojections are monitored closely
during the year and reviewed with the custometsagt once annually. The Bank Subsidiaries als&wlmsely with governmental agencies,
including the Farmers Home Administration, to hafpicultural customers obtain credit enhancemerdyets such as loan guarantees or
interest assistance.

Residential Real Estate Mortgage Loans

Mortgage lending remains a focal point for the B&nlbsidiaries as each of them continues to budtiestate lending business. Even though
long-term interest rates remained at historically levels in 2004, activity slowed as many custaiexd already refinanced their mortgage
loans into fifteen- and thirty-year fixed rate lsaifeartland usually sells these loans into thersgary market but retains servicing on the
majority of sold loans. Management believes thattgame servicing on sold loans provides the Barbs®liaries with a relatively steady
source of fee income compared to fees generatetysodm mortgage origination operations. Moreovke, retention of servicing gives the
Bank Subsidiaries the opportunity to maintain ragebntact with mortgage loan customers.

As with agricultural and commercial loans, Heard@amcourages the Bank Subsidiaries to participatending programs sponsored by U.S.
government agencies when justified by market camtit Beginning in 2004, Veterans Administration &ederal Home Administration loans
were offered in all Bank Subsidiary markets.

Consumer Lending

The Bank Subsidiaries' consumer lending departm@otgde all types of consumer loans including metehicle, home improvement, home
equity, student loans, credit cards, signaturedaard small personal credit lines. Consumer logpisdlly have shorter terms, lower balances,
higher yields and higher risks of default than dioefour-family residential mortgage loans. Consufoan collections are dependent on the
borrower’s continuing financial stability, and aherefore more likely to be affected by adversesgeal circumstances.

Citizens Finance Co. specializes in consumer lendird currently serves the consumer credit needpmfoximately 5,200 customers in lowa,
lllinois and Wisconsin from its Dubuque, lowa; Msdin and Appleton, Wisconsin; and Loves Park andt@hyake, Illinois offices. Citizens
Finance Co. typically lends to borrowers with pasidit problems or limited credit histories. Heantll expects to incur a higher level of credit
losses on Citizens Finance Co. loans comparedrsuroer loans originated by the Bank SubsidiariestegSpondingly, returns on these loans
are anticipated to be higher than those at the bahgidiaries.

Trust and Investment Services

Dubuque Bank and Trust Company, Galena State Bathi eust Company and Wisconsin Community Bank Hzeen offering trust and
investment services in their respective communftesnany years. In those markets which do nowyeatrant a full trust department, the sales
and administration is performed by Dubuque Bank Bt Company personnel. In 2003, Arizona Bankr&sT joined the list of banks
offering trust and investment services. On August2®04, Heartland completed its acquisition of\ealth Management Group of Colonial
Trust Company, a publicly held Arizona trust compaased in Phoenix. The Wealth Management Groufmntd Trust Company’s personal
trust division, had trust assets of $154.0 millaovd projected annual revenues of $1.2 million agust 31, 2004. This transaction provides a
unique opportunity for Heartland to grow its trbsisiness in the Southwestern marketplace. Colasalisoned management team and strong
account base, combined with Heartland’s strong sxgervices, depth of expertise, and long trackne of investment performance should
prove to be a winning combination as we seek teagdethe profile of our newest subsidiary bankzénia Bank & Trust. The purchase price
was $2.1 million, all in cash. With this acquisitjdotal Heartland trust assets exceeded $1.bijlthe vast majority of which are assets under
management. Collectively, the Bank Subsidiarievigea full complement of trust and investment sy for individuals and corporations.

Dubuque Bank and Trust Company is nationally receghas a leading provider of socially responsifiestment services, and it manages
investment portfolios for religious and other namofit organizations located throughout the Unigtdtes. Dubuque Bank and Trust Compa
also Heartland’s lead bank in providing daily vaioa 401(k) plans and other retirement serviceduuting Heartland’s retirement plans for its
employees. All Bank Subsidiaries have targeted the$t departments as primary areas for futurevtiro

Heartland has formed a strategic alliance with $t¥@nancial Corporation to operate independentriges offices at Dubuque Bank and Trust
Company, Galena State Bank and Trust Company, §tdeeCommunity Bank, First Community Bank, WisconSommunity Bank, and New
Mexico Bank & Trust. Rocky Mountain Bank has a $anarrangement with PrimeVest Financial Servidésough Invest Financial
Corporation and PrimeVest Financial Services, Haadtoffers a full array of investment serviceduiding mutual funds, annuities, retirement
products, education savings products, brokeragecss;, employer sponsored plans, and insuranceipt®dA complete line of vehicle,
property and casualty, life and disability insuramand tax-free annuities are also offered by Haadtthrough DB&T Insurance.



B. MARKET AREAS

Dubuque Bank and Trust Company and Heartland Fiahaee located in Dubuque County, lowa, which enpasses the city of Dubuque and
a number of surrounding rural communities. CitizEimance Co. also operates within this market aneagldition to operating offices in
Madison, Wisconsin; Appleton, Wisconsin; Loves Rdllinois; and Crystal Lake, lllinois.

The city of Dubuque is located in northeastern lpgrathe Mississippi River, approximately 175 miesst of Chicago, Illinois, and
approximately 200 miles northeast of Des Moinewalolt is strategically situated at the intersettd the state borders of lowa, Illinois and
Wisconsin. Based upon the results of the 2000 senika city of Dubuque had a total population gdragimately 58,000.

The principal offices of Heartland Financial andibque Bank and Trust Company’s main bank curresdbupy the same building. Due to
growth in both companies, a building was acquireelatly across the street from Dubuque Bank andgfl@ompany’s main office to serve as
an operations center for Heartland. Renovatiomef®0,000 square foot building was completed irstmond quarter of 2004.

In addition to its main banking office, Dubuque Ramnd Trust Company operates seven branch offitlesf which are located in Dubuque
County. In 2004 Dubuque Bank and Trust Company egenbranch facility at a strategically locate@iaection on the rapidly growing
northwest side of Dubuque. Additionally, during 20@ubuque Bank and Trust Company relocated itsdbrdacility in Farley, lowa, to a
newly constructed building that is more convenfenits customers. As a subsidiary of Dubuque Ban# Trust Company, DB&T Insurance
has substantially the same market area as thetpaganization.

Galena State Bank and Trust Company is locatedhler@, Illinois, which is less than five miles frahe Mississippi River, approximately 20
miles east of Dubuque and 155 miles west of Chic&gdena operates a second office in Stocktomgili. Both offices are located in
Jo Daviess County, which has a population of agprately 22,000, according to the 2000 census.

First Community Banls main office is in Keokuk, lowa, which is locatedthe southeast corner of lowa near the bordefsved, Missouri an
lllinois. Due to its location, First Community Baskrves customers in the t@unty region of Lee County, lowa; Hancock Coulhitinois; and
Clark County, Missouri. First Community Bank hagdmanch office in Keokuk and another branch indiheof Carthage in Hancock County,
lllinois. Keokuk is an industrial community withpmpulation of approximately 11,000, and the popaitabf Lee County is approximately
38,000.

Riverside Community Bank is located on the northedge of Rockford, lllinois, which is approximatél5 miles west of Chicago in
Winnebago County. In addition to its main bankirffice, Riverside Community Bank has three brandice$, all of which are located in the
Winnebago County area. Based on the 2000 censusptinty had a population of 278,000, and thedfitRockford had a population of
150,000.

Wisconsin Community Bank’s main office is locateddottage Grove, Wisconsin, which is approximatéymiles east of Madison in Dane
County. Wisconsin Community Bank operates two binasffices in Madison suburbs. The Middleton branplened in 1998, and an office in
Fitchburg was opened in a newly constructed bujdmMarch 2003. According to the 2000 census, Daoenty had a population of 427,000,
and the village of Cottage Grove had a populatiod,800. Wisconsin Community Bank opened threeceffiin Sheboygan, DePere and Eau
Claire, Wisconsin during 1999, operating underrtame of Wisconsin Business Bank. The Sheboygarbafere facilities are located in the
northeastern Wisconsin counties of Sheboygan and®rThe Eau Claire office was subsequently solthénfourth quarter of 2002. In 2003,
Wisconsin Community Bank opened a loan productificein Minneapolis, Minnesota, operating undes ttame of Wisconsin Business
Bank. This office focuses on providing governmemamgnteed financing to businesses located in thetékferegion of the United States.
During 2004, Wisconsin Business Bank changed itseneg Heartland Business Bank in conjunction wihopening of a loan production off
in Rockland, Massachusetts. Wisconsin CommunitykBdso acquired the Bank One Monroe Wisconsin brankenter in July of 1999. The
city of Monroe, which is approximately 50 miles fowest of Madison, is located in Green County inteaentral Wisconsin.

New Mexico Bank & Trust operates five offices inaspund Albuquerque, New Mexico, in Bernalillo CourBased upon the 2000 census,
county had a population of 557,000, and the city &gopulation of 449,000. New Mexico Bank & Trakto operates five locations in the N
Mexico communities of Clovis, Portales, and Melrcaélocated in Curry County. Clovis is locatedeiast central New Mexico, approximately
220 miles from Albuquerque, 100 miles northwestabbock, Texas, and 105 miles southwest of Amariliexas. In 2003 two branch offices
were opened in Santa Fe, in Santa Fe County.

Arizona Bank & Trust currently operates two officeae in Mesa, Arizona, which is located 15 milastef Phoenix and the main office in
Chandler, Arizona, which is located in the southmartion of metropolitan Phoenix. Both cities asedted in Maricopa County. A third
location is scheduled to open in the first quanfe2005 in Phoenix. Chandler’s current populati®®218,000, as provided by the City of
Chandler Office of Economic Development, comparedi7,000 reported in the 2000 census. The estihpatpulation of Maricopa County in
July 2001 was 3,029,000, according to the Arizosad@tment of Economic Security.



Rocky Mountain Bank operates from eight locatidmetighout the state of Montana. Rocky Mountain Bamain office is in Billings which
is the state’s largest city and an agriculturahit@nd business center. Billings is also the ¢p@eat of Yellowstone County within south-
central Montana along Interstate-90. Based upo2®® census, the county had a population of 129%0@ the city had a population of
126,000. Five of the seven branch locations areaspprimarily along the western corridor of theestaf Montana. Bigfork is located in
Flathead County, 15 miles southeast of KalispelhglHighway 206. Bigfork is near the Big Mountaiki Resort and Blacktail Ski Area.
Bozeman is the county seat of Gallatin County a8l miles east of Butte on Interst&®@-Bozeman has a population of 30,000 and isifite
largest city in Montana. Plains is located in Saad&ounty, on Route 200 near the Discovery SkilBAsea. Stevensville is located in Ravalli
County, 28 miles south of Missoula on Highway 9%iwhall is located in Jefferson County, off Intate-90 between Butte and Three Forks.
Two of the locations are on the eastern side oftislmen Broadus is the county seat of Powder RivemGg and lies 77 miles south of Miles
City close to the Wyoming state line along Highvdy. Plentywood is the county seat for SheridannBoand located 16 miles south of the
Canadian border between Archer and Antelope onwigh 5 and 15. Plentywood is a major gateway to tistoan

C. COMPETITION

Heartland encounters competition in all areassobitsiness pursuits. To compete effectively, dgvitomarket base, maintain flexibility, and
keep pace with changing economic and social camditiHeartland continuously refines and develagppribducts and services. The principal
methods of competing in the financial services stduare through price, service and convenience.

The Bank Subsidiaries’ combined market area islyhighmpetitive. Many financial institutions basedthe communities surrounding the Bank
Subsidiaries actively compete for customers withéartland's market area. The Bank Subsidiariesfatsocompetition from finance
companies, insurance companies, mortgage compaeiag;ities brokerage firms, money market fundan lproduction offices and other
providers of financial services. Under the GramnadteBliley Act, effective in 2000, securities firraed insurance companies that elect to
become financial holding companies may acquire bamid other financial institutions. The Gramm-Le8&tikey Act significantly changed the
competitive environment in which Heartland and Bask Subsidiaries conduct business. The finaneialises industry is also likely to beco
more competitive as technological advances enabte epmpanies to provide financial services. Thesknological advances may diminish
the importance of depository institutions and offireancial intermediaries in the transfer of fulmtween parties.

Heartland competes for loans principally through tinge and quality of the services it provideshen emphasis on building long-lasting
relationships. Our strategy is to delight our costes through excellence in customer service andsabased selling. We become their trusted
financial advisor. Heartland believes that its lestgnding presence in the community and persomaicgephilosophy enhance its ability to
compete favorably in attracting and retaining imdiiial and business customers. Heartland activéigitsodeposit-oriented clients and
competes for deposits by offering its customersqeal attention, professional service and competititerest rates.

D. EMPLOYEES

At December 31, 2004, Heartland employed 853 falktequivalent employees. Heartland places a highity on staff development, which
involves extensive training in a variety of ardgasjuding customer service training. New employaesselected based upon their technical
skills and customer service capabilities. None edfland's employees are covered by a collectivgdi@ng agreement. Heartland offers a
variety of employee benefits, and management cersits employee relations to be excellent.

E. INTERNET ACCESS

Heartland maintains an Internet site at www.htlincddeartland offers its annual report on Form 1@#arterly reports on Form 10-Q, current
reports on Form 8-K, and other reports filed onfsined pursuant to Section 13(a) or 15(d) of thehBrge Act free of charge from its web site
as soon as reasonably practical after meetingléetrenic filing requirements of the Securities d&dthange Commission.

F. SUPERVISION AND REGULATION
General

Financial institutions, their holding companiesddheir affiliates are extensively regulated unfgeleral and state law. As a result, the growth
and earnings performance of Heartland may be affiecdbt only by management decisions and generabetia conditions, but also by the
requirements of federal and state statutes antidyeigulations and policies of various bank regujaauthorities, including the lowa
Superintendent of Banking (the “Superintendenti$ Hllinois Commissioner of Banks and Real Esttite (Commissioner"), the Division of
Banking of the Wisconsin Department of Financiaititutions (the “Wisconsin DFI”), the New Mexicorfaincial Institutions Division

(the “New Mexico FID”), the Montana Financial Irtstion Division, (the “Montana Division”), the Arina State Banking Department (the
“Arizona Department”), the Board of Governors of fhederal Reserve System (the “Federal Reservd)lenFederal Deposit Insurance
Corporation (the “FDIC”). Furthermore, taxation lwadministered by the Internal Revenue Servicestate taxing authorities and securities



laws administered by the Securities and Exchangerfiiesion (the “SEC”) and state securities authesitiave an impact on the business of
Heartland. The effect of these statutes, regulaténd regulatory policies may be significant, aadnot be predicted with a high degree of
certainty.

Federal and state laws and regulations genergliijcaple to financial institutions regulate, amastper things, the scope of business, the kinds
and amounts of investments, reserve requiremesgtiat levels relative to operations, the natureé amount of collateral for loans, the
establishment of branches, mergers and consolidatind the payment of dividends. This system oésugion and regulation establishes a
comprehensive framework for the respective opeanataf Heartland and its subsidiaries and is intdrgtenarily for the protection of the
FDIC-insured deposits and depositors of the Barlbsiliaries, rather than stockholders.

The following is a summary of the material elemegftthe regulatory framework that applies to Heartl and its subsidiaries. It does not
describe all of the statutes, regulations and etgoy policies that apply, nor does it restatethe requirements of those that are describe
such, the following is qualified in its entirety bgference to applicable law. Any change in statutegulations or regulatory policies may have
a material effect on the business of Heartlandisnslubsidiaries.

The Company

General . Heartland, as the sole shareholder of Dubuqud Bad Trust, Galena State Bank, Riverside CommuBugiyk, Wisconsin
Community Bank, First Community Bank, New Mexicorl8a& Trust and Rocky Mountain Bank and the coningjlshareholder of Arizona
Bank & Trust, is a bank holding company. As a baokling company, Heartland is registered with, eslibject to regulation by, the Federal
Reserve under the Bank Holding Company Act of 1986mended (the “BHCA”). In accordance with FeldReserve policy, Heartland is
expected to act as a source of financial strermthd Bank Subsidiaries and to commit resourcasipport the Bank Subsidiaries in
circumstances where Heartland might not otherwisead Under the BHCA, Heartland is subject to pid@xamination by the Federal
Reserve. Heartland is also required to file with fflederal Reserve periodic reports of its operatand such additional information regarding
Heartland and its subsidiaries as the Federal Reseay require.

Acquisitions, Activities and Changein Control. The primary purpose of a bank holding company isatatrol and manage bank§’he BHCA
generally requires the prior approval of the Feldeeserve for any merger involving a bank holdieghpany or any acquisition by a bank
holding company of another bank or bank holding pany. Subject to certain conditions (including aertdeposit concentration limits
established by the BHCA), the Federal Reserve Mlayw a bank holding company to acquire banks latateany state of the United States. In
approving interstate acquisitions, the Federal Resis required to give effect to applicable state limitations on the aggregate amount of
deposits that may be held by the acquiring banlihglcompany and its insured depository institutiffiliates in the state in which the target
bank is located (provided that those limits dodistriminate against out-of-state depository ingtins or their holding companies) and state
laws that require that the target bank have beexistence for a minimum period of time (not to exd five years) before being acquired by an
out-of-state bank holding company.

The BHCA generally prohibits Heartland from acquiyidirect or indirect ownership or control of mean 5% of the voting shares of any
company that is not a bank and from engaging intarginess other than that of banking, managingcanttolling banks or furnishing services
to banks and their subsidiaries. This general pitbn is subject to a number of exceptions. THagypal exception allows bank holding
companies to engage in, and to own shares of caegpangaged in, certain businesses found by ther&keldeserve to be “so closely related to
banking ... as to be a proper incident theretois Buthority would permit Heartland to engage wadety of banking-related businesses,
including the operation of a thrift, consumer finarcompany, equipment leasing and fleet managemeotnputer service bureau (including
software development), mortgage banking and brgeerahe BHCA generally does not place territorgatrictions on the domestic activities
non-bank subsidiaries of bank holding companies.

Additionally, bank holding companies that meet aireligibility requirements prescribed by the BH@Ad elect to operate as financial
holding companies may engage in, or own sharesrimpanies engaged in, a wider range of nonbankitigtées, including securities and
insurance underwriting and sales, merchant bardgany other activity that the Federal Reserveoirsultation with the Secretary of the
Treasury, determines by regulation or order isrfaial in nature, incidental to any such financietivty or complementary to any such
financial activity and does not pose a substantélto the safety or soundness of depositorytunstins or the financial system generally. As of
the date of this filing, Heartland has neither &apfor nor received approval to operate as a firmolding company.

Federal law also prohibits any person or compaomfacquiring “control” of an FDIC-insured depositanstitution or its holding company
without prior notice to the appropriate federal baagulator. “Control” is conclusively presumedexist upon the acquisition of 25% or more
of the outstanding voting securities of a bankamkibholding company, but may arise under certatuaistances at 10% ownership.

Capital Requirements. Bank holding companies are required to maintainimmim levels of capital in accordance with Federas&ve capital
adequacy guidelines. If capital levels fall beldw tinimum required levels, a bank holding compamyong other things, may be denied
approval to acquire or establish additional banksam-bank businesses.



The Federal Reserve's capital guidelines estathlesfollowing minimum regulatory capital requirentefor bank holding companies: (i) a risk-
based requirement expressed as a percentage ldgstds weighted according to risk; and (ii) @&tage requirement expressed as a percentag
of total assets. The risk-based requirement cansfst minimum ratio of total capital to total risleighted assets of 8% and a minimum rati
Tier 1 capital to total riskveighted assets of 4%. The leverage requiremersigtsrof a minimum ratio of Tier 1 capital to tosaisets of 3% fc

the most highly rated companies, with a minimurnruiezment of 4% for all others. For purposes of ¢heapital standards, Tier 1 capital
consists primarily of permanent stockholders' sgigiss intangible assets (other than certain leavicing rights and purchased credit card
relationships). Total capital consists primarilyTéér 1 capital plus certain other debt and eqimggruments that do not qualify as Tier 1 capital
and a portion of the company's allowance for loadh laase losses.

The risk-based and leverage standards describae @ve minimum requirements. Higher capital levélsbe required if warranted by the
particular circumstances or risk profiles of indival banking organizations. For example, the FédRaaerve’s capital guidelines contemplate
that additional capital may be required to takegqadée account of, among other things, interestriske or the risks posed by concentrations of
credit, nontraditional activities or securitiesdirsg activities. Further, any banking organizatexperiencing or anticipating significant growth
would be expected to maintain capital ratios, idig tangible capital positiond.€., Tier 1 capital less all intangible assets), vablbve the
minimum levels. As of December 31, 2004, Heartlaad regulatory capital in excess of the FederaéRes minimum requirements.

Dividend Payments. Heartland’s ability to pay dividends to its shareleos may be affected by both general corporatectansiderations and
policies of the Federal Reserve applicable to bailing companiesAs a Delaware corporation, Heartland is subjet¢héolimitations of the
Delaware General Corporation Law (the "DGCL"), whallows Heartland to pay dividends only out ofsitsplus (as defined and computed in
accordance with the provisions of the DGCL) or dattland has no such surplus, out of its net grédit the fiscal year in which the dividenc
declared and/or the preceding fiscal year. Addélilyn policies of the Federal Reserve caution ghaank holding company should not pay cash
dividends that exceed its net income or that cdy loe funded in ways that weaken the bank holdimggany’s financial health, such as by
borrowing. The Federal Reserve also possessesenfent powers over bank holding companies and tiogirbank subsidiaries to prevent or
remedy actions that represent unsafe or unsourtigesa or violations of applicable statutes andil&tipns. Among these powers is the ability
to proscribe the payment of dividends by bankskark holding companies.

Federal Securities Regulation. Heartland’s common stock is registered with the Si@er the Securities Act of 1933, as amendedttand
Securities Exchange Act of 1934, as amended (tkeH&hge Act”). Consequently, Heartland is subje¢he information, proxy solicitation,
insider trading and other restrictions and requeets of the SEC under the Exchange Act.

The Bank Subsidiaries

General. Dubuque Bank and Trust Company and First CommuButyk are lowachartered banks. The deposit accounts of Dubuqué& Bac
Trust Company are insured by the FDIC’s Bank InsaeaFund (“BIF”), and the deposit accounts of FBemmunity Bank are insured by the
FDIC'’s Savings Association Insurance Fund (“SAIF&% lowa-chartered banks, Dubuque Bank and Trustrrst Community Bank are
subject to the examination, supervision, reporéing enforcement requirements of the Superintentlethartering authority for lowa banks,
and the FDIC, designated by federal law as the gyrfederal regulator of state-chartered FDIC-ieduranks that, like Dubuque Bank and
Trust and First Community Bank, are not membethefFederal Reserve System (“non-member banks”).

Galena State Bank and Riverside Community BanKllameis-chartered banks, the deposit accounts loithv are insured by the BIF. As
lllinois-chartered banks, Galena State Bank an&iRide Community Bank are subject to the examinasapervision, reporting and
enforcement requirements of the Commissioner, liagtering authority for lllinois banks, and the EDRks the primary federal regulator of
state-chartered FDIC-insured non-member banks.

Wisconsin Community Bank is a Wisconsin-charteradi) the deposit accounts of which are insurechbyBiF. As a Wisconsin-chartered
bank, Wisconsin Community Bank is subject to thamekation, supervision, reporting and enforcemeqtirements of the Wisconsin DFI,
chartering authority for Wisconsin banks, and tBéQ; as the primary federal regulator of state-tdvad FDIC-insured non-member banks.

New Mexico Bank & Trust is a New Mexi-chartered bank, the deposit accounts of whichreaed by the BIF. As a New Mexico-chartered
bank, New Mexico Bank & Trust is subject to the mkaation, supervision, reporting and enforcemeqtuirements of the New Mexico FID,
the chartering authority for New Mexico banks, &mel FDIC, as the primary federal regulator of stdtartered FDIC-insured non-member
banks.

Arizona Bank & Trust is an Arizona-chartered bathie deposit accounts of which are insured by tie Bk an Arizona-chartered bank,
Arizona Bank & Trust is subject to the examinatisapervision, reporting and enforcement requiresiefthe Arizona Department, the

chartering authority for Arizona banks, and the €Pas the primary federal regulator of state-chad&DIC-insured non-member banks.

Rocky Mountain Bank is a Montana-chartered bank,diposit accounts of which are insured by the Bf#a Montana-chartered, FDIC-



insured member bank, Rocky Mountain Bank is sulijethe examination, supervision, reporting andergment requirement of the Montana
Division, as the chartering authority for Montarenks, and the FDIC, as the primary regulator désthartered FDIC-insured non-member
banks.

Deposit I nsurance. As FDICAnsured institutions, the Bank Subsidiaries araliregl to pay deposit insurance premium assessitetite FDIC
The FDIC has adopted a risk-based assessment systtanwhich all insured depository institutions ptaced into one of nine categories and
assessed insurance premiums based upon their tigsdegels of capital and results of supervisorgilgations. Institutions classified as well-
capitalized (as defined by the FDIC) and considéweslthy pay the lowest premium while institutidhat are less than adequately capitalized
(as defined by the FDIC) and considered of subisasuipervisory concern pay the highest premiurskRlassification of all insured
institutions is made by the FDIC for each semi-atmssessment period.

During the year ended December 31, 2004, both Bé#essments ranged from 0% of deposits to 0.27%mdsits. For the semi-annual
assessment period beginning January 1, 2005, BEsamsent rates will continue to range from 0% pbdés to 0.27% of deposits.

FICO Assessments.  Since 1987, a portion of the deposit insuransessments paid by members of the FDIC's SAIF har beed to cover
interest payments due on the outstanding obligatadrthe Financing Corporation (“FICO”). FICO wagated in 1987 to finance the
recapitalization of the Federal Savings and Loauidance Corporation, the SAIF’s predecessor inseraimd. As a result of federal legislation
enacted in 1996, beginning as of January 1, 198h, BAIF members and BIF members became subjestsessments to cover the interest
payments on outstanding FICO obligations untilfthal maturity of such obligations in 2019. Thed€® assessments are in addition to
amounts assessed by the FDIC for deposit insurénaing the year ended December 31, 2004, the Fi&s@ssment rate for BIF and SAIF
members was approximately 0.02% of deposits.

Supervisory Assessments. Each of the Bank Subsidiaries is required to pgestisory assessments to its respective state lgun&gulator to
fund the operations of that agency. In generalatheunt of the assessment is calculated on the baeach institutiors total assets. During t
year ended December 31, 2003, the Bank Subsidigaidssupervisory assessments totaling $185 thau

Capital Requirements. Banks are generally required to maintain capitegliein excess of other businesses. The FDIC hablehed the
following minimum capital standards for state-chegtl insured non-member banks, such as the Bardidtaries: (i) a leverage requirement
consisting of a minimum ratio of Tier 1 capitalttdal assets of 3% for the most highly-rated bamits a minimum requirement of at least 4%
for all others; and (ii) a risk-based capital regmient consisting of a minimum ratio of total capib total risk-weighted assets of 8% and a
minimum ratio of Tier 1 capital to total risk-weiggu assets of 4%. For purposes of these capitadiatds, the components of Tier 1 capital and
total capital are the same as those for bank hgldimpanies discussed above.

The capital requirements described above are mmimaguirements. Higher capital levels will be regdiif warranted by the particular
circumstances or risk profiles of individual ingtibns. For example, regulations of the FDIC previdat additional capital may be required to
take adequate account of, among other things eistteate risk or the risks posed by concentratidresedit, nontraditional activities or
securities trading activities.

Further, federal law and regulations provide vasimcentives for financial institutions to mainta@gulatory capital at levels in excess of
minimum regulatory requirements. For example, arfial institution that is “well-capitalized” mawaglify for exemptions from prior notice or
application requirements otherwise applicable tage types of activities and may qualify for exged processing of other required notices or
applications. Additionally, one of the criteria tltietermines a bank holding company’s eligibilityoiperate as a financial holding company is a
requirement that all of its financial institutionlsidiaries be “well-capitalized.” Under the regdidas of the FDIC, in order to be “well-
capitalized” a financial institution must maintaimatio of total capital to total risk-weighted etssof 10% or greater, a ratio of Tier 1 capital to
total risk-weighted assets of 6% or greater aratia of Tier 1 capital to total assets of 5% oragee.

Federal law also provides the federal banking gu$ with broad power to take prompt correctividoacto resolve the problems of
undercapitalized institutions. The extent of thgulators' powers depends on whether the institutiaquestion is "adequately capitalized,"
"undercapitalized," "significantly undercapitaliZeat "critically undercapitalized," in each casedadined by regulation. Depending upon the
capital category to which an institution is assijrtbe regulators' corrective powers include:€quiring the institution to submit a capital
restoration plan; (i) limiting the institution'sset growth and restricting its activities; (i@quiring the institution to issue additional cabita
stock (including additional voting stock) or to &equired; (iv) restricting transactions betweenitis#itution and its affiliates; (v) restrictinga
interest rate the institution may pay on depo$it$;ordering a new election of directors of thetitution; (vii) requiring that senior executive
officers or directors be dismissed; (viii) prohibg the institution from accepting deposits fromrespondent banks; (ix) requiring the
institution to divest certain subsidiaries; (x) Ipifmiting the payment of principal or interest obetdinated debt; and (xi) ultimately, appointing
a receiver for the institution.

As of December 31, 2004: (i) none of the Bank Sdibsies was subject to a directive from the FDIGhtrease its capital to an amount in



excess of the minimum regulatory capital requiretsigfii) each of the Bank Subsidiaries exceedethitimum regulatory capital requiremei
under FDIC capital adequacy guidelines; and (égleof the Bank Subsidiaries was “well-capitalized, defined by FDIC regulations.

Liability of Commonly Controlled I nstitutions. Under federal law, institutions insured by the FDi@y be liable for any loss incurred by, or
reasonably expected to be incurred by, the FDIG@mection with the default of commonly controllEdIC-insured depository institutions or
any assistance provided by the FDIC to commonlyrotied FDIC-insured depository institutions in dgn of default. Because Heartland
controls each of the Bank Subsidiaries, the Bariisiliaries are commonly controlled for purposethete provisions of federal law.

Dividend Payments. The primary source of funds for Heartland is divide from the Bank Subsidiaries. In general, ungetieable law, none
of the Bank Subsidiaries may pay dividends in exa#sts respective undivided profits.

The payment of dividends by any financial instibatior its holding company is affected by the regmient to maintain adequate capital
pursuant to applicable capital adequacy guidelamesregulations, and a financial institution gehgiia prohibited from paying any dividends
if, following payment thereof, the institution walbe undercapitalized. As described above, eatieoBank Subsidiaries exceeded its
minimum capital requirements under applicable dinés as of December 31, 2004. Further, First ConitpiBank may not pay dividends in
an amount that would reduce its capital below thewnt required for the liquidation account estdtgisin connection with First Community
Bank’s conversion from the mutual to the stock fahownership in 1991. Approximately $65.6 millisras available to be paid as dividends
by the Bank Subsidiaries as of December 31, 2004wihstanding the availability of funds for dividés, however, the FDIC may prohibit the
payment of any dividends by the Bank Subsidiafi¢ise FDIC determines such payment would constiémteinsafe or unsound practice.

Insider Transactions. The Bank Subsidiaries are subject to certain e#&ins imposed by federal law on extensions ofittecHeartland and
its subsidiaries, on investments in the stock beosecurities of Heartland and its subsidiarigsthe acceptance of the stock or other secu
of Heartland or its subsidiaries as collaterallé@ans made by the Bank Subsidiaries. Certain ltita and reporting requirements are also
placed on extensions of credit by each of the B2ulsidiaries to its directors and officers, to clioes and officers of Heartland and its
subsidiaries, to principal stockholders of Headlamnd to “related interests” of such directorsiceffs and principal stockholders. In addition,
federal law and regulations may affect the termenuphich any person who is a director or officeHafartland or any of its subsidiaries or a
principal stockholder of Heartland may obtain ctédim banks with which the Bank Subsidiaries maimcorrespondent relationships.

Safety and Soundness Standards. The federal banking agencies have adopted guidetiva establish operational and managerial stasdar
promote the safety and soundness of federally @sdepository institutions. The guidelines setf@tandards for internal controls, informa
systems, internal audit systems, loan documentatiedit underwriting, interest rate exposure, agsawvth, compensation, fees and benefits,
asset quality and earnings. In general, the safetysoundness guidelines prescribe the goals écltieved in each area, and each institution is
responsible for establishing its own procedureactieve those goals. If an institution fails to @dyrwith any of the standards set forth in the
guidelines, the institutios’primary federal regulator may require the insittuto submit a plan for achieving and maintaintmgnpliance. If a
institution fails to submit an acceptable compliauptan, or fails in any material respect to impleireecompliance plan that has been accepted
by its primary federal regulator, the regulatorégquired to issue an order directing the institutio cure the deficiency. Until the deficiency
cited in the regulator’s order is cured, the retpulanay restrict the institution’s rate of growtkgquire the institution to increase its capital,
restrict the rates the institution pays on depasitequire the institution to take any action tegulator deems appropriate under the
circumstances. Noncompliance with the standaragbshed by the safety and soundness guidelinesatsayconstitute grounds for other
enforcement action by the federal banking regutatioicluding cease and desist orders and civil m@emalty assessments.

Branching Authority. Each of the Bank Subsidiaries has the authoritysymant to the laws under which it is charteredgsablish branches
anywhere in the state in which its main officedsdted, subject to the receipt of all required latguy approvals.

Federal law permits state and national banks t@eneiith banks in other states subject to: (i) ratprly approval; (ii) federal and state deposit
concentration limits; and (iii) state law limitati® requiring the merging bank to have been in ergt for a minimum period of time (not to
exceed five years) prior to the merger. The esghbient of new interstate branches or the acquisitiondividual branches of a bank in
another state (rather than the acquisition of d@robstate bank in its entirety) is permitted omythose few states that authorize such
expansion.

State Bank I nvestments and Activities. Each of the Bank Subsidiaries generally is permhittemake investments and engage in activities
directly or through subsidiaries as authorizedh®ylaws of the state under which it is chartereslveler, under federal law and FDIC
regulations, FDIC-insured state banks are protdbiebject to certain exceptions, from making teliréng equity investments of a type, or in
an amount, that are not permissible for a natibaak. Federal law and FDIC regulations also profBilC-insured state banks and their
subsidiaries, subject to certain exceptions, frogeging as principal in any activity that is notrpéted for a national bank unless the bank
meets, and continues to meet, its minimum regujatapital requirements and the FDIC determinesatiivity would not pose a significant
risk to the deposit insurance fund of which thekoiara member. These restrictions have not hadaamdot currently expected to have, a
material impact on the operations of the Bank Sliases.



Federal Reserve System. Federal Reserve regulations, as presently in effegtire depository institutions to maintain noterest earning
reserves against their transaction accounts (pifird©W and regular checking accounts), as follofes:transaction accounts aggregating
$47.6 million or less, the reserve requiremen®4sd@ total transaction accounts; and for transacéiocounts aggregating in excess of $47.6
million, the reserve requirement is $1.218 milljgos 10% of the aggregate amount of total transactcounts in excess of $47.6 million.
first $7.0 million of otherwise reservable balanees exempted from the reserve requirements. Tiesseve requirements are subject to annual
adjustment by the Federal Reserve. The Bank Sadiare in compliance with the foregoing requiats.

G. GOVERNMENTAL MONETARY POLICY AND ECONOMIC CONDITION S

Heartland’s earnings are affected by the policfeggulatory authorities, including the Federal &gs System. The Federal Reserve System’s
monetary policies have significantly affected tiperating results of commercial banks in the padtaae expected to continue doing so in the
future. Changing economic and money market conitirompted by the actions of monetary and fisgti@ities may cause changes in
interest rates, credit availability, and depositls that are beyond Heartland’s control. Futudécis of the Federal Reserve System and other
authorities cannot be predicted, nor can theircefda future earnings be predicted.

ITEM 2.

PROPERTIES

The following table is a listing of Heartland’s peipal operating facilities:

Main Facility Main Facility Number of
Name and Main Facility Address Square Footage Owned or Leased Locations
Banking Subsidiaries
Dubuque Bank and Trust Comps
1398 Central Avenue

Dubuque, IA 5200: 59,500 Owned 8
Galena State Bank and Trust Compse

971 Gear Street

Galena, IL 6103t 18,000 Owned 3
Riverside Community Ban

6855 E. Riverside Blvd.

Rockford, IL 6011« 8,000 Owned 4
First Community Banl

320 Concert Street

Keokuk, IA 52632 6,000 Owned 3
Wisconsin Community Ban

580 North Main Street

Cottage Grove, WI 5352 6,000 Owned 7
New Mexico Bank & Trus

320 Gold NW Lease term

Albuquerque, NM 8710 11,400 through 2006 12
Arizona Bank & Trus

1000 N. 54" Street

Chandler, AZ 8522 8,500 Owned 2

Rocky Mountain Banl
2615 King Avenue West
Billings, MT 59102 16,600 Owned 8



Name and Main Facility Address Main Facility Owned or Leased Number of Locations

Non-Bank Subsidiaries

Citizens Finance Cc

1275 Main Street Leased from

Dubuque, 1A 5200: DB&T 5
ULTEA, Inc.

2976 Triverton Pike

Madison, WI 5371 Leased 2

HTLF Capital Corp
World Trade Center
1625 Broadway
Denver, CO 8020 Leased 1
The principal office of Heartland is located in gjnie Bank and Trust Company's main office.
ITEM 3.
LEGAL PROCEEDINGS
There are certain legal proceedings pending aghieattland and its subsidiaries at December 314 2@t are ordinary routine litigation
incidental to business. While the ultimate outcarfieurrent legal proceedings cannot be predicted eértainty, it is the opinion of
management that the resolution of these legalresbould not have a material effect on Heartlasmi'solidated financial position or result:
operations.
ITEM 4.
SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted during the fourth quarf&2004 to a vote of security holde

PART Il
ITEM 5.

MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOC KHOLDER MATTERS AND ISSUER PURCHASES OF
EQUITY SECURITIES

Heartland's common stock was held by approximétgl@0 stockholders of record as of March 11, 2@08, has been quoted on the Nasdaq
National Market System since May 2003 under thetsy“HTLF". Prior to quotation on the Nasdaq NationaaMet System, the common
stock of Heartland was traded on the over-the-aumntrket.

For the periods indicated, the following table sbdte range of reported prices per share of Heal'dacommon stock in the Nasdaq National
Market System or over-the-counter market. Theséagioms represent inter-dealer prices without tetarkups, markdowns, or commissions

and do not necessarily represent actual transactiod have been adjusted to reflect previous spit&.

Heartland Common Stock

Calendar Quarter High Low
2004:

First $ 19.81 $ 18.06

Second 18.95 16.75

Third 18.99 16.73

Fourth 22.07 18.26



2003:

First $ 15.33 $ 11.50
Second 21.53 15.27
Third 21.26 18.57
Fourth 20.63 18.53

Cash dividends have been declared by Heartlandeglyaduring the past two years ending Decembef804. The following table sets forth
the cash dividends per share paid on Heartlandsmm stock for the past two years as adjustedrripus stock splits:

Calendar Quarter 2004 2003
First $ .08 $ .07
Second .08 .07
Third .08 .07
Fourth .08 .07

Heartland's ability to pay dividends to stockhotdisrlargely dependent upon the dividends it rezefrom the bank subsidiaries, and the banks
are subject to regulatory limitations on the amafrtash dividends they may pay. See "Businespe®ision and Regulation - Heartland -

Dividend Payments" and "Business - SupervisionRegulation - The Bank Subsidiaries - Dividend Paytsiefor a more detailed description
of these limitations.

Heartland has issued junior subordination debestiwrseveral private placements. Under the terntseoflebentures, Heartland may be
prohibited, under certain circumstances, from pgugividends on shares of its common stock. Norntbede circumstances currently exist.

The following table provides information about puases by Heartland and its affiliated purchasersguhe quarter ended December 31,
2004, of equity securities that are registered bgrtland pursuant to Section 12 of the Exchange Act

(@) (b) (c) (d)
Total Number of Shares
Purchased as Part of Publicly APProximate Dollar Value of
Total Number of Shareg  Average Price Paid per| aAnnounced Plans or PrograiShares that May Yet Be Purcha

Period Purchased Share (1) Under the Plans or Programs
10/01/04-
10/31/04 1,639 $18.89 1,639 $1,434,658
11/01/04-
11/30/04 8,524 $19.30 8,524 $1,270,178
12/01/04-
12/31/04 1,020 $20.88 1,020 $3,100,300

Total: 11,183 $19.38 11,183 N/A

(1) On October 19, 2004, Heartlasdboard of directors increased the dollar valuetoicommon stock that management is authoriz
acquire and hold as treasury shares from $4.0amitth $5.0 million.




ITEM 6.

SELECTED FINANCIAL DATA

For the years ended December 31, 2004, 2003, 2002, and 2000
(Dollars in thousands, except per share data)

2004 2003 2002 2001 2000
STATEMENT OF INCOME DATA
Interest income $ 121,39: $ 99,517 $ 100,01: $ 107,60¢ $ 102,53!
Interest expense 44,26 38,327 42,33 58,62( 58,67¢
Net interest income 77,13( 61,19( 57,68( 48,98¢ 43,857
Provision for loan and lease losses 4,84¢ 4,18: 3,55¢ 4,25¢ 2,97¢
Net interest income after provision for loan a
lease losses 72,28¢ 57,001 54,12] 44,73: 40,88:
Noninterest incom 37,841 36,54 30,64¢ 28,62( 25,72:
Noninterest expens 81,93¢ 67,69: 60,65¢ 56,69: 52,81:
Income taxes 7,937 8,137 7,52¢ 5,53( 4,211
Income from continuing operations 20,25: 17,71¢ 16,59( 11,12¢ 9,57¢
Discontinued operations:
Income from operations of discontinued branch
(including gain on sale of $2,602 in 2002) - - 3,751 46¢ 12
Income taxes - - 1,474 184 5
Income from discontinued operations - - 2,27 28t 7
Net income $ 20,25 % 17,71¢  $ 18,867 $ 11,41 $ 9,58¢
PER COMMON SHARE DATA
Net income- diluted $ 1.2¢ % 1.1¢ % 1.2¢ % 0.7¢  $ 0.6t
Income from continuing operatior- diluted? 1.2¢ 1.1€ 1.1Z 0.7¢ 0.6t
Adjusted net incom- diluted? 1.2¢ 1.1¢ 1.2¢ 0.8t 0.7:
Adjusted income from continuing operations -
diluted? 1.2¢ 1.1€ 1.1z 0.8¢ 0.7:
Cash dividends 0.3z 0.27 0.27 0.2t 0.24
Dividend payout ratio 24.81% 23.0% 20.81% 31.1% 36.15%
Book value $ 10.6¢ $ 9.2¢ §$ 84C ¢ 731 % 6.67
Weighted average shares outstanding-diluted 16,084,55 15,258,44 14,783,55 14,558,23 14,636,85
BALANCE SHEET DATA
Investments and federal funds sold $ 553,28: $ 451,75 $ 42451 % 349,41 $ 274,36
Loans held for sale 32,161 25,67¢ 23,161 26,961 18,12}
Total loans and leases, net of unearned 1,772,95 1,322,54! 1,152,06! 1,078,23! 1,023,96!
Allowance for loan and lease losses 24,97: 18,49( 16,09! 14,66( 13,59
Total assets 2,629,05! 2,018,36! 1,785,97! 1,644,06. 1,466,38
Total deposits 1,983,841 1,492,48i 1,337,98! 1,205,15! 1,101,3%1
Long-term obligations 196,19: 173,95¢ 161,37¢ 143,78 102,85t
Stockholders’ equity 175,78: 140,92: 124,04: 107,09( 96,14¢
EARNINGS PERFORMANCE DATA
Return on average total assets 0.87% 0.95% 1.13% 0.72% 0.7(%
Return on average stockholders’ equity 12.82 13.4¢ 16.4¢ 11.32 10.6¢
Net interest margin ratit4 3.87 3.7¢ 4.04 3.67 3.74
Earnings to fixed charges:
Excluding interest on deposits 3.0 3.3 3.2&x 2.27X 1.87x
Including interest on deposits 1.6 1.67 1.57 1.2¢ 1.2¢
ASSET QUALITY RATIOS
Nonperforming assets to total ass 0.41% 0.32% 0.29% 0.52% 0.51%

Nonperforming loans and leases to total Ic



and leases 0.5¢ 42 0.3¢ 0.7t 0.6¢€
Net loan and lease cha-offs to average loans

and leases 0.1€ 0.14 0.1€ 0.31 0.17
Allowance for loan and lease losses to total

loans and leases 1.41% 1.4(% 1.4(% 1.36% 1.3%%
Allowance for loan and lease losses to

nonperforming loans and leases 251.6: 333.11 358.71 180.4" 201.6(

CAPITAL RATIOS

Average equity to average assets 6.71% 7.0% 6.86% 6.47% 6.54%
Total capital to risk-adjusted assets 10.8:2 12.42 11.8¢ 10,8¢ 9.9C
Tier 1 leverage 7.2¢€ 8.07 8.24 7.5% 7.28

1 Excludes the discontinued operations of our Eair€lkranch and the related gain on sale in theliogmarter of 2002.

2 Excludes goodwill amortization discontinued witle thdoption of FAS 142 on January 1, 2002, anddbetion of FAS 147 on September
30, 2002.

3 Excludes goodwill amortization discontinued witle idoption of FAS 142 on January 1, 2002, anddgtéon of FAS 147 on September
30, 2002, and the discontinued operations of our@&aire branch and the related gain on sale iddbeh quarter of 2002.

4 Tax equivalent using a 35% tax rate.




ITEM 7.
MANAGEMENT’S DISCUSSION AND ANALYSIS

The following presents management’s discussionaanadlysis of the consolidated financial conditiod aesults of operations of Heartland
Financial USA, Inc. ("Heartland") as of the dates for the periods indicated. This discussion sthdng read in conjunction with the Selected
Financial Data, Heartland’s Consolidated FinanSiatements and the Notes thereto and other fineseia appearing elsewhere in this report.
The consolidated financial statements include te®ants of Heartland and its subsidiaries. All efrtland’s subsidiaries are wholly-owned
except for Arizona Bank & Trust, of which Heartlawds an 86% owner on December 31, 2004, and WCRBgdge, LLC, of which Heartland
was a 55% owner on December 31, 2004. WCB Mortdage, ceased operations and was dissolved effedtwiary 1, 2005.

SAFE HARBOR STATEMENT

This report contains, and future oral and writteatesnents of Heartland and its management may icofitaward-looking statements, within
the meaning of such term in the Private Securititgation Reform Act of 1995, with respect to tfieancial condition, results of operations,
plans, objectives, future performance and businébkeartland. Forward-looking statements, which rbaypased upon beliefs, expectations
and assumptions of Heartland’s management andformiation currently available to management, amreegally identifiable by the use of
words such as "believe", "expect", "anticipate'latp, "intend", "estimate”, "may", "will", "would";could", "should" or other similar
expressions. Additionally, all statements in thigdment, including forward-looking statements, &paaly as of the date they are made, and

Heartland undertakes no obligation to update aatgstent in light of new information or future event

Heartland’s ability to predict results or the atteffect of future plans or strategies is inhengnithcertain. Factors which could have a material
adverse effect on the operations and future preaspédieartland and its subsidiaries include, vatreot limited to, the following:

*  The strength of the United States economy in gém@cthe strength of the local economies in whigartland conducts its operatic
which may be less favorable than expected and esyltrin, among other things, a deterioration an¢tedit quality and value of

Heartland’s assets.

*  The economic impact of past and any future terr¢higats and attacks, acts of war or threats tficaed the response of the United
States to any such threats and attacks.

*  The effects of, and changes in, federal, statd@al laws, regulations and policies affecting bagksecurities, insurance and
monetary and financial matters.

*  The effects of changes in interest rates (includirgeffects of changes in the rate of prepaymefitieartland’s assets) and the
policies of the Board of Governors of the Federas&ve System.

*  The ability of Heartland to compete with other figéal institutions as effectively as Heartland eumtty intends due to increases in
competitive pressures in the financial servicesosec

*  The inability of Heartland to obtain new customans! to retain existing customers.

*  The timely development and acceptance of produadssarvices, including products and services off¢iheough alternative delivery
channels such as the Internet.

*  Technological changes implemented by Heartlandognather parties, including third party vendorsjethmay be more difficult or
more expensive than anticipated or which may haweraseen consequences to Heartland and its custome

*  The ability of Heartland to develop and maintaiowse and reliable electronic systems.

*  The ability of Heartland to retain key executivesl @mployees and the difficulty that Heartland reagerience in replacing key
executives and employees in an effective manner.

*  Consumer spending and saving habits which may eang manner that affects Heartland’s busineseradly.
*  Business combinations and the integration of aeguirusinesses may be more difficult or expensisa t#xpected.

*  The costs, effects and outcomes of existing oréufitigation.



*  Changes in accounting policies and practices, astraadopted by state and federal regulatory ageraid the Financial Accounting
Standards Board.

*  The ability of Heartland to manage the risks asgedi with the foregoing as well as anticipated.

These risks and uncertainties should be considaeredaluating forward-looking statements and undii@nce should not be placed on such
statements. Additional information concerning Hieaud and its business, including other factors toald materially affect Heartland’s
financial results, is included in Heartland’s fiim with the Securities and Exchange Commission.

OVERVIEW

Heartland is a diversified financial services hnfdcompany providing full-service community bankthgough eight banking subsidiaries with
a total of 47 banking locations in lowa, lllinol/isconsin, New Mexico, Arizona and Montana. In diddi, Heartland has separate subsidiaries
in the consumer finance, vehicle leasing/fleet nganzent, insurance and investment management bessdseartland's primary strategy is to
balance its focus on increasing profitability wéthset growth and diversification through acquisgicde novo bank formations, branch
openings and expansion into non-bank subsidiaiyites.

Heartland’s results of operations depend primanilynet interest income, which is the differenceMeetn interest income from interest earning
assets and interest expense on interest bearbilitiés. Noninterest income, which includes seevaharges, fees and gains on loans, rental
income on operating leases and trust income, #lsots Heartland’s results of operations. Heartlampdincipal operating expenses, aside from
interest expense, consist of compensation and s@@loenefits, occupancy and equipment costs, daficecon equipment under operating
leases and provision for loan and lease losses.

The value of Heartland's targeted growth strategiese reaffirmed during the year 2004 as net inconpgoved by $2.5 million or 14%. Total
net income was $20.3 million, or $1.26 per dilusbare, during the year 2004 compared to $17.7anjlior $1.16 per diluted share, during the
year 2003

Heartland completed a number of its growth inities during 2004. Effective June 1, 2004, Heartiexghnded into the Rocky Mountain reg
through the acquisition of Rocky Mountain Bancogdimn, a one-bank holding company headquarter&illings, Montana. As a result of this
acquisition, Rocky Mountain Bank joined the Heartldamily of community banks, providing banking\sees in eight communities
throughout the state of Montana. Also in June, poritg of Heartland’s operations resources moved mnew state-of-thart operations cent
in Dubuque, lowa. Expansion in the Phoenix arelded Arizona Bank & Trust’s opening of its secdmdnch location in Chandler in May
and the completion of the acquisition of Wealth ligement Group of Colonial Trust Company effectiept8mber 1, 2004. Additionally,
Wisconsin Community Bank opened a loan productificein Rockland, Massachusetts in October an& €its Finance Company opened a
loan production office in Crystal Lake, lllinois December.

The addition of Rocky Mountain Bank had a posiiiv@act on earnings. Net income at Rocky MountainkB@ataled $2.3 million for the sev
months of its operations as a Heartland subsidiank. At December 31, 2004, Rocky Mountain Bank tosal assets of $373.1 million, total
loans of $265.9 million and total deposits of $29illion.

Net interest income during 2004 grew significanifgreasing $15.9 million or 26% over 2003. Noniatt income experienced growth of $
million or 4% during that same period despite auadighn in gains on sale of loans of $2.9 millionaa®sult of less refinancing activity in
mortgage loans. The two noninterest income categadcording the more significant increases forytrae were service charges and fees and
trust fees. Noninterest expense for 2004 incre&sdd® million or 21%, primarily due to costs assted with expansion efforts, write off of 1
unamortized issuance costs on redeemed trust prdfeecurities and costs surrounding implementationternal control provisions of the
Sarbanes-Oxley Act of 2002.

Total assets nearly reached $2.63 billion at De@gr8th, 2004, up $610.7 million or 30% since yeat-2003. Total loans and leases were
$1.77 billion at December 31, 2004, an increas4®0.4 million or 34% since year-end 2003. DubuBask and Trust Company, Wisconsin
Community Bank, Arizona Bank & Trust and New MexBank & Trust were major contributors to the $18#illion or 12% growth in loans,
exclusive of the $265.9 million in loans at Rockypitain Bank, primarily in the commercial and comeied real estate category. Total
deposits at December 31, 2004, were $1.98 bilbonncrease of $491.4 million or 33% since yead-2003. Exclusive of the $290.4 million
deposits at Rocky Mountain Bank, the $201.0 millieri3% growth in deposits came primarily from N&\@xico Bank & Trust and Arizona
Bank & Trust.

Heartland has a stated goal of doubling earningsaasets every five to seven years. The year 2€jfigdsented the fifth year of Heartland’s
latest growth plan. We achieved our asset goad082and accomplished our earnings goal very earB0D4. During the last five years, we
have expanded into nine new markets with severiiaak offices. For the year ended December 31, 2668me from continuing operations
increased 7% to $17.7 million, or $1.16 per dilusbdre, compared to $16.6 million, or $1.12 partdd share, in the year 2002. Total net



income was $17.7 million, or $1.16 per diluted ghaluring the year 2003 compared to $18.9 millar$1.28 per diluted share, in the year
2002. Return on average equity was 13.46% andrretuiaverage assets was .95% for the year 2003arechfo 16.44% and 1.13%,
respectively, for the year 2002. The Eau Clairabinaof Wisconsin Community Bank, a bank subsid@rideartland, was sold effective
December 15, 2002. The contribution of this distargd operation to net income during the year 2082 approximately $2.3 million or $0.
per diluted share, which included the $1.6 milladter tax gain on disposal during the fourth quarte

A major contributor to improved earnings on conimguoperations during 2003 was the $5.9 milliod®% growth in noninterest income.
Securities gains and losses, including impairmesgéds on equity securities and trading accountisieswgains and losses, comprised $2.0
million of this increase while valuation adjustmeonh mortgage servicing rights were responsiblé&&87 thousand. Exclusive of these
components, noninterest income grew $3.1 milliod@Yo, primarily as a result of additional gainssafe of loans. Also contributing to the
improved earnings in 2003 was the $3.5 million @r iBcrease in net interest margin. This additiorelinterest income resulted from growth
in earning assets and a reduction in the balamtased in fed funds and other short-term investmeiwerage earning assets from continuing
operations grew from $1.467 billion during the y2802 to $1.671 billion during the year 2003, a420million or 14% increase. Noninterest
expense increased $7.0 million or 12% during 208fkective of increased costs related to the ogepiroffices in Santa Fe, New Mexico;
Fitchburg, Wisconsin; and Mesa, Arizona, as welhasformation of HTLF Capital Corp., an investmbanking firm headquartered in Deny
Colorado.

At December 31, 2003, Heartland was extremely plg¢#s have reached another milestone as totalsasseteded $2 billion. Total assets g
$232.4 million or 13% since year-end 2002 despiiéfecult economic environment, evidencing Heandés commitment to growing strong
customer relationships. Total loans and leases $E&23 billion and deposits were $1.492 billioriha end of 2003, an increase of 15% and
12%, respectively, since year-end 2002.

CRITICAL ACCOUNTING POLICIES

The process utilized by Heartland to estimate tlejaacy of the allowance for loan and lease lossesnsidered a critical accounting policy
for Heartland. The allowance for loan and leassdegepresents managemsmstimate of identified and unidentified lossethmexisting loa
portfolio. Thus, the accuracy of this estimate dduhve a material impact on Heartland’s earningge. ddequacy of the allowance for loan and
lease losses is determined using factors thatdedie overall composition of the loan portfoliengral economic conditions, types of loans,
loan collateral values, past loss experience, ttdimquencies, and potential losses from identifiedstandard and doubtful credits.
Nonperforming loans and large r-homogeneous loans are specifically reviewed fgaimment and the allowance is allocated on a lgan b
loan basis as deemed necessary. Homogeneous laafgaas not specifically evaluated are groupeal jittols to which a loss percentage,
based on historical experience, is allocated. Tegaacy of the allowance for loan and lease lasse®nitored on an ongoing basis by the
loan review staff, senior management and the bamsa’ds of directors. Specific factors considengdnlanagement in establishing the
allowance in 2004 and 2003 included the following:

*  Heartland has continued to experience growth inencomplex commercial loans as compared to relgtiosVer-risk residential real
estate loans.

*  During the last several years, Heartland has ethteeev markets in which it had little or no previdesding experience.

There can be no assurances that the allowancedordnd lease losses will be adequate to covkraalllosses, but management believes that
the allowance for loan and lease losses was adequetecember 31, 2004. While management usesbiaihformation to provide for loan
and lease losses, the ultimate collectibility sluiastantial portion of the loan portfolio and theed for future additions to the allowance will be
based on changes in economic conditions. Even ththege have been various signs of emerging stneénghe economy, it is not certain that
this strength will be sustainable. Should the ectioalimate deteriorate, borrowers may experienffedity, and the level of nonperforming
loans, charge-offs, and delinquencies could rigeraguire further increases in the provision famand lease losses. In addition, various
regulatory agencies, as an integral part of thengnation process, periodically review the alloseifor loan and lease losses carried by the
Heartland subsidiaries. Such agencies may requeegtidnd to make additional provisions to the alloee based upon their judgment about
information available to them at the time of thetaminations.

The table below estimates the theoretical ranghe?004 allowance outcomes and related changa®uision expense assuming either a
reasonably possible deterioration in loan cred#liggior a reasonably possible improvement in logedit quality.

THEORETICAL RANGE OF ALLOWANCE FOR LOAN AND LEASE L OSSES
(Dollars in thousands)

Allowance for loan and lease losses at Decembe?2@14 $ 24,97:

Assuming deterioration in credit quality:
Addition to provision 2,462




Resultant allowance for loan and lease losses $ 27,43

Assuming improvement in credit quality:
Reduction in provision (1,069
Resultant allowance for loan and lease losses $ 23,90«

The assumptions underlying this sensitivity analyspresent an attempt to quantify theoretical ghanhat could occur in the total allowance
for loan and lease losses given various economsignagtions that could impact inherent loss in theent loan and lease portfolio. It further
assumes that the general composition of the allowéor loans and lease losses determined throughtlblied’s existing process and
methodology remains relatively unchanged. It dagsattempt to encompass extreme and/or prolongaoacic downturns, systemic
contractions to specific industries, or systemiacsls to the financial services sector. The additioprovision was calculated based upon the
assumption that, under an economic downturn, aioepercentage of loan balances in each ratingwoald migrate from its current loan
grade to the next lower loan grade. The reductigorovision was calculated based upon the assumtiitat, under an economic upturn, a
certain percentage of loan balances in each ratiogwould migrate from its current loan gradehe hext higher loan grade. The estimatio
the percentage of loan balances that would midrate its current rating pool to the next was baspdn Heartland’s experiences during
previous periods of economic movement.

RESULTS OF OPERATIONS
NET INTEREST INCOME

Net interest income is the difference between @seincome earned on earning assets and intefgshsx paid on interest bearing liabilities.
such, net interest income is affected by changéseivolume and yields on earning assets and thengand rates paid on interest bearing
liabilities. Net interest margin is the ratio oktaquivalent net interest income to average earagsgts.

Net interest margin from continuing operations,resged as a percentage of average earning asast8,87V% for the year 2004 compare:
3.79% for the year 2003. This improvement resubéeharily from an increase in average loans asreqmage of total assets. Heartland'’s
highest yielding assets comprised 76% of averagargpassets during 2004 compared to 74% durin@ 20@ 73% during 2002. The poten
benefit to net interest margin from rising ratesitly 2004 was neutralized due to the fact thatytbkl curve flattened as short-term rates rose.

Net interest margin from continuing operations,resged as a percentage of avelearning assets, was 3.79% for the year 2003 compare
4.04% for the year 2002. A steep yield curve atatirely low interest rates led to further compreasof Heartland’s net interest margin. Even
though average earning assets increased 14% dbengear, net interest margin was adversely affebyeaccelerated prepayments in the
mortgage-backed securities portfolio. Also, negiiest margin was impacted by the negative carryosgs associated with the completion of a
private placement offering of $20.0 million of 8%%umulative capital securities early in the fougttarter of 2003.

Net interest incomfrom continuing operations, on a fully tax equivaleasis, increased $16.5 million or 26% during4280d $4.1 million or
7% during 2003. Exclusive of net interest incom&atky Mountain Bank totaling $8.9 million sincestacquisition, the increase for 2004 was
$7.6 million or 12%. Fluctuations in net interastéme between years is related to changes in thenecof average earning assets and interest
bearing liabilities, combined with changes in agergields and rates of the corresponding asset$iatilities as demonstrated in the tables at
the end of this section.

Interest income during 2004 increased $22.4 milio22%. Exclusive of the $12.3 million recordedraicky Mountain Bank since the
acquisition, interest income grew by $10.1 or 10%rdy 2004. This growth in interest income was ariity a result of growth in the loan
portfolio, which increased $183.3 million or 15%amerage balances, exclusive of $161.6 milliorikattable to loan balances at Rocky
Mountain Bank. Even though the national prime tagan to rise in July 2004 and finished the ye&rldasis points higher at 5.25% than its
level at year-end 2003 of 4.0%, Heartland did ixpegience a corresponding increase in its yieltbans. During previous periods,
management was successful in the utilization afrion its commercial loan portfolio to minimizesteffect downward rates had on
Heartland’s interest income. It took several upwalements in rates to reach the floors in placthese loans. As rates move above the
floors, the yield will begin to increase in a capending manner.

There was a slight increase in interest incomendu2003. If it had not been for the $155.0 millmn14% growth in average loan balances,
interest income would have declined further asidtonal prime rate was reduced from 4.25% to 4.@0%ng the second and third quarters of
2003, compared to 4.75% during the first half 020

Interest expense during 2004 increased $5.9 miliohb%. Exclusive of the $3.4 million interest erge recorded at Rocky Mountain Bank
since acquisition, interest expense grew by $2Ikomior 7%. A portion of this growth in interestgense was a result of the issuance of $20.0
million of 8.25% cumulative trust preferred sedeston October 20, 2003, and $25.0 million of Maldarate cumulative trust preferred
securities on March 17, 2004. Also causing addiiamterest expense during the last quarter of/da was the implementation of a $30.0
million leverage strategy which included the pusshaf mortgage-backed and municipal securitiesddrtimarily by newly issued brokered
deposits with an average maturity of 24 months. &g@ment’s analysis indicates that this strategulshareate an additional $570 thousand in



net interest income annually. The redemption obHeartland’s $25.0 million 9.60% trust preferszturities on September 30, 2004, is
expected to reduce interest expense by approxiyndteb million annually under the current rate eoniment.

Interest expense decreased $4.0 million or 9% @828ven though there was an increase of $170l®mdr 13% in average interest bearing
liabilities during 2003, interest expense declipeidharily as a direct result of declining interestes throughout the period combined with the
maturity of certificate of deposit balances anddraiHome Loan Bank ("FHLB") advances renewed &elocurrent market rates.

During 2005, Heartland expects to continue imprgwinth its earning asset and funding mix througdetged organic growth strategies, which
we believe will result in additional net interestome.

The following table sets forth certain informaticating to Heartland’s average consolidated baaheets and reflects the yield on average
earning assets and the cost of average intereshdiabilities for the years indicated. Dividingcome or expense by the average balance of
assets or liabilities derives such yields and ca@stsrage balances are derived from daily balareed,nonaccrual loans are included in each
respective loan category.

ANALYSIS OF AVERAGE BALANCES, TAX EQUIVALENT YIELDS AND RATES:
For the years ended December 31, 2004, 2003, &bl 20
(Dollars in thousands)

2004 2003 2002
Average Average Average
Balance Interest Rate Balance Interest Rate Balance Interest Rate
EARNING ASSETS
Securities:
Taxable $ 373,727 $ 13,40 35% $ 316,117 $ 9,10C 2.8t% $ 305,31 $ 13,13 4.3(%
Nontaxable: 98,19¢ 7,037 7.1% 80,85¢ 5,98¢ 7.41 52,75¢ 4,17 7.92
Total securities 471,92. 20,43¢ 4.3¢ 396,97! 15,08¢ 3.8C 358,07: 17,30¢ 4.8:
Interest bearing deposits 6,65 227 341 7,46% 174 2.3t 10,53t 24¢ 2.3t
Eederal funds sold 10,41: 175 1.6¢ 34,15¢ 358 1.04 20,83t 322 1.5t
Loans and leases:
Commercial and
commercial real
estatel 1,039,05! 61,09( 5.8¢ 793,18 48,631 6.1< 665,43: 45,48( 6.8:
Residential mortgage 196,26° 11,64 5.9¢ 157,00! 9,907 6.31 142,46¢ 10,51¢ 7.3¢€
Agricultural and
agricultural real
estatel 199,59: 13,08. 6.5t 164,80¢ 10,81¢ 6.5¢€ 150,48! 10,94: 7.21
Consumer 150,84 12,32: 8.17 124,13¢ 11,347 9.14 120,56: 12,03¢ 9.9¢
Direct financing leases,
net 13,71 81¢ 5.97 10,54( 78C 7.4C 13,62¢ 1,037 7.61
Fees on loans - 4,35: - - 4,60z - - 3,69¢ -
Less: allowance for loan
and lease losses (22,22 - - (17,390 - - (15,309 - -
Net loans and leases 1,577,24 103,31( 6.5 1,232,28I 86,08: 6.9¢ 1,077,26. 83,70¢ 7.71
Total earning assets 2,066,23. 124,15( 6.01 1,670,88; 101,70 6.0¢ 1,466,70. 101,58! 6.9:
NONEARNING ASSETS
Assets of discontinued
operation - - - - - - 31,52¢
Total nonearning assets 266,88t - 202,43: - - 173,38! - -
TOTAL ASSETS $2,333,11' $ 124,15( 53, $1,873,31' $ 101,70( 5.4%, $1,67161 $ 101,58'  6.0%y
INTEREST BEARING T o o
LIABILITIES
Interest bearing deposits:
Savings $ 670,75¢ $ 589C 0.8¢% $ 532,020 $ 4,79¢ 09(% $ 477,48 $ 6,53( 1.37%
Time, $100,000 and ov 152,78° 3,957 2.5¢ 140,83 3,72( 2.64 124,06: 4 50¢ 3.62
Other time deposits 651,61: 21,00: 3.2 527,62 19,24t 3.6t 459,63t 20,36( 4.4z
Short-term borrowings 185,04! 3,09t 1.67 152,42¢ 2,35 1.54 134,94¢ 2,64: 1.9¢

Other borrowings 198,38¢ 10,32 5.2C 148,55 8,214 5.5Z 135,36! 8,29« 6.15




Total interest bearing

liabilities 1,858,59! 44,26¢ 2.3¢ 1,501,46: 38,327 2.5t 1,331,49 42,33 3.1¢

NONINTEREST

BEARING

LIABILITIES
Noninterest bearin

deposits 278,43. - - 204,81 - - 162,63t - -
Liabilities of discontinued

operation - - - - - - 31,52t - -
Accrued interest and other

liabilities 38,18¢ - - 35,41¢ - - 31,21: - -
Total noninterest bearing

liabilities 316,61¢ - - 240,22¢ - - 225,37" - -
STOCKHOLDERS’

EQUITY 157,91: - - 131,62: - - 114,74( - -

TOTAL LIABILITIES &

STOCKHOLDERS'
EQUITY $2,333,11 $ 44,26 19(p, $1,873,31' $ 38,327 20fy, $167161 $ 42,33 255

$ 79,88¢ $ 63,37 $ 59,25¢
Net interest incom:
Net interest income t

total earning asse: 3.870 3.7%, 4.0y,
Interest bearing liabilities
to earning assets 89.9%y, 89.8koy, 90.7¢o,

1Tax equivalent basis is calculated using an effedtx rate of 35%

T he following table allocates the changes in n&rest income to differences in either averaganuas or average rates for earning assets anc
interest bearing liabilities. The changes have ladlecated proportionately to the change due towma and change due to rate. Interest income
is measured on a tax equivalent basis using a ax%ate.




ANALYSIS OF CHANGES IN NET INTEREST INCOME
(Dollars in thousands)

For the Years Ended December 31,

2004 Compared to 2003 2003 Compared to 2002 2002 Compared to 2001
Change Due to Change Due to Change Due to
Volume Rate Net Volume Rate Net Volume Rate Net
EARNING ASSETS /
INTEREST INCOME
Investment securities:
Taxable $ 165¢ $ 264: $ 4301 $ 46 $ (4,497) $ (4,03) $ 290t $ (3,91¢) $ (1,01)
Tax-exempt 1,30¢ (34%) 95¢ 2,26( (423 1,837 1,917 (387) 1,53(
Interest bearing deposits (19 72 53 (72 2 (74) 107 (202) 5
Federal funds sold (247) 67 (180) 20€ a3 33 (1,147 (51¢) (1,659
Loans and leases 24,09¢ (6,87¢) 17,22: 12,047 (9,671 2,37¢ 4,76¢ (10,67 (5,909
TOTAL EARNING
ASSETS 26,79¢ (4,447 22,35 14,90¢ (14,76¢) 14C 8,551 (15,600 (7,049
LIABILITIES /
INTEREST
EXPENSE
Interest bearing deposits:
Savings 1,251 (159) 1,092 74¢€ (2,47%) (1,737 1,45¢ (6,789 (5,329
Time, $100,000 and
over 31€ (79) 237 60¢ (1,399 (785) (1,109 (2,617 (3,715
Other time deposits 4,52 (2,76¢€) 1,75¢ 3,01 (4,127%) (1,115 1,067 (6,412) (5,345
Short-term borrowings 503 242 74E 34z (63%) (293) (260) (2,695 (2,955
Other borrowings 2,75¢€ (64¢) 2,107 80¢ (88§ (80) 1,98 (927) 1,05¢
TOTAL INTEREST
BEARING
LIABILITIES 9,34¢ (3,419 5,931 5,517 (9,527) (4,005 3,141 (19,429 (16,289
NET INTEREST
INCOME $17,44¢ $ (1,03() $ 16,41¢ $ 9,38¢ $ (5,241) $ 4145 $ 541¢ $ 3,82¢ $ 9,24t

PROVISION FOR LOAN AND LEASE LOSSES

The allowance for loan and lease losses is estealithrough a provision charged to expense to gepwi Heartland’s opinion, an adequate
allowance for loan and lease losses. The provigibfoan losses during 2004 was $4.8 million corepao $4.2 million in 2003, an increase of
$663 thousand or 16%. The provision for loan loskeig 2003 was $4.2 million compared to $3.6 imnillduring 2002. The 2002 provision
was lower primarily as a result of a $685 thousaaubvery on a prior-year charge-off. E xclusiveha$ third quarter recovery in 2002, the
provision for loan losses decreased $55 thousadé&wduring 2003. T he adequacy of the allowancéofan and lease losses is determined by
management using factors that include the oveaatiposition of the loan portfolio, general econowonditions, types of loans, loan collateral
values, past loss experience, loan delinquenanespatential losses from identified substandardamuabtful credits. For additional details on
the specific factors considered, refer to theaaltaccounting policies and allowance for loan Eade losses sections of this report.

NONINTEREST INCOME
(Dollars in thousands)

For the years ended December 31, % Change

2004/ 2003/

2004 2003 2002 2003 2002

Service charges and fees $ 9,91¢ $ 6,207 $ 5,971 6C% 4%
Trust fees 4,96¢ 3,81« 3,407 3C% 12%
Brokerage commissions 1,10( 863 65¢ 27% 31%
Insurance commissions 757 70z 765 8% -8%
Securities gains, net 1,861 1,82: 79C 2% 131%
Gain (loss) on trading account securities 54 45% (59¢) 88% 17€%

Impairment loss on equity securities - (317 (267) 100(% -19%



Rental income on operating leases 13,78( 13,80" 14,60: 0% -5%

Gains on sale of loans 3,41(C 6,33¢ 4,65¢ -4€% 36%
Valuation adjustment on mortgage servicing rights 92 33¢ (469) 78% 172%
Other noninterest income 1,90C 2,511 1,12¢ -24% 12%

Total noninterest income $ 37,84: $ 36,54: $ 30,64t 4% 19%

The table shows Heartland’s noninterest incométferyears indicated. Total noninterest income fommtinuing operations increased $1.3
million or 4% during 2004 and $5.9 million or 19%rthg 2003. Exclusive of valuation adjustments artgage servicing rights and securities
gains and losses, including trading account seesfibsses and impairment losses on equity seesiritioninterest income experienced a $1.6
million or 5% increase in 2004 and a $3.1 millianl6% increase in 2003. Rocky Mountain Bank recdi®&.5 million in noninterest income
during its seven months of operations under thetiea umbrella of community banks. The two noniegt income categories reflecting
significant improvement during 2004 were servicargles and fees and trust fees, which were offsatdeguction in the gains on sale of loans.
During 2003, the noninterest income category réfigcsignificant improvement was gains on saleoafnls as Heartland experienced signific
growth in residential loan originations, which Higmd then sells into the secondary market.

Service charges and fees increased $3.7 milli&@0®s during 2004. Exclusive of the $683 thousandméed at Rocky Mountain Bank since
the acquisition date, service charges and feesased $3.0 million or 49%. Included in this catggare service fees collected on the mortgage
loans Heartland sold into the secondary marketlewktaining servicing. Heartland’s mortgage loarvicing portfolio grew from $539.1

million at December 31, 2003, to $575.2 milliorDeicember 31, 2004, generating additional mortgage ervicing fees of $260 thousand for
the year 2004, an increase of 23%. The most stgmifiimpact to service charges and fees was terfillion or 52% reduction during 2004
the amortization on the mortgage servicing rigistsoaiated with the mortgage loan servicing pofdiuring 2004, prepayment activity in the
portfolio caused by refinancing activity slowedsuking in a lower amortization rate. Service clegrgn deposit products are also included in
this category. Rocky Mountain Bank contributed $@8%@usand during its seven months of operatiorssagsidiary of Heartland to the service
charges on deposit products category. Also contriguo the improvement in service charges on digpogducts was an overdraft privilege
feature on our checking account product line thaulted in the generation of additional servicegbaevenue of approximately $563 thous
for the year 2004, an increase of 19%. Additionaligluded in the service charges and fees categerg fees generated by HTLF Capital
Corp., our investment banking subsidiary formetey of 2003, in the amount of $255 thousand dugig4 compared to $71 thousand du
2003.

Service charges and fees increased $230 thousat¥d during 2003. Service fees collected on Headttamortgage loan servicing portfolio
grew $318 thousand or 40% in 2003. Heartland'siseny portfolio grew from $395.1 million at year@2002 to $539.1 million at year-end
2003. Negatively impacting this service fee revewas the amortization on the mortgage servicingtsigssociated with the servicing
portfolio, which increased $979 thousand in 2083a aesult of increased prepayments in the postfdused by an increase in refinancing
activity due to the low interest rate environmexito contributing to the increase in service charged fees was the growth in fees collected
for the processing of activity on our automatetetahachines. Beginning in the summer of 2002 stiage of lowa began to allow financial
institutions to charge a fee for the use of auteeh&tller machines.

Trust fees increased $1.2 million or 30% during2@ad $407 thousand or 12% during 2003. The teiunts acquired from the Colonial
Trust Company on August 31, 2004, accounted fo®$#Adusand or 40% of the 2004 change. The remainorgases in both years were a
result of focused calling efforts.

Gains on sale of loans experienced a reductio2 & fillion or 46% during 2004, as refinancing wityi on residential mortgage loans
decreased from historically high levels during 208ains on sale of loans increased by $1.7 milinB6% for the year 2003. The volume of
mortgage loans sold into the secondary market du0903 resulted from the historically low rate enaiment. During low rate environments,
customers frequently elect to take fifteen- andyhyear, fixed-rate mortgage loans, which Headlasually elects to sell into the secondary
market.

Securities gains were $1.9 million, $1.8 milliordgi790 thousand during 2004, 2003 and 2002, respctNearly $1.0 million of the gains
during 2004 were recorded during the first quadites to the active management of our bond portfélfthe yield curve steepened, agency
securities nearing maturity were sold at a gainraptaced with a combination of like-term and lontgrm agency securities that provided
enhanced yields. Additionally, t he partial liquida of the available for sale equity securitiestfmdio resulted in $542 thousand of securities
gains during the first quarter of 2004. Managenaatted to liquidate a majority of this portfolindaredirect those funds its expansion efforts.
Heartland's interest rate forecast changed tdragriste bias on the long end of the yield curvarduthe first quarter of 2003, and therefore,
longer-term agency securities were sold at a gaghborten the portfolio. The proceeds were investedortgage-backed securities that were
projected to outperform the agency securitiesrisiag rate environment. Because of the steeprigdegield curve during the remaining
guarters of 2003 and the protection afforded, lofigiem bullet agency securities were purchased thighproceeds on the sale of shorter-term
agency securities.

The equity securities trading portfolio recordethgaf $54 thousand and $453 thousand during 2864803, respectively, compared to



losses of $598 thousand during 2002. The gaindamses recorded on this portfolio were generaliigcéive of the overall activity in the stock
market.

Impairment losses on equity securities deemed tther than temporary totaled $317 thousand d@da and $267 thousand during 2002. A
majority of these losses were related to the degtirmarket value on the common stock held in Headlts available for sale equity securities
portfolio on five companies during 2003 and thrempanies during 2002. Four of those stocks wersesyently sold during 2003 and thre:
the remaining stocks were sold during 2004. Theyoag value of the one remaining stock on Heartlamdlance sheet at December 31, 2004,
was $14 thousand. Additionally, during the firsagper of 2003, an impairment loss on equity sei@sriiotaling $20 thousand was recorded on
Heartland’s investment in a limited partnershipe Tair value of the remaining portion of Heartlamdivestment in this partnership at year-end
was $80 thousand.

The total valuation adjustment on mortgage sergicights resulted in reversals totaling $92 thodsduring 2004 and $338 thousand during
2003. During 2002, the total valuation adjustmentiortgage servicing rights was $469 thousand.vEhgation of Heartland’s mortgage
servicing rights improved during 2003 as a restithe upward movement in mortgage loan interestsrdtiring the third quarter. The valuation
of Heartland’s mortgage servicing rights declinedirnly 2002 as a result of the continuous drop imtgage loan interest rates. Heartland
utilizes the services of an independent third-psotgerform a valuation analysis of its serviciragtfolio each quarter. At December 31, 2004,
the remaining valuation allowance totaled $39 thods

Total other noninterest income was $1.9 million58illion and $1.1 million during the years 20@003 and 2002, respectively. During years
2004 and 2002, Dubuque Bank and Trust acquired®®@8wnership interest in two different limiteddiity companies that own certified
historic structures for which historic rehabilitatitax credits applied. Amortization of the investits in these limited liability companies were
recorded in the amount of $978 thousand during 20@4$533 thousand during 2003. Heartland purchadditional bank-owned life
insurance in the amount of $8.0 million during thizd quarter of 2001 and $10.0 million during $econd quarter of 2003. The increase ol
cash surrender value of Heartland’s bank-ownedrdsearance policies was $1.1 million in 2004 conegiato $1.2 million in 2003 and $847
thousand in 2002.

NONINTEREST EXPENSE
(Dollars in thousands)

For the years ended December 31, % Change
2004/ 2003/
2004 2003 2002 2003 2002
Salaries and employee benefits $ 39,44 $ 33,11 $ 28,57 19% 16%
Occupancy 4,97¢ 3,88( 3,17¢ 28% 22%
Furniture and equipment 5,32 4,11¢ 3,27: 29% 26%
Depreciation expense on equipment under
operating leases 11,36( 11,35 11,55¢ 0% -2%
Outside services 6,99t 4,69¢ 4,31¢ 49% 9%
FDIC deposit insurance assessment 241 21¢€ 20¢ 11% 4%
Advertising 2,65¢ 2,35¢ 1,917 13% 23%
Other intangibles amortization 764 404 49t 89% -18%
Other noninterest expenses 10,17¢ 7,56( 7,145 3504 695
Total noninterest expense $ 81,93¢ $ 67,69: $ 60,65¢ 21% 12%
Efficiency ratio* 70.7% 68.9% 68.02%

I Noninterest expense divided by the sum of netésteincome and noninterest income less securitysc

The table shows Heartlarsdhoninterest expense for the years indicated. iNer@st expense from continuing operations inck&dd.2 millior
or 21% in 2004 and $7.0 million or 12% in 2003. Esdve of the $6.7 million in noninterest expens®acky Mountain Bank during its seven
months of operations under the Heartland umbregtiayth in this category during 2004 was $7.5 millmr 11%. During 2004, the recognition
of the remaining unamortized issuance costs oftrtis¢ preferred securities redeemed also affectaéhterest expense. Growth in some of
these expenses began to escalate in 2003 as Hddrdgan to invest additional resources in growitiatives. Wisconsin Community Bank
opened an additional branch in the Madison, Wiscomgrket in March 2003 and a loan production effic Rockland, Massachusetts in
October 2004. HTLF Capital Corp. was formed in ARi03. Additionally, Arizona Bank & Trust was opeghin August 2003 and its second
branch was opened in May 2004.

Salaries and employee benefits, the largest conmparfi@oninterest expense, increased $6.3 millioh9846 for the year 2004 and $4.5 million



or 16% for the year 2003. At Rocky Mountain Barddasies and employee benefits totaled $3.5 miltlaring its first seven months as a
subsidiary of Heartland. In addition to staffingieases at the holding company to provide suppovices to the growing number of bank
subsidiaries, these increases were also attriteitatihe opening of the new locations previousiyntiomed and the acquisition of the Wealth
Management Group of Colonial Trust Company in Au@@94. Total full-time equivalent employees inaea from 606 at December 31,
2002, to 674 at December 31, 2003, and to 853 e¢mber 31, 2004. Of the 179 increase during 20D4 wlere full-time equivalent
employees at Rocky Mountain Bank and 13 were folketequivalent employees at the trust operatiogsieed from Colonial Trust Company.

Occupancy and furniture and equipment expensaygregate, increased $2.3 million or 29% during 280d $1.5 million or 24% during 20C
These increases were primarily the result of thpaagion efforts and the completion of Heartlantésesof-the-art operations center in
Dubuque, lowa. Rocky Mountain Bank was respondini&1.0 million or 44% of the change in 2004.

Fees for outside services increased $2.3 milliof986 during 2004 and $377 thousand or 9% durin@2B@artland will continue to
experience increases in fees for outside servie@sexpands its presence in new and existing niarRelditionally, Heartland periodically
elects to utilize outside vendors to provide newemnanced features to the products and serviceglprbto its customers. As an example,
during 2004, enhancements were made to the orbéinking and wire transfer service areas. Otheiifiignt factors contributing to the
increase in fees for outside services during 208revthe following:

*  Additional professional fees of $600 thousand viecerred in 2004 for services related to the immatation and compliance with
internal control provisions of the Sarbanes-Oxley éf 2002.

*  Rocky Mountain Bank recorded fees for outside sewiof $803 thousand during its first seven moagha subsidiary of Heartland.

*  Early in 2004, Heartland embarked upon the impleaten of Citrix technology across all its bank sigdiaries. Fees for services
related to this implementation were approximatel@%thousand.

Advertising expense, which includes public relasi@xpense, increased $304 thousand or 13% in po@darily as a result of the $232
thousand recorded at Rocky Mountain Bank sincadtpiisition by Heartland. The $437 thousand or 288ease in advertising expense in
2003 was primarily a result of the expansion effamiderway, particularly the opening of branchegl@sa, Arizona; Fitchburg, Wisconsin and
Santa Fe, New Mexico.

Other intangibles amortization increased $360 tandsor 89% primarily as a result of the acquisitdfRocky Mountain Bank.

Other noninterest expenses increased $2.6 millid@5% during 2004. Remaining unamortized issuaose @n the $25.0 million 9.60% trust
preferred securities redeemed on September 30, 2@@ded $959 thousand and were fully expenseihguhe third quarter of 2004. Rocky
Mountain Bank had other noninterest expenses of $6dusand during its seven months of operatiorstdsartland subsidiary. The following
types of expenses classified in the other noniaterepenses category that contributed to the 28 ase were supplies, telephone, software
maintenance, software amortization, schools, semiaad other staff expense. These expenses grawesslt of the expansion efforts
previously mentioned.

INCOME TAXES

Income tax expense decreased $200 thousand or 28 @004. Heartland’ effective tax rate was 28.2% for the year 200Amared to 31.59
for the year 2003. The reduced effective rate Wwagésult of federal historic rehabilitation taxdits of $675 thousand and state historic
rehabilitation tax credits of $843 thousand. Aduitlly, tax-exempt interest income went from 16%-tax income during 2003 to 18%
during 2004.

During 2003, income tax expense decreased $866@&nouor 10%. The discontinued operations and cblzae on sale of our Eau Claire
branch was responsible for $1.5 million of incorae ¢xpense during 2002. Income tax expense refateahtinuing operations increased $614
thousand or 8% during 2003, primarily as a reslibcreased pre-tax earnings on continuing opematibleartland’s effective tax rate was
31.5% for 2003 and 32.3% for 2002. Tax-exempt ggeincome was 16% of pre-tax income during 2008pared to 10% during 2002.

FINANCIAL CONDITION
LENDING ACTIVITIES

Heartland’s major source of income is interestaank and leases. The table below presents the sitiop@mf Heartland’s loan portfolio at the
end of the years indicated.

LOAN PORTFOLIO



December 31, 2004, 2003, 2002, 2001 and 2000
(Dollars in thousands)
2004 2003 2002 2001 2000

Amount % Amount % Amount % Amount % Amount %

Commercial and

commercial real

estate $1,162,10. 65.42% $ 860,55 64.9% $ 733,32: 63.4% $ 648,46( 59.91% $ 550,36t 53.5:%
Residential mortgage  212,84:  11.9¢ 148,37¢  11.1¢ 133,43" 11.5¢ 145,38:  13.4: 197,51. 19.2¢
Agricultural and

agricultural real

estate 217,86( 12.27 166,18: 12.5¢ 155,38 13.4¢ 145,37¢ 13.4: 133,61« 13.0(
Consumer 167,10¢ 9.41 136,60: 10.31 120,59: 10.4¢ 127,53¢ 11.7¢ 128,68t 12.52
Lease financing, net 16,28: 0.9z 13,62:  1.0¢ 12,30¢  1.07 1557C  1.4¢ 17,59C  1.71
Gross loans and

leases 1,776,19: 100.004 ¢7 305 33; 100.0(0p 1 15504 100.0(0p 1 082,320 100.005 1 027,761 100.0(o
Unearned discount (1,920 (1,83¢) (2,167 (3,45%) (3,397
Deferred loan fees (1,324 (947 (811 (639 (400
Total loans and leases 1,772,95: 1,322,54! 1,152,06! 1,078,23: 1,023,96!
Allowance for loan

and lease losses (24,979 (18,49() (16,097 (14,66() (13,597
Loans and |easesy net$l,747,98: $1,304,05' $l,135,97: $l,063,57: $l,010,37

The table below sets forth the remaining maturitigoan and lease category, including loans helcéle.

MATURITY AND RATE SENSITIVITY OF LOANS AND LEASES !
As of December 31, 2004
(Dollars in thousands)

Over 1 Year
Through 5 Years Over 5 Years
One Year Fixed Floating Fixed Floating
or Less Rate Rate Rate Rate Total
Commercial and commercial real estate $ 404,78t $ 35257 $ 271,58¢ $ 63,25¢ $ 92,97¢ $ 1,185,18
Residential mortgage 106,97¢ 38,70: 17,53¢ 29,51( 27,94( 220,66t
Agricultural and agricultural real estate 99,77 43,74¢ 31,47¢ 10,06¢ 32,79¢ 217,86(
Consumer 36,821 56,65 13,11« 10,25¢ 51,51« 168,36°
Lease financing, net 5,26 8,11z - 2,90¢ - 16,28¢

Total $ 65363 % 499,7%¢ $ 333,71 $ 115,99 $ 205,22: $ 1,808,35

1 Maturities based upon contractual de

Heartland experienced growth in total loans anddsaluring both 2004 and 2003. This growth was $4&illion or 34% in 2004 and $170.5
million or 15% in 2003Rocky Mountain Bank had total loans and lease266%® million as of December 31, 2004. Internakghg defined a
total loans and leases exclusive of Rocky MounBaink, was $184.5 million or 14% during 2004. Alltb& loan categories except for
agricultural and agricultural real estate and ldamecing experienced growth during 2004 whil¢ @f the loan categories experienced loan
growth during 2003 .

The largest growth occurred in commercial and consiakreal estate loans, which increased $301.8amibr 35% during 2004 and $127.2
million or 17% during 2003. Exclusive of the $154ndlion in commercial and commercial real estatans at Rocky Mountain Bank, this
category of the loan portfolio grew $147.5 million17% in 2004. As a result of continued callinfpes, all of the bank subsidiaries
experienced growth in this loan category durindhbaars.

Agricultural and agricultural real estate loansstanding experienced an increase of $51.7 millio8186 during 2004 and $10.8 million or 7%
during 2003. Exclusive of the $57.7 million agricuhl loans at Rocky Mountain Bank, this loan catggleclined $6.0 million or 4% during
2004, primarily as a result of payoffs on a fewgtacredits at the New Mexico Bank & Trust officeGlovis, New Mexico. A majority of the
growth during 2003 occurred at Dubuque Bank anagff@ompany, Heartland’s flagship bank in Dubugoed and at the New Mexico Bank
& Trust Clovis branch.



Residential mortgage loans experienced an increfe@4.5 million or 43% during 2004 and $14.9 noitlior 11% during 2003. Exclusive of
Rocky Mountain Banls residential mortgage loans totaling $39.6 milliinis loan category experienced an increase ofdd2dlion or 17%. £
majority of the growth in 2004 occurred in adjustatate mortgage and residential construction l@msrizona Bank & Trust, Wisconsin
Community Bank, Riverside Community Bank and NewxMe Bank & Trust as they expanded their mortgageling capabilities. We do not
anticipate continued growth in our residential gage loan portfolio, as many of the loans madeg@afly the 15- and 30-year fixed-rate
mortgage loans, are usually sold into the seconaamnket. Servicing is retained on a portion of éhlegns so that the Heartland bank
subsidiaries have an opportunity to continue priogidheir customers the excellent service they expkhe increase during 2003 was primarily
due to management’s election to retain a portiotnefl5-year fixed-rate mortgage loans in its owrtfplio.

Consumer loans increased $30.5 million or 22% du2i@04 and $16.0 million or 13% during 2003. Exslaf the $11.4 million consumer
loan portfolio at Rocky Mountain Bank, growth innsumer loans during 2004 was $19.0 million or 1®4xing both years, a majority of the
growth was in home equity lines of credit at a# theartland bank subsidiaries with the exceptioRigt Community Bank. Also contributing
to the growth in 2004 was Citizens Finance Co.chaxperienced an increase of $4.7 million or 28%si consumer loan portfolio. Heartland
has begun to pursue opportunities to expand iize2is Finance Co. subsidiary, as evidenced by #ee=@ber 2004 opening of an office in
Crystal Lake, Illinois.

Loans held for sale increased $6.5 million or 25%irdy 2004 and $2.5 million or 11% during 2003. Ro®Mountain Bank was responsible for
$2.4 million of the 2004 growth in loans held fales Activity in 15- and 30-year fixed-rate mortgdgans, which are usually sold into the
secondary market, made up a portion of the changaglboth years. The remainder of the growth amheld for sale was commercial and
commercial real estate loans at Wisconsin CommuButyk that were structured to meet the USDA and 8B4 guaranty program
requirements. Loan production offices, primarilgdged on this type of specialty lending, were opgdmeWisconsin Community Bank in
Minneapolis, Minnesota during the fall of 2003 andRockland, Massachusetts during the fall of 2004.

Although the risk of nonpayment for any reasontsxigith respect to all loans, specific risks argoagated with each type of loan. The primary
risks associated with commercial and agricultuwahk are the quality of the borrower’'s managemedtlae impact of national and regional
economic factors. Additionally, risks associatethveiommercial and agricultural real estate loackiohe fluctuating property values and
concentrations of loans in a specific type of esthte. Repayment on loans to individuals, inclgdimse on residential real estate, are
dependent on the borrower’s continuing financiab8gity, and thus are more likely to be affecteddolyerse personal circumstances and
deteriorating economic conditions. Heartland masiits loan concentrations and does not beliekiastadverse concentrations in any specific
industry.

Heartland’s strategy with respect to the managemietitese types of risks, whether loan demand &kveg strong, is to encourage the
Heartland banks to follow tested and prudent loglities and underwriting practices which includg¢gfanting loans on a sound and
collectible basis; (ii) ensuring that primary amtendary sources of repayment are adequate ioretatthe amount of the loan; (iii)
administering loan policies through a board of clives; (iv) developing and maintaining adequatesdiification of the loan portfolio as a
whole and of the loans within each loan categong; @) ensuring that each loan is properly docueeiaind, if appropriate, guaranteed by
government agencies and that insurance coveragiemuate.

NONPERFORMING LOANS AND LEASES AND
OTHER NONPERFORMING ASSETS

The table below sets forth the amounts of nonperifog loans and leases and other nonperformingsaesehe dates indicated.
NONPERFORMING ASSETS

December 31, 2004, 2003, 2002, 2001 and 2000
(Dollars in thousands)

2004 2003 2002 2001 2000

Nonaccrual loans and leas $ 9,83i $ 509: $ 3,94« $ 7,26¢ $ 5,86(
Loans and leases contractually past due 90 days or

more 88 45¢ 541 50C 52z
Restructured loans and leases - - - 354 357
Total nonperforming loans and leases 9,92¢ 5,55( 4,48F 8,12 6,74(
Other real estate 42¢ 59¢ 452 13C 48¢
Other repossessed assets 313 28t 27¢ 343 21¢
Total nonperforming assets $ 10,66 $ 6,43 $ 5,21¢ $ 8,59¢ $ 7,44¢
Nonperforming loans and leases to total loans

leases 0.5€% 0.41% 0.3% 0.7%% 0.6€%

Nonperforming assets to total loans and leases



repossessed property 0.6(% 0.4&% 0.45% 0.8(% 0.72%
Nonperforming assets to total ass 0.41% 0.32% 0.25% 0.52% 0.51%

Under Heartland’s internal loan review programoanl review officer is responsible for reviewinggsiig loans and leases, testing loan ratings
assigned by loan officers, identifying potentiabiplem loans and leases and monitoring the adeqfabye allowance for loan and lease losses
at the Heartland banks.

Heartland constantly monitors and continues to ldgveystems to oversee the quality of its loanfpbot One integral part is a loan rating
system, under which a rating is assigned to eaah dmd lease within the portfolio based on thedweer’s financial position, repayment abili
collateral position and repayment history. This bagis on quality is reflected in Heartland’s cregliglity figures, which compare favorably to
peer data in the BankHolding Company Performance Reports published byFéderal Reserve Board for bank holding companmitstotal
assets of $1 to $3 billion. In this report, thepgm@up reported nonperforming assets to totaltassd).56% and 0.62% for September 30, 2
and December 31, 2003, respectively. Heartlandissat December 31, 2004 and 2003, were 0.4199081%, respectively.

Nonperforming loans, defined as nonaccrual loaestructured loans and loans past due ninety day®og, were $9.9 million or .56% of tot
loans and leases at December 31, 2004, compafiGanillion or .41% of total loans and leases at&@nber 31, 2003. Exclusive of the $3.0
million in total nonperforming loans at Rocky Moaitt Bank, total nonperforming loans increased $ilon, due primarily to one large
credit in the Dubuque market. The increase dur@B2vas also isolated to a few credits. In botesasianagement felt these increases were
not an indication of a trend. Workout plans ar@riacess on a majority of Heartland’s nonperformoans and, because of the net realizable
value of collateral, guarantees and other factorcipated losses on these credits are expecteel toinimal.

ALLOWANCE FOR LOAN AND LEASE LOSSES

The process utilized by Heartland to estimate ttexjaacy of the allowance for loan and lease lossesnsidered a critical accounting practice
for Heartland. The allowance for loan and leassdegepresents managemsmstimate of identified and unidentified lossethmexisting loa
portfolio. For additional details on the specifacfors considered, refer to the critical accoungialicies section of this report.

The allowance for loan and lease losses increag&® 5 million or 35% during 2004 and $2.4 million15% during 2003. The acquisition of
Rocky Mountain Bank accounted for $4.2 million @26 of the 2004 increase. The allowance for loanlaaske losses at December 31, 2004,
was 1.41% of loans and 252% of nonperforming loaosipared to 1.40% of loans and 333% of nonperfogrtoans at year-end 2003. A
portion of the growth in the allowance for loan dedse losses occurred as a result of the expaosibe loan portfolio during both years,
particularly in the more complex commercial loategary and in the new markets Heartland enterehich Heartland had little or no
previous lending experience.

The amount of net charge-offs recorded by Heartlaasl $2.6 million during 2004 and $1.8 million cgi2003. As a percentage of average
loans and leases, net charge-offs were .16% d@ffg and .14% during 2003. The charge-offs durid@4Zncluded one large credit in the
Albuguerque market. Citizens Finance Co., Heartlaodnsumer finance subsidiary, experienced negebaffs of $789 thousand or 30% of
total net charge-offs during 2004 compared to $8@8sand or 45% of total net charge-offs during00et losses as a percentage of average
gross loans at Citizens improved to 3.44% for 26@#pared to 3.69% for 2003 and 5.17% for 2002. kagith payments past due for more
than thirty days at Citizens also improved durif@§£2 decreasing to 4.09% from 4.82% of gross loagsar-end 2003 and 5.27% of gross
loans at year-end 2002.

The table below summarizes activity in the allowafar loan and lease losses for the years indicatelliding amounts of loans and leases
charged off, amounts of recoveries, additions éoaltowance charged to income, additions relatexttpisitions and the ratio of net charge-
offs to average loans and leases outstanding.

ANALYSIS OF ALLOWANCE FOR LOAN AND LEASE LOSSES
December 31, 2004, 2003, 2002, 2001 and 2000
(Dollars in thousands)

2004 2003 2002 2001 2000

Allowance at beginning of year $ 18,49 $ 16,090 $  14,66( $ 13,59 $ 10,84«
Charge-offs:

Commercial and commercial real estate 1,73¢ 49¢ 79t 1,477 407

Residential mortgage 104 10¢ 38 32 54

Agricultural and agricultural real estate 78 6 27¢ 462 58C

Consumer 1,69¢ 1,77¢ 2,08t 1,78t 1,23¢

Lease financing - - 6 - -

Total charge-offs 3,617 2,392 3,20z 3,75 2,28(




Recoveries:

Commercial and commercial real estate 34k 112 83€ 79 97
Residential mortgage 35 2 8 - 4
Agricultural and agricultural real estate 18¢€ 29 177 10¢€ 17¢€
Consumer 437 46t 38¢ 35k 30¢
Lease financing - - - - -
Total recoveries 1,00t 60¢ 1,41C 54z 58t
Net charg-offs * 2,612 1,78¢ 1,79: 3,21¢ 1,69t
Provision for loan and lease losses from continuing
operations 4,84¢ 4,18: 3,55: 4,25¢ 2,97¢
Provision for loan and lease losses from discometinu
operations - - (329 25 32t
Additions related to acquisitions 4,24¢ - - - 1,142
Allowance at end of year $ 24,97 $ 18,49 $ 16,09. $ 1466( $ 13,50
Net charg-offs to average loans and leases 0.1€, 0.14yy 0.1€, 0.3y, 0.17g

1 Includes net charge-offs at Citizens Finance, Headts consumer finance company, of $789 for 28308 for 2003; $1,182 for 2002;
$1,043 for 2001 and $614 for 2000.

The table below shows Heartland’s allocation ofahewance for loan and lease losses by typesarfd@nd leases and the amount of
unallocated reserves.

ALLOCATION OF ALLOWANCE FOR LOAN AND LEASE LOSSES
December 31, 2004, 2003, 2002, 2001, and 2000
(Dollars in thousands)

2004 2003 2002 2001 2000
Loan / Loan / Loan / Loan / Loan /
Lease Lease Lease Lease Lease

Categon Categon Category Category Category
to Gross to Gross to Gross to Gross to Gross
Loans & Loans & Loans & Loans & Loans &

Amount Leases Amount Leases Amount Leases Amount Leases Amount Leases

Commercial and
commercial real estate $ 15,46 65.42% $ 9,77¢ 64.9% $ 8,406 63.4% $ 7,532 5991% $ 7,32¢ 53.5:%

Residential mortgage 1,357 11.9¢ 1,22¢  11.1¢ 1,32¢  11.5¢ 1,19: 13.4: 1,00¢ 19.27
Agricultural and

agricultural real estate 2,857 12.27 2,92¢ 12.5¢ 2,23¢  13.4¢ 2,214 13.4¢ 2,377 13.0C
Consumer 2,19( 9.41 2,351 10.31 2,08: 10.4< 2,00¢ 11.7¢ 1,74:  12.5Z
Lease financing 10z 0.9z 121 1.0z 14C 1.07 162 1.44 10€ 1.71
Unallocated 3,00¢: 2,097 1,89: 1,54¢ 1,03¢

Total allowance for loan
and |ease |osses $ 24,97: $ 18,49( $ 16,09: $ 14,66( $ 13,59:

SECURITIES

The composition of Heartland's securities portfidionanaged to maximize the return on the portfatidle considering the impact it has on
Heartland’s asset/liability position and liquiditgeds. Securities represented 21% of total assgtaeend 2004 and 22% of total assets at
yeaend 2003.

As the yield curve steepened during the first qarasf 2004, U.S. government agency securities ngamaturity were sold at a gain and
replaced with a combination of like-term and lontggm agency securities that provided enhancedyiélso during the first quarter of 2004,
a partial liguidation of the available for sale &gsecurities portfolio was initiated as manageteacted to use the proceeds to fund
acquisitions and its internal expansion effortscl8oMountain Bank’s securities portfolio at DecemBg, 2004, totaled $61.8 million, of
which $16.6 million was in U.S. government agenegwsities, $32.6 million in mortgage-backed se@sitind $9.4 million in municipal
securities. Exclusive of these securities, therg avahift in the portfolio from mortgage-backedwsées into municipal securities during 2004,
particularly during the third quarter when a leygratrategy was implemented that included the @selof $30.0 million in securities.



During 2003, management purchased longer-term ripatisecurities to take advantage of the unussdigp slope in the yield curve and the
spread of the tax-equivalent yield on municipalsiies over the yield on agency securities with $ame maturities. Additional paydowns
received on mortgage-backed securities were reglaith short-term U.S. government agency securéies municipal securities. Also to
improve net interest margin, management electeddoce its fed funds and money market instrumenggipn and invest in short-term U.S.
treasury and government agency securities.

The tables below present the composition and megsiof the securities portfolio by major categohil.of our U.S. government corporations
and agencies securities and a majority of our nagegbacked securities are issuances of governmensgred enterprises.

SECURITIES PORTFOLIO COMPOSITION
December 31, 2004, 2003 and 2002
(Dollars in thousands)

2004 2003 2002
% of % of % of

Amount Portfolio Amount Portfolio Amount Portfolio
U.S. government corporations and agencies $ 219,67( 39.7% $ 182,93¢ 405% $ 101,33¢ 25.9%%
Mortgage-backed securities 164,58( 29.7¢ 151,23¢ 33.5¢ 187,31¢ 48.0¢
States and political subdivisions 123,62 22.3¢ 93,21( 20.6¢ 71,39 18.31
Other securities 44,88¢ 8.1z 23,30:¢ 5.17 29,85: 7.6€
Total $ 552,76 100.006 $ 450,68( 100.0% $ 389,90( 100.0%
SECURITIES PORTFOLIO MATURITIES
December 31, 2004
(Dollars in thousands)

After One But After Five But
Within One Year Within Five Years  Within Ten Years After Ten Years Total

Amount Yield Amount Yield Amount Yield Amount Yield Amount Yield

U.S. government
corporations and

agencies $ 34,98( 2.4% $178,52! 3.2¢% $ 6,16 461% $ - 0.0(% $219,67! 3.2(%
Mortgage-backed

securities 46,14: 4.3¢ 95,15! 3.4t 22,79: 4.5 494 8.5¢ 164,58 3.8¢
States and political

subdivision« 2,70¢ 5.24 21,01« 5.42 53,91« 6.37 45,99: 7.1C 123,62 6.4t
Other securities 15,98 2.01 2,22 3.6¢€ - - 18,21« 2.21
Total $ 99,81« 3.3, ¢296,91° 3.47, ¢ 82,87 5.7%, ¢ 46,48¢ 712, ¢ 526,08t 4. 14y,

1 Rates on obligations of states and political suisiins have been adjusted to tax equivalent yigdilsg a 34% tax.
DEPOSITS AND BORROWED FUNDS

Total average deposits experienced an increasg4®.$ million or 25% during 2004 and $153.1 million12% during 2003. Exclusive of
$170.5 million attributable to deposits at Rockywitain Bank, growth in average deposits during 2084 $177.8 million or 13%. Increases
in total deposits occurred at all of the bank sdiasies during 2004. First Community Bank was thiy/dank not experiencing deposit growth
during 2003.

The deposit category to experience the biggesepéage increase during 2004 was demand, with emiadtgrowth of $45.6 million or 22%,
exclusive of the $27.8 million attributable to derdaleposits at Rocky Mountain Bank. The banks aé&peing the most significant growth in
demand deposits were New Mexico Bank & Trust, DuteuBank and Trust Company, Wisconsin Community Bamk Arizona Bank & Trus
The savings deposit category experienced the higipdlar growth internally at $76.4 million or 14%hen excluding the $62.4 million
attributable to savings deposits at Rocky MounBank. In addition to Galena State Bank and Trush@any, the same four banks were
responsible for the majority of this growth in says deposits. The time deposit category experieangdcrease of $55.6 million or 8% when
excluding the $80.3 million attributable to timepdsits at Rocky Mountain Bank. The issuance of ére# deposits comprised $46.3 millior
83% of this increase. At December 31, 2004, tatakéred deposits outstanding at Heartland’s babkidiaries was $141.1 million.

All of the deposit categories experienced an insgeduring 2003. Average demand deposit balances$#6.5 million or 25% with growth



occurring at all of the banks, with the most sigr@ifit occurring at Dubuque Bank and Trust Compantyew Mexico Bank & Trust. Average
savings deposit account balances grew by $43.8mitlr 9%, primarily in the money market productiered by all of the bank subsidiaries.
Average certificate of deposit account balancew dng $69.3 million or 12% during 2003, particuladyRiverside Community Bank and
Wisconsin Community Bank as special promotions veereducted to build presence and to increase awssdn these markets. As long-term
rates continued at all-time lows, efforts were foed at attracting customers into certificates plodé with a maturity exceeding two years.

The table below sets forth the distribution of Hieend’s average deposit account balances and #rag® interest rates paid on each category
of deposits for the years indicated.

AVERAGE DEPOSITS
For the years ended December 31, 2004, 2003 artl 200
(Dollars in thousands)

2004 2003 2002
Percent Average Percent Average Percent Average
Average of Interest  Average of Interest  Average of Interest
Deposits  Deposits  Rate Deposits  Deposits  Rate Deposits  Deposits  Rate
Demand deposits $ 278/43. 158% 0.0% $ 204,81: 145% 0.0(% $ 164,28( 13.12%  0.0(%
Savings 670,75¢ 38.2f 0.8¢ 532,02: 37.8¢ 0.9C 488,75¢  39.0¢ 1.37
Time deposits less than
$100,000 651,61: 37.1¢ 3.2Z 527,62° 37.5t 3.65 474,81 37.9: 4.41
Time deposits of $100,000
or
more 152,78 8.71 2.5¢ 140,83« 10.0Z 2.64 124,32! 9.9:2 3.62
Total deposits $ 1,753,58! 100.0(% $ 1,405,291 100.0% $ 1,252,17. 100.0(%

The following table sets forth the amount and mt&g of time deposits of $100,000 or more at Deloen81, 2004.

TIME DEPOSITS $100,000 AND OVER
(Dollars in thousands)
December 31, 20(

3 months or less $ 25,27
Over 3 months through 6 months 23,60t
Over 6 months through 12 months 41,43:
Over 12 months 72,25¢

$ 162,56!

Short-term borrowings generally include federaldsipurchased, treasury tax and loan note optiecsyisies sold under agreement to
repurchase and shadgrm FHLB advances. These funding alternativesitiliged in varying degrees depending on theiripgand availability
At year-end 2004, short-term borrowings had inaedab54.6 million or 31%, of which $29.5 million 4% of the change was borrowings at
Rocky Mountain Bank. At year-end 2003, short-temnrbwings had increased $15.5 million or 10% froearsend 2002.

All of the bank subsidiaries provide repurchasesagrents to their customer as a cash managemenswedping excess funds from demand
deposit accounts into these agreements. This sofifoeding does not increase the bank’s resergairements, nor does it create an expense
relating to FDIC premiums on deposits. Although délggregate balance of repurchase agreements ecstdbjvariation, the account
relationships represented by these balances aregally local. Exclusive of $9.9 million at Rockountain Bank, r epurchase agreement
balances increased $46.8 million or 41% during 2@0¢hajority of this increase was the result of terge municipal account at New Mexico
Bank & Trust of which a large portion of the balanill be dispersed throughout the first six morth2005. Additionally, as short-term
interest rates rose during the year, some repuechgiement customers returned a portion of tiegiosit balances to this more liquid product
from longer-term higher-yielding products. Durin@d8, repurchase agreement balances had increa3&3irillion or 14% due primarily to

the same municipality at New Mexico Bank & Trust.

Also included in short-term borrowings are the drides Heartland entered into with two unaffigdtbanks. On January 31, 2004, Heartland
entered into a credit agreement with the two uhafid banks with which we already had an existing of credit, and an additional
unaffiliated bank, to replace the existing revotyoredit lines as well as to increase availabilitgler a revolving credit line. Under the new
revolving credit line, Heartland may borrow up @0$0 million. The previous credit line provided tgp$50.0 million. The additional $20.0
million credit line was established primarily toopide working capital to the nonbanking subsidisuaad replace similasized lines currently
place at those subsidiaries. At December 31, 28@dtal of $43.0 million was outstanding on thesglit lines compared to $25.0 million at
December 31, 2003. Additional borrowings were neatieing the third quarter of 2004 to facilitate tiedemption of $25.0 million in trust



preferred securities.

The following table reflects short-term borrowingdjich in the aggregate have average balancesgitiminperiod greater than 30% of
stockholders' equity at the end of the period.

SHORT-TERM BORROWINGS
(Dollars in thousands)
As of or for the years ended
December 31,

2004 2003 2002
Balance at end of period $ 231,47" $ 176,83! $ 161,37¢
Maximum month-end amount outstanding 231,47: 176,83! 161,37¢
Average month-end amount outstanding 187,04t 151,03 140,28:
Weighted average interest rate at year-end 1.88% 1.36% 1.59%
Weighted average interest rate for the year 1.67% 1.54% 1.96%

Other borrowings include all debt arrangements Hbaadt and its subsidiaries have entered into withireal maturities that extend beyond one
year. These borrowings were $196.2 million at Ddeen31, 2004, compared to $174.0 million on Decarmdlie 2003. Balances outstanding
trust preferred capital securities issued by Haadlare included in total other borrowings. On 8eftiter 30, 2004, $25.0 million 9.60% trust
preferred capital securities, originally issued 899, were redeemed. On March 17, 2004, Heartlampketed an additional issuance of $25.0
million in variable rate cumulative capital secigdt This variable rate issuance matures on Mar¢l2Q34, and bears interest at the rate of
2.75% per annum over the three-month LIBOR rateaéulated each quarter. As a result of the Rddkyntain Bancorporation acquisition,
Heartland assumed the outstanding obligation od #tilion of trust preferred capital securities ométg on September 7, 2030. A schedule of
the Heartland’s trust preferred offerings outstagdis of December 31, 2004, is as follows:

Amount Issuance Interest Maturity Callable
Issued Date Rate Date Date

$ 5,000,00! 08/07/00 10.60% 09/07/30 09/07/10
8,000,00! 12/18/01 Variable 12/18/31 12/18/06
5,000,00! 06/27/02 Variable 06/30/32 06/30/07
20,000,00 10/10/03 8.25% 10/10/33 10/10/08
25,000,00 03/17/04 Variable 03/17/34 03/17/09

$ 63,000,00

Also in other borrowings are the bank subsidiarEstowings from the FHLB. All of the Heartland b&nown stock in the FHLB of Des
Moines, Chicago, Dallas, Seattle or San Francisgabling them to borrow funds from their respecktH_B for short- or long-term purposes
under a variety of programs. Total FHLB borrowirg$123.5 million at December 31, 2004, had incede®22.0 million or 22% from $101.5
million at year-end 2003. Of this increase, $19illion was attributable to Rocky Mountain Bank. Beeadvances, the majority of which are
fixed-rate advances with original terms betweepdhand five years, were used to fund a portiohefiked-rate commercial and residential
loan growth experienced.




The following table summarizes significant conttedtobligations and other commitments as of Decerhe2004:

(Dollars in thousands)
Payments Due By Period

Less than One Oneto Three Three to Five More than Five

Total Year Years Years Years
Contractual obligations:
Long-term debt obligations $ 196,190 $ 36,92t $ 58,847 $ 22,15¢ $ 78,26"
Operating lease obligations 4,37 963 1,401 872 1,141
Purchase obligations 4,67 2,64( 1,60¢ 431 -
Other long-term liabilities 3,19¢ 1,16( 1,16(C - 87:
Total contractual obligations $ 20844 $ 41,68¢ $ 63,01 $ 23,45¢ $ 80,27¢
Other commitments:
Lines of credit $ 51353 $ 353,02° $ 49,197 $ 17,70C $ 93,60¢
Standby letters of credit 19,23: 14,08¢ 23¢ 2,94 1,96:
Total other commitments $ 532,76. % 367,11: $ 49,43 $ 20,647 $ 95,56¢

CAPITAL RESOURCES

Heartland’s risk-based capital ratios, which takte iaccount the different credit risks among bawissets, met all capital adequacy
requirements over the past three years. Tier I@atrisk-based capital ratios were 9.23% and 2%.8respectively, on December 31, 2004,
compared to 10.29% and 12.42%, respectively, oreber 31, 2003, and 10.65% and 11.86%, respectiorlidecember 31, 2002. At
December 31, 2004, Heartland’s leverage ratiordtie of Tier 1 capital to total average assetss W&6% compared to 8.07% and 8.24% at
December 31, 2003 and 2002, respectively. Heartaadts bank subsidiaries have been, and willinaatto be, managed so they meet the
well-capitalized requirements under the regulafomynework for prompt corrective action. To be catgzed as well capitalized under the
regulatory framework, bank holding companies antkbanust maintain minimum total risk-based, Tieisk-based and Tier 1 leverage ratios
of 10%, 6% and 4%, respectively. The most recetification from the FDIC categorized Heartland aath of its bank subsidiaries as well
capitalized under the regulatory framework for ppprrorrective action. There are no conditions @ras since that notification that
management believes have changed each institutatégory.

Heartland’s capital ratios are detailed in theeadi@low.

RISK-BASED CAPITAL RATIOS !
(Dollars in thousands)

2004 2003 2002
Amount Ratio Amount Ratio Amount Ratio

Capital Ratios:

Tier 1 capital $ 187,42 92% $ 158,34t 10.2% $ 141,91¢ 10.65%
Tier 1 capital minimum requirement 81,25 4.0(% 61,53¢ 4.0(% 53,29¢ 4.0(%
Excess $ 106,17: 52% $ 96,81( 6.2% $ 88,62( 6.65%
Total capital $ 219,83¢ 108% $ 191,06( 124%  $ 158,01( 11.86%
Total capital minimum requirement 162,50: 8.0(% 123,07: 8.0(% 106,59¢ 8.0(%
Excess $ 57,33¢ 28% $ 67,98t¢ 442%  $ 51,41« 3.8€%
Total risk-adjusted assets $ 2,031,28! $ 1,538,401 $ 1,332,45

1 Based on the risk-based capital guidelines of ¢éderfal Reserve, a bank holding company is requiredaintain a Tier 1 to risk-adjusted
assets ratio of 4.00% and total capital to riskiatdjd assets ratio of 8.00%

LEVERAGE RATIOS *
(Dollars in thousands)
December 31,

2004 2003 2002
Amount Ratio Amount Ratio Amount Ratio

Capital Ratios:



Tier 1 capital $ 187,42: 72t% % 158,34t 8.0 % 141,91¢ 8.24%

Tier 1 capital minimum requiremeft 103,16 4.0(% 78,46¢ 4.0(% 68,88 4.0(%
Excess $ 84,26( 320 $ 79,88: 401% $ 73,03t 4.24%
Average adjusted assets $ 2,580,62 $ 1,961,58 $ 1,722,07

1 The leverage ratio is defined as the ratio of Tieapital to average total assets.
2 Management of Heartland has established a mininauget leverage ratio of 4.00%. Based on Federai®eguidelines, a bank holding
company generally is required to maintain a levenagio of 3.00% plus an additional cushion ofeaist 100 basis points.

Commitments for capital expenditures are an immfiactor in evaluating capital adequacy. In Februd 2003, Heartland entered into an
agreement with a group of Arizona business leatbeestablish a new bank in Mesa. The new bank begarations on August 18, 2003.
Heartland’s investment in Arizona Bank & Trust vid<.0 million, which currently reflects an ownerslpiercentage of 86%. All minority
stockholders have entered into a stock transfereggent that imposes certain restrictions on thestor's sale, transfer or other disposition of
their shares and requires Heartland to repurclmesshares from the investor in 2008. See footwatéve to the consolidated financial
statements for additional information on this oatign.

Heartland had an incentive compensation agreemigmicertain employees of one of our bank subsidg&mone of whom is an executive
officer of Heartland, that required a total paymein$3.5 million to be made no later than Februz®y2004, to those who remained employed
with the subsidiary on December 31, 2003. Additipn@ach employee is bound by a confidentialitd aon-competition agreement. On
January 15, 2004, one-third of the payment was nradash and the remaining two-thirds in stockaudion Heartland’s common stock,
exercisable in 2005 and 2006. The obligation wasustl over the performance period from Januar@02to December 31, 2003.

On March 17, 2004, Heartland completed an offeah§25.0 million of variable rate cumulative tryseferred securities representing
undivided beneficial interests in Heartland FinahStatutory Trust IV. The proceeds from the ofigrivere used by the trust to purchase ju
subordinated debentures from Heartland. The pracedtlbe used for general corporate purposesudinl future acquisitions or the
retirement of debt. Interest is payable quartenyMarch 17, June 17, September 17 and Decembefréath year. The debentures will mature
and the trust preferred securities must be redeemédarch 17, 2034. Heartland has the option totehdhe maturity date to a date not earlier
than March 17, 2009. For regulatory purposes, $a8llfon qualified as Tier 1 capital and the remiam$5.5 million qualified as Tier 2 capital
on December 31, 2004.

During 2005, we plan to continue the expansionufexisting banks. In the West, we plan to add fmanch locations in the
Albuquerque/Santa Fe corridor under the New Barkr&t umbrella, three branch locations in the Eastalley of the Phoenix area under
Arizona Bank & Trust umbrella and three branch tmoss in the state of Montana under the Rocky MaimBank franchise. Additionally, in
the Midwest, we plan to add one branch locatiokladison, Wisconsin under the Wisconsin CommunitypiBfranchise and one branch
location in the Rockford, lllinois market under tReverside Community Bank umbrella. The additiomadre branches in the West is consis
with our long-range goal to have at least 50% ofamsets in this fast growing region of the Unidtes. Currently, our presence in the West
comprises 36% of Heartland’s banking assets. Gekdted to the construction of these facilities amécipated to be approximately $20 million
in the aggregate. A majority of these projects wilt be completed until the last half of the year.

Heartland continues to explore opportunities toaexpits umbrella of independent community banksugh mergers and acquisitions as well
asde novaand branching opportunities. Future expenditurkding to expansion efforts, in addition to thoderitified above, are not estimable
at this time.

LIQUIDITY

Liquidity refers to Heartland’s ability to maintaéncash flow, which is adequate to meet maturirdigations and existing commitments, to
withstand fluctuations in deposit levels, to furgboations and to provide for customers’ credit sedthe liquidity of Heartland principally
depends on cash flows from operating activitiegegtment in and maturity of assets, changes imbataof deposits and borrowings and its
ability to borrow funds in the money or capital fets.

Net cash outflows from investing activities weré632 million during 2004, $276.1 million during 20@nd $158.0 million during 2002. Ov
half the growth in cash outflows from investingieities during 2003 resulted from the significao&ih growth experienced. Additionally, net
cash outflows from investing activities during 2088re affected by the $10.0 million purchase ofidawned life insurance.

Net cash provided by financing activities was $224illion during 2004, $206.9 million during 2008ca$116.5 million during 2002. Tt
increase in net cash provided by financing acésitiuring 2004 was primarily the result of growthime deposits and short-term borrowings,
which was partially offset by repayments of otherrbwings including the $25.0 million redemptiontoist preferred securities. During 2003,
the increase in net cash provided by financingvaies was primarily a result of growth in deposttse issuance of capital securities and the
acquisition of long-term advances from the FHLB.



Total cash inflows from operating activities we@9$ million during 2004, $40.1 million during 2088d $48.9 million during 2002. Activity
in loans originated for sale was the primary faatathe change in net cash provided by operatitigiies during 2003.

Management of investing and financing activities] anarket conditions, determine the level and thbilty of net interest cash flows.
Management attempts to mitigate the impact of chamg market interest rates to the extent possibl¢hat balance sheet growth is the
principal determinant of growth in net interesttcéisws.

Heartland’s shorterm borrowing balances are dependent on commexastl management and smaller correspondent bartlonships and, ¢
such, will normally fluctuate. Heartland believegse balances, on average, to be stable sourb@sdsf however, it intends to rely on deposit
growth and additional FHLB borrowings in the future

In the event of short-term liquidity needs, thelbanbsidiaries may purchase federal funds from e#toér or from correspondent banks and
may also borrow from the Federal Reserve Bank. #atdilly, the subsidiary banks' FHLB membershipsgghem the ability to borrow funds
for short- and long-term purposes under a variégrograms.

At December 31, 2004, Heartland’s revolving crediteement with third-party banks provided a maxinfiorrowing capacity of $70.0
million, of which $43.0 million had been borrowed portion of these lines provide funding for theeogtions of Citizens and ULTEA. At
December 31, 2004, the borrowings on these line€itizens and ULTEA were $11.5 million and $12.8lion, respectively. The revolving
credit agreement contains specific covenants wlaictgng other things, limit dividend payments arglriet the sale of assets by Heartland
under certain circumstances. Also contained withéthagreement are certain financial covenants,diiet) the maintenance by Heartland of a
maximum nonperforming assets to total loans ratimjmum return on average assets ratio and maxifomeied debt to total equity capital
ratio. In addition, Heartland and each of its banksidiaries must remain well capitalized, as @efifrom time to time by the federal banking
regulators. At December 31, 2004, Heartland wampliance with the covenants contained in theiteggteement.

The ability of Heartland to pay dividends to itsedtholders is partially dependent upon dividendd pg its subsidiaries. The Heartland banks
are subject to certain statutory and regulatortrict®ns on the amount they may pay in dividerds maintain acceptable capital ratios in the
Heartland banks, certain portions of their retaiaathings are not available for the payment ofddinids. Additionally, as described above,
Heartland’s revolving credit agreement requireshmank subsidiaries to remain well capitalized. Retd earnings that could be available for
the payment of dividends to Heartland totaled appnately $25.9 million as of December 31, 2004, emithe capital requirements to remain
well capitalized.

EFFECTS OF INFLATION

Consolidated financial data included in this refa$ been prepared in accordance with accountingiples generally accepted in the United
States of America. Presently, these principlesireqeporting of financial position and operatirgults in terms of historical dollars, except
available for sale securities, trading securitied derivative instruments, which require reportitdair value. Changes in the relative value of
money due to inflation or recession are generaillyconsidered.

In management’s opinion, changes in interest rafflest the financial condition of a financial irtstion to a far greater degree than changes in
the inflation rate. While interest rates are greatfluenced by changes in the inflation rate, tdeynot change at the same rate or in the same
magnitude as the inflation rate. Rather, interat volatility is based on changes in the expexdeiof inflation, as well as on changes in
monetary and fiscal policies. A financial instituiis ability to be relatively unaffected by changeterest rates is a good indicator of its
capability to perform in today’s volatile econongiocvironment. Heartland seeks to insulate itselihfinterest rate volatility by ensuring that
rate-sensitive assets and rate-sensitive lialslitsspond to changes in interest rates in a sitiifer frame and to a similar degree.

ITEM 7A.
QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Market risk is the risk of loss arising from adwvechanges in market prices and rates. Heartlanafkenrisk is comprised primarily of interest
rate risk resulting from its core banking acti\stief lending and deposit gathering. Interest ristemeasures the impact on earnings from
changes in interest rates and the effect on cufaémmarket values of Heartland’s assets, ligb#itand off-balance sheet contracts. The
objective is to measure this risk and manage thenba sheet to avoid unacceptable potential fon@eic loss.

Heartland management continually develops and epptirategies to mitigate market risk. Exposumaoket risk is reviewed on a regular b
by the asset/liability committees at the banks amnda consolidated basis, by the Heartland managete®m and board of directors. Darling
Consulting Group, Inc. has been engaged to prasdet/liability management position assessmenstategy formulation services to

Heartland and its bank subsidiaries. At least guigrta detailed review of Heartland’s and eacthefbank subsidiaries’ balance sheet risk



profile is performed. Included in these reviewsiaterest rate sensitivity analyses, which simutdtanges in net interest income in response to
various interest rate scenarios. This analysisidens current portfolio rates, existing maturitie=pricing opportunities and market interest
rates, in addition to prepayments and growth uddérent interest rate assumptions. Selectedegras are modeled prior to implementatio
determine their effect on Heartland's interest régk profile and net interest income. Through tise of these tools, Heartland has determined
that the balance sheet is structured such thaigesain net interest margin in response to changiggarest rates would be minimal, all other
factors being held constant. Management does tietvbehat Heartland’s primary market risk exposured how those exposures were
managed in 2004 have materially changed when cadgar2003.

Derivative financial instruments include futuresifards, interest rate swaps, option contractsoginer financial instruments with similar
characteristics. Heartland’s use of derivativeritial instruments relates to the management ofiskethat changes in interest rates will affect
its future interest payments. Heartland utilizesraerest rate swap contract to effectively conegportion of its variable rate interest rate debt
to fixed interest rate debt. Under the interest satap contract, Heartland agrees to pay an aneguat to a fixed rate of interest times a
notional principal amount, and to receive in retamamount equal to a specified variable rate tef@st times the same notional principal
amount. The notional amounts are not exchangegawents under the interest rate swap contraghade monthly. Heartland is exposed to
credit-related losses in the event of nonperforradncthe counterparty to the swap contract, whechleen minimized by entering into the
contract with a large, stable financial institutiéxs of December 31, 2004, Heartland had an inteads swap contract to pay a fixed rate of
interest and receive a variable rate of interest2mO0 million of indebtedness. This contract eapion November 1, 2006. The fair market
value of the interest rate swap contract was reszbes a liability in the amount of $566 thousandfd3ecember 31, 2004.

Heartland does enter into financial instrumentwitf balance sheet risk in the normal course airess to meet the financing needs of its
customers. These financial instruments include citments to extend credit and standby letters oficr&hese instruments involve, to varyi
degrees, elements of credit and interest ratdamiskcess of the amount recognized in the congalitlbalance sheets. Commitments to extend
credit are agreements to lend to a customer asdsrtigere is no violation of any condition estdi#i in the contract. Commitments generally
have fixed expiration dates and may require caidtieom the borrower. Standby letters of credd eonditional commitments issued by
Heartland to guarantee the performance of a custtmeethird party up to a stated amount and witkctfied terms and conditions. These
commitments to extend credit and standby lettexsedit are not recorded on the balance sheetthetihstrument is exercised.




The table below summarizes the scheduled matunfiezarket risk sensitive assets and liabilitie®BBecember 31, 2004.

HEARTLAND FINANCIAL USA, INC.

Quantitative and Qualitative Disclosures about Marlet Risk
Table of Market Risk Sensitive Instruments

December 31, 2004 (Dollars in thousands)

Average
Interest Estimated
MATURING IN: 2005 2006 2007 2008 2009 Thereafte TOTAL Rate  Fair Value
ASSETS
Fed funds sold and other short-term
investments $ 483 % -$ -$ -$ -$ -$ 4830 421% $ 4,83
Time deposits in other financial
institutions 1,17¢ - - - - - 1,17¢ 6.67 1,17¢
Trading - - - - - 521 521 - 521
Securities 99,81+ 74,25( 78,11¢ 89,57 54,98: 156,03. 552,76 4.14 552,76
Loans and leasev:
Fixed rate loans 249,04! 164,14 135,30¢ 114,80( 85,54( 115,99( 864,83. 6.6¢ 865,21(
Variable rate loans 401,34 99,04¢ 78,82! 73,71¢ 82,13: 205,22 940,28: 6.0C 939,95¢
Loans and leases, net 650,38¢ 263,197 214,13( 188,51¢ 167,67 321,21 1,805,11! 1,805,16!
Total Market Risk Sensitive Assets $_756,21( $337,440 $292,247 $278,08¢ 222,65! $477,76" $2,364,40 $2,364,16.
LIABILITIES
Savings $ 750,87( $ - $ -3 - % - $ - $ 750,87( 0.9¢% $ 750,87(
Time deposits:
Fixed rate time certificates less than
$100,000 306,23« 183,76: 147,55: 46,25( 38,36¢ 6,23¢ 728,40¢ 3.24 729,80!
Variable rate time certificates less
than $100,000 9,071 9,917 - - - - 18,98¢ 2.2C 18,98¢
Time deposits less than $100,000 315,30 193,68( 147,55: 46,25( 38,36¢ 6,23¢ 747,39 748,79:
Time deposits of $100,000 or more 90,31( 34,63( 16,88¢ 13,24¢ 7,28¢ 204 162,56¢ 2.8C 162,87¢
Federal funds purchases, securities
sold under repurchase agreements
and other short-term borrowings 231,47! - - - - - 231,478 1.8¢ 231,47!
Other borrowings:
Fixed rate borrowings 36,92F 51,547 7,30C 19,52 2,63¢ 39,08¢ 157,01t 4.6¢ 165,05!
Variable rate borrowings - - - - - 39,171 39,177 557 39,17°
Other borrowings 36,92F 51,547 7,30C 19,52 2,63¢ 78,26 196,19: 204,23:
Total Market Risk Sensitive Liabilitie $1,424,881 $279,85¢ $171,74: $ 79,01¢ $ 48,29: $ 84,70¢ $2,088,50! $ 2,098,224

(1) Includes loans held for sale




ITEM 8.

HEARTLAND FINANCIAL USA, INC.
CONSOLIDATED BALANCE SHEETS
(Dollars in thousands, except per share data)

ASSETS
Cash and due from banks

Federal funds sold and other short-term investments

Cash and cash equivalents
Time deposits in other financial institutions
Securities:

Trading, at fair value

Available for sale, at fair value (cost of $547,5862004 and

$441,606 for 2003)

Loans held for sale
Gross loans and leases:

Loans and leases

Allowance for loan and lease losses
Loans and leases, net
Assets under operating leases
Premises, furniture and equipment, net
Other real estate, net
Goodwill
Other intangible assets, net
Other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS'’ EQUITY
LIABILITIES:
Deposits:
Demand
Savings
Time
Total deposits
Short-term borrowings
Other borrowings
Accrued expenses and other liabilities
TOTAL LIABILITIES
Commitments and contingencies

STOCKHOLDERS’ EQUITY:

Preferred stock (par value $1 per share; authariz@4,000

shares, none issued or outstanding)

Series A Junior Participating preferred stock (due $1 per
share; authorized, 16,000 shares, none issuedtstanding)

Common stock (par value $1 per share; authoriz@@0D,000
shares at December 31, 2004 and 16,000,006sshabecember
31, 2003; issued 16,547,482 shares at Decegih@004 and
15,261,714 shares at December 31, 2003, réeplgdt

Capital surplus
Retained earnings
Accumulated other comprehensive income

Treasury stock at cost (106,424 shares at Dece&ihe004 and
98,211 shares at December 31, 2003, respegtivel

TOTAL STOCKHOLDERS’ EQUITY

Notes

10

11
12

16

17,18, 19

December 31,

December 31,

2004 2003
$ 68,91¢ $ 68,42
4,83( 3,44¢

73,74¢ 71,86¢

1,17¢ 1,13

521 1,07¢

552,76 450,68

32,16: 25,67¢

1,772,95. 1,322,54:
(24,97)) (18,49
1,747,98 1,304,05!

35,18¢ 31,63¢

79,35: 49,84:

42¢ 59¢

35,37+ 20,16°

10,16: 5,06¢

60,20( 56,56:

¢ 2,629,05 $ 2,018,361
$ 323,01 $ 246,28:
750,87( 569,28

909,96: 676,92(
1,983,841 1,492,48;
231,47 176,83

196,19 173,95

41,75¢ 34,16:

2,453,27: 1,877,44:

16,54" 15,26:

40,44 20,06¢

117,80 102,58

2,88¢ 4,79¢

(1,900 (1,787

175,78: 140,92



TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $___ 2,629,059 $___2018,36
See accompanying Notes to Consolidated Financié®ients.




HEARTLAND FINANCIAL USA, INC.

CONSOLIDATED STATEMENTS OF INCOME

(Dollars in thousands, except per share data)

INTEREST INCOME:
Interest and fees on loans and lei
Interest on securities:

Taxable

Nontaxable
Interest on federal funds sold
Interest on interest bearing deposits
in other

financial institutions
TOTAL INTEREST INCOME
INTEREST EXPENSE:
Interest on deposits
Interest on short-term borrowings
Interest on other borrowings
TOTAL INTEREST EXPENSE
NET INTEREST INCOME
Provision for loan and lease losses
NET INTEREST INCOME
AFTER PROVISION

FOR LOAN AND LEASE

LOSSES
NONINTEREST INCOME:
Service charges and fees
Trust fees
Brokerage commissions
Insurance commissions
Securities gains, net
Gain (loss) on trading account
securities
Impairment loss on equity securit
Rental income on operating leases
Gains on sale of loans
Valuation adjustment on mortgage
servicing rights
Other noninterest income
TOTAL NONINTEREST
INCOME

NONINTEREST EXPENSES:
Salaries and employee benefits
Occupancy

Furniture and equipment
Depreciation on assets under
operating leases

Outside services

FDIC deposit insurance assessment
Advertising

Other intangibles amortization
Other noninterest expenses
TOTAL NONINTEREST
EXPENSES

Notes

10

13
14

2004

103,01t

13,40(
4,574
17t

227

121,39:

30,84¢
3,09t
10,32

44,26

77,13(

4,84¢

72,28¢

9,91¢
4,96¢
1,10(

757
1,861

54

13,78(
3,41(

92

1,90(

37,84

39,44:
4,97¢
5,322

11,36(
6,99t
241
2,65¢
764

10,17¢

81,93¢

For the Years Ended December 31,
2003

$ 85,93¢

9,10(C
3,95¢
35¢

57,001

6,20
3,81/
868
702
1,82:

45

(317)
13,80
6,33¢

33€
2,511

36,54

33,11
3,88(
4,11¢

11,35:
4,69¢
21¢
2,35¢
404
7,56(

67,69:

54,127

5,971
3,407
65¢
765
79C

(59¢)
(267)
14,60:
4,65¢

(469)
1,12¢

30,64¢

28,57:
3,17¢
3,27¢

11,55¢
4,31¢
20¢
1,917
49t
7,14%

60,65¢




INCOME BEFORE INCOME

TAXES

Income taxes

INCOME FROM CONTINUING

OPERATIONS

Discontinued operations
Income from operation of
discontinued branch (including
gain on sale of $2,602)
Income taxes

Income on discontinued operations

NET INCOME

EARNINGS PER COMMON
SHARE - BASIC
EARNINGS PER COMMON
SHARE -DILUTED
CASH DIVIDENDS DECLARED
PER

COMMON SHARE

28,18¢

11 7,937
20,25

$ 20,25

$ 1.2¢

$ 1.2¢

$ 0.32

See accompanying Notes to Consolidated Financiaé®ients.




HEARTLAND FINANCIAL USA, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in thousands)

Cash Flows From Operating Activities:
Net income $
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Provision for loan and lease losses
Provision for deferred taxes
Net amortization of premium on securities
Securities gains, net
(Increase) decrease in trading account securities
Loss on impairment of equity securities
Loans originated for sale
Proceeds on sales of loans
Net gain on sales of loans
(Increase) decrease in accrued interest receivable
Decrease in accrued interest payable

Other, net

Net cash provided by operating activities

Cash Flows From Investing Activities:

Purchase of time deposits

Proceeds on maturities of time deposits

Proceeds from the sale of securities available for
sale

Proceeds from the maturity of and principal
paydowns on securities available for sale

Purchase of securities available for sale

Net increase in loans and leases

Purchase of bank-owned life insurance policies

Increase in assets under operating leases

Capital expenditures

Net cash and cash equivalents received for sale
of operation

Net cash and cash equivalents received in
acquisition of subsidiaries, net of cash paid

Net cash and cash equivalents paid in
acquisition of trust assets

Proceeds on sale of OREO and
other repossessed assets

Net cash used by investing activities

For the Years Ended December 31,

Cash Flows from Financing Activities:
Net increase in demand deposits and savings
accounts
Net increase in time deposit accounts
Net increase in short-term borrowings
Proceeds from other borrowings
Repayments of other borrowings
Purchase of treasury stock
Proceeds from sale of common stock

Dividends paid

Net cash provided by financing activities

Net increase (decrease) in cash and cash equis

2004 2003
20,25: 17,71¢
17,36: 15,54:

4,84¢ 4,18:
(781) 2,46¢
3,211 7,58(
(1,86) (1,829
552 (15¢)

- 317
(243,99) (434,85))
240,91¢ 438,67
(3,410 (6,339)
(716) (104)
1,17: 46¢
2,36¢ (3,559
39,92t 40,12t

- (99)

- 70C
116,06¢ 81,54¢
92,39¢ 188,52
(265,19) (334,94
(173,10)) (171,79
- (10,000
(14,919 (12,627
(18,889 (18,677)
2,17¢ -
(2,125 -
57C 1,24¢
(263,009 (276,11
110,84( 106,07:
94,52 48,43(
37,17: 15,45¢
47,99: 52,75(
(57,089 (5,097)
(5,25 (7,999
1,81 1,33¢
(5,036 (4,096
224,96! 206,86:
1,88( (29,129

2002

18,86"

15,20:
3,55¢
1,25(
4,42
(790)
612

267
(278,65()
287,10
(4,656)
23¢

491

94£

48,85¢

(1,06¢)
3

47,08¢

151,09¢
(263,56()
(109,28;)

(6,495)
(7,399)

30,46¢

1,197

(157,96()

58,75¢
77,80:
67€
7,84(
(25,330)
(1,349)
2,07€
(3,926

116,54t

7,44z



Cash and cash equivalents at beginning of year 71,86¢ 100,99: 93,55(

CASH AND CASH EQUIVALENTS AT END OF
YEAR $ 7374¢ $ 71,86¢ $ 100,99:

Supplemental disclosure:

Cash paid for income/franchise taxes $ 2,26: $ 7,79¢ $ 6,64¢
Cash paid for interest $ 40,33¢ $ 38,69 $ 41,84
Acquisitions:
Net assets acquired $ 19,96 $ - $ -
Cash paid for purchase of stock $ 10,41¢ $ - $ -
Cash acquired $ 12,59( $ - $ -
Net cash received for acquisition $ 2,17¢ $ - $ -
Common stock issued for acquisition $ 24,08: $ - $ -

See accompanying Notes to Consolidated Financiaé®ients.




HEARTLAND FINANCIAL USA, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’

(Dollars in thousands, except per share data)

EQUITY AND COMPREHENSIVE INCOME

Accumulated

Other
Common Capital Retained  Comprehensiv Treasury
Stock Surplus Earnings Income (Loss) Stock Total
Balance at January 1, 2002 $ 9,90¢ $ 18,11¢ $ 79,10} $ 3,56 $ (3,609 $ 107,09(
Net Income- 2002 18,867 18,86
Unrealized gain on securities

available for sale 3,63( 3,63(
Reclassification adjustment

for net security gains

realized in net income (523) (529)
Unrealized gain (loss) on

derivatives arising during

the period net of realized

losses of $698 (2,100 (2,100
Income taxes (342) (342)
Comprehensive income 19,53:
Cash dividends declared:

Common, $.27 per share (3,926 (3,926
Purchase of 143,314 shares

of common stock (1,349 (1,349
Sale of 393,307 shares of

common stock (1,397 4,08¢ 2,69:
Balance at December 31,

2002 $ 9,90¢€ $ 16,72 $ 94,04¢ $  4,23( $ (869 $ 124,04:
Net Income- 2003 17,71¢ 17,71¢
Unrealized gain on securities

available for sale 2,03( 2,03(
Reclassification adjustment

for net security gains

realized in net income (1,50¢) (1,50¢)
Unrealized gain (loss) on

derivatives arising during

the period, net of realized

losses of $819 331 331
Income taxes (291 (291
Comprehensive income 18,28:
Cash dividends declared:

Common, $.27 per share (4,096 (4,09¢)
Three-for-two stock split 5,087 (5,087%)

Purchase of 427,344 shares

of common stock (7,999 (7,999
Issuance of 821,226 shares

of common stock 26¢ 3,34( 7,08t 10,69¢
Balance at December 31,

2003 $ 15,26 $ 20,06¢ $ 102,58: $ 4,79 $ (1,782 $ 140,92:
Net Income- 2004 20,25z 20,25:
Unrealized gain (loss) on

securities available for

sale (2,035 (2,035
Reclassification adjustment

for net security gains

realized in net income (1,867) (1,867)

Unrealized gain (loss) on



derivatives arising during
the period, net of realized
losses of $773

Income taxes

858
1,13¢

Comprehensive income

Cash dividends declared:
Common, $.32 per share

Purchase of 290,994 shares
of common stock

Issuance of 1,568,549 shares

(5,036)

of common stock 1,28¢ 20,38:
Balance at December 31,
2004 $ 16,547 $ 40,44¢

$ 117,80( $ 2,88¢

See accompanying Notes to Consolidated Financiaé®ients.

85¢
1,13¢

(5,25

5,13¢

18,34"
(5,036)
(5,25

26,80:

$ (1,900

$

175,78:




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

ONE
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations - Heartland Financial USA, Inc. ("Heartland") is altitbank holding company primarily operating fultwice retail
banking offices serving communities in and aroum@®ubuque and Lee Counties in lowa; Jo Daviessgbignand Winnebago Counties in
lllinois; Dane, Green, Sheboygan and Brown Courntidd/isconsin; Bernalillo, Curry and Santa Fe Caestn New Mexico; Maricopa County
in Arizona; and Flathead, Gallatin, Jefferson, PemRliver, Ravalli, Sanders, Sheridan and YellowstGounties in Montana. The principal
services of Heartland, through its subsidiaries,”RIPIC-insured deposit accounts and related sesvared loans to businesses and individuals.
The loans consist primarily of commercial, commalrcéal estate, and residential real estate.

Principles of Presentation - The consolidated financial statements include to@ants of Heartland and its subsidiaries: Dubugaek and
Trust Company; Galena State Bank and Trust Comgarst; Community Bank; Riverside Community Bank;3s6nsin Community Bank;
New Mexico Bank & Trust; Arizona Bank & Trust; Gieins Finance Co.; ULTEA, Inc.; DB&T Insurance, |i2B&T Community
Development Corp.; WCB Mortgage, LLC; Heartland @oumity Development, Inc.; Heartland Capital TrdsHeartland Financial Statutory
Trust Il; Heartland Financial Statutory Trust Heartland Financial Statutory Trust IV; and Rockpitain Statutory Trust. All of Heartlarsd’
subsidiaries are wholly-owned except for ArizonaB& Trust, of which Heartland was an 86% ownelD®etember 31, 2004 and WCB
Mortgage, LLC, of which Heartland was a 55% owneDecember 31, 2004. WCB Mortgage, LLC, ceasedatipers and was dissolved
effective January 1, 2005. All significant intergoamy balances and transactions have been elimimateghsolidation. The minority interest in
the majority-owned subsidiaries is immaterial amglided in other liabilities.

The consolidated financial statements have begraped in accordance with accounting principles galyeaccepted in the United States of
America and prevailing practices within the bankimgustry. In preparing such financial statememanagement is required to make estimates
and assumptions that affect the reported amourdasssts and liabilities and disclosure of contingssets and liabilities as of the date of the
balance sheet and revenues and expenses for tbd.pectual results could differ significantly frothose estimates. Material estimates that are
particularly susceptible to significant change teel® the determination of the allowance for load &ase losses.

Trading Securities - Trading securities represent those securitiestldea intends to actively trade and are statddiavalue with changes in
fair value reflected in noninterest income.

Securities Available for Sale - Available for sale securities consist of thoseusigies not classified as held to maturity or trag which
management intends to hold for indefinite periofisnoe or that may be sold in response to changéstérest rates, prepayments or other
similar factors. Such securities are stated ataine with any unrealized gain or loss, net ofl@gple income tax, reported as a separate
component of stockholders’ equity. Security premsuand discounts are amortized/accreted using theest method over the period from the
purchase date to the expected maturity or call ofatiee related security. Gains or losses fromstile of available for sale securities are
determined based upon the adjusted cost of théfispsecurity sold. Unrealized losses determinetemther than temporary are charged to
operations.

Loans and Leases - Interest on loans is accrued and credited to incoased primarily on the principal balance outstagdincome from leas:

is recorded in decreasing amounts over the tertheo€ontract resulting in a level rate of returntlom lease investment. The policy of Heartl

is to discontinue the accrual of interest incomeoy loan or lease when, in the opinion of managentleere is a reasonable doubt as to the
timely collection of the interest and principal rmally when a loan is 90 days past due. When istexecruals are deemed uncollectible,
interest credited to income in the current yeaei@rsed and interest accrued in prior years isgeltbto the allowance for loan and lease losses
Nonaccrual loans and leases are returned to ana&tatus when, in the opinion of managementfittaacial position of the borrowe

indicates that there is no longer any reasonahlétdas to the timely payment of interest and ppati

Under Heartland credit policies, all nonaccrual and restructloaehs are defined as impaired loans. Loan impaitrisemeasured based on
present value of expected future cash flows distmliat the loan’s effective interest rate, excefpérg more practical, at the observable market
price of the loan or the fair value of the collaldf the loan is collateral dependent.

Net nonrefundable loan and lease origination feelscartain direct costs associated with the lengiogess are deferred and recognized
yield adjustment over the life of the related l@artease

Loansheld for Sale - Loans held for sale are stated at the lower ef oomarket on an aggregate basis. Gains or l@sssales are recorded
in noninterest income. Direct loan origination soshd fees are deferred at origination of the ld&iese deferred costs and fees are recognizec
in noninterest income as part of the gain on safiésans upon sale of the loan.



Mortgage Servicing and Transfers of Financial Assets - Heartland regularly sells residential mortgagen®to others on a non-recourse basis.
Sold loans are not included in the accompanyingalitated financial statements. Heartland genereligins the right to service the loans f(
fee. At December 31, 2004 and 2003, Heartland wascsng loans of the benefit of others with aggregunpaid principal balances of $575.2
million and $539.1 million, respectively .

Allowance for Loan and Lease Losses - The allowance for loan and lease losses is maigdizén a level estimated by management to provide
for known and inherent risks in the loan and lgas#folios. The allowance is based upon a contiguéview of past loan and lease loss
experience, current economic conditions, volumevgiipthe underlying collateral value of the loansl eases and other relevant factors. L
and leases which are deemed uncollectible are etiarfj and deducted from the allowance. Provisiongoan and lease losses and recoveries
on previously charged-off loans and leases aredchtidthe allowance.

Premises, Furniture and Equipment - Premises, furniture and equipment are stated alessaccumulated depreciation. The provision for
depreciation of premises, furniture and equipmemtetermined by straight-line and accelerated nustiover the estimated useful lives of 18 to
39 years for buildings, 15 years for land improvataeand 3 to 7 years for furniture and equipment.

Other Real Estate - Other real estate represents property acquiredghréoreclosures and settlements of loans. Propedyired is carried at
the lower of the principal amount of the loan carsling at the time of acquisition, plus any acdigisicosts, or the estimated fair value of the
property, less disposal costs. The excess, if @stich costs at the time acquired over the fdirevés charged against the allowance for loan
and lease losses. Subsequent write downs estimatde basis of later valuations, gains or lossesates and net expenses incurred in
maintaining such properties are charged to otheinterest expense.

Assets under Operating Leases - Assets under operating leases, generally autdemlare provided through ULTEA, Inc. These asaets
stated at cost less accumulated depreciation. fidwésion for depreciation of assets under operdtiages is recorded on a straight-line basis
over the life of the lease taking into accountébBmated residual value. These leases are calealaptime after the first twelve months.
Rental income on these operating leases is recedjoiz a straight-line basis with a reset everywevahonths. At December 31, 2004, gross
balances of assets under operating leases werg $filon and accumulated depreciation on thesetasgsas $17.3 million. At December 31,
2003, gross balances of assets under operatingslease $50.8 million and accumulated depreciaiimthese assets was $19.2 million.

Intangible Assets - Intangible assets consist of goodwill, core dégmemiums, customer relationship intangibles amattgage servicing

rights. Goodwill represents the excess of the msetprice of acquired subsidiaries’ net assetsthedrfair value. Heartland assesses goodwill
for impairment annually, and more frequently in fresence of certain circumstances. Impairmentexiken the carrying amount of the
goodwill exceeds its implied fair value.

Core deposit premiums are amortized over ten y@aen accelerated basis. Periodically, Heartlamigtwes the intangible assets for events or
circumstances that may indicate a change in thevezability of the underlying basis, except mortgagrvicing rights which are reviewed
quarterly.

Mortgage servicing rights associated with loangindted and sold, where servicing is retainedcapstalized. The values of these capitalized
servicing rights are amortized in relation to teevicing revenue expected to be earned. The carmaitues of these rights are reviewed
quarterly for impairment. For purposes of measuiingairment, the rights are stratified into certagk characteristics including loan type, r
rate, prepayment trends and external market fackovsluation allowance of $39 thousand was reglLae of December 31, 2004, and a
valuation allowance of $131 thousand was requisedf@ecember 31, 2003.

The following table summarizes the changes in aefipéd mortgage servicing rights:
(Dollars in thousands)

2004 2003
Balance, beginning of year $ 3,031 $ 2,44:
Originations 1,22t 2,54¢
Amortization (1,109 (2,290
Valuation adjustment 92 33¢
Balance, end of year $ 3,25 $ 3,037

Mortgage loans serviced for others were $575.2onilhnd $539.1 million as of December 31, 2004 20@B, respectively. Custodial escrow
balances maintained in connection with the mortdage servicing portfolio were approximately $2.8lion and $2.5 million as of December
31, 2004 and 2003, respectively.

Income Taxes - Heartland and its subsidiaries file a consoliddisttral income tax return. Heartland and its sulsis file separate income
or franchise tax returns as required by the vargtates.



Heartland has a tax allocation agreement whichigesvthat each subsidiary of the consolidated gpaypa tax liability to, or receive a tax
refund from Heartland, computed as if the subsyjdiead filed a separate return.

Heartland recognizes certain income and expensdiffément time periods for financial reporting aimtome tax purposes. The provision for
deferred income taxes is based on an asset arilityiapproach and represents the change in defén@me tax accounts during the year,
including the effect of enacted tax rate changegaldation allowance is provided to reduce defeteedassets if their expected realization is
deemed not to be more likely than not.

Derivative Financial | nstruments - Derivative financial instruments are carried airtfigir value on the balance sheet. Heartland m&s o
derivative accounted for as a cash flow hedge. et records changes in the fair value of thevééirie to the extent that it is effective in
other comprehensive income. The changes in faireved net income are subsequently reclassifieddérsame periods that the hedged
transaction affects net income in the same findistéiement category as the hedged item.

Treasury Stock - Treasury stock is accounted for by the cost metivb@reby shares of common stock reacquired arededat their
purchase price. When treasury stock is reissugddifierence between the sales proceeds, or fairevahen issued for business combinations,

and the cost is recognized as a charge or creddgital surplus.

Trust Department Assets - Property held for customers in fiduciary or agenapacities is not included in the accompanying clidated
balance sheets, as such items are not assetsldé#rdand banks.

Earnings Per Share - Amounts used in the determination of basic ahdeti earnings per share for the years ended Dezedih 2004, 2003
and 2002 are shown in the table below:

(Dollars in thousands)

2004 2003 2002
Income from continuing operations $ 20,25: $ 17,71¢ $ 16,59(
Discontinued operations:
Income from operations of discontinued branch (idixig gain on sale of

$2,602) - - 3,751
Income taxes - - 1,474
Income from discontinued operations - - 2,27
Net income $ 20,25: $ 17,71¢ $ 18,86
Weighted average common shares outstanding foc basnings per shate 15,86¢ 14,98¢ 14,68¢
Assumed incremental common shares issued uponisx@rfcstock options 21€ 274 96
Weighted average common shares for diluted eargiagsharé 16,08¢ 15,25¢ 14,78
Earnings per common share-basic $ 1.2¢ $ 1.1¢ $ 1.2¢
Earnings per common share-diluted $ 1.2¢ $ 1.1¢ $ 1.2¢
Adjusted earnings per share from continuing openatibasic $ 1.2¢ $ 1.1¢ $ 1.1¢
Adjusted earnings per share from continuing openatidilutec? $ 1.2¢ $ 1.1¢ $ 1.12

1 Inthousands.
2 Excludes the discontinued operations of our Eair€lranch and the related gain on sale in thetfiogmarter of 2002.

Cash Flows - For purposes of reporting cash flows, cash and egalvalents include cash on hand, amounts due fiemis, federal funds
sold and other short-term investments. Generallyerfal funds are purchased and sold for one-dagdser

Effect of New Financial Accounting Standards - In January 2003, the Financial Accounting Stadsl@oard (FASB) issued Interpretation No.
46 (FIN 46), "Consolidation ofVariable Interest Entities" and, in December 2088yed Revised Interpretation No. 46 (FIN 46R),
“Consolidation of Variable Interest Entities,” whiceplaced FIN 46. Heartland adopted the discloptoeisions of FIN 46 effective December
31, 2002. On February 1, 2003, Heartland adoptedebognition and measurement provisions of FINo4&ariable interest entities (VIE's)
formed after January 31, 2003, and, on Decembe2(13, Heartland adopted FIN 46R. Heartland hasaevdy formed variable interest entity
subject to the provisions of FIN 46. The adoptiéiriiN 46 and FIN 46R did not have a material effectthe consolidated financial statements
of Heartland.

In May 2003, the FASB issued Statement No. 150 (EB®), “Accounting for Certain Financial Instrumentith Characteristics of both
Liabilities and Equity.” This Statement establisséandards for how an issuer classifies and megasertain financial instruments with
characteristics of both liabilities and equityrdtjuires that an issuer classify a financial imgteat that is within its scope as a liability (or an
asset in some circumstances). Many of those ingmtsnwere previously classified as equity. Thigedteent was effective for financial



instruments entered into or modified after May 3103, and otherwise effective at the beginnindheffirst interim period beginning after June
15, 2003, except for mandatory redeemable finamtstuments of nonpublic entities. On October28)3, the FASB voted to defer for an
indefinite period the application of the guidaned-AS 150, to non-controlling interests that aessified as equity in the financial statements
of a subsidiary but would be classified as a liabdn the parent’s financial statements. The aidopbf the sections of this Statement that have
not been deferred did not have a significant impacteartland’s financial condition or results pleoations. The section noted above that has
been deferred indefinitely is not expected to heaweaterial effect on the consolidated financiatesteents of Heartland.

On March 9, 2004, Securities and Exchange ComnmisSiaff Accounting Bulletin 105 (SAB 105), “Applitan of Accounting Principles to
Loan Commitments”, was issued. SAB 105 summarizeviews of the SEC staff regarding the applicatibgenerally accepted accounting
principles to loan commitments accounted for asvdédve instruments. SAB 105 acts to significariigit opportunities to recognize an asset
related to a commitment to originate a mortgage kbat will be held for sale prior to funding tteah. SAB 105 pertains to recognizing and
disclosing the loan commitments and is effectiveclammitments to originate mortgage loans to bd Fal sale that are entered into after
March 31, 2004. The adoption of the guidance in SAB for all new loan commitments signed after Apyi2004, did not have a material
effect on the consolidated financial statementdedrtland.

On December 16, 2004, the FASB revised Statemeinaihcial Accounting Standards No. 123 (revised430“Share-Based Payment,” (FAS
123R) which replaces FAS No. 123, “Accounting feock-Based Compensation,” and supersedes AccouRtingiples Board Opinion No.
25, “Accounting for Stock Issued to Employees.” Boepe of 123R includes a wide-range of stbaked compensation arrangements inclt
stock options, restricted stock plans, performavased awards, stock appreciation rights, and eraplsjock purchase plans. FAS 123R
requires the measurement of the cost of employeéses received in exchange for an award of egoifruments based on the fair value of
award on the grant date. That cost must be recedriizthe income statement over the vesting peridbde award. Because market prices are
generally not available for most employee stockons, the grant-date fair value must be estimagioguan option-pricing model. FAS123R
applies to all awards granted after July 1, 200btarawards modified, repurchased, or cancellest dftly 1, 2005. Heartland will adopt FAS
123R effective July 1, 2005, as required, and ugl the “modified prospective” transition methoader this method, awards that are granted,
modified, or settled after July 1, 2005, will beasared and accounted for in accordance with FAR1R8addition, beginning July 1, 2005,
expense must be recognized in the income statefioremhvested awards that were granted prior to JuB005. The expense will be based on
the fair value determined at the grant date unde3 E23. Heartland has commenced an analysis dfithact of FAS No. 123R and will adopt
the provisions of SFAS No. 123R by the July 1, 2a#adline. Heartland expects FAS 123R to havengadt on its financial statements, but
has not determined the extent of the impact.

At its March 2004 meeting, the Emerging Issues Tramke revisited EITF Issue No. 03-1, “The Meanfigther-Than-Temporary
Impairment and its Application to Certain Investt®8{EITF 03-1). Effective with reporting periodedinning after June 15, 2004, companies
carrying certain types of debt and equity secwititamounts higher than the securities’ fair v&lweuld have to use more detailed criteria to
evaluate whether to record a loss and would hadéstdose additional information about unrealizesskes. In September 2004, the FASB
issued FSP 03-1-1 which delayed the effective ftatthe measurement and recognition guidance aoedain paragraphs 10-20 of Issue 03-1
due to additional proposed guidance. At DecembeRBQ4, gross unrealized losses on available fersscurities were $2.6 million. Heartland
is continuing to evaluate the impact of EITF 03Fthe amount of other-than-temporary impairment todo®gnized, if any, will be dependent
on market conditions, management’s intent andtgtidi hold investments until a forecasted recoarg the finalization of the proposed
guidance by the FASB. Adoption of the new issuarmdd have a material impact on Heartland’s finahposition and results of operations
but the extent of any impact will vary due to thetfthat the model, as issued, calls for many juetgmand additional evidence gathering as
such evidence exists at each securities valuate d

On December 12, 2003, the Accounting StandardsExecCommittee of the American Institute of Ceetif Public Accountants issued
Statement of Position 03-3, “Accounting for Certhgans or Debt Securities Acquired in a transféeBQP 03-3"). SOP 03-3 addresses
accounting for differences between contractual d@sts and cash flows expected to be collected fasninvestor’s initial investment in loans
or debt securities (“loans”) acquired in a transfféinose differences are attributable, at legtant, to credit quality. It includes such loans
acquired in purchase business combinations andesgpl all nongovernmental entities. SOP 03-3 adm¢spply to loans originated by the
entity. SOP 03-3 limits the yield that may be atenlg“acceptable yield”) to the excess of the it@es estimate of undiscounted expected
principal, interest and other cash flows (cash #@xpected at acquisition to be collected) oveiriiestor’s initial investment in the loan SOP
03-3 requires that the excess of contractual dasisfover cash flows expected to be collected (aumnetable differencef)ot be recognized
an adjustment of yield, loss accrual or valuatibomeance. SOP 03-3 prohibits investors from dispigyaccretable yield and nonaccretable
difference in the balance sheet. Subsequent ineséasash flows expected to be collected genesalbyild be recognized prospectively
through adjustment of the loan’s yield over its aémng life. Decreases in cash flows expected todliected should be recognized as
impairment. SOP 03-3 prohibits “carrying over” oeation of valuation allowances in the initial acnting of all loans acquired in a transfer
that are within the scope of SOP 03-3. This prdiuibiof the valuation allowance carryover appli@stte purchase of an individual loan, a pool
of loans, a group of loans and loans acquiredgarahase business combination. SOP 03-3 is effefbivioans acquired in fiscal years
beginning after December 15, 2004. Heartland vdtigt SOP 03-3 on January 1, 2005. .

Stock-Based Compensation - Heartland applies APB Opinion No. 25 in accougfior its Stock Option Plan and, accordingly, nonpensation



cost for its stock options has been recognizetiérfinancial statements. Had Heartland determitadbensation cost based on the fair value at
the grant date for its stock options under FAS N8, Heartland’s net income would have been redtaéue pro forma amounts indicated
below:

(Dollars in thousands, except earnings per shass da

2004 2003 2002
Net income as reporte $ 20,25: $  17,71¢ $ 18,86
Additional compensation expense 20C 21€ 24¢
Pro forma 20,05 17,50: 18,61¢
Earnings per share-basic as reported $ 1.2¢ $ 1.1¢ $ 1.2¢
Pro forma 1.2¢ 1.17% 1.27
Earnings per share-diluted as reported $ 1.2¢ $ 1.1¢€ $ 1.2¢
Pro forma 1.2t 1.1¢ 1.2¢

Pro forma net income only reflects options granitetthe years from 1996 through 2004. Therefore fatHeémpact of calculating compensation
cost for stock options under FAS 123 is not refiddh the pro forma net income amounts presentedeabecause compensation is reflected
over the options’ vesting period, and compensatist for options granted prior to January 1, 19960t considered.

Reclassifications - Certain reclassifications have been made to peoiods’ consolidated financial statements to @ldem on a basis
comparable with the current period’s consolidaiedrfcial statements.

TWO
DISCONTINUED OPERATIONS

On December 15, 2002, Heartland sold the assetiailities of its Eau Claire, Wisconsin branchWisconsin Community Bank due to the
fact that the branch did not achieve critical magte marketplace. The sale allowed Heartlanetlirect assets to markets where they can be
more productively and profitably employed. Loankidotaled $34.3 million and deposits assumed yhiliyer totaled $6.7 million. As part of
the sale agreement, Wisconsin Community Bank swiesgty purchased loans of $4.3 million from the éwuyPrior to the application of the
direct costs of $133 thousand, the transactiontezsin a gain on sale of $1.6 million, net of taxiese amounts are included in the line item,
“Income from operation of discontinued branch"hie tonsolidated statements of income. The branwhtsx profit or loss, for the periods
presented, is also reflected in this line item. iiddally, included in this line item are $1.2 nilh of net interest income for the branch for the
year ended December 31, 20

THREE
ACQUISITIONS

Heartland regularly explores opportunities for dsigions of financial institutions and related hussses. Generally, management does not
a public announcement about an acquisition oppitytuntil a definitive agreement has been signed.

On August 31, 2004, Heartland completed its actjoisbf the Wealth Management Group of ColonialsirGompany, a publicly held Arizol
trust company based in Phoenix. The Wealth Manage@mup, Colonial Trust Company’s personal trusisibn, had trust assets of $154.0
million and projected annual revenues of $1.2 orillat August 31, 2004. This transaction providesigue opportunity for us to grow our tr
business in the Southwestern marketplace. Colasaiasoned management team and strong accountcexdened with Heartland’s strong
support services, depth of expertise, and longtracord of investment performance should provieet@ winning combination as we seek to
elevate the profile of our newest subsidiary barkzona Bank & Trust. The purchase price was $2ilian, all in cash. With this acquisition,
total Heartland trust assets exceeded $1.1 billibe. resultant acquired customer relationship mitda of $809 thousand is being amortized
over a period of 22 years. The remaining excesshase price over the fair value of tangible andtifiable intangible assets acquired of $1.3
million was recorded as goodwill on Heartland’s solidated financial statements.

On June 1, 2004, Heartland consummated its aciquisit 100% of the outstanding common stock of’eeky Mountain Bancorporation, the
one-bank holding company of Rocky Mountain Bankweight locations in the Montana communities off8il, Billings, Bozeman, Broadus,
Plains, Plentywood, Stevensville and Whitehall. §lstent with its strategy, the Heartland boardeweld that this expansion into the Rocky
Mountain region provided an opportunity to extetsdpresence into the western portion of the UnBtdes, an area that they believe has good
growth potential. The board also believed that Rddlountain Bank’s dedication to customer relatiapdtuilding at the community level is a
strategic fit with Heartland’s culture. Rocky Moairt Bank had total assets of $353.5 million, tttahs of $278.1 million and total deposits of
$285.7 million immediately prior to the closing btay 31, 2004. The purchase price for Rocky MounBamcorporation of $34.5 million
consisted of $10.4 million cash and 1,387,227 shafdéleartland common stock valued at $18.34 paresiThe results of operations of Rocky
Mountain Bank are included in the consolidatedriitial statements from the acquisition date. Thaltast acquired deposit base intangible of
$4.7 million is being amortized over a period ofyHars. The remaining excess purchase price oedathvalue of tangible and identifiable



intangible assets acquired of $13.9 million wa®rded as goodwill on Heartland’s consolidated fiiahstatements.

In February of 2003, Heartland entered into anemgent with a group of Arizona business leaderstaldish a new bank in Mesa. Arizona
Bank & Trust opened on August 18, 2003, and Headtfanded the $12.0 million initial investment thgh use of its revolving credit line.

On June 30, 2003, Heartland completed the buyoall ofinority stockholders of New Mexico Bank & Ttuas agreed upon during its
formation in 1998. The repurchase price was detezthby an appraisal of the stock of New Mexico Bé&rkrust. In exchange for their shares
of New Mexico Bank & Trust stock, the minority skbolders received a total of 383,574 shares of teat common stock valued at $12.3
million. Goodwill of $4.1million resulted from ehacquisition.

FOUR
CASH AND DUE FROM BANKS

The Heartland banks are required to maintain aeetaérage cash reserve balances as a memberkéddbeal Reserve System. The reserve
balance requirements at December 31, 2004 and2663%$10.1 and $5.6 million respectively.

FIVE
SECURITIES

The amortized cost, gross unrealized gains anésomsd estimated fair values of available for satirities as of December 31, 2004 and :
are summarized as follows:

(Dollars in thousands)

Amortized Gross Unrealized Gross Unrealized Estimated Fair
Cost Gains Losses Value

2004

Securities available for sale:

U.S. government corporations and agencies $ 220,85t $ 415 $ (1,600 $ 219,67(
Mortgage-backed securities 164,99: 39¢ (812) 164,58(
Obligations of states and political subdivisions 117,02¢ 6,77 (181) 123,62
Corporate debt securities 18,24 - (27) 18,21«
Total debt securities 521,11¢ 7,591 (2,62)) 526,08t
Equity securities 26,46 22¢ (20 26,67"

Total $_ 54758 g 7.81¢ g (2,64 § _ 552,76




(Dollars in thousands)

Amortized Gross Unrealized Gross Unrealized Estimated Fair
Cost Gains Losses Value

2003

Securities available for sale:

U.S. government corporations and agencies $ 182,07 $ 1247 $ (391) $ 182,93:
Mortgage-backed securities 149,43: 2,047 (245) 151,23:
Obligations of states and political subdivisions 87,29¢ 6,007 (96) 93,21(
Corporate debt securities - - - -
Total debt securities 418,80t 9,301 (732) 427,37
Equity securities 22,79¢ 55¢ (53) 23,30:
Total $__ 441,60t $ 9,85¢ ¢ (785) $ 450,68(

All of our U.S. government corporations and agesisiecurities and a majority of our mortgage-badesdirities are issuances of government-

sponsored enterprises.

Included in the equity securities at December 8D42and 2003, were shares of stock in the FedemaldH_oan Bank of Des Moines, Chicago,
Dallas, San Francisco and Seattle at amortizedoé&®22.2 million and $19.0 million, respectivelhere were no unrealized gains or losses

recorded on these securities as they are not yeaditketable.

The amortized cost and estimated fair value of deburrities available for sale at December 31, 2b94stimated maturity, are as follows.
Expected maturities will differ from contractual maties because issuers may have the right toocadtepay obligations with or without

penalties.
(Dollars in thousands)

Securities available for sale:

Amortized Cost Estimated Fair Value

Due in 1 year or less 99,89: $ 99,81«
Due in 1to 5 years 297,88t 296,91
Due in 5to 10 years 79,99: 82,87
Due after 10 years 43,34: 46,48¢
Total $ 521,11t $ 526,08t

As of December 31, 2004, securities with a faiueadf $307.5 million were pledged to secure pustid trust deposits, short-term borrowings
and for other purposes as required by law.

Gross gains and losses related to sales of sesufiti the years ended December 31, 2004, 2002@0®”] are summarized as follows:

(Dollars in thousands)

2004 2003 2002
Securities sold:
Proceeds from sales $ 116,06¢ $ 81,54t $ 46,79¢
Gross security gains 2,11¢ 1,99( 941
Gross security losses 254 167 151

During the years ended December 31, 2004, 2002@08 Heartland incurred other than temporary inmpaitt losses of $0, $317 and $267
thousand on equity securities available for sale.

The following table summarizes the amount of unzedllosses, defined as the amount by which coatmmrtized cost exceeds fair value, and
the related fair value of investments with unreaditosses in Heartland’s securities portfolio aBe€ember 31, 2004. The investments were
segregated into two categories: those that have ibee continuous unrealized loss position for kess 12 months and those that have been in
a continuous unrealized loss position for 12 orermaonths. The reference point for determining hamglan investment was in an unrealized
loss position was December 31, 2004. The numbseairities in the unrealized loss of greater tiambnths consisted of ten debt securities
and one equity security. The unrealized losseldrdebt security portfolio are the result of chanigeinterest rates and are not related to credit
downgrades of the securities. Therefore, Hearttsldeemed the impairment as temporary. The onlgyeigvestment held by Heartland as
December 31, 2004, that had unrealized lossesgeriad greater than 12 months was one securitgiwiiad a fair market value at December
31, 2004, that was at 90% of its initial cost taaktland. In November of 2004, the estimated fairkafvalue of this investment was at 98% of
the initial cost. The fair market value on totabtsecurities temporarily impaired as of Decemider2®04, was no less than 99% of Heartland’



cost to acquire these securities. In the caseeobtie equity security temporarily impaired for aiqe of less than twelve months, the fair
market value of the one common stock holding wakess than 97% of Heartland’s cost to acquire ¢batmon stock.

UNREALIZED LOSSES ON SECURITIES
December 31, 2004

Less than 12 months 12 months or longer Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

U.S. government corporations and

agencies $ 147,320 $ (1,395 $ 12,21( $ (206) $ 159,53 % (1,601)
Mortgage-backed securities 102,31 (695) 9,541 (1179) 111,85 (812)
Obligations of states and political

subdivisions 11,61« (141 1,01t (40) 12,62¢ (181)
Other debt securities 17,81« (27 - - 17,81« (27)
Total debt securities 279,06: (2,25%) 22,76¢ (369 301,82¢ (2,621)
Equity securities 38 (1 147 (19 18t (20)

Total temporarily impaired securites $___279,100 ¢ (2,25 $ __2291tg (385 g_ 30201l g (2,641




SIX
LOANS AND LEASES

Loans and leases as of December 31, 2004 and 2@08 as follows:

(Dollars in thousands)

2004 2003

Commercial and commercial real estate $ 1,162,10: $ 860,55:
Residential mortgage 212,84 148,37t
Agricultural and agricultural real estate 217,86( 166,18:
Consumer 167,10¢ 136,60:
Loans, gross 1,759,91. 1,311,711
Unearned discount (1,920 (1,836
Deferred loan fees (1,329 (947)
Loans, net 1,756,67! 1,308,92i
Direct financing leases:

Gross rents receivable 13,07¢ 11,02(

Estimated residual value 4,49 4,215

Unearned income (1,297 (1,616

Direct financing leases, net 16,28« 13,62
Allowance for loan and lease losses (24,979 (18,490
Loans and leases, net $ 1,747,98: $ 1,304,05!

Direct financing leases receivable are generaltytsterm equipment leases. Future minimum leasenpays as of December 31, 2004, were as
follows: $5.8 million for 2005, $3.2 million for 28, $2.9 million for 2007, $2.1 million for 2008724 thousand for 2009 and $2.9 million
thereafter.

Nearly 65% of the loan portfolio is concentratedhia Midwest States of lowa, Illinois and Wiscondgihe remaining portion of the loi
portfolio is concentrated in the Western StateN@fv Mexico, Arizona and Montana.

Loans and leases on a nonaccrual status amoun#&d8&and $5.1 million at December 31, 2004 and328&spectively. The allowance for Ic
and lease losses related to these nonaccrual\te$2.3 million and $879 thousand, respectivehe @verage balances of nonaccrual loans
for the years ended December 31, 2004, 2003 an?2l @8fe $7.3, $4.3 and $6.3 million, respectively: the years ended December 31, 2004,
2003 and 2002, interest income which would haverlbeeorded under the original terms of these |@entsleases amounted to approximately
$485, $475 and $272 thousand respectively, andestténcome actually recorded amounted to appraeiin&88, $46 and $57 thousand,
respectively.

There were no loans and leases on a restructuad st December 31, 2004 and 2003. The averagedes of restructured loans for the years
ended December 31, 2004, 2003 and 2002 were $an$id$119 thousand, respectively. For the yearsceBeécember 31, 2004, 2003 and
2002, interest income which would have been reacbraeler the original terms of these loans and as®unted to approximately $0, $0 and
$9 thousand, respectively, and interest incomeadlgttecorded amounted to approximately $0, $0 $hthousand, respectively.

Loans are made in the normal course of businedseotors, officers and principal holders of equgcurities of Heartland. The terms of these
loans, including interest rates and collateral,samglar to those prevailing for comparable tranigars and do not involve more than a normal

risk of collectibility. Changes in such loans dgyithe year ended December 31, 2004 and 2003 wéod@ss:

(Dollars in thousands)

2004 2003
Balance at beginning of year $ 30,93: $ 31,94:
Advances 16,21¢ 10,63¢
Repayments (11,687 (11,64¢)
Balance, end of year $ 35,467 $ 30,93

SEVEN
ALLOWANCE FOR
LOAN AND LEASE LOSSES



Changes in the allowance for loan and lease |dsseke years ended December 31, 2004, 2003 an2, 2¢re as follows:

(Dollars in thousands)

2004 2003 2002
Balance at beginning of year $ 18,49( $ 16,09: $ 14,66(
Provision for loan and lease losses from contingipgrations 4,84¢ 4,18: 3,55
Provision for loan and lease losses from discoetihoperations - - (329)
Recoveries on loans and leases previously charffjed o 1,00t 60¢ 1,41C
Loans and leases charged off (3,61%) (2,392 (3,209
Additions related to acquisition 4,24¢ - -
Ba|ance at end Of year $ 24,97: $ 18,49( $ 16,09.
EIGHT
PREMISES, FURNITURE AND EQUIPMENT
Premises, furniture and equipment as of Decembe2(14 and 2003, were as follows:
(Dollars in thousands)

2004 2003

Land and land improvements $ 14,71¢ $ 7,66¢
Buildings and building improvements 62,44 39,18t
Furniture and equipment 32,15: 26,84¢
Total 109,31 73,708
Less accumulated depreciation (29,96%) (23,867
Premises, furniture and equipment, net $ 79,35 $ 49,84:

Depreciation expense on premises, furniture anipetgnt was $4.8 million, $3.5 million and $2.8 naifi for 2004, 2003, and 2002,
respectively.

NINE
INTANGIBLE ASSETS

The gross carrying amount of intangible assetsta@@ssociated accumulated amortization at DeceB1he¥004 and 2003 are presented in the
tables below.

(Dollars in thousands)

December 31, 2004 December 31, 2003
Gross Carrying Accumulated Gross Carrying Accumulated
Amount Amortization Amount Amortization
Amortized intangible assets

Core deposit intangibles $ 9217  $ 3,20 $ 449: $ 2,46(
Mortgage servicing rights 4,257 1,00t 3,712 67t
Customer relationship intangible 917 19 - -
Total $ 14,39 $ 4,22¢ $ 8,20¢ $ 3,13¢
Unamortized intangible assets $ 10,16: $ 5,06¢

The following table shows the estimated future diped intangible assets:

Core Mortgage Servicing Customer Relationsh
Deposit Intangibles Rights Intangible Total
Year ended:
2005 $ 95¢ % 1,04¢  $ 56 % 2,05¢
2006 85€ 91¢ 54 1,82¢
2007 787 76E 53 1,60¢
2008 787 612 51 1,451

2009 704 45¢ 5C 1,217



TEN
DEPOSITS

The aggregate amount of time certificates of déposlenominations of one hundred thousand dobarsore as of December 31, 2004 and
2003, were $162.6 and $139.1 million, respectivalyDecember 31, 2004, the scheduled maturitidgyd certificates of deposit were as

follows:

(Dollars in thousands)

2004

2005 $ 405,61!

2006 228,31(

2007 164,44

2008 59,49:

2009 45,65

Thereafter 6,44

$ 909,96:
Interest expense on deposits for the years endedrdiger 31, 2004, 2003 and 2002, was as follows:
(Dollars in thousands)
2004 2003 2002
Savings and money market accounts $ 5,89( $ 4,79¢ $ 6,53(
Time certificates of deposit in denominations o®@,000 or more 3,957 3,72 4,50¢
Other time deposits 21,001 19,24¢ 20,36(
Interest expense on deposits $ 30,84¢ $ 27,76 $ 31,39¢
ELEVEN
SHORT-TERM BORROWINGS
Short-term borrowings as of December 31, 2004 &@82were as follows:
(Dollars in thousands)
2004 2003

Securities sold under agreement to repurchase $ 169,46° $ 112,82
Federal funds purchased 11,52¢ 32,05(
U.S. Treasury demand note 6,98: 4,94¢
Citizens short-term notes 50C 2,012
Notes payable to unaffiliated ban 43,00( 25,00(
Total $ 231,47" $ 176,83!

On January 31, 2004, Heartland entered into atcagdéement with three unaffiliated banks to replac existing term credit line, as well as to
increase availability under a revolving credit lilnder the new unsecured revolving credit linesatdand may borrow up to $70.0 million at
any one time. The previous credit line provideda$50.0 million. The additional $20.0 million citeline was established primarily to provide
working capital to the nonbanking subsidiaries eaplace similar sized lines currently in placehaise subsidiaries. At December 31, 2004 and
December 31, 2003, $43.0 million and $25.0 millwees outstanding on the revolving credit lines resipely.

All repurchase agreements as of December 31, 2002@03, were due within twelve months.

Average and maximum balances and rates on aggrsigateerm borrowings outstanding during the years erdiecember 31, 2004, 2003 ¢
2002, were as follows:

(Dollars in thousands)

2004 2003 2002
Maximum month-end balance $ 231,47" $ 176,83! $ 161,37¢
Average month-end balance 187,04¢ 151,03 140,28

Weighted average interest rate for the year 1.67% 1.54% 1.96%



Weighted average interest rate at year-end 1.88% 1.36% 1.59%
Dubuque Bank and Trust Company is a participattiénBorrower-In-Custody of Collateral Program & Bederal Reserve Bank of Chicago
which provides the capability to borrow short-teftmds under the Discount Window Program. Advanceteu this program were
collateralized by a portion of the commercial Igamtfolio of Dubuque Bank and Trust Company in @neount of $176.8 million at December
31, 2003, and $164.3 million at December 31, 20@%borrowings were utilized under the Discount WindProgram during either year.

TWELVE
OTHER BORROWINGS

Other borrowings at December 31, 2004 and 2003 asgifollows:

(Dollars in thousands)

2004 2003

Advances from the FHLB; weighted average maturéied at December 31, 2004 and 2003 were

March 2007 and August 2006, respectively; apthtted average interest rates were 3.99%

and 4.29%, respectively $ 123,45( $ 101,47¢
Notes payable on leased assets with interestvatgsg from 2.36% to 6.49¢ 4,59t 13,06:
Trust preferred securities 64,95 58,00(
Contracts payable to previous stockholders of Mati@ancshares, Inc. for acquisition due over

a three-or five-year schedule at 7.00% throleytuary 2004 - 627
Obligations to repurchase minority interest shafe&rizona Bank & Trust 2,13: -
Community Development Block Grant Loan Program wiith City of Dubuque at 3.00% due April

2013 and January 2014 80C 50C
Contracts payable for purchase of real estate 264 29z
Total $ 196,19 $ 173,95¢

The Heartland banks are members of the Federal Home Bank ("FHLB") of Des Moines, Chicago, Dall&an Francisco and Seattle. The
advances from the FHLB are collateralized by thekbainvestment in FHLB stock of $8.8 and $13.0limil at December 31, 2004 and 2003,
respectively. Additional collateral is provided the banks’ one-to-four unit residential mortgagesnmercial and agricultural mortgages and
securities pledged totaling $527.8 million at Debem31, 2004 and $461.5 million at December 313200

On September 30, 2004, Heartland Financial Capitast |, a trust subsidiary of Heartland, redeemiédf its $25.0 million 9.60% trust
preferred securities and its 9.60% common secar#iex redemption price equal to the $25.00 ligiodeamount of each security plus all
accrued and unpaid interest per security. The radddrust preferred securities were originally &sin 1999 and were listed on the American
Stock Exchange under the symbol “HFT”. Remainingrartized issuance costs associated with theseitiesof $959 thousand were
expensed under the noninterest expense categonyragemption.

Prior to the redemption of the 9.60% trust preféisecurities, Heartland had five whothyvned trust subsidiaries that were formed to i$guss
preferred securities. At March 31, 2004, as a tesfithe adoption of FIN 46R, Heartland deconsdbdathe trust subsidiaries. As a result of
deconsolidation, an additional $2.5 million of jaonsubordinated debentures previously issued bytlded to the trust subsidiaries was
included in other borrowings on the consolidateldtee sheet at March 31, 2004. The acquisitionaxfii Mountain Bancorporation increas
the amount of junior subordinated debentures ireduid other borrowings on the consolidated balahet at June 30, 2004, to $2.7 million.
At December 31, 2004, this had decreased to $2l@mdue to the aforementioned redemption. The mmm stock issued by the trust
subsidiaries was recorded in securities availatrlsdle in the consolidated balance sheet effebliarch 31, 2004. Prior to March 31, 2004,
trust subsidiaries were consolidated subsidiameisthe trust preferred securities were includeotiver borrowings. The common securities and
debentures, along with the related income effeeteweliminated in the consolidated financial staets.

As a result of the Rocky Mountain Bancorporatiogusition, Heartland assumed the outstanding otitigaon $5.0 million of trust preferred
capital securities. Interest is payable semi-aripwead March 7 and September 7 of each year. Thermebes will mature and the trust preferred
securities must be redeemed on September 7, 2@20tléhd has the option to shorten the maturitg tat date not earlier than September 7,
2020. Heartland may not shorten the maturity datieout prior approval of the Board of Governordlué Federal Reserve System, if required.
Prior redemption is permitted under certain circtanses, such as changes in tax or regulatory ¢api&s. In connection with this offering, t
balance of deferred issuance costs included irr atbsets was $118 thousand as of December 31, PA6de deferred costs are amortized on a
straight-line basis over the life of the debentures

On March 17, 2004, Heartland completed an offeah§25.0 million of variable rate cumulative tryseferred securities representing
undivided beneficial interests in Heartland Finah&tatutory Trust IV. The proceeds from the ofigrivere used by the trust to purchase ju
subordinated debentures from Heartland. The pracedtbe used for general corporate purposesudinb future acquisitions or the



retirement of debt. Interest is payable quarteriyMarch 17, June 17, September 17 and Decembefréath year. The debentures will mature
and the trust preferred securities must be redeemédarch 17, 2034. Heartland has the option toteshdhe maturity date to a date not earlier
than March 17, 2009. Heartland may not shortenrthtirity date without prior approval of the Boafd3mvernors of the Federal Reserve
System, if required. Prior redemption is permittieder certain circumstances, such as changes or teegulatory capital rules. In connection
with this offering, the balance of deferred isswanasts included in other assets was $15 thousaatiecember 31, 2004. These deferred
costs are amortized on a straight-line basis dwetite of the debentures.

Heartland has an irrevocable obligation to repuseltae common shares of Arizona Bank & Trust owmechinority shareholders on August
18, 2008. The minority shareholders are obligabeskt! their shares to Heartland on that same @&k minimum amount payable is the
amount originally paid by the minority shareholdphgs a compounded annual return of 6%. The maxirmomount payable will be based on
the greater of the fair value of those shares baped an appraisal performed by an independent fairty or a predetermined range of
multiples of the bank’s trailing twelve month eangsé. Through December 31, 2004, Heartland accntedeist on the amount due to the
minority shareholders at 6%. The obligation to seftee original investment is payable in cash oriaad stock or a combination of cash and
stock at the option of the minority shareholdere T@mainder of the obligation to the minority shelders is payable in cash or Heartland
stock or a combination of cash and stock at thmomtf Heartland. Additionally, the minority shamtiers may put their shares to Heartland at
any time through August 18, 2008, at an amountleguhe amount originally paid plus 6% compoundedually. The amount of the
obligation as of December 31, 2004, included ireothorrowings is $2.1 million.

On October 10, 2003, Heartland completed an offeoiin$20.0 million of 8.25% fixed rate cumulativapital securities representing undivided
beneficial interests in Heartland Statutory TrustThe proceeds from the offering were used byrdaad Statutory Trust Il to purchase jun
subordinated debentures from Heartland. The pracedtbe used for general corporate purposes dintyfuture acquisitions or the retirem

of debt. Interest is payable quarterly on March&Rhe 30, September 30 and December 31 of eachTfeadebentures will mature and the
capital securities must be redeemed on Octobe2d®B. Heartland has the option to shorten the ritatdate to a date not earlier than October
10, 2008. Heartland may not shorten the maturitg @athout prior approval of the Board of Governofgshe Federal Reserve System, if
required. Prior redemption is permitted under ¢ertadzcumstances, such as changes in tax or regylagpital rules. In connection with this
offering, the balance of deferred issuance cosisidied in other assets was $216 thousand as ohikee31, 2004. These deferred costs are
amortized on a straight-line basis over the lifehef debentures.

On June 27, 2002, Heartland completed an offerfr&pd® million of variable rate cumulative capisacurities representing undivided
beneficial interests in Heartland Financial Capltalst Il. The proceeds from the offering were ubgdhe trust to purchase junior subordin:
debentures from Heartland. The proceeds are beiad for general corporate purposes. Interest islgayguarterly on March 30, June 30,
September 30 and December 30 of each year. Thetdees will mature and the capital securities nogstedeemed on June 30, 2032.
Heartland has the option to shorten the maturitg ttaa date not earlier than June 30, 2007. Heattinay not shorten the maturity date
without prior approval of the Board of Governorslodé Federal Reserve System, if required. Prioemgation is permitted under certain
circumstances, such as changes in tax or regulagpiyal rules. In connection with this offeringetbalance of deferred issuance costs incl
in other assets was $152 thousand as of Decemb@084. These deferred costs are amortized omigistiine basis over the life of the
debentures.

On December 18, 2001, Heartland completed an afjesf $8.0 million of variable rate cumulative dapsecurities representing undivided
beneficial interests in Heartland Statutory TruisThe proceeds from the offering were used by Head Statutory Trust Il to purchase junior
subordinated debentures from Heartland. The pracastbeing used for general corporate purposesgding the repayment of $8.0 million
indebtedness on the revolving credit lines. Inteiepayable quarterly on March 18, June 18, Sepézrhi8 and December 18 of each year. The
debentures will mature and the capital securitiastrbe redeemed on December 18, 2031. Heartlandh&aption to shorten the maturity date
to a date not earlier than December 18, 2006. kearimay not shorten the maturity date without pajpproval of the Board of Governors of
the Federal Reserve System, if required. Priormgdien is permitted under certain circumstanceshss changes in tax or regulatory capital
rules. In connection with this offering, the balaraf deferred issuance costs included in othertsgsrs $221 thousand as of December 31,
2004. These deferred costs are amortized on glstrdfie basis over the life of the debentures.

For regulatory purposes, $57.5 and $43.8 milliothefcapital securities qualified as Tier 1 cafdibalregulatory purposes as of December 31,
2004 and 2003, respectively.

Future payments at December 31, 2004, for all diberowings were as follows:

(Dollars in thousands)

2005 $ 36,92t
2006 51,547
2007 7,30(

2008 19,52:



2009 2,63
Thereafter 78,26¢
$ 196,19

THIRTEEN
DERIVATIVE FINANCIAL INSTRUMENTS

Heartland’s use of derivative financial instrumergisites to the management of the risk that chaimgieserest rates will affect its future
interest payments. Heartland utilizes an interat&t swap contract to effectively convert $25.0innmillof the variable interest rate debt to fixed
interest rate debt. Under the interest rate swapract, Heartland agrees to pay an amount equafited rate of interest times a notional
principal amount, and to receive in return an amegual to a specified variable rate of interases the same notional principal amount. The
notional amounts are not exchanged and payments tinel interest rate swap contract are made martdggrtland is exposed to credit-related
losses in the event of nonperformance by the copatey to the swap contract. This risk is minimizgdentering into the contract with a large,
stable financial institution.

As of December 31, 2004, Heartland had an inteatstswap contract with a notional amount of $2billon to pay a fixed interest rate of
4.35% and receive a variable interest rate of 1.8@%ed on $25.0 million of indebtedness. This @mttexpires on November 1, 2006. The fair
market value of the interest rate swap contractreesrded as a liability of $566 thousand as ofdbatwer 31, 2004 and is accounted for as a
cash flow hedge.

There was no ineffectiveness recognized on thesést rate swap during the year. All componenti@ferivative instrument’s gain or loss
were included in the assessment of hedge effe@sgert-or the year ended December 31, 2004, theeensecash flow hedges discontinued

related to forecasted transactions that are prebafbhot occurring.

As of December 31, 2004, $458 thousand of the megalized loss on derivative instruments includedther comprehensive income is
expected to be reclassified as a realized losst¢odst expense during the next year.

FOURTEEN
INCOME TAXES

Income taxes for the years ended December 31, 2008 and 2002, were as follows:

(Dollars in thousands)

Current Deferred Total

2004:

Federal $ 7,691 $ (802) $ 6,88¢
State 1,025 21 1,04¢
Total $ 8,71¢ $ (781 $ 7,93
2003:

Federal $ 4,20( $ 2,467 $ 6,667
State 1,472 (2) 1,47(
Total $ 5,672 $ 2,46t $ 8,13
2002:

Federal $ 6,591 967 $ 7,55¢
State 1,15¢ 282 1,43¢
Total $ 7,747 $ 1,25(C $ 8,99

The income tax provisions above do not includestffiects of income tax deductions resulting fromredses of stock options in the amounts of
$463 thousand, $119 thousand and $312 thousar@D# 2003 and 2002, respectively, which were remb@k increases to stockholder’s
equity. Additionally, the income tax provisions2004 do not include a federal rehabilitation taeditr of $1.1 million, a state rehabilitation tax
credit of $1.4 million and a state investment teedit of $400 thousand which were recorded as aatézh in the depreciable basis of the
capitalized asset. A deferred tax asset has beended for the $1.4 million ($915 thousand, nefedferal tax) state rehabilitation tax credits as
they are not available until tax years 2011 and32@Hditionally, $73 thousand of the $400 thousamnstment tax credit was recorded as a
deferred tax asset as the amount of estimatedhtdoeiapplicable state did not exceed $327 thousand

Temporary differences between the amounts repamttte financial statements and the tax basis sdtasand liabilities result in deferred tay
No valuation allowance was required for deferredassets at December 31, 2004 and 2003. BasedHgrmtian(’s level of historical taxable



income and anticipated future taxable income dverperiods in which the deferred tax assets aradidte, management believes it is more
likely than not that Heartland will realize the leéits of these deductible differences. Deferredassets and liabilities at December 31, 2004
and 2003, were as follows:

(Dollars in thousands)

2004 2003

Deferred tax assets:
Tax effect of net unrealized loss on derivativeteoted in stockholders’ equity $ 211 $ 52¢
Allowance for loan and lease losses 8,87t 6,74:
Deferred compensation 2,112 1,601
Organization and acquisitions costs 63E 55€
Net operating loss carryforwar 49¢€ 33C
State rehabilitation tax credits 99¢ -
Other 191 8
Gross deferred tax assets $ 13,52( $ 9,76¢
Deferred tax liabilities:
Tax effect of net unrealized gain on securitieslabe for sale reflected in

stockholders’ equity $ (1,939 $ (3,39)
Securities (1,007 (269)
Premises, furniture and equipment (8,027) (8,417
Lease financing (2,907 (3,197
Tax bad debt reserves (503) (517
Purchase accounting (3,539 (965)
Prepaid expenses 473 (359
Mortgage servicing rights (1,189 (1,139
Other (129 (157)
Gross deferred tax liabilities $ (19,697 $ (18,39¢)
Net deferred tax liability $ (6,177) $ (8,630)

The deferred tax liabilities related to net unrzadi gains on securities available for sale andiéferred tax assets related to net unrealized
losses on derivatives had no effect on income tgerse as these gains and losses, net of taxesreerded in other comprehensive income.




The actual income tax expense differs from the etqgeamounts (computed by applying the U.S. fedarglorate tax rate of 35% for 2004,
2003 and 2002, to income before income taxes) s

(Dollars in thousands)

2004 2003 2002
Computed “expected” amount $ 9,86¢ $ 9,05( $ 9,752
Increase (decrease) resulting from:
Nontaxable interest income (1,687%) (1,360 (949
State income taxes, net of federal tax benefit 681 954 93t
Goodwill and other intangibles not deductible 77 64 78
Tax credits (525) (442 (792)
Other (479 (129 (32
|ncome taxes $ 7,93_1 $ 8,13_1 $ 8,99_1
Effective tax rates ___ 28y __ 3l 32

Heartland had investments in certain low-incomesimy projects totaling $5.8 million as of DecemBg&r 2004, and $4.5 million as of
December 31, 2003 and 2002, the majority of whighehbeen fully consolidated in the consolidatedriirial statements. These investment:
expected to generate federal income tax credigppfoximately $436 thousand during 2005 and $2d2ghnd for each year thereafter through
2014. A 99.9% ownership in a limited liability coamy was acquired in 2004 that provided a fedesibhic rehabilitation credit totaling $675
thousand for the tax year 2004 and state histetiahilitation credits totaling $843 thousand far thx years 2004, 2005 and 2007. In 2002,
Heartland had acquired a 99.9% ownership in a afgiktructured limited liability company that pided a federal historic rehabilitation cre
totaling $389 thousand for the 2002 tax year aatkdiistoric rehabilitation credits totaling $4b0tisand for the tax years 2002 and 2006.

FIFTEEN
EMPLOYEE BENEFIT PLANS

Heartland sponsors a defined contribution retirerpéan covering substantially all employees. Cdmitions to this plan are subject to apprc
by the Heartland Board of Directors. The Heartlantsidiaries fund and record as an expense albapgrcontributions. Costs charged to
operating expenses were $2.1 million, $1.9 milliand $1.7 million for 2004, 2003, and 2002, respebt. This plan includes an employee
savings program, under which the Heartland subdédianake matching contributions of up to 2% of plaeticipants’ wages. Costs charged to
operating expenses with respect to the matchingribations were $410 thousand, $325 thousand, 28d $housand for 2004, 2003, and 2(
respectively. Rocky Mountain Bank has a definedrioation employee savings program, under whichkgddountain Bank makes matching
contributions of up to 6% of the participants’ wag€osts charged to operating expenses with regpéoe matching contributions were $122
thousand for 2004.

SIXTEEN
COMMITMENTS AND CONTINGENT LIABILITIES

Heartland leases certain land and facilities ugerating leases. Minimum future rental commitmett®ecember 31, 2004, for all non-
cancelable leases were as follows:

(Dollars in thousands)

2005 $ 962
2006 83C
2007 571
2008 46¢
2009 403
Thereafter 1,141

$ 4,377

Rental expense for premises and equipment leasit operating leases was $1.3 million, $1.1 milliand $700 thousand for 2004, 2003, and
2002, respectively. Occupancy expense is presewtedf rental income of $829 thousand, $178 thodisena $172 thousand for 2004, 2003
and 2002, respectively.

In the normal course of business, the Heartlanéd$arake various commitments and incur certain ogetit liabilities that are not presentes
the accompanying consolidated financial statem@ifts.commitments and contingent liabilities includgious guarantees, commitments to
extend credit and standby letters of credit.



Commitments to extend credit are agreements totleadcustomer as long as there is no violatioanyf condition established in the contract.
Commitments generally have fixed expiration datestber termination clauses and may require paymkatfee. Since many of the
commitments are expected to expire without beirgvdrupon, the total commitment amounts do not rescég represent future cash
requirements. The Heartland banks evaluate eadcbroas's creditworthiness on a case-by-case babis.amount of collateral obtained, if
deemed necessary by the Heartland banks upon ®desfscredit, is based upon managemeuotedit evaluation of the counterparty. Collat
held varies but may include accounts receivablegntory, property, plant and equipment and incomuehpcing commercial properties.
Standby letters of credit and financial guaranteeden are conditional commitments issued by tleailand banks to guarantee the
performance of a customer to a third party. Thasgrantees are primarily issued to support publit@ivate borrowing arrangements. The
credit risk involved in issuing letters of creditéssentially the same as that involved in extenidian facilities to customers. At December 31,
2004 and 2003, commitments to extend credit agteddgb13.5 and $403.7 million, and standby lettéisredit aggregated $19.2 and $15.8
million, respectively. Heartland enters into comments to sell mortgage loans to reduce interestrisk on certain mortgage loans held for
sale and loan commitments. At December 31, 2002808, Heartland had commitments to sell residergal estate loans totaling $6.3 and
$8.3 million, respectively. Heartland does not eiptite any material loss as a result of the comaitsiand contingent liabilities.

There are certain legal proceedings pending agHieattland and its subsidiaries at December 314 2@t are ordinary routine litigation
incidental to business. While the ultimate outcarheurrent legal proceedings cannot be predictet wertainty, it is the opinion of
management that the resolution of these legalresbould not have a material effect on Heartlacahsolidated financial position or result:
operations.

SEVENTEEN
STOCK PLANS

On May 21, 2003, the Heartland 2003 Stock Opti@n®Vas adopted, replacing the 1993 Heartland Sigptlon Plan. The 2003 Stock Option
Plan is administered by the Nominating and Comp@rs&ommittee (“Compensation Committee”) of theaBib of Directors whose members
determine to whom options will be granted and #rens of each option. Under the 2003 Stock Opti@m 900,000 common shares have been
reserved for issuance. Directors and key policyingakmployees are eligible for participation in 2@3 Stock Option Plan. Options may be
granted that are either intended to be "incentiseksoptions” as defined under Section 422 of thierhal Revenue Code or not intended to be
incentive stock options ("non-qualified stock opst). The exercise price of stock options grantédtbe established by the Compensation
Committee, but the exercise price for the incensitaek options may not be less than the fair mar&kte of the shares on the date that the
option is granted. Each option granted is exerdéésabfull at any time or from time to time, subjeo vesting provisions, as determined by the
Compensation Committee and as provided in the p@tizpeement, but such time may not exceed ten jreensthe grant date. At December
31, 2004 and 2003, there were 804,250 and 900}@@s available for issuance under the 2003 Stetio®Plan, respectively. Shares
available for options forfeited under the 1993 &t@ption Plan are not transferable to shares availander the 2003 Stock Option Plan.

Under the 2003 Stock Option Plan, stock appreaiaiights ("SARS") may also be granted alone oaimdem with or with reference to a rele
stock option, in which event the grantee, at ther@ge date, has the option to exercise the optidhe SARS, but not both. SARS entitle the
holder to receive in cash or stock, as determinetthéd Compensation Committee, an amount per shiaral éo the excess of the fair market
value of the stock on the date of exercise ovefalranarket value at the date the SARS or relafgibns were granted. SARS may be
exercisable for up to ten years after the dateafitgNo SARS have been granted under the 200% &ption Plan or the 1993 Stock Option
Plan.




A summary of the status of the 2003 and 1993 Styutkon Plans as of December 31, 2004, 2003 and,20@Rchanges during the years en
follows:

2004 2003 2002
Weighted- Weighted- Weighted-
Average Average Average
Shares Exercise Shares Exercise Shares Exercise

(000) Price (000) Price (000) Price
Outstanding at beginning of year 83z $ 10 91¢ $ 9 1,26: $ 8
Granted 97 19 11C 12 72 9
Exercised (11¢ 9 (18¢) 6 (345) 6
Forfeited 2 18 (8) 9 (72) 6
Outstanding at end of year _ 8¢ ¢ 11 8% ¢ 10 _  91€ $ 9
Options exercisable at end of year 47t $ 10 49¢ $ 10 54¢ $ 8

Weighted-average fair value of options granted
during the year $5.6¢ $4.0¢ $2.5%

As of December 31, 2004 and 2003, options outstendnder the 2003 and 1993 Stock Option Plans kextise prices ranging from $6 to ¢
per share and a weighted-average remaining constdde of 5.13 and 5.25 years, respectively.

The fair value of stock options granted was deteembiutilizing the Black Scholes Valuation modeb8iicant assumptions include:

2004 2003 2002
Risk-free interest rate 4.13% 4.01% 4.88%
Expected option life 10 year 10 year 10 year
Expected volatility 20.67% 17.69¥% 15.35%
Expected dividends 1.66% 2.25% 3.03%

In 1996, Heartland adopted the Heartland Employeek3Purchase Plan ("ESPP"), which permits allilelegemployees to purchase shares of
Heartland common stock at a price of not less 8% of the fair market value on the determinatiatedas determined by the Committee). A
maximum of 600,000 shares is available for saleetutite ESPP. For the years ended December 31,82@D2003, Heartland approved a price
of 100% of fair market value as determined by agiexgqthe closing price of the last five trading gédry 2003 and 2002, respectively. At
December 31, 2004 and 2003, respectively, 23,30818/895 shares were purchased under the ESPRcharge to Heartland’s earnings.

During each of the years ended December 31, 2@®B8 and 2002, Heartland acquired shares for ugeistock Option Plan and the ESPP.
Shares acquired totaled 290,994, 427,344 and 1430832004, 2003 and 2002, respectively.

EIGHTEEN
STOCKHOLDER RIGHTS PLAN

On June 7, 2002, Heartland adopted a stockholdghgs plan (the "Rights Plan"). Under the termshaf Rights Plan, on June 26, 2002, the
Board of Directors distributed one purchase rigitefach share of common stock outstanding as & 24n2002. Upon becoming exercisable,
each right entitles the registered holder theraodfler certain limited circumstances, to purchasetbousandth of a share of Series A Junior
Participating preferred stock at an exercise poic85.00. Rights do not become exercisable uetildusiness days after any person or group
has acquired, commenced, or announced its intetdiocommence a tender or exchange offer to acq%%e or more of Heartland’s common
stock. If the rights become exercisable, holdersaah right, other than the acquirer, upon payrogtite exercise price, will have the right to
purchase Heartland’s common stock (in lieu of preft shares) having a value equal to two timeexegecise price. If Heartland is acquired in
a merger, share exchange or other business cornanirmat50% or more of its consolidated assets omieg power are sold, rights holders, o
than the acquiring or adverse person or group,beilentitled to purchase the acquirer’s sharesahiéar discount. If the rights become
exercisable, Heartland may also exchange rightgrahan those held by the acquiring or adverssgmeor group, in whole or in part, at an
exchange ratio of one share of Heartland’s comnbmeker right held. Rights are redeemable by Headtat any time until they are
exercisable at the exchange rate of $.01 per rigance of the rights has no immediate dilutifect, does not currently affect reported
earnings per share, is not taxable to Heartlants @hareholders, and will not change the way iictvideartland’s shares are traded. The rights
expire on June 7, 2012.

In connection with the Rights Plan, Heartland deatgd 16,000 shares, par value $1.00 per shaSrifs A Junior Participating preferred
stock. These shares, if issued, will be entitletetieive quarterly dividends and a liquidation prefice. There are no shares issued and
outstanding and Heartland does not anticipaterigsainy shares of Series A Junior Participatingepretl stock except as may be required L



the Rights Plan.

NINETEEN
REGULATORY CAPITAL REQUIREMENTS AND RESTRICTIONS ON SUBSIDIARY DIVIDENDS

The Heartland banks are subject to various regylaapital requirements administered by the fedeaaking agencies. Failure to meet
minimum capital requirements can initiate certasmnatatory, and possibly additional discretionaryioas by regulators that, if undertaken,
could have a direct material effect on the Headlbanks’ financial statements. The regulationsgiles specific capital adequacy guidelines
that involve guantitative measures of a bank’stassiabilities and certain off balance sheet itemagalculated under regulatory accounting
practices. Capital classification is also subjedualitative judgments by the regulators aboutponents, risk weightings and other factors.

Quantitative measures established by regulati@msure capital adequacy require the Heartland banksintain minimum amounts and rat
(set forth in the table below) of total and Tiecdpital (as defined in the regulations) to risk-gieed assets (as defined), and of Tier 1 capital
(as defined) to average assets (as defined). Mamagebelieves, as of December 31, 2004 and 2088tttk Heartland banks met all capital
adequacy requirements to which they were subject.

As of December 31, 2004, the most recent notificatiom the FDIC categorized each of the Heartlaauoks as well capitalized under the
regulatory framework for prompt corrective actidio. be categorized as well capitalized, the Headitlsanks must maintain minimum total
risk-based, Tier 1 riskased and Tier 1 leverage ratios as set fortharidtiowing table. There are no conditions or egesihce that notificatic
that management believes have changed each iistitutategory.




The Heartland banks’ actual capital amounts aridsatre also presented in the table below.

(Dollars in thousands)
To Be Well Capitalized
For Capital Adequacy  Under Prompt Corrective

Actual Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2004
Total Capital (to Risk-Weighted Assets)
Consolidated $ 219,83¢ 10.82% 162,50: 8.C% N/A
Dubuque Bank and Trust Company 64,37 10.6: 48,44¢ 8.C 60,55¢ 10.(%
Galena State Bank 19,28¢ 12.31 12,53( 8.C 15,66: 10.C
First Community Bank 10,68’ 13.3¢ 6,41( 8.C 8,012 10.C
Riverside Community Bank 14,99¢ 10.4¢ 11,441 8.C 14,30: 10.C
Wisconsin Community Bank 31,09¢ 10.67 23,315 8.C 29,14¢ 10.C
New Mexico Bank & Trust 37,71¢ 10.5¢ 28,60 8.C 35,75¢ 10.C
Arizona Bank & Trust 13,017 17.9( 5,817 8.C 7,271 10.C
Rocky Mountain Bank 33,29t 11.97 22,25( 8.C 27,81: 10.C
Tier 1 Capital (to Risk-Weighted Assets)
Consolidated $ 187,42 9.22% 81,25! 4.C% N/A
Dubuque Bank and Trust Company 57,78: 9.5¢ 24,22: 4.0 36,33t 6.C%
Galena State Bank 17,53¢ 11.2( 6,26 4. 9,397 6.C
First Community Bank 9,68¢ 12.0¢ 3,20¢ 4. 4,807 6.C
Riverside Community Bank 13,44" 9.4( 5,721 4.C 8,581 6.C
Wisconsin Community Bank 27,44t 9.42 11,65¢ 4.C 17,48¢ 6.C
New Mexico Bank & Trust 33,48¢ 9.3¢ 14,30¢ 4.C 21,45¢ 6.C
Arizona Bank & Trust 12,24¢ 16.8¢ 2,90¢ 4.C 4,36: 6.C
Rocky Mountain Bank 29,81: 10.72 11,12¢ 4.C 16,68t¢ 6.C
Tier 1 Capital (to Average Assets)
Consolidated $ 187,42 7.2¢% $ 103,21 4.C% N/A
Dubuque Bank and Trust Company 57,781 7.47 30,93¢ 4.C 38,66¢ 5.C%
Galena State Bank 17,53¢ 7.7(¢ 9,11¢ 4.C 11,39¢ 5.C
First Community Bank 9,68¢ 8.3¢ 4,62 4.C 5,77¢ 5.C
Riverside Community Bank 13,447 7.02 7,661 4.0 9,57¢ 5.C
Wisconsin Community Bank 27,44¢ 7.2¢ 15,06: 4.0 18,82¢ 5.C
New Mexico Bank & Trust 33,48 7.51 17,84( 4.C 22,30( 5.C
Arizona Bank & Trust 12,24¢ 13.9¢ 3,50: 4.C 4,37¢ 5.C
Rocky Mountain Bank 29,81 8.1¢ 14,567 4.C 18,20¢ 5.C

(Dollars in thousands)
To Be Well Capitalized
For Capital Adequacy  Under Prompt Corrective

Actual Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2003
Total Capital (to Risk-Weighted Assets)
Consolidated $  191,06( 124% $ 123,07: 8.C% N/A
Dubuque Bank and Trust Company 60,93 10.7¢ 45,16¢ 8.C 56,46 10.(%
Galena State Bank 18,75¢ 12.62 11,88¢ 8.C 14,86! 10.C
First Community Bank 10,02¢ 12.117 6,622 8.C 8,27¢ 10.C
Riverside Community Bank 13,52¢ 11.0¢ 9,79¢ 8.C 12,24t 10.C
Wisconsin Community Bank 28,00¢ 10.7¢ 20,75¢ 8.C 25,94¢ 10.C
New Mexico Bank & Trust 32,31( 10.9¢ 23,62( 8.C 29,52¢ 10.C
Arizona Bank & Trust 13,26: 57.8¢ 1,83: 8.C 2,291 10.C
Tier 1 Capital (to Risk-Weighted Assets)
Consolidated $ 158,34t 10.2% $ 61,53¢ 4.C% N/A

Dubuque Bank and Trust Company 54,80¢ 9.71 22,58¢ 4.0 33,871 6.C%



Galena State Bank 17,11« 11.52 5,94¢ 4.C 8,91¢ 6.C

First Community Bank 9,04: 10.9: 3,311 4.C 4,96 6.C
Riverside Community Bank 12,21t 9.9¢ 4,89¢ 4.C 7,345 6.C
Wisconsin Community Bank 25,05: 9.6t 10,38( 4.0 15,56¢ 6.C
New Mexico Bank & Trust 28,61( 9.6¢ 11,81( 4.C 17,71t 6.C
Arizona Bank & Trust 13,04¢ 56.9¢ 91€ 4. 1,374 6.C

Tier 1 Capital (to Average Assets)

Consolidated $ 158,34t 8.01% % 78,46¢ 4.C% N/A
Dubuque Bank and Trust Company 54,80¢ 7.6C 28,84¢ 4.C 36,05¢ 5.C%
Galena State Bank 17,11« 7.92 8,63¢ 4. 10,79¢ 5.C
First Community Bank 9,04: 8.0¢ 4,47¢ 4. 5,59¢ 5.C
Riverside Community Bank 12,21t 7.11 6,871 4.0 8,58¢ 5.C
Wisconsin Community Bank 25,05 7.72 12,97¢ 4.0 16,22 5.C
New Mexico Bank & Trust 28,61( 7.5¢ 15,17( 4.C 18,96: 5.C
Arizona Bank & Trust 13,04 47 .4¢ 1,20C 4.C 1,37¢ 5.C

The ability of Heartland to pay dividends to iteckholders is dependent upon dividends paid bgubsidiaries. The Heartland banks are
subject to certain statutory and regulatory restms on the amount they may pay in dividends. Biontain acceptable capital ratios in the
Heartland banks, certain portions of their retaieathings are not available for the payment ofdgimds. Retained earnings that could be
available for the payment of dividends to Heartlémtdled approximately $65.6 million as of Decem®gr 2004, under the most restrictive
minimum capital requirements. Heartland’s revolvangdit agreement requires our bank subsidiariesrt@in well capitalized. Retained
earnings that could be available for the paymemtivitiends to Heartland totaled approximately $2&illion as of December 31, 2004, under
the capital requirements to remain well capitalized




TWENTY
FAIR VALUE OF FINANCIAL INSTRUMENTS

Following are disclosures of the estimated faiueadf Heartland's financial instruments. The esteddair value amounts have been
determined using available market information apgrapriate valuation methodologies. However, camsitlle judgment is necessarily
required to interpret market data to develop thienades of fair value. Accordingly, the estimatesgented herein are not necessarily indicative
of the amounts Heartland could realize in a curneaitket exchange. The use of different market apions and/or estimation methodologies
may have a material effect on the estimated fdirevamounts.

(Dollars in thousands)

December 31, 2004 December 31, 2003
Carrying Carrying
Amount Fair Value Amount Fair Value
Financial Assets:
Cash and cash equivalents $ 73,74¢  $ 73,74¢ $ 71,86¢ $ 71,86¢
Time deposits in other financial institutions 1,17¢ 1,17¢ 1,132 1,132
Trading securities 521 521 1,07: 1,07:
Securities available for sale 552,76 552,76: 450,68( 450,68(
Loans and leases, net of unearned 1,805,11! 1,805,16! 1,348,22 1,367,87
Financial Liabilities:
Demand deposits $ 323,01: $ 323,01: $ 246,28: $ 246,28.
Savings deposits 750,87( 750,87( 569,28t 569,28t
Time deposits 909,96 911,67. 676,92( 687,44¢
Short-term borrowings 231,47 231,47 176,83! 176,83!
Other borrowings 196,19: 204,23. 173,95¢ 215,15t
Interest rate swap 56€ 56€ 1,41¢ 1,41¢

Cash and Cash Equivalents and Time Deposits inrGinancial Institutions The carrying amount is a reasonable estimate of/&ile.

Securities For securities either available for sale or tradfiag value equals quoted market price if avagaltl a quoted market price is not
available, fair value is estimated using quotedketaprices for similar securities.

Loans and LeasesThe fair value of loans is estimated by discounthmyfuture cash flows using the current ratestatkvsimilar loans would
be made to borrowers with similar credit ratingd &or the same remaining maturities. The fair valtibans held for sale is estimated using
qguoted market prices.

Deposits - The fair value of demand deposits, ggvatcounts and certain money market depositg iarttount payable on demand at the
reporting date. The fair value of fixed maturitytifecates of deposit is estimated using the ratasently offered for deposits of similar
remaining maturities.

Short-term and Other BorrowingRates currently available to Heartland for debhwgitmilar terms and remaining maturities are used t
estimate fair value of existing debt.

Commitments to Extend Credit, Unused Lines of Qradd Standby Letters of Credit - Based upon mamagés analysis of the off balance
sheet financial instruments, there are no significenrealized gains or losses associated with thegecial instruments based upon our review
of the fees currently charged to enter into simalgreements, taking into account the remaininggesfrihe agreements and the present
creditworthiness of the counterparties.

Interest Rate Swap - The fair value of the interatg swap was estimated based on the amount #zatl&hd would pay or would be paid to
terminate the contract or agreement, using curegas and, when appropriate, the current creditireess of the counter-party.




TWENTY-ONE
PARENT COMPANY ONLY FINANCIAL INFORMATION

Condensed financial information for Heartland FiciahUSA, Inc. is as follows:
BALANCE SHEETS

(Dollars in thousands)

December 31,

2004 2003

Assets:
Cash and interest bearing deposits $ 1,311 $ 8,621
Trading securities 521 1,07:
Securities available for sale 1,15¢ 4,16:
Investment in subsidiaries 256,44( 196,11(
Other assets 7,831 9,09¢
Due from subsidiaries 24.,40( 13,00(
Total assets $ 291,66« $ 232,06«
Liabilities and stockholders’ equity:
Short-term borrowings $ 43,00( $ 25,00(
Other borrowings 67,88 60,93(
Accrued expenses and other liabilities 4,99¢ 5,211
Total liabilities 115,88: 91,14
Stockholders’ equity:
Common stock 16,54% 15,26:
Capital surplus 40,44¢ 20,06¢
Retained earnings 117,80( 102,58:
Accumulated and other comprehensive income 2,88¢ 4,79¢
Treasury stock (1,900 (1,782)
Total stockholders’ equity 175,78: 140,92:
Total Liabilities & Stockholders Equity $ 291,66 $ 232,06:
INCOME STATEMENTS
For the years ended December 31,

2004 2003 2002
Operating revenues:
Dividends from subsidiaries $ 11,91: $ 13,31( $ 9,89(
Securities gains, net 711 99 95
Gain (loss) on trading account securities 54 452 (59¢)
Impairment loss on equity securities - (317) (267)
Other 86E 852 1,01¢
Total operating revenues 13,54 14,39¢ 10,13¢
Operating expenses:
Interest 7,15: 4,99¢ 4,59
Salaries and benefits 48 617 1,97:
Outside services 667 427 572
Other operating expenses 1,53¢ 544 367
Minority interest expense 12C 30 40z
Total operating expenses 9,52¢ 6,61¢ 7,907
Equity in undistributed earnings 13,81: 8,551 14,50¢
Income before income tax benefit 17,83! 16,33: 16,73¢
Income tax benefit 2,421 1,38¢ 2,12¢
Net income $ 2025 $ 177 $ 1886






STATEMENTS OF CASH FLOWS

For the years ended December 31,

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cashkideal by operating
activities:
Undistributed earnings of subsidiaries
(Increase) decrease in due from subsidiaries
Increase (decrease) in other liabilities
(Increase) decrease in other assets
(Increase) decrease in trading account securities
Other, net

Net cash provided (used) by operating activi

Cash flows from investing activities:

Capital contributions to subsidiaries

Purchases of available for sale securities

Proceeds from sales of available for sale secsritie

Net cash used by investing activit

Cash flows from financing activities:

Net change in shc-term borrowings

Proceeds from other borrowings

Payments on other borrowings

Cash dividends paid

Purchase of treasury stock

Proceeds from sale of treasury stock

Net cash provided (used) by financing activi

Net increase (decrease) in cash and cash equis

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

2004 2003 2002
20,25: $ 17,71¢ $ 18,86
(13,817 (8,55)) (14,509
(11,400 4,25( (1,750)

(38€) () 3,31(
97¢ (3,619 (1,108)
552 (15€) 612

1,09 82F (33)
(2,723 10,46: 5,39:
(12,707 (13,119 (600)
(30) (2,53) (1,779
3,451 2,09: 1,76¢
(9,280 (13,56%) (60¢)
18,00 - (4,225)
26,07 21,11¢ 5,15¢
(30,907 (627) (85E)
(5,036) (4,096) (3,926)
(5,25 (7,999) (1,349)
1,814 1,33¢ 2,07¢
4,691 9,73¢ (3,125
(7,310) 6,63¢ 1,66z
8,621 1,98t 322
1,311 $ 8,621 $ 1,08




TWENTY-TWO

SUMMARY OF QUARTERLY FINANCIAL INFORMATION (UNAUDIT

2004 Dec. 31 Sept. 30 June 30 March 31
Net interest incom 22,53 20,467 17,287 $ 16,84
Provision for loan and lease losses 1,44¢ 1,05: 991 1,35¢
Net interest income after provision for loan arask
losses 21,081 19,41 16,29¢ 15,48’
Noninterest incom 9,851 8,681 9,58¢ 9,721
Noninterest expens 22,01t 22,69: 19,21: 18,01¢
Income taxes 2,33( 1,38¢ 2,09] 2,12¢
Net income 6,59: 4,01¢ 457t $ 5,06¢
Per share:
Earnings per share-basic 0.4C 0.2¢ 0.2¢ $ 0.3¢
Earnings per share-diluted 0.4C 0.2¢ 0.2¢ 0.3:
Cash dividends declared on common stock 0.0¢ 0.0¢ 0.0¢ 0.0¢
Book value per common share 10.6¢ 10.4¢ 9.9¢ 9.6:
Market price - high 22.07 18.9¢ 18.9¢ 20.1:
Market price - low 18.2¢ 16.7: 16.7¢ 18.0¢
Weighted average common shares outstanding 16,339,34 16,420,19 15,597,58 15,167,21
Weighted average diluted common shares
outstanding 16,579,60 16,663,05 15,836,34 15,425,80
Ratios:
Return on average assets 1.00% 0.64% 0.84% 1.02%
Return on average equity 15.18% 9.65% 12.23% 14.26%
Net interest margin 3.99% 3.81% 3.71% 3.94%
Efficiency ratio 66.49% 75.81Y% 71.19% 71.02%
2003 Dec. 31 Sept. 30 June 30 March 31
Net interest incom 15,41¢ 14,80¢ 15,20° $ 15,75¢
Provision for loan and lease losses 1,007 95C 92z 1,30«
Net interest income after provision for loan anabsk
losses 14,40¢ 13,85¢ 14,28¢ 14,45¢
Noninterest incom 8,45: 11,20: 8,411 8,47¢
Noninterest expens 17,65¢ 17,40¢ 16,57¢ 16,057
Income taxes 1,48: 2,391 1,91« 2.34¢
Net income 3,72¢ 5,26¢ 4,207 $ 4,52¢
Per share:
Earnings per share-basic 0.2t 0.3t 0.2¢ $ 0.3C
Earnings per share-diluted 0.24 0.3¢ 0.2¢ 0.3C
Cash dividends declared on common stock 0.07 0.07 0.07 0.07
Book value per common share 9.2¢ 9.07 8.9¢ 8.57
Market price - high 20.6: 21.2¢ 21.9¢ 15.3¢
Market price - low 18.5¢ 18.57 15.27 11.5C
Weighted average common shares outstanding 15,124,87 15,212,82 14,811,48 14,836,91
Weighted average diluted common shares
outstanding 15,386,48 15,479,33 15,088,76 15,011,37
Ratios:
Return on average assets 0.74% 1.10% 0.92% 1.04%
Return on average equity 10.74% 15.52% 13.15% 14.56%
Net interest margin 3.6% 3.62% 3.82% 4.16%
Efficiency ratio 72.64% 66.85% 69.98Y% 66.72%

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM



The Board of Directors and Stockholders
Heartland Financial USA, Inc.:

We have audited the accompanying consolidated balsheets of Heartland Financial USA, Inc. andigiidoges as of December 31, 2004
2003, and the related consolidated statementscofrie, stockholdergquity and comprehensive income, and cash flowedcoh of the years
the three-year period ended December 31, 2004 eTémssolidated financial statements are the redpbtysof the Companys managemet
Our responsibility is to express an opinion on ¢hesnsolidated financial statements based on alitsau

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBlaUnited States). Those stand.
require that we plan and perform the audit to obta@asonable assurance about whether the finastaééments are free of mate
misstatement. An audit includes examining, on tiliasis, evidence supporting the amounts and diss in the financial statements. An &
also includes assessing the accounting princigded and significant estimates made by managementethas evaluating the overall finan
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaeeferred to above present fairly, in all mater@spects, the financial position of Heartl
Financial USA, Inc. and subsidiaries as of Decen#der2004 and 2003, and the results of their ojmratand their cash flows for each of
years in the thre-year period ended December 31, 2004, in conformitly U.S. generally accepted accounting principles

We also have audited, in accordance with the stdsdz the Public Company Accounting Oversight Bo@nited States), the effectivenes
the Company’s internal control over financial repay as of December 31, 2004, based on criter@béished ininternal Control—ntegratec
Frameworkissued by the Committee of Sponsoring Organizatairthe Treadway Commission (COSO), and our regated March 11, 20(
expressedan unqualified opinion on management’s assessnigand the effective operation of, internal contwekr financial reporting.

March 11, 2005

By: /s/ KPMG
KPMG LLP

ITEM 9.

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
None

ITEM 9A.

CONTROLS AND PROCEDURES

EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

Under the direction of our Chief Executive Offi@ard Chief Financial Officer, Heartland has evalddte effectiveness of the design and
operation of Heartland’s disclosure controls armtpdures (as defined in Rule 13a-15(e) and 15d} ps¢enulgated under the Securities and
Exchange Act of 1934, as amended) as of Decemh&0BY. Based on that evaluation, Heartlamdanagement, including the Chief ExecL
Officer and Chief Financial Officer, concluded tlivgartland’s disclosure controls and procedure®\eéfective in providing reasonable
assurances that material information required tdibelosed is included on a timely basis in theorepwe file with the Securities and Exchal
Commission. There have been no significant chaingEigartland’s internal controls or in other fastdinat could significantly affect internal
controls.

MANAGEMENT’S ANNUAL REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Heartland’s management is responsible for estabtisind maintaining adequate internal control direncial reporting. Heartland'’s internal
control system was designed to provide reasonaisieérance to Heartland’s management, board of direend stockholders regarding the
preparation and fair presentation of publishedrfaial statements. All internal control systemsmatter how well designed have inherent
limitations. Therefore, even those systems detexthto be effective can provide only reasonablerasse with respect to financial statement
preparation and presentation. Heartland's managemeder the supervision and with the participattbtieartland’s Chief Executive Officer
and Chief Financial Officer, has evaluated theaffeness of Heartland’s internal control over finl reporting based upon the framework
set forth by the Committee of Sponsoring Organiretiof the Treadway Commission (COSO)riternal Control -Integrated Framework



Based on our assessment, which excluded Rocky MouB&ank as described below, we believe that, &egakember 31, 2004, Heartland’s
internal control over financial reporting is opéngteffectively.

On June 1, 2004, Heartland acquired Rocky MourBaimcorporation and its subsidiary bank, Rocky MaimBank. As permitted by the
Securities and Exchange Commission, managemertedlecexclude Rocky Mountain Bank from its assesgrof the effectiveness of
Heartland’s internal control over financial repogias of December 31, 2004. Rocky Mountain Banktbted assets of $373.1 million or
14.19% of Heartland'total consolidated assets on December 31, 200de 8s acquisition by Heartland, Rocky MountaiarR recorded gro:
revenue of $13.7 million or 8.62% of Heartland'tat@onsolidated gross revenue for the year endszbDber 31, 2004. Net income recorded
at Rocky Mountain Bank after acquisition was $2i8iom or 11.51% of Heartland'total consolidated net income for the year erideckmbe
31, 2004. The conversion to Heartland’s mainframueking system scheduled for April 22, 2005, wiltifdate the application of internal
controls at Rocky Mountain Bank consistent withshapplied at all Heartland’s other bank subsidgari

KPMG LLP, the independent registered public acciogrfirm that audited Heartland's consolidated fiicial statements as of and for the year
ended December 31, 2004 included herein, has issuettestation report on managment's assessmelgiaofland's internal control over
financial reporting. This report follows.

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors and Stockholders
Heartland Financial USA, Inc.:

We have audited management's assessment, included accompanying ManagemenReport on Internal Control over Financial Repay,
that Heartland Financial USA, Inc. and subsidiaftae Company) maintained effective internal contreer financial reporting as of Decem
31, 2004, based on criteria establishethternal Control—Integrated Framewor&sued by the Committee of Sponsoring Organizatafrike
Treadway Commission (COSO)The Companys management is responsible for maintaining effedtiternal control over financial report
and for its assessment of the effectiveness ofrriatecontrol over financial reporting. Our respdidy is to express an opinion
management's assessment and an opinion on théwffexss of the Company'’s internal control oveafigial reporting based on our audit.

We conducted our audit in accordance with the stadsdof the Public Company Accounting Oversighti8a&@nited States). Those stand:
require that we plan and perform the audit to abtaasonable assurance about whether effectivenaiteontrol over financial reporting w
maintained in all material respects. Our audit udeld obtaining an understanding of internal contnegr financial reporting, evaluati
management's assessment, testing and evaluatingesign and operating effectiveness of internaltrobnand performing such ott
procedures as we considered necessary in the ctanoes. We believe that our audit provides a redde basis for our opinion.

A company's internal control over financial repagtiis a process designed to provide reasonableaasgsuregarding the reliability of financ
reporting and the preparation of financial statetsidor external purposes in accordance with gelyeeacepted accounting principles
company's internal control over financial reportingludes those policies and procedures that (ftajpeto the maintenance of records tha
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseotdimpany; (2) provide reasonable assu
that transactions are recorded as necessary toitpgr@paration of financial statements in accor@amdth generally accepted accoun
principles, and that receipts and expenditureshef dompany are being made only in accordance withoazations of management :
directors of the company; and (3) provide reasanaskurance regarding prevention or timely deteatfounauthorized acquisition, use
disposition of the company’s assets that could lzareterial effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢teisstatements. Also, projections of
evaluation of effectiveness to future periods atgext to the risk that controls may become inadégjbecause of changes in conditions, ol
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, management's assessment that ldedrHinancial USA, Inc. and subsidiaries maintaietéective internal control over financ
reporting as of December 31, 2004, is fairly statedall material respects, based on criteria distadd in Internal Control—ntegratec
Frameworkissued by the Committee of Sponsoring Organizatimihthe Treadway Commission (COSO). Also, in ouinam, Heartlan
Financial USA, Inc. and subsidiaries maintainedalirmaterial respects, effective internal conteér financial reporting as of December
2004, based on criteria establishednternal Control—Integrated Framewoiksued by the Committeef Sponsoring Organizations of -
Treadway Commission (COSO) .

Heartland Financial USA, Inc. acquired Rocky MoumtBancorporation (Rocky Mountain) during 2004, andnagement excluded from
assessment of the effectiveness of the Compantgsia control over financial reporting as of Ded®m31, 2004, Rocky Mountaminterns
control over financial reporting associated witlatassets of $373.1 million, total revenues of .$I8illion, and net income of $2.3 milli



included in the consolidated financial statemeiffitsl@artland Financial USA, Inc. and subsidiarieofand for the year ended Decembel
2004. Our audit of internal control over finandiaporting of Heartland Financial USA, Inc. and ddissies also excluded an evaluation of
internal control over financial reporting of Rockjountain.

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@dnited States), the consolida
balance sheets of Heartland Financial USA, Inc.artsidiaries as of December 31, 2004 and 2003thentcelated consolidated statemen
income, stockholders’ equity and comprehensive imeoand cash flows for each of the years in theetyear period ended December
2004, and our report dated March 11, 2005 expresseathqualified opinion on those consolidated foialstatements.

March 11, 2005

By: /sl KPMG
KPMG LLP

ITEM 9B.

OTHER INFORMATION

None

PART Il

ITEM 10.

DIRECTORS AND EXECUTIVE OFFICERS

The information in the Heartland Proxy Statementliie 2005 Annual Meeting of Stockholders to bealtgi May 17, 2005 (the "2005 Proxy
Statement") under the caption "Election of Direstand under the caption, "Security Ownership o&Etiors and Executive Officers and
Certain Beneficial Owners" is incorporated by refere. The information regarding executive offigermcluded pursuant to Instruction 3 to
Item 401 (b) and (c) of Regulation S-K and is ndietbw.

EXECUTIVE OFFICERS

The term of office for the executive officers of&tdand is from the date of election until the namhual organizational meeting of the board of

directors. The names and ages of the executiveeoffiof Heartland as of December 31, 2004, offiedd by these officers on that date and
other positions held with Heartland and its sulasids are set forth below.

Name Age Position with Heartland and Subsidiaries and Pringpal Occupation

Lynn B. Fuller 55 Chairman, President and Chief Executive OfficeHe#rtland; Vice Chairman of
Dubuque Bank and Trust Company, Wisconsin CommuBailyk, New Mexico Bank «
Trust, Arizona Bank & Trust, and Rocky Mountain Ra@hairman of Citizens Finan
Co., ULTEA, Inc. and HTLF Capital Corp.

John K. Schmidt 45 Director, Executive Vice President, Chief Operat®ificer and Chief Financial Offict
of Heartland; Vice Chairman of Dubuque Bank andsT@ompany, Galena State Bank
and Trust Company, First Community Bank and Rider&Community Bank; Director
and Treasurer of Citizens Finance Co.; Treasur€idfEA, Inc.

Kenneth J. Erickson 53 Executive Vice President, Chief Credit Officer ofaitland; Executive Vice President,
Lending, of Dubuque Bank and Trust Company; Vicai@han of Citizens Finance
and ULTEA, Inc.

Edward H. Everts 53 Senior Vice President, Operations and Retail Bapkifi Heartland; Senior Vice
President, Operations and Retail Banking of Dubugaiek and Trust Company

Douglas J. Horstmann 51 Senior Vice President, Lending, of Heartland; DioecPresident and Chief Executive
Officer of Dubuque Bank and Trust Company



Paul J. Peckosh 59 Senior Vice President, Trust, of Heartland; Exe@ice President, Trust, of Dubuc
Bank and Trust Company

Mr. Lynn B. Fuller is the brother-in-law of Mr. Ja® F. Conlan, who is a director of Heartland. Tleeeno other family relationships among
any of the directors or executive officers of Hizamdl.

Lynn B. Fuller has been a Director of Heartland ah®ubuque Bank and Trust Company since 1984 asdken President of Heartland si
1987. Until 2004, Mr. Fuller had been a DirectoiGalena State Bank and Trust Company since itsisitiqn by Heartland in 1992, First
Community Bank since the merger in 1994 and Rider&lommunity Bank since the opening of tiésnovooperation in 1995. He has been a
Director of Wisconsin Community Bank since the fhage of Cottage Grove State Bank in 1997, New MeRiank & Trust since the opening
of thisde novabank in 1998 and Arizona Bank & Trust since theropg of thisde novdbank in 2003. Mr. Fuller joined Dubuque Bank and
Trust Company in 1971 as a consumer loan officdrvess named Dubuque Bank and Trust Company's Bxedlice President and Chief
Executive Officer in 1985. Mr. Fuller was PresidehDubuque Bank and Trust Company from 1987 &9 at which time he was named
Chief Executive Officer of Heartland.

John K. Schmidt has been a Director of HeartlandesP001. Mr. Schmidt has been Heartland's Exexzitige President and Chief Financial
Officer since 1991. He has been employed by Dub@grk and Trust Company since 1984 and became MigbBgnk and Trust Company's
Vice President, Finance in 1986, Senior Vice Pegidind Chief Financial Officer in January 199 dRtent and Chief Executive Officer in
1999 and Vice Chairman in 2004. Mr. Schmidt alse wamed Vice Chairman of Galena State Bank and Qoispany, First Community
Bank and Riverside Community Bank in 2004. He égaified public accountant and worked at KPMG LihADes Moines, lowa, from 1982
until joining Dubuque Bank and Trust Company.

Kenneth J. Erickson was named Executive Vice PeasicChief Credit Officer, of Heartland in 1999. N&rickson has been employed by
Dubuque Bank and Trust Company since 1975, andappsinted Vice President, Commercial Loans in 1$&Hior Vice President, Lending

in 1989 and Executive Vice President in 2000. He named Vice Chairman of Citizens Finance Co. an@iEA, Inc. in 2004. Prior to 2004,
Mr. Erickson was Senior Vice President at CitizEimsance Co. and ULTEA, Inc.

Edward H. Everts was appointed as Senior Vice Beesiof Heartland in 1996. Mr. Everts has been eygal by Dubuque Bank and Trust
Company as Senior Vice President, Operations atailBanking since 1992. Prior to his service withbugque Bank and Trust Company, Mr.
Everts was Vice President and Lead Retail Bankirmgager of First Bank, Duluth, Minnesota.

Douglas J. Horstmann was named Senior Vice Presadéteartland in 1999. Mr. Horstmann has been eygid by Dubuque Bank and Trust
Company since 1980, was appointed Vice Presidemtiriercial Loans in 1985, Senior Vice President,diegin 1989, Executive Vice
President, Lending in 2000 and Director, Presi@ewt Chief Executive Officer in 2004. Prior to jeigiDubuque Bank and Trust Company,
Mr. Horstmann was an examiner for the lowa DivisidiBanking.

Paul J. Peckosh was appointed Senior Vice Presidéfeartland in 1999. Mr. Peckosh has been empltyeDubuque Bank and Trust
Company since 1975, was appointed Assistant Viesiéent, Trust, in 1975, Vice President, Trust980, Senior Vice President, Trust in
1991 and Executive Vice President, Trust in 2000.Réckosh is an attorney and graduated from thejlubdte University of Law School in
1970.

ITEM 11.

EXECUTIVE COMPENSATION

The information in our 2005 Proxy Statement, urtlercaption "Executive Compensation™ is incorpatdig reference.

ITEM 12.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information in our 2005 Proxy Statement, urtiercaption "Security Ownership of Certain Benefi@wners and Management" is
incorporated by reference.

The information in our 2005 Proxy Statement, urtlercaption "Equity Compensation Plan Informati@nihcorporated by reference.

ITEM 13.



CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
The information in the 2005 Proxy Statement unterdaption "Transactions with Management” is inocaped by reference.
ITEM 14.
PRINCIPAL ACCOUNTANT FEES AND SERVICES
The information in the 2005 Proxy Statement untderdaption “Relationship with Independent Auditassincorporated by reference.
PART IV
ITEM 15.
EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(@) The documents filed as a part of this report atedi below:
3. Exhibits

The exhibits required by Item 601 of Regulation S+ included along with this Form 10-K and artelison the “Index of
Exhibits” immediately following the signature page.




SIGNATURES

Pursuant to the requirements of Section 13 of #mufties Exchange Act of 1934, the Registrantchdg caused this report to be signed on its
behalf by the undersigned, thereunto duly authdrize March 14, 2005.

Heartland Financial USA, Inc.

By: /s/ Lynn B. Fullet /sl John K. Schmid
Lynn B. Fuller John K. Schmidt
Principal Executive Officer Executive Vice President and Principal

Financial and Accounting Office

Date: March 14, 2005

Pursuant to the requirements of the Securities &xgéa Act of 1934, this report has been signed bbélpthe following persons on behalf of 1
Registrant and in the capacities indicated on
March 14, 2005.

/s/ Lynn B. Fuller /s/ John K. Schmic

President, CEO, Chairman and Direc Executive Vice President, CFO and Direc
/s/ James F. Conle /sl Mark C. Falk

Director Director

/sl Thomas L. Flyni /s/ John W. Cox, J

Director Director

/s/ Ronald A. Larsol

Director
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10.1:

INDEX OF EXHIBITS

Certificate of Incorporation of Heartland Finandi#A, Inc. (Filed as Exhibit 3.1 to the Registraiitorm 10K filed on March 15,
2004, and incorporated by reference herein.)

Bylaws of Heartland Financial USA, Inc., incorpaaty reference herein. (Filed as Exhibit 3.2 Registrant's Form 10K filed on
March 15, 2004, and incorporated by reference hgrei

Specimen Stock Certificate of Heartland Financi8lWJInc. (Filed as Exhibit 4.1 to the Registrat®tatement on Form S-4 filed with
the Commission May 4, 1994, as amended (SEC File3Bl6228) and incorporated by reference herein.)

Form of Split-Dollar Life Insurance Plan effectidovember 13, 2001, between the Heartland subsédiamd their selected officers
who have met the three years of service requireniérse plans are in place at Dubuque Bank and Tarmpany, Galena State Bank
and Trust Company, First Community Bank, Riverstaenmunity Bank, Wisconsin Community Bank, New Mexigank & Trust an
ULTEA, Inc. (Filed as Exhibit 10.4 to the Registrar-orm 10K for the year ended December 31, 2@08,incorporated by reference
herein.)

Heartland Financial USA, Inc. Employee Stock Puseh@lan effective January 1, 1996. (Filed in codijion with Form S-8 on June
18, 1996, and incorporated by reference herein.)

License and Service Agreement, Software Licensed&ment, and Professional Services Agreement betiiserv and Heartland
Financial USA, Inc. dated June 21, 1996. (File&=sibit 10.43 to Registrant’s Form 10Q for the daaended June 30, 1996, and
incorporated by reference herein.)

Indenture between Heartland Financial USA, Inc. State Street Bank and Trust Company of Connectitational Association, dat
as of December 18, 2001. (Filed as Exhibit 10.1Registrant’s Form 10K for the year ended Decer8tie2001, and incorporated by
reference herein.)

Indenture between Heartland Financial USA, Inc. @fells Fargo Bank, National Association, dated faluae 27, 2002. (Filed as
Exhibit 10.1 to the Registrant’s Form 10Q for tideraonths ended June 30, 2002, and incorporateéfeyence herein.)

Dividend Reinvestment Plan dated as of Januar@d2. (Filed as Form S-3D on January 25, 2002 jreuatporated by reference
herein.)

Stockholder Rights Agreement between Heartlandri€iiah USA, Inc., and Dubuque Bank and Trust CompasyRights Agent, dated
as of June 7, 2002. (Filed as Form 8-K on JunQ@Q2, and incorporated by reference herein.)

Agreement to Organize and Stockholder Agreememtdrat Heartland Financial USA, Inc. and InvestortheProposed Arizona
Bank dated February 1, 2003. (Filed as Exhibit 4@d?Registrans Form 10K for the year ended December 31, 2002jrasorporate
by reference herein.)

Supplemental Initial Investor Agreement betweenrtigad Financial USA, Inc. and Initial Investorstire Proposed Arizona Bank
dated February 1, 2003. (Filed as Exhibit 10.2R¢gistrant’s Form 10K for the year ended Decemltie?B802, and incorporated by
reference herein.)

Heartland Financial USA, Inc. 2003 Stock OptionrA&iled as Exhibit B to Registrant's Form DEF14ked on April 7, 2003, and
incorporated by reference herein.)

Indenture by and between Heartland Financial UBA, &nd U.S. Bank National Association, dated aSaibber 10, 2003. (Filed as
Exhibit 10.1 to the Registrant’s Form 10Q for ttieenmonths ended September 30, 2003, and incogubbst reference herein.)

Form of Executive Supplemental Life Insurance Riffactive January 20, 2004, between the Heartlabdidiaries and their selected
officers. These plans are in place at Dubuque BaxkTrust Company, Galena State Bank and Trust @oymg-irst Community
Bank, Riverside Community Bank, Wisconsin Commugnk, New Mexico Bank & Trust and ULTEA, Inc. (&d as Exhibit 10.16
of the Registrant's Form 10K filed on March 15, 208nd incorporated by reference herein.)

Credit Agreement among Heartland Financial USA,,Ifibe Northern Trust Company, Harris Trust andif®g/Bank and U.S. Bank
National Association, dated as of January 31, 2(®i#ed as Exhibit 10.17 of the Registrant's Foi®K filed on March 15, 2004, ar
incorporated by reference herein.)



10.1¢ Heartland Financial USA, Inc., Policy on Directads and Policy on Expense Reimbursement for Dirg«

10.1% Fourth Amendment and Waiver to Credit Agreementrgrideartland Financial USA, Inc., The Northern Tr@empany, Harris Trust
and Savings Bank and U.S. Bank National Associatiated as of March 1, 20C

11. Statement re Computation of Per Share Earnings.
21.1 Subsidiaries of the Registrant.
23.1 Consent of KPMG LLP.
31.1 Certification of Chief Executive Officer pursuantRule 13a-14(a)/15d-14(a).
31.Z Certification of Chief Financial Officer pursuantRule 13a-14(a)/15d-14(a).

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtioBe06 of the Sarbanes-Oxley
Act of 2002.

32.2z Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtioBe906 of the Sarbanes-Oxley
Act of 2002.



Exhibit 10.14

Heartland Financial USA, Inc.
POLICY ON DIRECTOR FEES

ADOPTED BY HEARTLAND BOARD OF DIRECTORS JANUAR?Z0

Heartland Financial USA, Inc. will pay fees undée tfollowing schedule to its naamployee directors for each board of directors
committee meetings attended:

Regular board meeting $800.00
Committee meeting $500.00

The director acting as Chairman of the board afalors or committee meeting will be paid an add#ids250.00 for the meeting chaired.
Non-employee directors are also eligible to receiweimiive stock awards under the 2003 Stock Optian.PI

POLICY ON EXPENSE REIMBURSMENT FOR DIRECTORS
ADOPTED BY HEARTLAND BOARD OF DIRECTORS JULY 204

H eartland Financial USA, Inc. will reimburse itsmemployee directors for reasonable expensesreatdior board of directorgind committe
meetings and for traveling on other Heartland bessn This policy contains guidelines that explam tiypes of expenses that are reimbur:
and instructions for requesting reimbursement.

TRANSPORTATION

Directors traveling for a Heartland board of diest or committee meeting will be reimbursed at thewadlble cents per mile as establishe:
the Internal Revenue Service based on mileage fiteeir home to the meeting location. If the directmavels by any other means
transportation (bus, train, air), submission of téeeipt will be required. The director will alse beimbursed for parking fees, tolls and/or
fares incurred while attending Heartland boardicdalors’ and committee meetings.

LODGING & MEALS
Lodging - The cost of overnight accommodations incurred inngetion with Heartland board of directo® committee meetings will |
reimbursed. Submission of a hotel invoice or credid slip with the hotel name stated will be reegi

Meals- All interim meals and restaurant gratuities imedrin the course of travel to the Heartland bazrdirectors’or committee meetin
will be reimbursed. The meal reimbursement willlipgted to normal and reasonable meal costs. Haait president and CEO will make
final decision on the reasonableness of the mesbcubmitted for reimbursement.

Telephone Charges for telephone calls made in conjunctigth & Heartland board of directorsi committee meeting may be submittec
reimbursement. A copy of the phone bill delineatimg specific charges will be required.

REIMBURSEMENT

All requests for reimbursement of allowable expenshall be submitted in writing to the Heartlandhdficial USA, Inc. Administratic
Department, who will process and submit the reqteeshe Accounts Payable Department. Expenses stggrfor reimbursement must
supported with detailed documentation as specéteal/e.



FOURTH AMENDMENT AND WAIVER TO CREDIT AGREEMENT

THIS FOURTH AMENDMENT TO CREDIT AGREEMENT (this * smmendment) dated as of March 1, 2005 is among
HEARTLAND FINANCIAL USA, INC., a corporation formednder the laws of the State of Delaware (the ‘rBoer”), each of the banks
party hereto (individually, a “Bank” and collectlyethe “ Banks’) and THE NORTHERN TRUST COMPANY, as agent for Banks (in
such capacity, together with its successors in sapacity, the “ Agenit).

WHEREAS, the Borrower, the Agent and the Banks rentered into a Credit Agreement dated as of Jgrlgr2004 (as hereto
amended, the “ Credit Agreeméintand

WHEREAS, the Borrower, the Agent and the Banks wisbxtend the maturity of the Credit Agreement arake certain other
amendments to the Credit Agreement;

NOW, THEREFORE, for valuable consideration, theeigtand sufficiency of which is hereby acknowledigthe parties hereto agree
as follows:

1. Definitions. Terms defined in the Credit Agreement and no¢wtise defined herein shall have the respectiveninga givet
to them in the Credit Agreement and terms defimetthé introductory paragraphs or other provisioithis Amendment shall have the
respective meanings attributed to them thereiadutition, the following terms shall have the foliagg meanings (terms defined in the singular
having a correlative meaning when used in the plamd vice versa) :

“Effective Date” shall mean March 1, 2005, if (iis Amendment shall have been executed and detiiarehe Borrower, the Agent
and the Banks and (ii) the Borrower shall havegrengd its obligations under Sectiotdreof.

2. Return on Assets. Section 7.4¢§€)he Credit Agreement is hereby amended to state entirety as follows:

“(e) Return on Average AssetBorrower. The Borrower’s consolidated income shall be asi®.70% of its average assets, calculatec
as at the last day of each fiscal quarter for the fiscal quarter period ending on that date.”

3. IndebtednessSection 7.®f the Credit Agreement is hereby amended to stats entirety as follows:

“7.5 Indebtedness, Liens And TaxeBhe Borrower and each Subsidiary shall:

(a) IndebtednessNot incur, permit to remain outstanding, assumia @any way become committed for Indebtednessciipally
including but not limited to Indebtedness in reg#anoney borrowed from financial institutions xcluding deposits), except: (i) in the case
of the Borrower, Indebtedness incurred hereundet jmthe case of the Guarantors, under their migeGuaranty Agreement; (ii)
Indebtedness existing on the date of this Agreeraedtdescribed on Schedule 7.5{ajeof; (iii) Indebtedness of any Subsidiary agsimthe
ordinary course of the business of such Subsid{aryin the case of ULTEA, the US Bank Indebtedneststanding on the date hereof in the
principal amount of $11,418,871.69, less the aggeegmount of all repayments thereunder after #te df this Agreement; (v) in the case of
CFC, Indebtedness under commercial paper issu€&Fywhich, together with any other commercial pagentified on Schedule 7.5(a)
hereto, shall not exceed an aggregate principabatraf $20,000,000; (vi) in the case of the Borroweust Indebtedness and Trust
Guarantees, and in the case of any Trust Issuest Preferred Securities, providethat the aggregate of such Trust Indebtedneskt(en
related Trust Guarantees and Trust Preferred Sies)rshall not exceed $88,000,000 at any timetanttng; (vii) in the event any transfer or
contribution of accounts receivable of ULTEA topesial purpose vehicle in accordance with Sectiddyis deemed to constitute a secured
financing, Indebtedness of ULTEA to such speciappse vehicle, secured by the account receivablésedated rights transferred to such
special purpose vehicle only (the “ Factored Realelrs”), provided, that such Indebtedness shall not exceed an amequat to $30,000,000
in the aggregate during the term of this Agreemgiit) in the case of the Borrower, Indebtednesthie City of Dubuque, lowa, in an amount
not to exceed $300,000 to be used for the purpbimding building improvements; (ix) in the cadettee Borrower, Indebtedness in an
aggregate amount not in excess of $2,750,000 thdekgreement to Organize and Stockholder Agreemtated February 1, 2003 and the
Supplemental Initial Investor Agreement dated Fabrd, 2003 and (x) additional Indebtedness neitteed $1,000,000 at any time
outstanding.

4. Revolving Credit Termination Dat& he definition of “Revolving Credit Commitment fheination Date” is hereby amended
by the deletion of the date “March 1, 2005” and ghbstitution of the date “February 28, 2006” tloére

5. Conditions to Effective Datelhe occurrence of the Effective Date shall bgexthio the satisfaction of the following
conditions precedent:

(@) The Borrower, the Agent and the Banks shalehexecuted and delivered this Amendment.



(b)  No Default shall have occurred and be continuingeurthe Credit Agreement, and the representatindswarrantie
of the Borrower in Section 6 of the Credit Agreemand in_Section hereof shall be true and correct on and as ¢
Effective Date and the Borrower shall have provitiedhe Agent a certificate of a senior officertbé Borrower to thi
effect.

(c) Each Guarantor shall acknowledge and consent & Ahiendment for purposes of its Guaranty Agreenae
evidenced by its signed acknowledgment of this Admeent on the signature page hereof.

(d) The Borrower shall have delivered to the Agent,behalf of the Banks, such other documents as trenfaga
reasonably request.

6. Effective Date NoticePromptly following the occurrence of the EffeetiDate, the Agent shall give notice to the paries
the occurrence of the Effective Date, which noghall be conclusive, and the parties may rely therprovided, that such notice shall not
waive or otherwise limit any right or remedy of thgent or the Banks arising out of any failure nf@ondition precedent set forth $®ection !
to be satisfied.

7. Ratification The parties agree that the Credit Agreementanded hereby, and the notes have not lapsednointged, are
in full force and effect, and are and from andratfte Effective Date shall remain binding in ac@orde with their terms.

8. Representations and Warrantid§ie Borrower represents and warrants to the Agedtthe Banks that:

(@) No Breach The execution, delivery and performance of thmefxdment will not conflict with or result ir
breach of, or cause the creation of a Lien or meqany consent under, the articles of incorporatorbylaws of th
Borrower, or any applicable law or regulation, ay arder, injunction or decree of any court or goweental authority
agency, or any agreement or instrument to whictBtireower is a party or by which it or its propeisybound.

(b) Power and Action, Binding Effect The Borrower has been duly incorporated and iglyaexisting as

corporation under the laws of the State of Delaward has all necessary power and authority to ¢gedeliver an
perform its obligations under this Amendment anel @redit Agreement, as amended by this Amendmbatgkecutior
delivery and performance by the Borrower of thisekdment and the Credit Agreement, as amended §ythendmen
have been duly authorized by all necessary actiitsgpart; and this Amendment and the Credit Agrext, as amended
this Amendment, have been duly and validly execatatl delivered by the Borrower and constitute legalid and bindin
obligations, enforceable in accordance with thespective terms.

(c) Approvals. No authorizations, approvals or consents of, mmdilings or registrations with, any governmerte
regulatory authority or agency or any other peraa@necessary for the execution, delivery or peréorce by the Borrow
of this Amendment or the Credit Agreement, as aradrxy this Amendment, or for the validity or enfeability thereof.

9. Successors and Assigriehis Amendment shall be binding upon and inurth&obenefit of the Borrower, the Agent and the
Banks and their respective successors and assigrept that the Borrower may not transfer or asaignof its rights or interest hereunder.

10. Governing Law This Amendment shall be governed by, and construegind interpreted in accordance with, the
internal laws of the State of lllinois.

11. CounterpartsThis Amendment may be executed in any numbeoofiterparts and each party hereto may executeray o
or more of such counterparts, all of which shafistdute one and the same instrument. Deliverynagxecuted counterpart of a signature page
to this Amendment by telecopy shall be as effectivelelivery of a manually executed counterpathisfamendment.

12. ExpensesWhether or not the effective date shall occuthwut limiting the obligations of the Borrower umdbke Credit
Agreement, the Borrower agrees to pay, or to remswon demand, all reasonable costs and exper@esed by the Agent in connection with
the negotiation, preparation, execution, delivemgdification, amendment or enforcement of this Adraent, the Credit Agreement and the
other agreements, documents and instruments reéferigerein, including the reasonable fees andresqseof Mayer, Brown, Rowe & Maw
LLP, special counsel to the Agent, and any othensel engaged by the Agent.

[Signature Page Follows]

IN WITNESS WHEREOF, this Amendment has been execaseof the date first above written.

HEARTLAND FINANCIAL USA, INC.



By: /s/ John K. Schmic
Name: John K. Schmit
Title: Executive Vice President, CFO & CC

THE NORTHERN TRUST COMPANY, as agen
By: /s/ Thomas Bernhar

Name: Thomas Bernhar

Title: Vice President

HARRIS TRUST AND SAVINGS BANK
By: /s/ Thomas J. Wilso

Name: Thomas J. Wilsc

Title: Vice Presiden

U.S. BANK NATIONAL ASSOCIATION

By: /s/ Jay Strunl

Name: Jay Strun

Title: Correspondent OfficcGUARANTOR ACKNOWLEDGMENT

Each of the undersigned Guarantors hereby ackngetednd consents to the Borrower’s execution efAnmendment.

CITIZENS FINANCE CO.
By: /s/ John K. Schmic
Name: John K. Schmit
Title: Treasure

ULTEA, INC.

By: /s/ John K. Schmic
Name: John K. Schmit
Title: Treasure






Exhibit 11
EARNINGS PER SHARE

Net income for the year ended December 31, :

Weighted average common shares outstanding
Assumed incremental common shares issued uponisa@fcstock options

Weighted average common shares for diluted earmiegshare
Earnings per common share - basic
Earnings per common share - diluted

$20,252,00

15,868,429
216,12¢

16,084,55

$1.2¢

$1.2¢




Exhibit 21.1

Subsidiaries of the Registrant

1.

2 a.

2b.

7 a.

7b.

8 b.

10.

11.

12.

13.

14.

15.

16.

17.

18.

Galena State Bank and Trust Company, an lllingigedbank with its main office located in Galenkndlis
Dubuque Bank and Trust Company, an lowa state hathkits main office located in Dubuque, lowa
DB&T Insurance, Inc.

DB&T Community Development Corp.

Keokuk Bancshares, Inc. (dba KBS Investment Corp.)

First Community Bank, an lowa state bank with i@imoffice located in Keokuk, lowa

KFS Services, Inc.

Riverside Community Bank, and lllinois state barthvits main office located in Rockford, lllinois
Citizens Finance Co.

ULTEA, Inc.

Autorent Wisconsin, Inc.

Econo Lease, Inc

Wisconsin Community Bank, a Wisconsin bank withnitsin office located in Cottage Grove, Wisconsin
DBT Investment Corporation

WCB Mortgage, LLC

New Mexico Bank & Trust, a New Mexico state bankhaits main office located in Albuquerque, New Mex
Arizona Bank & Trust, an Arizona state bank withntain office located in Mesa, Arizona

Rocky Mountain Bank, a Montana state bank withritgn office located in Billings, Montana

HTLF Capital Corp.

Heartland Statutory Trust Il

Heartland Capital Trust I

Heartland Statutory Trust IlI

Heartland Statutory Trust IV

Rocky Mountain Statutory Trust |

Heartland Community Development, Inc.



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
Heartland Financial USA, Inc.:

We consent to incorporation by reference in theifegion Statements (Nos. 333-06233, 333-8137d,383-06219) on Form 8-of Heartlan
Financial USA, Inc. of our reports dated March 2005, with respect to the consolidated balancetslodéédeartland Financial USA, Inc. and
subsidiaries as of December 31, 2004 and 2003thenklated consolidated statements of income,gaggaim stockholders' equity and
comprehensive income, and cash flows for eacheof#ars in the three-year period ended Decemb&0®Y, managemeistassessment of t
effectiveness of internal control over financighoeting as of December 31, 2004 and the effectisgid internal control over financial
reporting as of December 31, 2004, which reporfgeapin the December 31, 2004 annual report on A@+ of Heartland Financial USA,
Inc. and subsidiaries.

Our report dated March 11, 2005, on managemengassament of the effectiveness of internal contvel dinancial reporting and the
effectiveness of internal control over financighoeting as of December 31, 2004, contains an egpdey paragraph that states the acquisition
of Rocky Mountain Bancorporation completed duri®®2 was excluded from management’s assessmerfecfieéness of internal control
over financial reporting as of December 31, 2004.

/sl KPMG LLP

Des Moines, lowa
March 14, 2005



Exhibit 31.1

I, Lynn B. Fuller, certify that:
1. | have reviewed this annual report on FornKi@-Heartland Financial USA, Inc.;

2. Based on my knowledge, this report does notado any untrue statement of a material fact oit torstate a material fact
necessary to make the statements made, indfght circumstances under which such statemeats made, not misleading
with respect to the period covered by this repo

3. Based on my knowledge, the financial statementd,adiner financial information included in this repdairly present i
all
material respects the financial condition, hssof operations and cash flows of the registeenof, and for, the periods
presented in this report;

4, The registrant’s other certifying officer anare responsible for establishing and maintaimlisglosure controls and
procedures (as defined in Exchange Act Rules1¥and 15d-15(e)) and internal control over fmalreporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f))tfe registrant and have:

a) Designed such disclosure controls and procedumresaonsed such disclosure controls and procedurds
designed
under our supervision, to ensure that materfafmation relating to the registrant, includirig consolidated
subsidiaries, is made known to us by otherbiwithose entities, particularly during the perindvhich this report is
being prepared;

b) Designed such internal control over financial réjpgr, or caused such internal control over finaheporting tc
be
designed under our supervision, to providegealle assurance regarding the reliability of feiahreporting and the
preparation of financial statements for extemapose in accordance with generally acceptedwading principles;

C) Evaluated the effectiveness of the registsadisclosure controls and procedures and preséntbd report our
conclusions about the effectiveness of thelassce controls and procedures as of the end gf¢hied covered by
this report based on such evaluation; and

d) Disclosed in this report any change in thestegnt's internal control over financial reporting thatooed durin
the
registrant’s most recent fiscal quarter that imaterially affected, or is reasonably likely taterially affect, the
registrant’s internal control over financiapeeting, and;

5. The registrant’s other certifying officer anldave disclosed, based on our most recent evatuafiinternal control over
financial reporting, to the registrant’s auditand the audit committee of registrant’s boardiagctors (or persons performing
the equivalent function):

a) All significant deficiencies and material weakses in the design or operation of internal otstver financial
reporting which are reasonably likely to adedyrsffect the registrant’s ability to record, pess, summarize, and

report financial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the
registrant’s internal control over financiaporting.

Date: March 15, 2005

/sl Lynn B. Fuller
President and Chief Executive Officer



Exhibit 31.2

[, John K. Schmidt, certify that:

1. | have reviewed this annual report on FornKi@-Heartland Financial USA, Inc.;

2. Based on my knowledge, this report does notado any untrue statement of a material fact oit torstate a material fact
necessary to make the statements made, indfght circumstances under which such statemeats made, not misleading
with respect to the period covered by this repo

3. Based on my knowledge, the financial statementd,adiner financial information included in this repdairly present i
all
material respects the financial condition, hssof operations and cash flows of the registeenof, and for, the periods
presented in this report;

4, The registrant’s other certifying officer anare responsible for establishing and maintaimlisglosure controls and
procedures (as defined in Exchange Act Rules1¥and 15d-15(e)) and internal control over fmalreporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)tfer registrant and have:

a) Designed such disclosure controls and procedumresaonsed such disclosure controls and procedurds
designed
under our supervision, to ensure that materfafmation relating to the registrant, includirig consolidated
subsidiaries, is made known to us by otherbiwithose entities, particularly during the perindvhich this report is
being prepared;

b) Designed such internal control over financial réjpgr, or caused such internal control over finaheporting tc
be
designed under our supervision, to providegealle assurance regarding the reliability of feiahreporting and the
preparation of financial statements for extemapose in accordance with generally acceptedwading principles;

C) Evaluated the effectiveness of the registsadisclosure controls and procedures and preséntbd report our
conclusions about the effectiveness of thelassce controls and procedures as of the end gf¢hied covered by
this report based on such evaluation; and

d) Disclosed in this report any change in thestegnt's internal control over financial reporting thatooed durin
the
registrant’s most recent fiscal quarter that imaterially affected, or is reasonably likely taterially affect, the
registrant’s internal control over financiapeeting, and;

5. The registrant’s other certifying officer anldave disclosed, based on our most recent evatuafiinternal control over
financial reporting, to the registrant’s auditand the audit committee of registrant’s boardiagctors (or persons performing
the equivalent function):

a) All significant deficiencies and material weakses in the design or operation of internal otstver financial
reporting which are reasonably likely to adedy affect the registrant’s ability to record, pess, summarize, and
report financial information; and

b) Any fraud, whether or not material, that involveammagement or other employees who have a signifrcéatr
the
registrant’s internal control over financiaporting.

/s/ John K. Schmidt
Chief Financial Officer



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Heartlandancial USA, Inc. (the “Company”) on Form X0for the year ending December 31, 2(
as filed with the Securities and Exchange Commissin the date hereof (thé&éport), I, Lynn B. Fuller, Chief Executive Officef the
Company, certify, pursuant to 18 U.S.C. § 135G dapted pursuant to § 906 of the Sarbanes-OxleypA2002, that:

(1) The Report fully complies with the requiremeatsection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and result of operations
of the Company.

/s/ Lynn B. Fuller

Lynn B. Fuller

Chief Executive Officer
March 15, 2005




Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Heartlandancial USA, Inc. (the “Company”) on Form X0for the year ending December 31, 2(
as filed with the Securities and Exchange Commissin the date hereof (th&éport), I, John K. Schmidt, Chief Financial Officaf the
Company, certify, pursuant to 18 U.S.C. § 135G dapted pursuant to § 906 of the Sarbanes-OxleypA2002, that:

(1) The Report fully complies with the requiremeatsection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and result of operations
of the Company.

/s/ John K. Schmidt
John K. Schmidt
Chief Financial Officer
March 15, 2005




