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Title of Each Class Name of Each Exchange on which Registered
Common Stock, no par value The NASDAQ Stock Market LLC

(NASDAQ Global Select Market)
Securities registered pursuant to Section 12(g) of the Act: None

         Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes o    No ý

         Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act. Yes o    No ý

         Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days. Yes ý    No o

         Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive
Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period
that the Registrant was required to submit and post such files). Yes ý    No o

         Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of Registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K, or any amendment to this Form 10-K. o

         Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller
reporting company. See the definitions of "large accelerated filer", "accelerated filer" and "small reporting company" in Rule 12b-2 of the
Exchange Act.

Large accelerated
filer o

Accelerated
filer ý

Non-accelerated
filer o

(Do not check if a
smaller reporting

company)

Smaller reporting
company o

         Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes o    No ý

         The aggregate market value of the common stock held by non-affiliates of the Registrant as of June 30, 2014, based upon the closing price
on that date of $8.17 per share as reported on the NASDAQ Global Select Market, and 15,423,838 shares held, was approximately
$126.0 million.

         As of February 5, 2015, there were 26,504,785 shares of the Registrant's common stock (no par value) outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

         Portions of the Registrant's definitive proxy statement to be filed with the Securities and Exchange Commission pursuant to
Regulation 14A in connection with the 2015 Annual Meeting of Shareholders to be held on May 21, 2015 are incorporated by reference into
Part III of this Report. The proxy statement will be filed with the Securities and Exchange Commission not later than 120 days after the
Registrant's fiscal year ended December 31, 2014.  
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 Cautionary Note Regarding Forward-Looking Statements

        This Report on Form 10-K contains various statements that may constitute forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended, Rule 175 promulgated thereunder, and Section 21E of the Securities Exchange Act of 1934, as
amended, Rule 3b-6 promulgated thereunder and are intended to be covered by the safe harbor provisions of the Private Securities Litigation
Reform Act of 1995. Any statements about our expectations, beliefs, plans, objectives, assumptions or future events or performance are not
historical facts and may be forward- looking. These forward-looking statements often can be, but are not always, identified by the use of words
such as "assume," "expect," "intend," "plan," "project," "believe," "estimate," "predict," "anticipate," "may," "might," "should," "could," "goal,"
"potential" and similar expressions. We base these forward-looking statements on our current expectations and projections about future events,
our assumptions regarding these events and our knowledge of facts at the time the statements are made. These statements include statements
relating to our projected growth, anticipated future financial performance, and management's long-term performance goals, as well as statements
relating to the anticipated effects on results of operations and financial condition.

        These forward-looking statements are subject to various risks and uncertainties that may be outside our control and our actual results could
differ materially from our projected results. In addition, our past results of operations do not necessarily indicate our future results. The
forward-looking statements could be affected by many factors, including but not limited to:

�
Local, regional, and national economic conditions and events and the impact they may have on us and our customers, and
our assessment of that impact on our estimates including, the allowance for loan losses;

�
Changes in the financial performance or condition of the Company's customers, or changes in the performance or
creditworthiness of our customers' suppliers or other counterparties, which could lead to decreased loan utilization rates,
delinquencies, or defaults and could negatively affect our customers' ability to meet certain credit obligations;

�
Volatility in credit and equity markets and its effect on the global economy;

�
Changes in consumer spending, borrowings and saving habits;

�
Competition for loans and deposits and failure to attract or retain deposits and loans;

�
Our ability to increase market share and control expenses;

�
Our ability to develop and promote customer acceptance of new products and services in a timely manner;

�
Risks associated with concentrations in real estate related loans;

�
Other-than-temporary impairment charges to our securities portfolio;

�
An oversupply of inventory and deterioration in values of California commercial real estate;

�
A prolonged slowdown in construction activity;

�
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Changes in the level of nonperforming assets and charge-offs and other credit quality measures, and their impact on the
adequacy of the Company's allowance for loan losses and the Company's provision for loan losses;

�
The effects of and changes in trade, monetary and fiscal policies and laws, including the interest rate policies of the Federal
Open Market Committee of the Federal Reserve Board;

�
Changes in inflation, interest rates, and market liquidity which may impact interest margins and impact funding sources;

2
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�
Our ability to raise capital or incur debt on reasonable terms;

�
Regulatory limits on Heritage Bank of Commerce's ability to pay dividends to the Company;

�
The impact of reputational risk on such matters as business generation and retention, funding and liquidity;

�
The impact of cyber security attacks or other disruptions to the Company's information systems and any resulting
compromise of data or disruptions in service;

�
The effect and uncertain impact on the Company of the enactment of the Dodd-Frank Wall Street Reform and Consumer
Protection Act of 2010 and the rules and regulations promulgated by supervisory and oversight agencies implementing the
new legislation;

�
The impact of revised capital requirements under Basel III;

�
Significant changes in applicable laws and regulations, including those concerning taxes, banking and securities;

�
Changes in the competitive environment among financial or bank holding companies and other financial service providers;

�
The effect of changes in accounting policies and practices, as may be adopted by the regulatory agencies, as well as the
Public Company Accounting Oversight Board, the Financial Accounting Standards Board and other accounting standard
setters;

�
The costs and effects of legal and regulatory developments, including resolution of legal proceedings or regulatory or other
governmental inquiries, and the results of regulatory examinations or reviews;

�
The successful integration of the business, employees and operations of Bay View Funding with the Company and our
ability to achieve the projected synergies of this acquisition; and

�
Our success in managing the risks involved in the foregoing factors.

        We are not able to predict all the factors that may affect future results. You should not place undue reliance on any forward looking
statement, which speaks only as of the date of this Report on Form 10-K. Except as required by applicable laws or regulations, we do not
undertake any obligation to update or revise any forward looking statement, whether as a result of new information, future events or otherwise.

 PART I

 ITEM 1 �BUSINESS

General

        Heritage Commerce Corp, a California corporation organized in 1997, is a bank holding company registered under the Bank Holding
Company Act of 1956, as amended. We provide a wide range of banking services through Heritage Bank of Commerce, our wholly-owned
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subsidiary and our principal asset. Heritage Bank of Commerce is a California state-chartered bank headquartered in San Jose, California and
has been conducting business since 1994.

        When we use "we", "us", "our" or the "Company", we mean the Company on a consolidated basis with Heritage Bank of Commerce. When
we refer to "HCC" or the "holding company", we are referring to Heritage Commerce Corp on a standalone basis. When we use "HBC", we
mean Heritage Bank of Commerce on a standalone basis.

        The Internet address of the Company's website is "http://www.heritagecommercecorp.com." The Company makes available free of charge
through the Company's website, the Company's annual reports on

3
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Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to these reports. The Company makes these reports
available on its website on the same day they appear on the Securities and Exchange Commission's ("SEC") website.

        Heritage Bank of Commerce is a multi-community independent bank that offers a full range of commercial banking services to small and
medium-sized businesses and their owners, managers and employees. We operate through 11 full service branch offices located entirely in the
southern and eastern regions of the general San Francisco Bay Area of California in the counties of Santa Clara, Alameda, Contra Costa, and San
Benito. Our market includes the headquarters of a number of technology based companies in the region commonly known as "Silicon Valley."

        On November 1, 2014, the Company acquired BVF/CSNK Acquisition Corp., a Delaware corporation ("BVF"), by purchasing all of the
outstanding common stock from the stockholders for an aggregate purchase price of $22.52 million. BVF became a wholly owned subsidiary of
HBC. Based in Santa Clara, California, BVF is the parent company of CSNK Working Capital Finance Corp, a California corporation, dba Bay
View Funding, which provides business essential working capital factoring financing to various industries throughout the United States. When
we use "BVF" or "Bay View Funding," we mean BVF and its subsidiary.

        Our lending activities are diversified and include commercial, real estate, construction and land development, consumer and Small Business
Administration ("SBA") guaranteed loans. We generally lend in markets where we have a physical presence through our branch offices. We
attract deposits throughout our market area with a customer-oriented product mix, competitive pricing, and convenient locations. We offer a
wide range of deposit products for business banking and retail markets. We offer a multitude of other products and services to complement our
lending and deposit services. In addition, BVF provides factoring financing throughout the United States.

        As a bank holding company, Heritage Commerce Corp is subject to the supervision of the Board of Governors of the Federal Reserve
System (the "Federal Reserve"). We are required to file with the Federal Reserve reports and other information regarding our business operations
and the business operations of our subsidiaries. As a California chartered bank, Heritage Bank of Commerce is subject to primary supervision,
periodic examination, and regulation by the Department of Business Oversight � Division of Financial Institutions ("DBO"), and by the Federal
Reserve, as its primary federal regulator.

        Our principal executive office is located at 150 Almaden Boulevard, San Jose, California 95113, telephone number: (408) 947-6900.

        At December 31, 2014, we had consolidated assets of $1.62 billion, deposits of $1.39 billion and shareholders' equity of $184.4 million.

Heritage Bank of Commerce

        HBC is a California state-chartered bank headquartered in San Jose, California. It was incorporated in November 1993 and opened for
business in January 1994. HBC operates through eleven full service branch offices. The locations of HBC's current offices are:

San Jose: Administrative Office
Main Branch
150 Almaden Boulevard
San Jose, CA 95113

Los Gatos: Branch Office
15575 Los Gatos Boulevard
Suite B
Los Gatos, CA 95032

Danville: Branch Office
387 Diablo Road
Danville, CA 94526

Morgan Hill: Branch Office
18625 Sutter Boulevard
Suite 100
Morgan Hill, CA 95037
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Fremont: Branch Office
3137 Stevenson Boulevard
Fremont, CA 94538

Pleasanton: Branch Office
300 Main Street
Pleasanton, CA 94566

Gilroy: Branch Office
7598 Monterey Street
Suite 110
Gilroy, CA 95020

Sunnyvale: Branch Office
333 W. El Camino Real
Suite 150
Sunnyvale, CA 94087

Hollister: Branch Office
351 Tres Pinos Road
Suite 102A
Hollister, CA 95023

Walnut Creek: Branch Office
101 Ygnacio Valley Road
Suite 100
Walnut Creek, CA 94596

Los Altos: Branch Office
419 South San Antonio Road
Los Altos, CA 94022

Bay View Funding

        Bay View Funding provides business-essential working capital factoring financing to various industries throughout the United States. Bay
View Funding's administrative offices are located at 2933 Bunker Hill Lane, Santa Clara, CA 95054.

Lending Activities

        Our commercial loan portfolio is comprised of operating secured and unsecured loans advanced for working capital, equipment purchases
and other business purposes. Generally short-term loans have maturities ranging from thirty days to one year, and "term loans" have maturities
ranging from one to five years. Short-term business loans are generally intended to finance current transactions and typically provide for
periodic principal payments, with interest payable monthly. Term loans generally provide for floating or fixed interest rates, with monthly
payments of both principal and interest. Repayment of secured and unsecured commercial loans depends substantially on the borrower's
underlying business, financial condition and cash flows, as well as the sufficiency of the collateral. Compared to real estate, the collateral may be
more difficult to monitor, evaluate and sell. It may also depreciate more rapidly than real estate. Such risks can be significantly affected by
economic conditions. HBC's commercial loans, except for the factored receivables at BVF, are primarily originated for locally-oriented
commercial activities in communities where HBC has a physical presence through its branch offices.

        HBC actively engages in SBA lending. HBC has been designated as an SBA Preferred Lender since 1999.

        Our factoring receivables portfolio is originated by Bay View Funding. Factored receivables are receivables that have been transferred by
the originating organization and typically have not been subject to previous collection efforts. These receivables are acquired from a variety of
companies, including but not limited to service providers, transportation companies, manufacturers, distributors, wholesalers, apparel
companies, advertisers, and temporary staffing companies.

        The commercial real estate loan portfolio is comprised of loans secured by commercial real estate. These loans are generally advanced
based on the borrower's cash flow, and the underlying collateral provides a secondary source of payment. HBC generally restricts real estate
term loans to no more than 75% of the property's appraised value or the purchase price of the property, depending on the type of property and its
utilization. HBC offers both fixed and floating rate loans. Maturities on such loans are generally restricted to between five and ten years (with
amortization ranging from fifteen to twenty-five years and a balloon payment due at maturity, and amortization of thirty years on loans secured
by
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apartments); however, SBA and certain real estate loans that can be sold in the secondary market may be advanced for longer maturities.
Commercial real estate loans typically involve large balances to single borrowers or groups of related borrowers. Since payments on these loans
are often dependent on the successful operation or management of the properties, as well as the business and financial condition of the borrower,
repayment of such loans may be subject to adverse conditions in the real estate market, adverse economic conditions or changes in applicable
government regulations. If the cash flow from the project decreases, or if leases are not obtained or renewed, the borrower's ability to repay the
loan may be impaired.

        We make commercial construction loans for rental properties, commercial buildings and homes built by developers on speculative,
undeveloped property. We also make construction loans for homes built by owner occupants. The terms of commercial construction loans are
made in accordance with our loan policy. Advances on construction loans are made in accordance with a schedule reflecting the cost of
construction, but are generally limited to a 75% loan-to- completed-appraised-value ratio. Repayment of construction loans on non-residential
properties is normally expected from the property's eventual rental income, income from the borrower's operating entity or the sale of the subject
property. In the case of income-producing property, repayment is usually expected from permanent financing upon completion of construction.
At times we provide the permanent mortgage financing on our construction loans on income- producing property. Construction loans are
interest-only loans during the construction period, which typically do not exceed 18 months. If HBC provides permanent financing the
short-term loan converts to permanent, amortizing financing following the completion of construction. Generally, before making a commitment
to fund a construction loan, we require an appraisal of the property by a state-certified or state-licensed appraiser. We review and inspect
properties before disbursement of funds during the term of the construction loan. The repayment of construction loans is dependent upon the
successful and timely completion of the construction of the subject property, as well as the sale of the property to third parties or the availability
of permanent financing upon completion of all improvements. Construction loans expose us to the risk that improvements will not be completed
on time, and in accordance with specifications and projected costs. Construction delays, the financial impairment of the builder, interest rate
increases or economic downturn may further impair the borrower's ability to repay the loan. In addition, the borrower may not be able to obtain
permanent financing or ultimate sale or rental of the property may not occur as anticipated. HBC utilizes underwriting guidelines to assess the
likelihood of repayment from sources such as sale of the property or permanent mortgage financing prior to making the construction loan.

        Our home equity line portfolio is comprised of home equity lines of credit to customers in our markets. Home equity lines of credit are
underwritten in a manner such that they result in credit risk that is substantially similar to that of residential mortgage loans. Nevertheless, home
equity lines of credit have greater credit risk than residential mortgage loans because they are often secured by mortgages that are subordinated
to the existing first mortgage on the property, which we may or may not hold, and they are not covered by private mortgage insurance coverage.

        The consumer loan portfolio is composed of miscellaneous consumer loans including loans for financing automobiles, various consumer
goods and other personal purposes. Consumer loans are generally secured. Repossessed collateral for a defaulted consumer loan may not provide
an adequate source of repayment for the outstanding loan, and the remaining deficiency may not warrant further substantial collection efforts
against the borrower. In addition, consumer loan collections are dependent on the borrower's continued financial stability, which can be
adversely affected by job loss, divorce, illness or personal bankruptcy. Furthermore, the application of various federal and state laws, including
federal and state bankruptcy and insolvency laws, may limit the amount which can be recovered on such loans.

        As of December 31, 2014, the percentage of our total loans for each of the principal areas in which we directed our lending activities were
as follows: (i) commercial and industrial 43% (including SBA loans and factored receivables); (ii) real estate secured loans 44%; (iii) land and
construction loans 6%; and (iv) consumer (including home equity) 7%. While no specific industry concentration is considered
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significant, our lending operations are located in market areas dependent on technology and real estate industries and their supporting
companies.

Investments

        Our investment policy is established by the Board of Directors. The general investment strategies are developed and authorized by our
Finance and Investment Committee of the Board of Directors. The investment policy is reviewed annually by the Finance and Investment
Committee, and any changes to the policy are subject to approval by the full Board of Directors. The overall objectives of the investment policy
are to maintain a portfolio of high quality and diversified investments to maximize interest income over the long term and to minimize risk, to
provide collateral for borrowings, and to provide additional earnings when loan production is low. The policy dictates that investment decisions
take into consideration the safety of principal, liquidity requirements and interest rate risk management. All securities transactions are reported
to the Board of Directors' Finance and Investment Committee on a monthly basis.

Sources of Funds

        Deposits traditionally have been our primary source of funds for our investment and lending activities. We also are able to borrow from the
Federal Home Loan Bank of San Francisco and the Federal Reserve Bank of San Francisco to supplement cash flow needs. Our additional
sources of funds are scheduled loan payments, maturing investments, loan repayments, income on other earning assets, and the proceeds of loan
sales and securities sales.

        Interest rates, maturity terms, service fees and withdrawal penalties are established on a periodic basis. Deposit rates and terms are based
primarily on current operating strategies and market interest rates, liquidity requirements and our deposit growth goals.

        We offer a wide range of deposit products for retail and business banking markets including checking accounts, interest-bearing transaction
accounts, savings accounts, time deposits and retirement accounts. Our branch network enables us to attract deposits from throughout our market
area with a customer-oriented product mix, competitive pricing, and convenient locations. HBC joined the Certificate of Deposit Account
Registry Service (CDARS®) program in August 2008, which enables our local customers to obtain expanded FDIC insurance coverage on their
deposits.

Other Banking Services

        We offer a multitude of other products and services to complement our lending and deposit services. These include cashier's checks,
traveler's checks, bank-by-mail, ATMs, night depositories, safe deposit boxes, direct deposit, automated payroll services, electronic funds
transfers, online banking, online bill pay, and other customary banking services. HBC currently operates ATMs at five different locations. In
addition, we have established a convenient customer service group accessible by toll-free telephone to answer questions and promote a high
level of customer service. HBC does not have a trust department. In addition to the traditional financial services offered, HBC offers remote
deposit capture, automated clearing house origination, electronic data interchange and check imaging. HBC continues to investigate products
and services that it believes addresses the growing needs of its customers and to analyze other markets for potential expansion opportunities.

Correspondent Banks

        Correspondent bank deposit accounts are maintained to enable the Company to transact types of activity that it would otherwise be unable
to perform or would not be cost effective due to the size of the Company or volume of activity. The Company has utilized several correspondent
banks to process a variety of transactions.

7
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Competition

        The banking and financial services business in California generally, and in the Company's market areas specifically, is highly competitive.
The industry continues to consolidate and unregulated competitors have entered banking markets with products targeted at highly profitable
customer segments. Many larger unregulated competitors are able to compete across geographic boundaries, and provide customers with
meaningful alternatives to most significant banking services and products. These consolidation trends are likely to continue. The increasingly
competitive environment is a result primarily of changes in regulation, changes in technology and product delivery systems, and the
consolidation among financial service providers.

        With respect to commercial bank competitors, the business is dominated by a relatively small number of major banks that operate a large
number of offices within our geographic footprint. For the combined Santa Clara, Alameda and Contra Costa county region, the three counties
within which the Company operates, the top three institutions are all multi-billion dollar entities with an aggregate of 271 offices that control a
combined 55.53% of deposit market share based on June 30, 2014 FDIC market share data. HBC ranks fifteenth with 0.76% share of total
deposits based on June 30, 2014 market share data. These banks have, among other advantages, the ability to finance wide-ranging advertising
campaigns and to allocate their resources to regions of highest yield and demand. Larger banks are seeking to expand lending to small
businesses, which are traditionally community bank customers. They can also offer certain services that we do not offer directly, but may offer
indirectly through correspondent institutions. By virtue of their greater total capitalization, these banks also have substantially higher lending
limits than we do. For customers whose needs exceed our legal lending limit, we arrange for the sale, or "participation," of some of the balances
to financial institutions that are not within our geographic footprint.

        In addition to other large regional banks and local community banks, our competitors include savings institutions, securities and brokerage
companies, asset management groups, mortgage banking companies, credit unions, finance and insurance companies, internet-based companies,
and money market funds. In recent years, we have also witnessed increased competition from specialized companies that offer wholesale
finance, credit card, and other consumer finance services, as well as services that circumvent the banking system by facilitating payments via the
internet, wireless devices, prepaid cards, or other means. Technological innovations have lowered traditional barriers of entry and enabled many
of these companies to compete in financial services markets. Such innovation has, for example, made it possible for non-depository institutions
to offer customers automated transfer payment services that previously were considered traditional banking products. In addition, many
customers now expect a choice of delivery channels, including telephone and smart phones, mail, personal computer, ATMs, self-service
branches, and/or in-store branches.

        Strong competition for deposits and loans among financial institutions and non-banks alike affects interest rates and other terms on which
financial products are offered to customers. Mergers between financial institutions have placed additional pressure on other banks within the
industry to remain competitive by streamlining operations, reducing expenses, and increasing revenues. Competition has also intensified due to
Federal and state interstate banking laws enacted in the mid-1990's, which permit banking organizations to expand into other states. The
relatively large and expanding California market has been particularly attractive to out of state institutions. The Gramm-Leach-Bliley Act of
1999 has made it possible for full affiliations to occur between banks and securities firms, insurance companies, and other financial companies,
and has also intensified competitive conditions. See Item 1 � "Business � Supervision and Regulation � Heritage Commerce Corp � Financial
Modernization".

        In order to compete with the other financial service providers, the Company principally relies upon community-oriented, personalized
service, local promotional activities, personal relationships established by officers, directors, and employees with its customers, and specialized
services tailored to meet its customers' needs. Our "preferred lender" status with the Small Business Administration allows us to
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approve SBA loans faster than many of our competitors. In those instances where the Company is unable to accommodate a customer's needs,
the Company seeks to arrange for such loans on a participation basis with other financial institutions or to have those services provided in whole
or in part by its correspondent banks. See Item 1 �"Business � Correspondent Banks."

Economic Conditions, Government Policies, Legislation, and Regulation

        The Company's profitability, like most financial institutions, is primarily dependent on interest rate differentials. In general, the difference
between the interest rates paid by HBC on interest-bearing liabilities, such as deposits and other borrowings, and the interest rates received by
HBC on interest earning assets, such as loans extended to customers and securities held in the investment portfolio, will comprise the major
portion of the Company's earnings. These rates are highly sensitive to many factors that are beyond the control of the Company and HBC, such
as inflation, recession and unemployment, and the impact which future changes in domestic and foreign economic conditions might have on the
Company cannot be predicted.

        The Company's business is also influenced by the monetary and fiscal policies of the federal government and the policies of regulatory
agencies, particularly the Board of Governors of the Federal Reserve Board. The Federal Reserve implements national monetary policies (with
objectives such as curbing inflation and combating recession) through its open-market operations in U.S. Government securities by adjusting the
required level of reserves for depository institutions subject to its reserve requirements, and by varying the target Federal funds and discount
rates applicable to borrowings by depository institutions. The actions of the Federal Reserve in these areas influence the growth of bank loans,
investments, and deposits and also affect interest earned on interest earning assets and paid on interest bearing liabilities. The nature and impact
of any future changes in monetary and fiscal policies on the Company cannot be predicted.

        From time to time, federal and state legislation is enacted which may have the effect of materially increasing the cost of doing business,
limiting or expanding permissible activities, or affecting the competitive balance between banks and other financial services providers. In
addition, the various bank regulatory agencies often adopt new rules and regulations and policies to implement and enforce existing legislation.
It cannot be predicted whether, or in what form, any such legislation or regulations or changes in policy may be enacted or the extent to which
the business of the Company would be affected thereby. The Company cannot predict whether or when potential legislation will be enacted and,
if enacted, the effect that it, or any implemented regulations and supervisory policies, would have on our financial condition or results of
operations. In addition, the outcome of any examination, litigation or investigation initiated by state or federal authorities may result in necessary
changes in our operations and increased compliance costs.

The Dodd-Frank Wall Street Reform and Consumer Protection Act

        The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010, as amended ("Dodd-Frank"), significantly revised and
expanded the rulemaking, supervisory and enforcement authority of the federal bank regulatory agencies. Dodd-Frank impacts many aspects of
the financial industry and, in many cases, will impact larger and smaller financial institutions and community banks differently over time. Many
of the following key provisions of Dodd-Frank affecting the financial industry are now effective or are in the proposed rule or implementation
stage:

�
the creation of a Financial Services Oversight Counsel to identify emerging systemic risks and improve inter-agency
cooperation;

�
expanded FDIC authority to conduct the orderly liquidation of certain systemically significant non-bank financial companies
in addition to depository institutions;
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�
the establishment of strengthened capital and liquidity requirements for banks and bank holding companies, including
minimum leverage and risk-based capital requirements no less than the strictest requirements in effect for depository
institutions as of the date of enactment;

�
requirement by statute that bank holding companies serve as a source of financial strength for their depository institution
subsidiaries;

�
the elimination and phase out of trust preferred securities from Tier 1 capital with certain exceptions;

�
a permanent increase of the previously implemented temporary increase of FDIC deposit insurance to $250,000;

�
authorization for financial institutions to pay interest on business checking accounts;

�
changes in the calculation of FDIC deposit insurance assessments, such that the assessment base will no longer be the
institution's deposit base, but instead, is the institutions average consolidated total assets less its average tangible equity, as a
result of which smaller banks are now paying proportionately less and larger banks proportionately more of the aggregate
insurance assessments;

�
the elimination of remaining barriers to de novo interstate branching by banks;

�
expanded restrictions on transactions with affiliates and insiders under Section 23A and 23B of the Federal Reserve Act, and
lending limits for derivative transactions, repurchase agreements and securities lending and borrowing transactions;

�
the transfer of oversight of federally chartered thrift institutions to the Office of the Comptroller of the Currency and
state-chartered savings banks to the FDIC, and the elimination of the Office of Thrift Supervision;

�
provisions that affect corporate governance and executive compensation at most United States publicly traded companies,
including proxy access requirements for stockholders, non-binding shareholders votes on executive compensation,
independence requirements for compensation committees, enhance executive compensation disclosures and compensation
claw-backs;

�
the creation of a Consumer Financial Protection Bureau, which is authorized to promulgate and enforce consumer protection
regulations relating to bank and non-bank financial products and examine and enforce these regulations on banks with more
than $10 billion in assets;

�
requirements that fees of debit card issuers be reasonable and proportional to costs incurred, which does not apply directly to
banks with less than $10 billion in assets, but nonetheless affects smaller banks due to competitive factors.

        Dodd-Frank also amended the Bank Holding Company Act to require federal financial regulatory agencies to adopt rules that prohibit
banks and their affiliates from engaging in proprietary trading and investing in and sponsoring certain unregistered investment companies
(defined as hedge funds and private equity funds). The statutory provision is commonly called the "Volcker Rule." The Federal Reserve Board
together with four other government agencies issued final rules implementing the Volcker Rule in December 2013, effective April 1, 2014, but
institutions will have until July 21, 2015 to conform their activities and investments to the requirements of the Volcker Rule. We do not
anticipate that the Volcker Rule will have a material effect on our operations as we do not engage in any of the trading activities prohibited by
the Volcker Rule, and we do not have any ownership interest in or relationship with any of the types of funds regulated by the Volcker Rule.
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        Certain provisions of Dodd-Frank will significantly impact, or already are affecting, our operations and expenses, including, for example,
changes in FDIC assessments, the permitted payment of interest on demand deposits, and enhanced compliance requirements. Some of the rules
and regulations promulgated
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or yet to be promulgated under Dodd-Frank will apply directly only to institutions much larger than ours, but could indirectly impact smaller
banks, either due to competitive influences or because certain required practices for larger institutions may subsequently become expected "best
practices" for smaller institutions. We expect that we may need to devote even more management attention and resources to evaluate and make
any changes necessary to comply with new statutory and regulatory requirements under Dodd-Frank.

Supervision and Regulation

Introduction

        Banking is a complex, highly regulated industry. Regulation and supervision by federal and state banking agencies are intended to maintain
a safe and sound banking system, protect depositors and the Federal Deposit Insurance Corporation's ("FDIC") insurance fund, and to facilitate
the conduct of sound monetary policy. In furtherance of these goals, Congress and the states have created several largely autonomous regulatory
agencies and enacted numerous laws that govern banks, bank holding companies and the financial services industry. Consequently, the growth
and earnings performance of the Company can be affected not only by management decisions and general economic conditions, but also by the
requirements of applicable state and federal statues, regulations and the policies of various governmental regulatory authorities, including the
Federal Reserve, FDIC, and the DBO.

        The system of supervision and regulation applicable to financial services businesses governs most aspects of the business of the Company,
including: (i) the scope of permissible business; (ii) investments; (iii) reserves that must be maintained against deposits; (iv) capital levels that
must be maintained; (v) the nature and amount of collateral that may be taken to secure loans; (vi) the establishment of new branches;
(vii) mergers and consolidations with other financial institutions; and (viii) the payment of dividends.

        Set forth below is a description of the significant elements of the laws and regulations applicable to HCC and HBC. The description is
qualified in its entirety by reference to the full text of the statutes, regulations and policies that are described. Also, such statutes, regulations and
policies are continually under review by the U.S. Congress and state legislatures and federal and state regulatory agencies. A change in statutes,
regulations or regulatory policies applicable to HCC or HBC could have a material effect on our business.

Heritage Commerce Corp

        General.    As a bank holding company, HCC is registered under the Bank Holding Company Act of 1956, as amended ("BHCA"), and is
subject to regulation and periodic examination by the Federal Reserve. HCC is also required to file periodic reports of its operations and any
additional information regarding its activities and those of its subsidiaries as may be required by the Federal Reserve.

        HCC is also a bank holding company within the meaning of Section 1280 of the California Financial Code. Consequently, HCC is subject
to examination by, and may be required to file reports with, the DBO. The DBO approval may be required for certain mergers and acquisitions.

        HCC's stock is traded on the NASDAQ Global Select Market (under the trading symbol "HTBK"), and HCC is subject to rules and
regulations of The NASDAQ Stock Market, including those related to corporate governance. HCC is also subject to the periodic reporting
requirements of Section 13 of the Securities Exchange Act of 1934 (the "Exchange Act") which requires HCC to file annual, quarterly and other
current reports with the SEC. HCC is subject to additional regulations including, but not limited to, the proxy and tender offer rules promulgated
by the SEC under Sections 13 and 14 of the Exchange Act, the reporting requirements of directors, executive officers and principal shareholders
regarding transactions in the HCC's common stock and short swing profits rules promulgated by the SEC under Section 16 of the Exchange Act,
and certain additional reporting requirements by principal shareholders of HCC promulgated by the SEC under Section 13 of the Exchange Act.

11

Edgar Filing: HERITAGE COMMERCE CORP - Form 10-K

16



Table of Contents

        The Sarbanes Oxley Act of 2002.    The Company is subject to the accounting oversight and corporate governance requirements of the
Sarbanes-Oxley Act of 2002, including: (i) required executive certification of financial presentations; (ii)increased requirements for board audit
committees and their members; (iii) enhanced disclosure of controls and procedures and internal control over financial reporting; (iv) enhanced
controls over, and reporting of, insider trading; and (v) increased penalties for financial crimes and forfeiture of executive bonuses in certain
circumstances.

        Affiliate Transactions.    HCC and HBC are deemed affiliates of each other within the meaning of the Federal Reserve Act, and transactions
between affiliates are subject to Sections 23A and 23B of the Federal Reserve Act. The Federal Reserve Board has also issued Regulation W,
which codifies prior regulations under Sections 23A and 23B of the Federal Reserve Act and related interpretive guidance with respect to
affiliate transactions. Generally, Sections 23A and 23B: (i) limit the extent to which a financial institution or its subsidiaries may engage in
covered transactions (A) with an affiliate (as defined in such sections) to an amount equal to 10% of such institution's capital and surplus; and
(B) with all affiliates in the aggregate to an amount equal to 20% of such capital and surplus; and (ii) require all transactions with an affiliate,
whether or not covered transactions, to be on terms substantially the same, or at least as favorable to the institution or subsidiary, as the terms
provided or that would be provided to a non-affiliate. Dodd-Frank enhances the requirements for certain transactions with affiliates under
Sections 23A and 23B, including an expansion of the definition of "covered transactions" and increasing the amount of time for which collateral
requirements regarding covered transactions must be maintained. The term "covered transaction" includes the making of loans, purchase of
assets, issuance of a guarantee and other similar types of transactions.

        Source of Strength Doctrine.    Federal Reserve policy requires bank holding companies to act as a source of financial and managerial
strength to their subsidiary banks. Under this policy, the holding company is expected to commit resources to support its bank subsidiary,
including at times when the holding company may not be in a financial position to provide it. It is the Federal Reserve's position that bank
holding companies should stand ready to use their available resources to provide adequate capital to their subsidiary banks during periods of
financial stress or adversity. Bank holding companies must also maintain the financial flexibility and capital raising capacity to obtain additional
resources for assisting their subsidiary bank. A bank holding company's failure to meet its source-of-strength obligations may constitute an
unsafe and unsound practice or a violation of the Federal Reserve Board's regulations, or both. The source-of-strength doctrine most directly
affects bank holding companies where a bank holding company's subsidiary bank fails to maintain adequate capital levels. In such a situation,
the subsidiary bank will be required by the bank's federal regulator to take "prompt corrective action." Any capital loans by a bank holding
company to its subsidiary bank are subordinate in right of payment to deposits and to certain other indebtedness of such subsidiary bank. The
BHCA provides that, in the event of a bank holding company's bankruptcy, any commitment by the bank holding company to a federal bank
regulatory agency to maintain the capital of a bank subsidiary will be assumed by the bankruptcy trustee and entitled to priority of payment.
Dodd-Frank has added additional guidance regarding the source of strength doctrine and had directed the regulatory agencies to promulgate new
regulations to increase the capital requirements for bank holding companies to a level that matches those of banking institutions.

        Sound Banking Practices.    Bank holding companies and their non-banking subsidiaries are prohibited from engaging in activities that
represent unsafe and unsound banking practices or that constitute violation of law or regulations. Under certain conditions, the Federal Reserve
Board may conclude that certain actions of a bank holding company, such as a payment of a cash dividend, would constitute an unsafe and
unsound banking practice. The Federal Reserve Board also has the authority to regulate the debt of bank holding companies, including the
authority to impose interest rate ceilings and reserve requirements on such debt. Under certain circumstances, the Federal Reserve Board may
require a bank holding company to file written notice and obtain its approval prior to purchasing or redeeming its equity securities, unless certain
conditions are met.
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        Investments and Acquisition of other Banks.    Subject to certain exceptions, the BHCA and the Change in Bank Control Act of 1978,
together with the applicable regulations, require Federal Reserve approval (or, depending on the circumstances, no notice of disapproval) prior to
any person or company acquiring "control" of a bank or bank holding company. A conclusive presumption of control exists if an individual or
company acquires the power, directly or indirectly, to direct the management or policies of an insured depository institution or to vote 25% or
more of any class of voting securities of any insured depository institution. A rebuttable presumption of control exists if a person or company
acquires 10% or more but less than 25% of any class of voting securities of an insured depository institution and either the institution has
registered securities under the Exchange Act (such as the Company), or no other person will own a greater percentage of that class of voting
securities immediately after the acquisition.

        As a bank holding company, we are required to obtain prior approval from the Federal Reserve before: (i) acquiring all or substantially all
of the assets of a bank or bank holding company; (ii) acquiring direct or indirect ownership or control of more than 5% of the outstanding voting
stock of any bank or bank holding company (unless we own a majority of such bank's voting shares); or (iii) merging or consolidating with any
other bank or bank holding company. In determining whether to approve a proposed bank acquisition, federal bank regulators will consider,
among other factors, the effect of the acquisition on competition, the public benefits expected to be received from the acquisition, the projected
capital ratios and levels on a post-acquisition basis, and the acquiring institution's record of addressing the credit needs of the communities it
serves, including the needs of low and moderate income neighborhoods, consistent with the safe and sound operation of the bank under the
Community Reinvestment Act of 1977 ("CRA").

        Tie-in Arrangements.    Federal law prohibits a bank holding company and any subsidiary banks from engaging in certain tie-in
arrangements in connection with the extension of credit. Thus, for example, HBC may not extend credit, lease or sell property, or furnish any
services, or fix or vary the consideration for any of the foregoing on the condition that: (i) the customer must obtain or provide some additional
credit, property or services from or to HBC other than a loan, discount, deposit or trust services; (ii) the customer must obtain or provide some
additional credit, property or service from or to HCC or HBC; or (iii) the customer must not obtain some other credit, property or services from
competitors, except reasonable requirements to assure soundness of credit extended.

        Permitted Activities.    The Federal Reserve Board has determined by regulation certain activities in which a bank holding company may or
may not conduct business. A bank holding company must engage, with certain exceptions, in the business of banking or managing or controlling
banks or furnishing services to or performing services for its subsidiary banks. The principal exceptions to those prohibitions involve non-bank
activities identified by statute, by Federal Reserve regulation, or by Federal Reserve order as activities so closely related to the business of
banking or of managing or controlling banks as to be a proper incident thereto, including securities brokerage services, investment advisory
services, fiduciary services, and management advisory and data processing services, among others. A bank holding company that also qualifies
as and elects to become a "financial holding company" may engage in a broader range of activities that are financial in nature (and
complementary to such activities). See "Financial Modernization".

        In determining whether a particular activity is permissible, the Federal Reserve must consider whether the performance of such an activity
reasonably can be expected to produce benefits to the public that outweigh possible adverse effects. Possible benefits include greater
convenience, increased competition, and gains in efficiency. Possible adverse effects include undue concentration of resources, decreased or
unfair competition, conflicts of interest, and unsound banking practices. Despite prior approval, the Federal Reserve may order a bank holding
company or its subsidiaries to terminate any activity or to terminate ownership or control of any subsidiary when the Federal Reserve has
reasonable cause to believe that a serious risk to the financial safety, soundness or stability of any bank subsidiary of that bank holding company
may result from such an activity.
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        Financial Modernization.    The Gramm-Leach-Bliley Act (the "GLBA"), permits greater affiliation among banks, securities firms,
insurance companies, and other companies under a new type of financial services company known as a "financial holding company." A financial
holding company essentially is a bank holding company with significantly expanded powers. Financial holding companies are authorized by
statute to engage in a number of financial activities previously impermissible for bank holding companies, including securities underwriting,
dealing and market making; sponsoring mutual funds and investment companies; insurance underwriting and agency; and merchant banking
activities. A bank holding company may become a financial holding company if each of its subsidiary banks is "well capitalized," "well
managed," and, except in limited circumstances, in satisfactory compliance with the CRA. HCC has no present plans to become a financial
holding company. In addition, HBC is subject to other provisions of the GLBA, including those relating to CRA, privacy and the safe-guarding
of confidential customer information, regardless of whether HCC elects to become a financial holding company or to conduct activities through
a financial subsidiary of HBC.

Heritage Bank of Commerce

        General.    As a California commercial bank whose deposits are insured by the FDIC, HBC is subject to regulation, supervision, and regular
examination by the DBO and by the Federal Reserve, as HBC's primary Federal regulator, and must additionally comply with certain applicable
regulations of the Federal Reserve. The regulations of those agencies govern most aspects of a bank's business. Specific federal and state laws
and regulations which are applicable to banks regulate, among other things, the scope of their business, their investments, their reserves against
deposits, the timing of the availability of deposited funds, their activities relating to dividends, investments, loans, the nature and amount of and
collateral for certain loans, borrowings, capital requirements, certain check-clearing activities, branching, and mergers and acquisitions.
California banks are also subject to statutes and regulations including Federal Reserve Regulation O and Federal Reserve Act Sections 23A and
23B and Regulation W, which restrict or limit loans or extensions of credit to "insiders", including officers, directors and principal shareholders,
and loans or extension of credit by banks to affiliates or purchases of assets from affiliates, including parent bank holding companies, except
pursuant to certain exceptions and terms and conditions at least as favorable to those prevailing for comparable transactions with unaffiliated
parties

        Pursuant to the Federal Deposit Insurance Act ("FDIA") and the California Financial Code, California state chartered commercial banks
may generally engage in any activity permissible for national banks. Therefore, HBC may form subsidiaries to engage in the many so-called
"closely related to banking" or "nonbanking" activities commonly conducted by national banks in operating subsidiaries or subsidiaries of bank
holding companies. Further, pursuant to GLBA, California banks may conduct certain "financial" activities in a subsidiary to the same extent as
may a national bank, provided the bank is and remains "well-capitalized," "well-managed" and in satisfactory compliance with the CRA.

        HBC is a member of the Federal Home Loan Bank ("FHLB") of San Francisco. Among other benefits, each FHLB serves as a reserve or
central bank for its members within its assigned region and makes available loans or advances to its members. Each FHLB is financed primarily
from the sale of consolidated obligations of the FHLB system. As an FHLB member, HBC is required to own a certain amount of capital stock
in the FHLB. At December 31, 2014, HBC was in compliance with the FHLB's stock ownership requirement. Federal Reserve stock is carried at
cost and may be sold back to the Federal Reserve at its carrying value. Cash dividends received are reported as income.

        Depositor Preference.    In the event of the "liquidation or other resolution" of an insured depository institution, the claims of depositors of
the institution, including the claims of the FDIC as subrogee of insured depositors, and certain claims for administrative expenses of the FDIC as
a receiver, will have priority over other general unsecured claims against the institution. If an insured depository institution fails, insured and
uninsured depositors, along with the FDIC, will have priority in payment ahead of
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unsecured, non-deposit creditors, including the parent bank holding company, with respect to any extensions of credit they have made to such
insured depository institution.

        Loans to Directors, Executive Officers and Principal Shareholders.    The authority of HBC to extend credit to its directors, executive
officers and principal shareholders, including their immediate family members and corporations and other entities that they control, is subject to
substantial restrictions and requirements under Sections 22(g) and 22(h) of the Federal Reserve Act and Regulation O promulgated thereunder,
as well as the Sarbanes-Oxley Act of 2002. These statutes and regulations impose specific limits on the amount of loans HBC may make to
directors and other insiders, and specified approval procedures must be followed in making loans that exceed certain amounts. In addition, all
loans HBC makes to directors and other insiders must satisfy the following requirements:

�
the loans must be made on substantially the same terms, including interest rates and collateral, as prevailing at the time for
comparable transactions with persons not affiliated with HCC or HBC;

�
HBC must follow credit underwriting procedures at least as stringent as those applicable to comparable transactions with
persons who are not affiliated with HCC or HBC; and

�
the loans must not involve a greater than normal risk of non-payment or include other features not favorable to HBC.

        Furthermore, HBC must periodically report all loans made to directors and other insiders to the bank regulators, and these loans are closely
scrutinized by the regulators for compliance with Sections 22(g) and 22(h) of the Federal Reserve Act and Regulation O. Each loan to directors
or other insiders must be pre-approved by the HBC board of directors with the interested director abstaining from voting.

        Community Reinvestment Act.    The CRA is intended to encourage insured depository institutions, while operating safely and soundly, to
help meet the credit needs of their communities. The CRA specifically directs the federal bank regulatory agencies, in examining insured
depository institutions, to assess their record of helping to meet the credit needs of their entire community, including low-and moderate-income
neighborhoods, consistent with safe and sound banking practices. The CRA further requires the agencies to take a financial institution's record of
meeting its community credit needs into account when evaluating applications for, among other things, domestic branches, consummating
mergers or acquisitions or holding company formations.

        The federal banking agencies have adopted regulations which measure a bank's compliance with its CRA obligations on a performance
based evaluation system. This system bases CRA ratings on an institution's actual lending service and investment performance rather than the
extent to which the institution conducts needs assessments, documents community outreach or complies with other procedural requirements. The
ratings range from "outstanding" to a low of "substantial noncompliance." HBC had a CRA rating of "satisfactory" as of its most recent
regulatory examination.

        Environmental Regulation.    Federal, state and local laws and regulations regarding the discharge of harmful materials into the
environment may have an impact on HBC. Since HBC is not involved in any business that manufactures, uses or transports chemicals, waste,
pollutants or toxins that might have a material adverse effect on the environment, HBC's primary exposure to environmental laws is through its
lending activities and through properties or businesses HBC may own, lease or acquire. Based on a general survey of HBC's loan portfolio,
conversations with local appraisers and the type of lending currently and historically done by HBC, management is not aware of any potential
liability for hazardous waste contamination that would be reasonably likely to have a material adverse effect on the Company as of
December 31, 2014.

        Safeguarding of Customer Information and Privacy.    The Federal Reserve and other bank regulatory agencies have adopted guidelines for
safeguarding confidential, personal customer information. These guidelines require financial institutions to create, implement and maintain a
comprehensive written
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information security program designed to ensure the security and confidentiality of customer information, protect against any anticipated threats
or hazards to the security or integrity of such information and protect against unauthorized access to or use of such information that could result
in substantial harm or inconvenience to any customer. HBC has adopted a customer information security program to comply with such
requirements.

        Financial institutions are also required to implement policies and procedures regarding the disclosure of nonpublic personal information
about consumers to non-affiliated third parties. In general, financial institutions must provide explanations to consumers on policies and
procedures regarding the disclosure of such nonpublic personal information, and, except as otherwise required by law, prohibits disclosing such
information. HBC has implemented privacy policies addressing these restrictions which are distributed regularly to all existing and new
customers of HBC.

        USA Patriot Act of 2001.    The USA Patriot Act of 2001 (the "Patriot Act") is intended to strengthen the ability of U.S. law enforcement
agencies and intelligence communities to work cohesively to combat terrorism on a variety of fronts. The impact of the Patriot Act on financial
institutions of all kinds has been significant and wide-ranging. The Patriot Act substantially enhanced existing anti-money laundering and
financial transparency laws, and required appropriate regulatory authorities to adopt rules to promote cooperation among financial institutions,
regulators, and law enforcement entities in identifying parties that may be involved in terrorism or money laundering. Under the Patriot Act,
financial institutions are subject to prohibitions regarding specified financial transactions and account relationships, as well as enhanced due
diligence and "know your customer" standards in their dealings with foreign financial institutions and foreign customers. For example, the
enhanced due diligence policies, procedures, and controls generally require financial institutions to take reasonable steps:

�
to conduct enhanced scrutiny of account relationships to guard against money laundering and report any suspicious
transactions;

�
to ascertain the identity of the nominal and beneficial owners of, and the source of funds deposited into, each account as n
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