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Heritage Commerce Corp Reports Financial Results
for the Year Ended December 31, 2003

For Immediate Release: January 20, 2004

– Earnings Up 8% Over 2002 Year End –

cont...

San Jose, California. Heritage Commerce Corp (the “Company”) (NASDAQ:HTBK) today
reported consolidated operating results for the year ended December 31, 2003. Consolidated net
income was $7,782,000, or $0.67 per diluted share, compared to $7,177,000, or $0.63 per diluted
share, for the year ended December 31, 2002, an 8% increase. Consolidated net income and earnings
per share represent record highs for the Company. Return on average assets and return on average
equity for the year ended December 31, 2003 were 0.81% and 9.01%, respectively, compared with
returns of 0.77% and 9.14%, respectively, for the year ended December 31, 2002.

For the three months ended December 31, 2003, the Company reported net income of $2,042,000,
or $0.17 per diluted share, compared to $2,291,000, or $0.20 per diluted share, for the three months
ended December 31, 2002. Return on average assets and return on average equity for the three
months ended December 31, 2003 were 0.82% and 9.18%, respectively, compared with returns of
0.95% and 11.07%, respectively, for the three months ended December 31, 2002.

Net interest income increased $574,000, or 2%, to $38,093,000 for the year ended December 31,
2003 from $37,519,000 for the year ended December 31, 2002 as the increase in average earning
assets and the decrease in average interest bearing liabilities offset the effect of the decline in market
interest rates. The Company’s net interest margin was 4.34% for the year ended December 31, 2003,
compared with 4.39% for the year ended December 31, 2002. The decrease in net interest margin is
primarily attributable to the impact of the 25 basis point decline in the target Federal funds rate in
mid-2003. The net interest margin improved from 4.01% in the third quarter of 2003 to 4.34% in the
fourth quarter of 2003, reflecting the reversal of accrued interest on several loans placed on non-
accrual in the third quarter. There were no significant interest reversals in the fourth quarter.

Noninterest income increased $1,399,000, or 15%, to $10,429,000 for the year ended December
31, 2003 from $9,030,000 for the year ended December 31, 2002. The increase was primarily due to
increased deposit related activity charges of $385,000, increased servicing income from SBA loans
sold in the secondary market of $502,000, and increased equipment leasing income of $1,093,000
offset by a decrease in the gain on sales of securities of $301,000 in 2003. The increase in servicing
income was due to the continuing expansion of the SBA lending operation and the level of SBA loans
serviced. The increase in equipment leasing income was a result of a full year of activity in 2003 versus
only one month’s activity in 2002.

Total noninterest expense increased $1,131,000, or 3%, for the year ended December 31, 2003 to
$34,340,000, compared with $33,209,000 for the year ended December 31, 2002. The increase in
noninterest expense was primarily due to a $775,000 increase in other expense, including an increase
of $959,000 in amortization of the Company’s investments in low income housing projects and leased
equipment partially offset by a decrease in retirement plan expense of $156,000. The $448,000
increase in occupancy and equipment expense includes approximately $390,000 in equipment and
leasehold improvement charges related to the Company’s decision to outsource its data processing
operations. Salary and employee benefits decreased $92,000 in 2003 from 2002, primarily
attributable to the consolidation of the Company’s subsidiaries in 2003. In addition, the Bank opened
a full service branch office located in Los Gatos, California during December 2003. Expenses
associated with the opening of this office were approximately $70,000.

Heritage Commerce Corp CEO Brad L. Smith stated “The opening of a Los Gatos branch of
Heritage Bank of Commerce was a natural extension of our market area to serve Los Gatos businesses,
professionals, and individuals. We found that many existing Heritage clients using the downtown San
Jose office reside in the Los Gatos area. Our Los Gatos branch will enable us to serve those clients,
enhance our business opportunity with them and give us greater reach into an excellent business
market.”



Forward Looking Statement Disclaimer
This release may contain forward-looking statements that are subject to risks and uncertainties. Such risks and uncertainties may include but
are not necessarily limited to fluctuations in interest rates, inflation, government regulations and general economic conditions, and competition
within the business areas in which the Company is conducting its operations, including the real estate market in California and other factors
beyond the Company’s control. Such risks and uncertainties could cause results for subsequent interim periods or for the entire year to differ
materially from those indicated. For a discussion of factors which could cause results to differ, please see the Company’s reports on Forms 10-
K and 10-Q as filed with the Securities and Exchange Commission and the Company’s press releases. Readers should not place undue reliance
on the forward-looking statements, which reflect management’s view only as of the date hereof. The Company undertakes no obligation to
publicly revise these forward-looking statements to reflect subsequent events or circumstances.

Smith also added that “The Company decided to outsource its data processing operations to enable us to
continue to stay on the leading edge of technology and better serve our clients. It will also keep our resources and
focus where they need to be, building our client base.”

Total assets exceeded the billion dollar level at $1,003,201,000 as of December 31, 2003, up 5% from
$958,752,000 as of December 31, 2002.

Total deposits were $835,410,000 as of December 31, 2003, compared to $841,936,000 as of December 31,
2002. Although total deposits declined slightly, demand, savings, and money market deposits increased
$56,227,000, or 9%, to $689,569,000 at December 31, 2003, from $633,342,000 at December 31, 2002. During
this same period, time deposits decreased $62,753,000, or 30%, from $208,594,000 to $145,841,000. The
reduction in time deposits reflects the Company’s strategy to reduce brokered deposits from $47,640,000 in
December 2002 to $11,970,000 at December 2003. The overall change in mix of the deposit portfolio had a
positive impact on the net interest margin as the average cost of interest bearing liabilities was reduced.

Total loans were $666,088,000 as of December 31, 2003, down $7,819,000, or 1%, from $673,907,000 as of
December 31, 2002. The decline is primarily attributable to a drop in construction loans of $46,740,000, or 32%,
from $147,822,000 at December 31, 2002 to $101,082,000 at December 31, 2003, reflecting current market
conditions for this type of lending. Offsetting the decline in construction loans, term loans secured by commercial
real estate increased $16,934,000, or 7%, from $259,974,000 to $276,908,000, and commercial and industrial
loans grew $23,094,000, or 9%, from $263,261,000 to $286,355,000 over the same period.

The Company added $2,900,000 to the loan loss provision in 2003, compared with $2,663,000 in 2002, an
increase of $237,000, or 9%. The Company’s net loan charge-offs for the year ended December 31, 2003 were
$2,676,000, representing 0.41% of average loans, compared to $591,000, representing 0.09% of average loans,
for the year ended December 31, 2002. The increase in charge-offs was primarily the result of a $2,000,000 write-
off related to a single commercial loan taken in the third quarter of 2003. The Company’s allowance for loan losses
was $13,451,000, or 2.02% of total loans, as of December 31, 2003, compared to $13,227,000, or 1.96% of total
loans, as of December 31, 2002. The Company’s nonperforming assets were $4,580,000, or 0.69% of outstanding
loans, as of December 31, 2003, compared to $4,571,000, or 0.68% of outstanding loans, as of December 31, 2002.

Heritage CEO Smith stated “We made the decision during 2003 to continue our loan loss provision near 2002
levels. Given the economic environment we have been operating within, we believe this was the most prudent
course of action to take.”

Shareholders’ equity increased to $89,846,000 as of December 31, 2003 from $82,217,000 as of December 31,
2002. Book value per share increased to $7.89 as of December 31, 2003, from $7.33 as of December 31, 2002. The
Company’s leverage capital ratio was 11.17% as of December 31, 2003, up from 10.73% as of December 31, 2002.
The Company’s capital ratios continue to be above the well-capitalized guidelines established by the bank
regulatory agencies.

The Company does not have, and has never been involved in, any Real Estate Investment Trust (REIT)
subsidiaries or activities that have been identified by the State of California – Franchise Tax Board (FTB) as
abusive tax shelters and, as a result, the Company does not have any exposure or impact from the December 31,
2003 tax announcement made by the FTB.

Heritage Commerce Corp, a bank holding company established in February 1998, is the parent company of
Heritage Bank of Commerce, headquartered in San Jose with an office located in Los Gatos. Heritage Bank of
Commerce is an independent full service community business bank with three divisions: Heritage Bank East Bay,
in Fremont and Danville; Heritage Bank South Valley in Morgan Hill and Gilroy, and Bank of Los Altos, with two
locations in Los Altos and one in Mountain View. Additionally, Heritage Capital Group, the bank’s asset based
lending division, has offices in San Jose and Los Angeles. Heritage Bank of Commerce is also an SBA Preferred
Lender ranked the third largest SBA lender in Northern California, eighth in the State, and has SBA Loan
Production Offices in San Jose, Fresno, Santa Cruz, Elk Grove, Watsonville, Chico, Pittsburg, and Glendale.

The Company’s common stock is listed on the Nasdaq National Market under the symbol HTBK.

For further information about the Company’s financial performance, contact Brad L. Smith, Chief Executive
Officer, at (408) 947-6900 or visit the Company’s website at www.HeritageCommerceCorp.com.
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