Edgar Filing: HERITAGE FINANCIAL CORP /WA/ - Form 424B3

HERITAGE FINANCIAL CORP /WA/
Form 424B3

March 14, 2014
Table of Contents

Filed Pursuant to Rule 424(b)(3)
Registration Statement No. 333-192985

MERGER PROPOSED YOUR VOTE IS VERY IMPORTANT
Dear Shareholder:

We are pleased to report that the boards of directors of Heritage Financial Corporation, or Heritage, and Washington
Banking Company, or Washington Banking, have each approved a merger of our two companies. We believe that this
combination will create one of the premier community banking franchises in Western Washington and the Pacific
Northwest. Under the merger agreement, Washington Banking will merge with and into Heritage, with Heritage as the
surviving corporation. Each outstanding share of Washington Banking common stock, other than dissenting shares,
will be converted into the right to receive, promptly following the completion of the merger, 0.89000 of a share of
Heritage common stock and $2.75 in cash.

Although the number of shares of Heritage common stock that holders of Washington Banking common stock will
receive for the stock portion of the merger consideration is fixed, the market value of those shares will fluctuate with
the market price of Heritage common stock and will not be known at the time Washington Banking shareholders vote
on the merger agreement. Based on the closing price of Heritage s common stock of $15.89 on the NASDAQ Global
Select Market, or NASDAQ, on October 23, 2013, immediately prior to the public announcement of the merger
agreement, the value of the per share merger consideration payable to Washington Banking shareholders was $16.89.
Based on the closing price of Heritage s common stock of $18.14 on NASDAQ on March 4, 2014, the last practicable
trading day before the printing of this joint proxy statement/prospectus, the value of the per share merger

consideration payable to Washington Banking shareholders was $18.89. We urge you to obtain current market
quotations for Heritage common stock (NASDAQ: trading symbol HFWA ) and Washington Banking common
stock (NASDAQ: trading symbol WBCO ). Based on the number of shares of Washington Banking common stock
currently outstanding and reserved for issuance under various equity plans, the maximum number of shares of
Heritage common stock issuable in the merger is expected to be approximately 14.1 million.

Heritage and Washington Banking will each hold a special meeting of their respective shareholders in connection with
the merger. Heritage and Washington Banking shareholders will be asked to vote to approve the merger agreement
and related matters as described in the attached joint proxy statement/prospectus. Approval of the merger agreement
by Heritage and Washington Banking shareholders requires the affirmative vote of the holders of two-thirds of the
votes entitled to be cast.

The special meeting of Heritage shareholders will be held on April 14, 2014. The special meeting of Washington
Banking shareholders will be held on April 15, 2014.

Heritage s board of directors unanimously recommends that Heritage shareholders vote FOR approval of the
Heritage merger proposal and FOR each of the other items to be considered at the Heritage special meeting.
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Washington Banking s board of directors unanimously recommends that Washington Banking shareholders
vote FOR approval of the Washington Banking merger proposal and FOR each of the other items to be
considered at the Washington Banking special meeting.

This joint proxy statement/prospectus describes the special meetings of Heritage and Washington Banking, the
documents related to the merger and other related matters. Please carefully read this entire joint proxy
statement/prospectus, including _Risk Factors, beginning on page 28, for a discussion of the risks relating to the
proposed merger. You also can obtain information about Heritage and Washington Banking from documents
that each has filed with the Securities and Exchange Commission.

/s/ Brian L. Vance /s/ John L. Wagner

Brian L. Vance John L. Wagner

President and Chief Executive Officer President and Chief Executive Officer
Heritage Financial Corporation Washington Banking Company

Neither the Securities and Exchange Commission nor any state securities commission or any bank regulatory
agency has approved or disapproved the shares of Heritage stock to be issued in the merger or passed upon the
adequacy or accuracy of this joint proxy statement/prospectus. Any representation to the contrary is a criminal
offense.

The securities to be issued in the merger are not savings or deposit accounts or other obligations of any bank or
nonbank subsidiary of Heritage or Washington Banking, and they are not insured by the Federal Deposit

Insurance Corporation or any other governmental agency.

The date of this joint proxy statement/prospectus is March 4, 2014, and is first being mailed or otherwise delivered to
the shareholders of Heritage and Washington Banking on or about March 14, 2014.
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Heritage Financial Corporation
201 Fifth Avenue SW
Olympia, Washington 98501
(360) 943-1500

Notice of Special Meeting of Heritage Financial Corporation Shareholders

Date: April 14,2014
Time: 2:00 p.m., local time
Place: The DoubleTree Hotel,
415 Capitol Way N., Olympia, Washington
To Heritage Financial Corporation Shareholders:

We are pleased to notify you of and invite you to a special meeting of shareholders (which we refer to as the Heritage
special meeting ). At the Heritage special meeting, you will be asked to vote on the following matters:

the approval of the Agreement and Plan of Merger, dated as of October 23, 2013, by and between Heritage
and Washington Banking Company, pursuant to which Washington Banking will merge with and into
Heritage, and the approval of the issuance of Heritage common stock to Washington Banking shareholders
in connection with the merger (which we refer to as the Heritage merger proposal ); and

a proposal to adjourn the Heritage special meeting, if necessary or appropriate, to solicit additional proxies in
favor of the Heritage merger proposal (which we refer to as the Heritage adjournment proposal ).
Only holders of record of Heritage common stock as of the close of business on February 28, 2014 are entitled to
notice of, and to vote at, the Heritage special meeting and any adjournments or postponements of the Heritage special
meeting. Approval of the Heritage merger proposal requires the affirmative vote of holders of at least two-thirds of the
outstanding shares of Heritage common stock. The Heritage adjournment proposal will be approved if a majority of
the votes cast on those proposals at the Heritage special meeting are voted in favor of those proposals.

Heritage s board of directors has unanimously approved the merger agreement, has determined that the merger
agreement and the transactions contemplated thereby, including the merger, are advisable and in the best
interests of Heritage and its shareholders, and unanimously recommends that Heritage shareholders vote FOR
the Heritage merger proposal, and FOR the Heritage adjournment proposal.

Your vote is very important. We cannot complete the merger unless Heritage s shareholders approve the Heritage
merger proposal.

To ensure your representation at the Heritage special meeting, please complete and return the enclosed proxy card or
submit your proxy by telephone or via the Internet. Whether or not you expect to attend the Heritage special meeting

in person, please vote promptly. If you hold your shares in street name through a bank, broker or other nominee and
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wish to vote your shares in person at the Heritage special meeting, then you must obtain a legal proxy from the holder
of record authorizing you to do so by contacting your bank, broker or other nominee.
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The enclosed joint proxy statement/prospectus provides a detailed description of the Heritage special meeting, the
Heritage merger proposal, the documents related to the Heritage merger proposal and other related matters. We urge
you to read the joint proxy statement/prospectus, including the documents incorporated in the joint proxy

statement/prospectus by reference, and its appendices carefully and in their entirety.

By Order of the Board of Directors

Kaylene M. Lahn
Senior Vice President and Corporate Secretary
March 14, 2014

Olympia, Washington
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Washington Banking Company
450 SW Bayshore Drive
Oak Harbor, Washington 98277
(360) 240-6458

Notice of Special Meeting of Washington Banking Company Shareholders

Date: April 15,2014

Time: 10:00 a.m., local time

Place: Best Western Harbor Plaza,
33175 State Route 20, Oak Harbor, Washington

To Washington Banking Company Shareholders:

We are pleased to notify you of and invite you to a special meeting of shareholders (which we refer to as the
Washington Banking special meeting ). At the Washington Banking special meeting, you will be asked to vote on the
following matters:

the approval of the Agreement and Plan of Merger, dated as of October 23, 2013, by and between Heritage
Financial Corporation and Washington Banking, pursuant to which Washington Banking will merge with
and into Heritage (which we refer to as the Washington Banking merger proposal );

a proposal to adjourn the Washington Banking special meeting, if necessary or appropriate, to solicit
additional proxies in favor of the Washington Banking merger proposal (which we refer to as the
Washington Banking adjournment proposal ); and

the approval, on an advisory (non-binding) basis, of compensation that may become payable to certain
executive officers of Washington Banking in connection with the merger (which we refer to as the
Washington Banking compensation proposal ).

Only holders of record of Washington Banking common stock as of the close of business on February 28, 2014 are
entitled to vote at the Washington Banking special meeting and any adjournments or postponements of the
Washington Banking special meeting. Approval of the Washington Banking merger proposal requires the affirmative
vote of holders of at least two-thirds of the outstanding shares of Washington Banking common stock. The
Washington Banking adjournment proposal and Washington Banking compensation proposal will be approved if a
majority of the votes cast on those proposals at the Washington Banking special meeting are voted in favor of those
proposals.

Washington Banking s board of directors has unanimously approved the merger agreement, has determined
that the merger agreement and the transactions contemplated thereby, including the merger, are advisable and
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in the best interests of Washington Banking and its shareholders, and unanimously recommends that
Washington Banking shareholders vote FOR the Washington Banking merger proposal, FOR the Washington
Banking adjournment proposal and FOR the Washington Banking compensation proposal.

Your vote is very important. We cannot complete the merger unless Washington Banking s shareholders approve the
Washington Banking merger proposal.

To ensure your representation at the Washington Banking special meeting, please complete and return the enclosed
proxy card or submit your proxy by telephone or via the Internet. Whether or not you expect to attend the Washington
Banking special meeting in person, please vote promptly. If you hold your shares in street name through a bank,
broker or other nominee and wish to vote your shares in person at the Washington Banking special meeting, then you
must obtain a legal proxy from the holder of record authorizing you to do so by contacting your bank, broker or other
nominee.
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The enclosed joint proxy statement/prospectus provides a detailed description of the Washington Banking special
meeting, the Washington Banking merger proposal, the documents related to the Washington Banking merger
proposal and other related matters. We urge you to read the joint proxy statement/prospectus, including the documents
incorporated in the joint proxy statement/prospectus by reference, and its appendices carefully and in their entirety.

In connection with the merger, Washington Banking shareholders will have the opportunity to exercise dissenters

rights in accordance with the procedures specified in the Washington Business Corporation Act (Chapter 23B.13 of

the Revised Code of Washington ( RCW and RCW Chapter 23B.13 )). RCW Chapter 23B.13 is included in the
accompanying joint proxy statement/prospectus as Appendix D. Prior to the vote on the Washington Banking
merger proposal, Washington Banking shareholders who wish to assert dissenters rights must notify the
Corporate Secretary of Washington Banking of their intent to dissent. For information on how Washington
Banking shareholders may perfect their right to dissent on the Washington Banking merger proposal, see the section

of this joint proxy statement/prospectus entitled The Merger Washington Banking Shareholder Dissenters Rights on
page 86. A dissenting shareholder who follows the required procedures may receive cash in an amount equal to the

fair value of his or her shares of Washington Banking common stock in lieu of the merger consideration provided for
under the merger agreement. A shareholder who chooses to dissent pursuant to RCW Chapter 23B.13 may provide the
required notice specified therein to Washington Banking s principal executive offices at 450 SW Bayshore Drive, Oak
Harbor, Washington 98277. For additional details about dissenters rights, please refer to the section entitled The
Merger Washington Banking Shareholder Dissenters Rights on page 86 and Appendix D in the accompanying joint
proxy statement/prospectus.

By Order of the Board of Directors

Shelly L. Angus
Senior Vice President and Corporate Secretary
March 14, 2014

Oak Harbor, Washington
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REFERENCES TO ADDITIONAL INFORMATION

This joint proxy statement/prospectus incorporates important business and financial information about Heritage and
Washington Banking from documents filed with the Securities and Exchange Commission, or the SEC, that are not
included in or delivered with this joint proxy statement/prospectus. You can obtain any of the documents filed with or
furnished to the SEC by Heritage and/or Washington Banking at no cost from the SEC s website at
http://www.sec.gov. You may also request copies of these documents, including documents incorporated by reference
in this joint proxy statement/prospectus, at no cost by contacting the appropriate company:

Heritage Financial Corporation Washington Banking Company

201 Fifth Avenue SW 450 SW Bayshore Drive

Olympia, Washington 98501 Oak Harbor, Washington 98277

Attention: Kaylene M. Lahn, Attention: Shelly L. Angus,
Senior Vice President and Senior Vice President and
Corporate Secretary Corporate Secretary
(360) 943-1500 (360) 240-6458

You will not be charged for any of these documents that you request. To obtain timely delivery of these
documents, you must request them no later than five business days before the date of your company s special
meeting. This means that Heritage shareholders requesting documents must do so by April 7, 2014, in order to
receive them before the Heritage special meeting, and Washington Banking shareholders requesting documents
must do so by April 8, 2014, in order to receive them before the Washington Banking special meeting.

You should rely only on the information contained in, or incorporated by reference into, this document. No one has
been authorized to provide you with information that is different from that contained in, or incorporated by reference
into, this document. This document is dated March 4, 2014, and you should assume that the information in this
document is accurate only as of such date. You should assume that the information incorporated by reference into this
document is accurate as of the date of the document that includes such information. Neither the mailing of this
document to Heritage shareholders or Washington Banking shareholders nor the issuance by Heritage of shares of
Heritage stock in connection with the merger will create any implication to the contrary.

Information on the websites of Heritage or Washington Banking, or any subsidiary of Heritage or Washington
Banking, is not part of this document or incorporated by reference herein. You should not rely on that information in
deciding how to vote.

This document does not constitute an offer to sell, or a solicitation of an offer to buy, any securities, or the
solicitation of a proxy, in any jurisdiction to or from any person to whom it is unlawful to make any such offer
or solicitation in such jurisdiction. Except where the context otherwise indicates, information contained in this
document regarding Heritage has been provided by Heritage and information contained in this document
regarding Washington Banking has been provided by Washington Banking.

See Where You Can Find More Information on page 132 for more details.
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QUESTIONS AND ANSWERS ABOUT THE MERGER AND THE SPECIAL MEETINGS

The following are some questions that you may have about the merger and the special meetings, and brief
answers to those questions. We urge you to read carefully the entire joint proxy statement/prospectus because
the information in this section does not provide all of the information that might be important to you with
respect to the merger and the special meetings. Additional important information is contained in the
documents incorporated by reference into this joint proxy statement/prospectus. See Where You Can Find
More Information on page 132.

Unless the context otherwise requires, throughout this document, Heritage refers to Heritage Financial
Corporation, Washington Banking refers to Washington Banking Company and we, us and our refers
collectively to Heritage and Washington Banking.

Q: What is the merger?

A: Heritage and Washington Banking have entered into an Agreement and Plan of Merger, dated as of October 23,
2013 (which we refer to as the merger agreement ), pursuant to which Washington Banking will be merged with
and into Heritage, with Heritage continuing as the surviving corporation (we refer to this transaction as the

merger ). Immediately following the merger, Washington Banking s wholly owned subsidiary bank, Whidbey
Island Bank, will merge with Heritage s wholly owned subsidiary bank, Heritage Bank (we refer to this
transaction as the bank merger ). A copy of the merger agreement is attached to this joint proxy
statement/prospectus as Appendix A.

Q: Why am I receiving this joint proxy statement/prospectus?

A: We are delivering this document to you because you are a shareholder of either Heritage or Washington Banking
and this document is a joint proxy statement being used by both the Heritage and Washington Banking boards of
directors to solicit proxies of their respective shareholders in connection with approval of the merger and related
matters. This document is also a prospectus that is being delivered to Washington Banking shareholders because
Heritage is offering shares of its stock to Washington Banking shareholders in connection with the merger.

The merger cannot be completed unless the shareholders of Heritage approve the merger agreement and the issuance

of Heritage stock in the merger (which we refer to as the Heritage merger proposal ) and the shareholders of

Washington Banking adopt the merger agreement (which we refer to as the Washington Banking merger proposal ).

Q: In addition to the Heritage merger proposal, what else are Heritage shareholders being asked to vote on?

A: Heritage is soliciting proxies from its shareholders with respect to one additional proposal; completion of the

merger is not conditioned upon approval of this additional proposal:
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a proposal to adjourn the Heritage special meeting, if necessary or appropriate, to solicit additional proxies in
favor of the Heritage merger proposal (which we refer to as the Heritage adjournment proposal ).

Q: In addition to the Washington Banking merger proposal, what else are Washington Banking shareholders
being asked to vote on?

A: Washington Banking is soliciting proxies from holders of its common stock with respect to two additional
proposals; completion of the merger is not conditioned upon approval of either of these additional proposals:

a proposal to adjourn the Washington Banking special meeting, if necessary or appropriate, to solicit
additional proxies in favor of the Washington Banking merger proposal (which we refer to as the
Washington Banking adjournment proposal ); and
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a proposal to approve, on an advisory (non-binding) basis, the compensation that certain executive officers
of Washington Banking may receive that is based on or otherwise relates to the merger (which we refer to as
the Washington Banking compensation proposal ).

Q: What will Washington Banking shareholders receive in the merger?

A: Each outstanding share of Washington Banking common stock (except for dissenting shares) will be converted
into the right to receive, promptly following the completion of the merger, 0.89000 of a share of Heritage
common stock and $2.75 in cash (which we refer to as the merger consideration ). Heritage will not issue any
fractional shares of Heritage common stock in the merger. Washington Banking shareholders who would
otherwise be entitled to a fractional share of Heritage common stock upon completion of the merger will instead
receive an amount in cash equal to the fractional share interest multiplied by the average of the volume weighted
price (rounded to the nearest one ten thousandth) of Heritage common stock on NASDAQ for the ten trading
days ending on the trading day immediately preceding the trading day the merger is completed (which we refer to
as the average Heritage common stock price ).

Because the number of shares of Heritage common stock that holders of Washington Banking common stock will

receive is fixed, the market value of the stock portion of the merger consideration will fluctuate with the market price

of Heritage common stock and will not be known at the time Washington Banking shareholders vote on the merger
agreement.

Q: What will Heritage shareholders receive in the merger?

A: Heritage shareholders will retain their shares, they will not receive any consideration for their shares in the
merger. If you are a Heritage shareholder, each share of Heritage common stock that you hold before the
merger will continue to represent one share of Heritage common stock after the merger.

Q: How will the merger affect outstanding Washington Banking stock options and restricted stock unit
awards?

A: The outstanding Washington Banking stock options and restricted stock unit awards will be affected as follows:
Stock Options. Each option granted by Washington Banking to purchase shares of Washington Banking common
stock will be converted into an option to purchase Heritage common stock on the same terms and conditions as were
applicable prior to the merger, subject to adjustment of the exercise price and the number of shares of Heritage
common stock issuable upon exercise of such option based on the per share value of the merger consideration. All
outstanding options granted by Washington Banking are fully vested.

Restricted Stock Unit Awards. Each restricted stock unit award in respect of a share of Washington Banking common
stock will fully vest at the effective time of the merger and will be converted into a restricted stock unit award in
respect of the number of shares of Heritage common stock on the same terms and conditions as were applicable prior
to the merger, adjusted based on the per share value of the merger consideration.
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Q: How does Heritage s board of directors recommend that I vote at the Heritage special meeting?

A: After careful consideration, Heritage s board of directors unanimously recommends that you vote FOR the
Heritage merger proposal, and FOR the Heritage adjournment proposal.

Each of the directors and executive officers of Heritage has entered into a voting agreement with Washington

Banking, pursuant to which they have agreed to vote FOR the Heritage merger proposal, and FOR any other matter

required to be approved by the shareholders of Heritage to facilitate the transactions contemplated by the merger

agreement. For more information regarding the voting agreements, please see the section entitled The Merger

Agreement Voting and Support Agreements beginning on page 103.
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For a more complete description of Heritage s reasons for the merger and the recommendations of the Heritage board
of directors, please see the section entitled The Merger Heritage s Reasons for the Merger; Recommendation of
Heritage s Board of Directors beginning on page 53.

Q: How does Washington Banking s board of directors recommend that I vote at the Washington Banking
special meeting?

A: After careful consideration, Washington Banking s board of directors unanimously recommends that you vote
FOR the Washington Banking merger proposal, FOR the Washington Banking adjournment proposal and FOR

the Washington Banking compensation proposal.
Each of the directors and executive officers of Washington Banking has entered into a voting agreement with
Heritage, pursuant to which they have agreed to vote FOR the Washington Banking merger proposal, and FOR any
other matter required to be approved by the shareholders of Washington Banking to facilitate the transactions
contemplated by the merger agreement. For more information regarding the voting agreements, please see the section
entitled The Merger Agreement Voting and Support Agreements beginning on page 103.

For a more complete description of Washington Banking s reasons for the merger and the recommendations of the
Washington Banking board of directors, please see the section entitled The Merger Washington Banking s Reasons for
the Merger; Recommendation of Washington Banking s Board of Directors beginning on page 55.

Q: When and where are the special meetings?
A: The Heritage special meeting will be held at The DoubleTree Hotel, 415 Capitol Way N., Olympia, Washington on
April 14, 2014, at 2:00 p.m. local time.

The Washington Banking special meeting will be held at the Best Western Harbor Plaza, 33175 State Route 20, Oak
Harbor, Washington on April 15, 2014, at 10:00 a.m. local time.

Q: What do I need to do now?

A: After you have carefully read this joint proxy statement/prospectus and have decided how you wish your shares
to be voted, please promptly take the steps identified in the following sentences so that your shares are
represented and voted at your company s special meeting, as applicable. If you hold your shares in your name as a
shareholder of record, you must complete, sign, date and mail your proxy card in the enclosed postage-paid return
envelope as soon as possible. Alternatively, you can provide your proxy directing how you want your shares
voted through the internet or by telephone. Information and applicable deadlines for providing your proxy
through the internet or by telephone are set forth in the enclosed proxy card instructions. If you hold your shares
in street name through a bank or broker, you must direct your bank or broker how to vote in accordance with the
instructions you have received from your bank or broker.
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Q: Who is entitled to vote?

A: Heritage Special Meeting. Holders of record of Heritage common stock at the close of business on February 28,
2014 which is the date that the Heritage board of directors has fixed as the record date for the Heritage special
meeting, are entitled to vote at the Heritage special meeting.

Washington Banking Special Meeting. Holders of record of Washington Banking common stock at the close of

business on February 28, 2014, which is the date that the Washington Banking board of directors has fixed as the

record date for the Washington Banking special meeting, are entitled to vote at the Washington Banking special
meeting.
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Q: How will my shares of common stock held in the Heritage Financial Corporation 401(k) Employee Stock
Ownership Plan be voted?

Heritage maintains a 401(k) employee stock ownership plan ( KSOP ) which owned 367,558 shares or 2.3% of

Heritage s common stock as of the record date. Heritage employees participate in the KSOP. Each KSOP participant

may instruct the trustee of the plan how to vote the shares of Heritage common stock allocated to his or her account

under the KSOP by completing a vote authorization form. If a KSOP participant properly executes a vote

authorization form, the KSOP trustee will vote the participant s shares in accordance with the participant s instructions.

KSOP shares for which proper voting instructions are not received will not be voted. In order to give the trustee

sufficient time to vote, all vote authorization forms, which are in the form of a proxy card, must be received from

KSOP participants by the transfer agent on or before April 9, 2014.

Q: What constitutes a quorum?

A: Heritage Special Meeting. The presence at the Heritage special meeting, in person or by proxy, of holders of a
majority of the outstanding shares of Heritage common stock entitled to vote at the special meeting will constitute
a quorum for the transaction of business. Abstentions and broker-nonvotes will be treated as shares that are
present at the meeting for the purpose of determining the presence of a quorum.

A: Washington Banking Special Meeting. The presence at the Washington Banking special meeting, in person or by
proxy, of holders of at least a majority of the outstanding shares of Washington Banking common stock entitled
to vote at the special meeting will constitute a quorum for the transaction of business. Abstentions and
broker-nonvotes will be treated as shares that are present at the meeting for the purpose of determining the
presence of a quorum.

Q: If my shares are held in street name through a bank, broker or other nominee, will my bank, broker or
other nominee vote my shares for me?

A: No. Your bank, broker or other nominee cannot vote your shares without instructions from you. Please follow the
voting instruction form provided by your bank, broker or other nominee. The effects of failing to instruct your
bank, broker or other nominee how to vote your shares of Heritage or Washington Banking common stock on
each of the proposals to be considered at the Heritage or Washington Banking special meetings are described
below.

Q: What is the vote required to approve each proposal at the Heritage special meeting?

A: Heritage merger proposal: To approve the Heritage merger proposal, at least two-thirds of the Heritage common
stock outstanding and entitled to vote thereon must be voted in favor of such proposal. If you mark ABSTAIN on
your proxy, fail to submit a proxy or fail to vote in person at the Heritage special meeting or fail to instruct your
bank or broker how to vote with respect to the Heritage merger proposal, it will have the same effect as a vote

AGAINST the proposal.
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Heritage adjournment proposal: The Heritage adjournment proposal will be approved if the votes cast in favor of
such proposal at the Heritage special meeting exceed the votes cast in opposition. If you mark ABSTAIN on your
proxy, fail to submit a proxy or fail to vote in person at the Heritage special meeting or fail to instruct your bank or
broker how to vote with respect to the Heritage adjournment proposal, it will have no effect on the proposal.

Q: What is the vote required to approve each proposal at the Washington Banking special meeting?

A: Washington Banking merger proposal: To approve the Washington Banking merger proposal, at least two-thirds
of the Washington Banking common stock outstanding and entitled to vote thereon must be voted in favor of
such proposal. If you mark ABSTAIN on your proxy, fail to submit a proxy or fail to vote in
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person at the Washington Banking special meeting or fail to instruct your bank or broker how to vote with respect

to the Washington Banking merger proposal, it will have the same effect as a vote  AGAINST the proposal.
Washington Banking adjournment proposal: The Washington Banking adjournment proposal will be approved if the
votes cast in favor of such proposal at the Washington Banking special meeting exceed the votes cast in opposition. If
you mark ABSTAIN on your proxy, fail to submit a proxy or fail to vote in person at the Washington Banking special
meeting or fail to instruct your bank or broker how to vote with respect to the Washington Banking adjournment
proposal, it will have no effect on such proposal.

Washington Banking compensation proposal: The Washington Banking compensation proposal will be approved if
the votes cast in favor of such proposal at the Washington Banking special meeting exceed the votes cast in
opposition. If you mark ABSTAIN on your proxy, fail to submit a proxy or fail to vote in person at the Washington
Banking special meeting or fail to instruct your bank or broker how to vote with respect to the Washington Banking
compensation proposal, it will have no effect on such proposal.

Q: What will happen if Washington Banking s shareholders do not approve the Washington Banking advisory
(non-binding) proposal on compensation?

A: The vote on the Washington Banking compensation proposal is a vote separate and apart from the vote to
approve the Washington Banking merger proposal and other related proposals. You may vote for this proposal
and against the Washington Banking merger proposal and other related proposals, or vice versa. Because the vote
on this proposal is advisory only, it will not be binding on Heritage or Washington Banking and will have no
impact on whether the merger is consummated or on whether any contractually obligated payments are made to
Washington Banking s named executive officers. Washington Banking is seeking your approval of these
payments, on an advisory (non-binding) basis, in order to comply with the Dodd-Frank Wall Street Reform and
Consumer Protection Act of 2010 and related SEC rules.

Q: Why is my vote important?

A: If you do not vote by proxy or in person at your company s special meeting, it will be more difficult for your
company to obtain the necessary quorum to hold its special meeting. In addition, your failure to submit a proxy or
vote in person, or failure to instruct your bank or broker how to vote, or abstention will have the same effect as a
vote AGAINST the merger proposal at your company s special meeting. The merger agreement must be approved
by the affirmative vote of the holders of at least two-thirds of the outstanding shares of Heritage common stock
entitled to vote at the Heritage special meeting and approved by the affirmative vote of the holders of at least
two-thirds of the outstanding shares of Washington Banking common stock entitled to vote at the Washington
Banking special meeting.

Q: Can I attend my company s special meeting and vote my shares in person?

A: Yes. All shareholders of Heritage and all shareholders of Washington Banking, including shareholders of record

and shareholders who hold their shares through banks, brokers, nominees or any other holder of record, are
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invited to attend their respective meetings. Holders of record of Heritage and Washington Banking common stock
can vote in person at the Heritage special meeting and Washington Banking special meeting, respectively. If you
wish to vote in person at your company s special meeting and if you are a shareholder of record, you should bring
the enclosed proxy card and proof of identity. If you hold your shares in street name through a broker, or
beneficially own your shares through another holder of record, you will need to bring with you and provide to the
inspectors of election proof of identity and a letter from your bank, broker, nominee or other holder of record
confirming your beneficial ownership of common stock as of the record date and authorization for you to vote
such shares at your company s special meeting (a legal proxy from your holder of record). At the appropriate time
during your company s special meeting, the shareholders present will be asked whether anyone wishes to vote in
person. You should raise your hand at this time to receive a ballot to record your vote. Everyone who attends the
special meeting must abide by the rules for the conduct of the meeting distributed at the meeting by your
company.
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Q: Can I change my proxy or voting instructions?

A: Heritage shareholders: Yes. If you are a holder of record of Heritage common stock, you may revoke your proxy
at any time before it is voted by (1) signing and returning a proxy card with a later date, (2) delivering a written
revocation to Heritage s corporate secretary, (3) attending the Heritage special meeting in person and voting by
ballot at the special meeting, or (4) voting by telephone or the internet at a later time. Attendance at the Heritage
special meeting will not automatically revoke your proxy. A revocation or later-dated proxy received by Heritage
after the vote is taken at the Heritage special meeting will not affect your previously submitted proxy. Heritage s
corporate secretary s mailing address is: Corporate Secretary, Heritage Financial Corporation, 201 Fifth Avenue
SW, Olympia, Washington 98501. If you hold your shares in street name through a bank or broker, you should
contact your bank or broker to change your voting instructions.

Washington Banking shareholders: Yes. If you are a holder of record of Washington Banking common stock, you

may revoke your proxy at any time before it is voted by (1) signing and returning a proxy card with a later date,

(2) delivering a written revocation to Washington Banking s corporate secretary, (3) attending the Washington

Banking special meeting in person and voting by ballot at the special meeting, or (4) voting by telephone or the

internet at a later time. Attendance at the Washington Banking special meeting by itself will not automatically revoke

your proxy. A revocation or later-dated proxy received by Washington Banking after the vote is taken at the

Washington Banking special meeting will not affect your previously submitted proxy. Washington Banking s

corporate secretary s mailing address is: Corporate Secretary, Washington Banking Company, 450 SW Bayshore

Drive, Oak Harbor, Washington 98277. If you hold your shares in street name through a bank or broker, you should

contact your bank or broker to change your voting instructions.

Q: Will Heritage be required to submit the proposal to approve the merger agreement to its shareholders
even if Heritage s board of directors has withdrawn, modified or qualified its recommendation?

A: Yes. Unless the merger agreement is terminated before the Heritage special meeting, Heritage is required to
submit the proposal to approve the merger agreement to its shareholders even if Heritage s board of directors has
withdrawn or modified its recommendation.

Q: Will Washington Banking be required to submit the proposal to approve the merger agreement to its
shareholders even if Washington Banking s board of directors has withdrawn, modified or qualified its
recommendation?

A: Yes. Unless the merger agreement is terminated before the Washington Banking special meeting, Washington
Banking is required to submit the proposal to approve the merger agreement to its shareholders even if
Washington Banking s board of directors has withdrawn or modified its recommendation.

Q: What are the U.S. federal income tax consequences of the merger to Washington Banking shareholders?

A:
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The merger is intended to qualify as a reorganization within the meaning of Section 368(a) of the Internal
Revenue Code, or Code. Assuming the merger qualifies as a reorganization, a U.S. holder of Washington

Banking common stock generally will not recognize any gain or loss upon receipt of Heritage common stock in
exchange for Washington Banking common stock in the merger, and will recognize gain (but not loss) in an
amount not to exceed any cash received as part of the merger consideration (except with respect to any cash
received upon exercise of dissenters rights under Washington law and in lieu of a fractional share of Heritage
common stock, as discussed below under Material U.S. Federal Income Tax Consequences of the Merger Receipt
of Only Cash Consideration Upon Exercise of Dissenters Rights and Cash Received Instead of a Fractional Share
of Heritage Common Stock on page 118). It is a condition to the completion of the merger that Heritage and
Washington Banking receive written opinions from their respective counsel to the effect that the merger will
qualify as a reorganization within the meaning of Section 368(a) of the Code.
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Q: Are Washington Banking shareholders entitled to dissenter s rights?

A:

A:

Yes. If you want to exercise dissenters rights, you must deliver to Washington Banking, before the vote is taken
by Washington Banking shareholders on the approval of the merger agreement, written notice of your intent to
exercise your dissenters rights if the merger is completed. Also, you must vote against, or abstain from voting on,
the approval of the merger agreement and follow other procedures, both before and after the Washington Banking
special meeting, as described in Appendix D. Note that if you return a signed proxy card without voting
instructions or with instructions to vote FOR the merger agreement, your shares will be automatically voted in
favor of the merger agreement and you will lose all dissenters rights available under Washington law For further
information, see The Merger Washington Banking Shareholder Dissenters Rights on page 86.

Are Heritage shareholders entitled to dissenter s rights?

No. Under Washington law Heritage shareholders do not have dissenters rights.

If I am a holder of Washington Banking common stock in certificated form, should I send in my
Washington Banking stock certificates now?

No. Please do not send in your Washington Banking stock certificates with your proxy. After the merger, an
exchange agent will send you instructions for exchanging Washington Banking stock certificates for the merger
consideration. See The Merger Agreement Conversion of Shares; Exchange Procedures on page 91.

What should I do if I hold my shares of Washington Banking common stock in book-entry form?

You are not required to take any special additional actions if your shares of Washington Banking common stock
are held in book-entry form. After the completion of the merger, an exchange agent will send you instructions for
exchanging your shares for the merger consideration. See The Merger Agreement Conversion of Shares;
Exchange Procedures on page 91.

Whom may I contact if I cannot locate my Washington Banking stock certificate(s)?

If you are unable to locate your original Washington Banking stock certificate(s), you should contact
Computershare, Washington Banking s transfer agent, at (800) 962-4284.

Should Heritage shareholders do anything with their stock certificates?
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No. Heritage stock certificates will not be exchanged and will remain outstanding after the merger without any
action required by Heritage shareholders.

Q: What should I do if I receive more than one set of voting materials?

A: Heritage shareholders and Washington Banking shareholders may receive more than one set of voting materials,
including multiple copies of this joint proxy statement/prospectus and multiple proxy cards or voting instruction
cards. For example, if you hold shares of Heritage and/or Washington Banking common stock in more than one
brokerage account, you will receive a separate voting instruction card for each brokerage account in which you
hold such shares. If you are a holder of record of Heritage common stock or Washington Banking common stock
and your shares are registered in more than one name, you will receive more than one proxy card. In addition, if
you are a holder of both Heritage common stock and Washington Banking common stock, you will receive one or
more separate proxy cards or voting instruction cards for each company. Please complete, sign, date and return
each proxy card and voting instruction card that you receive or otherwise follow the voting instructions set forth
in this joint proxy statement/prospectus to ensure that you vote every share of Heritage common stock and/or
Washington Banking common stock that you own.
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Q: When do you expect to complete the merger?

A: Heritage and Washington Banking expect to complete the merger in the first half of 2014. However, neither
Heritage nor Washington Banking can assure you of when or if the merger will be completed. Heritage and
Washington Banking must first obtain the approval of Heritage shareholders and Washington Banking
shareholders for the merger, as well as obtain necessary regulatory approvals and satisfy certain other closing
conditions.

Heritage received approval for the bank merger from the Federal Deposit Insurance Corporation, or the FDIC, and the

Washington Department of Financial Institutions, or DFI, on December 23, 2013 and January 3, 2014, respectively.

On January 31, 2014, Heritage received a waiver from the Board of Governors of the Federal Reserve System, or the

Federal Reserve Board, of its application requirements that would apply to this merger.

Q: What happens if the merger is not completed?

A: If the merger is not completed, holders of Washington Banking common stock will not receive any consideration
for their shares in connection with the merger. Instead, Washington Banking will remain an independent public
company and its common stock will continue to be listed and traded on NASDAQ. In addition, if the merger
agreement is terminated in certain circumstances, a termination fee may be required to be paid by either Heritage
or Washington Banking. See The Merger Agreement Termination Fee beginning on page 102 for a complete
discussion of the circumstances under which termination fees will be required to be paid.

Q: Whom should I call with questions?

A: Heritage shareholders: If you have any questions concerning the merger or this joint proxy statement/prospectus,
would like additional copies of this joint proxy statement/prospectus or need help voting your shares of Heritage
common stock, please contact Kaylene M. Lahn, Senior Vice President and Corporate Secretary (360) 943-1500,
or Heritage s proxy solicitor, Karen Smith of Advantage Proxy, toll-free at (877) 870-8565, or at
ksmith @advantageproxy.com.

Washington Banking shareholders: If you have any questions concerning the merger or this joint proxy

statement/prospectus, would like additional copies of this joint proxy statement/prospectus or need help voting your

shares of Washington Banking common stock, please contact Shelly L. Angus, Senior Vice President and Corporate

Secretary, (360) 240-6458, or Washington Banking s proxy solicitor, Karen Smith of Advantage Proxy, toll-free at

(877) 870-8565, or at ksmith @advantageproxy.com.
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SUMMARY

This summary highlights selected information from this joint proxy statement/prospectus and may not contain all of
the information that is important to you. You should carefully read this entire document, including the appendices,
and the other documents to which this document refers to fully understand the merger and the related transactions. A
list of the documents incorporated by reference appears on page 132 under Where You Can Find More
Information.

The Merger and the Merger Agreement (pages 45 and 89)

The terms and conditions of the merger are contained in the merger agreement, which is attached to this joint proxy
statement/prospectus as Appendix A. We encourage you to read the merger agreement carefully, as it is the legal
document that governs the merger.

Under the terms of the merger agreement, Washington Banking will merge with and into Heritage, with Heritage as

the surviving corporation (we refer to this transaction as the merger ). Immediately following the merger, Washington
Banking s wholly owned subsidiary bank, Whidbey Island Bank, will merge with Heritage s wholly owned subsidiary
bank, Heritage Bank (we refer to this transaction as the bank merger ).

In the Merger, Holders of Washington Banking Common Stock Will Receive Shares of Heritage Common
Stock and Cash (page 89)

If the merger is completed, each outstanding share of Washington Banking common stock will be converted into the
right to receive, promptly following the completion of the merger, 0.89000 of a share of Heritage common stock and
$2.75 in cash, which we refer to as the merger consideration . Heritage will not issue any fractional shares of Heritage
common stock in the merger. Washington Banking shareholders who would otherwise be entitled to a fractional share
of Heritage common stock upon completion of the merger will instead receive an amount in cash equal to the
fractional share interest multiplied by the average Heritage common stock price. For example, if you hold 1,001
shares of Washington Banking common stock, then for the stock portion of the merger consideration, you will receive
890 shares of Heritage common stock and a cash payment instead of the 0.89 fractional share of Heritage common
stock that you otherwise would have received (1,001 shares x 0.89000 = 890.89 shares), and for the cash portion of
the merger consideration, you will receive a cash payment of $2,752.75 (1,001 x $2.75). We refer to the stock and
cash consideration described above as the merger consideration.

Heritage s and Washington Banking s common stock are listed on NASDAQ under the symbols HFWA and WBCO,
respectively. The following table shows the closing sale prices of Heritage common stock and Washington Banking
common stock as reported on NASDAQ on October 23, 2013, immediately prior to the public announcement of the
merger agreement, and on March 4, 2014, the last practicable trading day before the printing of this joint proxy
statement/prospectus. This table also shows the implied value of the merger consideration payable for each share of
Washington Banking common stock, calculated by multiplying the closing price of Heritage common stock on those

dates by the exchange ratio of 0.89000 for the stock portion of the merger consideration, and adding to that amount

$2.75 for the cash portion of the merger consideration.

Date Heritage Washington Implied Value of
Closing Price Banking Merger
Closing Price Consideration for
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One Share of
Washington
Banking
Common
Stock
October 23, 2013 $ 15.89 $ 14.25 $ 16.89
March 4, 2014 $ 18.14 $ 18.81 $ 18.89
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Heritage Will Hold its Special Meeting on April 14, 2014 (page 35)

The special meeting of Heritage shareholders will be held on April 14, 2014, at 2:00 p.m. local time, at The
DoubleTree Hotel, 415 Capitol Way N., Olympia, Washington. At the Heritage special meeting, Heritage
shareholders will be asked to:

approve the merger agreement and the issuance of Heritage common stock in connection with the merger
(which we refer to as the Heritage merger proposal ); and

approve a proposal to adjourn the Heritage special meeting, if necessary or appropriate, to solicit additional
proxies in favor of the Heritage merger proposal (which we refer to as the Heritage adjournment proposal ).
Only holders of record of Heritage common stock at the close of business on February 28, 2014 will be entitled to
vote at the Heritage special meeting. Each share of Heritage common stock is entitled to one vote on each proposal to
be considered at the Heritage special meeting. As of the record date, there were 16,218,617 shares of Heritage
common stock entitled to vote at the Heritage special meeting. As of the record date, the directors and executive
officers of Heritage and their affiliates beneficially owned and were entitled to vote 1,090,184 shares of Heritage
common stock representing approximately 7% of the shares of Heritage common stock outstanding on that date,
which shares are subject to the voting and support agreements described below.

Concurrent with the execution of the merger agreement, each of Heritage s directors and executive officers entered into
a voting and support agreement with Washington Banking under which he or she generally has agreed (1) to vote or
cause to be voted in favor of the Heritage merger proposal and any other matter required to be approved by the
shareholders of Heritage to facilitate the transactions contemplated by the merger agreement, all shares of Heritage
common stock over which he or she or a member of his or her immediate family has, directly or indirectly, sole or
shared voting power as of the record date for the Heritage special meeting and (2) subject to limited exceptions, not to
sell or otherwise dispose of shares of Heritage common stock he or she beneficially owned as of the date of such

voting and support agreement until after the approval of the Heritage merger proposal by the shareholders of Heritage.
For additional information regarding the voting and support agreements, see The Merger Agreement Voting and
Support Agreements on page 103.

To approve the Heritage merger proposal, at least two-thirds of the shares of Heritage common stock outstanding and
entitled to vote thereon must be voted in favor of such proposal. The Heritage adjournment proposal will be approved
if a majority of the votes cast at the Heritage special meeting are voted in favor of such proposal. If you mark

ABSTAIN on your proxy, fail to submit a proxy or fail to vote in person at the Heritage special meeting or fail to
instruct your bank or broker how to vote with respect to the Heritage merger proposal, it will have the same effect as a
vote AGAINST the proposal. If you mark ABSTAIN on your proxy, fail to submit a proxy or fail to vote in person at
the Heritage special meeting or fail to instruct your bank or broker how to vote with respect to the Heritage
adjournment proposal, it will have no effect on the proposal.

Heritage s Board of Directors Unanimously Recommends that Heritage Shareholders Vote FOR the Approval
of the Heritage Merger Proposal and FOR the Other Proposal Presented at the Heritage Special Meeting

(page 35)

Heritage s board of directors has determined that the merger, the merger agreement and the transactions contemplated
by the merger agreement are advisable and in the best interests of Heritage and its shareholders and has unanimously
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approved the merger agreement. Heritage s board of directors unanimously recommends that Heritage shareholders

vote FOR the approval of the Heritage merger proposal and FOR the other proposal presented at the Heritage special
meeting. For the factors considered by Heritage s board of directors in reaching its decision to approve the merger
agreement, see The Merger Heritage s Reasons for the Merger; Recommendation of Heritage s Board of Directors on
page 53.
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Washington Banking Will Hold its Special Meeting on April 15, 2014 (page 40)

The special meeting of Washington Banking shareholders will be held on April 15, 2014, at 10:00 a.m. local time, at
the Best Western Harbor Plaza, 33175 State Route 20, Oak Harbor, Washington. At the Washington Banking special
meeting, holders of Washington Banking common stock will be asked to:

approve the merger agreement (which we refer to as the Washington Banking merger proposal );

approve a proposal to adjourn the Washington Banking special meeting, if necessary or appropriate, to
solicit additional proxies in favor of the Washington Banking merger proposal (which we refer to as the
Washington Banking adjournment proposal ); and

approve, on an advisory (non-binding) basis, the compensation that certain executive officers of Washington

Banking may receive in connection with the merger (which we refer to as the Washington Banking

compensation proposal ).
Only holders of record of Washington Banking common stock at the close of business on February 28, 2014 will be
entitled to vote at the Washington Banking special meeting. Each share of Washington Banking common stock is
entitled to one vote on each proposal to be considered at the Washington Banking special meeting. As of the record
date, there were 15,587,041 shares of Washington Banking common stock entitled to vote at the Washington Banking
special meeting. As of the record date, the directors and executive officers of Washington Banking and their affiliates
beneficially owned and were entitled to vote 305,846 shares of Washington Banking common stock representing
approximately 2% of the shares of Washington Banking common stock outstanding on that date, which shares are
subject to the voting and support agreements described below.

Concurrent with the execution of the merger agreement, each of Washington Banking s directors and executive officers
entered into a voting and support agreement with Heritage under which he or she generally has agreed (1) to vote or
cause to be voted in favor of the Washington Banking merger proposal and any other matter required to be approved
by the shareholders of Washington Banking to facilitate the transactions contemplated by the merger agreement, all
shares of Washington Banking common stock over which he or she or a member of his or her immediate family has,
directly or indirectly, sole or shared voting power as of the record date for the Washington Banking special meeting
and (2) subject to limited exceptions, not to sell or otherwise dispose of shares of Washington Banking common stock
he or she beneficially owned as of the date of such voting and support agreement until after the approval of the
Washington Banking merger proposal by the shareholders of Washington Banking. For additional information
regarding the voting and support agreements, see The Merger Agreement Voting and Support Agreements on page
103.

To approve the Washington Banking merger proposal, at least two-thirds of the shares of Washington Banking

common stock outstanding and entitled to vote thereon must be voted in favor of such proposal. The Washington
Banking adjournment proposal and the Washington Banking compensation proposal will each be approved if a

majority of the of the votes cast at the Washington Banking special meeting are voted in favor of such proposal. If you
mark ABSTAIN on your proxy, fail to submit a proxy or fail to vote in person at the Washington Banking special
meeting or fail to instruct your bank or broker how to vote with respect to the Washington Banking merger proposal, it
will have the same effect as a vote  AGAINST the proposal. If you mark ABSTAIN on your proxy, fail to submit a
proxy or fail to vote in person at the Washington Banking special meeting or fail to instruct your bank or broker how
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to vote with respect to the Washington Banking adjournment proposal or the Washington Banking compensation
proposal, it will have no effect on such proposal.
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Washington Banking s Board of Directors Unanimously Recommends that Washington Banking Shareholders
Vote FOR the Approval of the Washington Banking Merger Proposal and the Other Proposals Presented at the
Washington Banking Special Meeting (page 40)

After careful consideration, Washington Banking s board of directors has determined that the merger, the merger
agreement and the transactions contemplated by the merger agreement are advisable and in the best interests of
Washington Banking and its shareholders and has unanimously approved the merger agreement. Washington

Banking s board of directors unanimously recommends that Washington Banking shareholders vote FOR the approval
of the Washington Banking merger proposal and FOR the other proposals presented at the Washington Banking
special meeting. For the factors considered by Washington Banking s board of directors in reaching its decision to
approve the merger agreement, see The Merger Washington Banking s Reasons for the Merger; Recommendation of
Washington Banking s Board of Directors on page 55.

Opinion of Heritage s Financial Advisor (page 59 and Appendix B)

In connection with its consideration of the merger, the Heritage board of directors received advice and financial
presentation from D.A. Davidson & Co. (which we refer to as Davidson ), its oral opinion, which opinion was
confirmed by delivery of a written opinion, dated October 23, 2013, to the effect that, as of such date and based upon
and subject to the various factors, assumptions and limitations set forth in its opinion, the merger consideration
payable to holders of Washington Banking common stock was fair, from a financial point of view, to Heritage. The
full text of Davidson s written opinion is attached as Appendix B to this joint proxy statement/prospectus. You should
read the entire opinion for a discussion of, among other things, the assumptions made, procedures followed, matters
considered and limitations on the review undertaken by Davidson in rendering its opinion. Davidson s written
opinion is addressed to the Heritage board of directors, is directed only to the merger consideration and does
not constitute a recommendation to any Heritage shareholder as to how such shareholder should vote with
respect to the merger or any other matter.

Opinion of Washington Banking s Financial Advisor (page 69 and Appendix C)

In connection with its consideration of the merger, on October 23, 2013, the Washington Banking board of directors
received financial advice and presentations regarding the financial aspects of the merger from Sandler O Neill &
Partners, L.P. (which we refer to as  Sandler ), and on October 23, 2013, received Sandler s oral opinion, which opinion
was confirmed by delivery of a written opinion, dated October 23, 2013, to the effect that, as of such date and based
upon and subject to the various factors, assumptions and limitations set forth in its opinion, the merger consideration
was fair, from a financial point of view, to the holders of Washington Banking common stock. The full text of

Sandler s written opinion is attached as Appendix C to this joint proxy statement/ prospectus. You should read the
entire opinion for a discussion of, among other things, the assumptions made, procedures followed, matters considered
and limitations on the review undertaken by Sandler in rendering its opinion. Sandler s written opinion is addressed
to the Washington Banking board of directors, is directed only to the merger consideration and does not
constitute a recommendation to any Washington Banking shareholder as to how such shareholder should vote
with respect to the merger or any other matter.

What Holders of Washington Banking Stock Options and Restricted Stock Unit Awards Will Receive (page 89)

Stock Options. Each stock option granted by Washington Banking to purchase shares of Washington Banking
common stock will automatically be converted into an option to purchase, on the same terms and conditions as were
applicable prior to the merger, an option to acquire shares of Heritage common stock. The number of whole shares of
Heritage common stock subject to the converted option will be equal to the number of shares of Washington Banking
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the merger multiplied by a fraction having a numerator equal to the sum of (i) $2.75 plus (ii) the product of 0.89000
multiplied by the average Heritage common stock price, and a denominator equal to the average Heritage common
stock price (we refer to this fraction as the option exchange ratio ), rounded down to the nearest whole share. The
converted option will have an exercise price per share of Heritage common stock equal to the exercise price for each
option immediately prior to the merger divided by the option exchange ratio, rounded up to the nearest penny. All
outstanding options granted by Washington Banking are fully vested.

For example, assume that an individual holds an option to purchase 100 shares of Washington Banking common stock
at an exercise price per share of $10.00 immediately prior to the merger, and with an expiration date of December 31,
2019. Assume further that the average closing price of a share of Heritage common stock over the 10 trading days
immediately prior to the merger is $20.00. The option exchange ratio in this example would be 1.0275 (($2.75 +
(0.89000 x $20.00)) / $20.00). As a result, the option will be converted into an option to purchase 102 shares of
Heritage common stock (100 x 1.0275, rounded down to the nearest whole share) with an exercise price per share of
$9.74 ($10.00 / 1.0275, rounded up to the nearest penny) at the time of the merger, and with an expiration date of
December 31, 2019. Section 409A of the Internal Revenue Code generally requires that the number of shares covered
by the option be rounded down to the next whole share and the exercise price be rounded up to the next whole penny.

Restricted Stock Unit Awards. Each restricted stock unit award in respect of a share of Washington Banking common
stock will fully vest at the effective time of the merger and will be converted automatically into a restricted stock unit
award in respect of shares of Heritage common stock. The number of shares of Heritage common stock subject to the
converted restricted stock unit will be equal to the product of the number of shares of Washington Banking common
stock subject to the Washington Banking restricted stock unit award and the option exchange ratio, rounded to the
nearest whole share. Such converted restricted stock unit award will continue to be subject to the same terms and
conditions as were applicable to the restricted stock unit award under the Washington Banking Stock Plan and the
applicable award agreement thereunder.

For example, assume that an individual holds a restricted stock unit award that entitles him to receive 100 shares of
Washington Banking common stock upon vesting on December 31, 2014. Assume further that the average closing
price of a share of Heritage common stock over the 10 trading days immediately prior to the merger is $20.00. The
option exchange ratio in this example would be 1.0275 (($2.75 + (0.89000 x $20.00)) / $20.00). As such, the restricted
stock unit award will be converted into the right to receive 103 fully vested shares of Heritage common stock (100 x
1.0275, rounded to the nearest whole share) at the time of the merger. Standard rounding conventions are used for
conversion of the restricted stock units.

Material U.S. Federal Income Tax Consequences of the Merger (page 116)

The merger is intended to qualify as a reorganization within the meaning of Section 368(a) of the Code. Assuming the
merger qualifies as a reorganization, a U.S. holder of Washington Banking common stock generally will not recognize
any gain or loss upon receipt of Heritage common stock in exchange for Washington Banking common stock in the
merger, and will recognize gain (but not loss) in an amount not to exceed any cash received as part of the merger
consideration (except with respect to any cash received upon exercise of dissenters rights under Washington law and
in lieu of a fractional share of Heritage common stock, as discussed under Material U.S. Federal Income Tax
Consequences of the Merger Receipt of Only Cash Consideration Upon Exercise of Dissenters Rights and Cash
Received Instead of a Fractional Share of Heritage Common Stock ) on page 118. It is a condition to the completion of
the merger that Heritage and Washington Banking receive written opinions from their respective counsel to the effect
that the merger will qualify as a reorganization within the meaning of Section 368(a) of the Code.

For further information, see Material U.S. Federal Income Tax Consequences of the Merger on page 116.
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The U.S. federal income tax consequences described above may not apply to all holders of Washington Banking
common stock. Your tax consequences will depend on your individual situation. Accordingly, we strongly urge you to
consult your independent tax advisor for a full understanding of the particular tax consequences of the merger to you.

Holders of Washington Banking Common Stock Have Dissenters Rights in Connection with the Merger (see
page 86)

Under Washington law, Washington Banking shareholders have the right to dissent from the merger and receive cash
equal to the fair value of their Washington Banking shares instead of receiving a combination of cash and Heritage
common stock. To exercise dissenters rights, you must strictly follow the procedures established by the Washington
Business Corporation Act, RCW Chapter 23B.13, including the delivery to Washington Banking before Washington
Banking shareholders vote on the merger proposal at the special meeting of written notice of your intent to demand
payment for your shares of Washington Banking common stock if the merger is effected, and you must vote against,

or abstain from voting on, the merger proposal. Please read The Merger Washington Banking Shareholder Dissenters
Rights on page 86 and Appendix D to this joint proxy statement/prospectus for additional information.

Heritage shareholders are not entitled to dissenters rights in connection with the merger.

Washington Banking s Executive Officers and Directors Have Financial Interests in the Merger that Differ
from Your Interests (page 79)

Washington Banking shareholders should be aware that some of Washington Banking s directors and executive
officers have interests in the merger and have arrangements that are different from, or in addition to, those of
Washington Banking shareholders generally. Washington Banking s board of directors was aware of these interests
and considered these interests, among other matters, when making its decision to approve the merger agreement, and
in recommending that Washington Banking shareholders vote in favor of approving the merger agreement.

These interests include the following:

The six executive officers of Washington Banking may be eligible for severance benefits under existing
agreements with, and benefit plans offered by, Washington Banking in an aggregate maximum possible
amount of $2.74 million. The six executive officers of Washington Banking include Mr. John L. Wagner,
Mr. Richard A. Shields, Mr. Bryan McDonald, Mr. George W. Bowen, Mr. Edward Eng and Mr. Daniel
Kuenzi who will each receive severance benefits of $137,189, $544,690, $577,189, $475,383, $468,619 and
$534,150, respectively.

Accelerated vesting of all of the unvested restricted stock unit awards held by Washington Banking directors
and executive officers, representing a total of 65,766 shares of common stock.

Bryan McDonald, President and Chief Executive Officer of Whidbey Island Bank, will become Executive
Vice President and Chief Lending Officer of Heritage Bank following the bank merger and has entered into
an employment agreement with Heritage Bank, to become effective at the effective time of the merger. His
employment agreement with Heritage Bank provides for no increase in base salary and, among other
benefits, a one-time restricted stock grant with a grant date fair value of $50,000 and a special bonus of
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$250,000 to be paid in equal installments over 24 months commencing following the effective time of the
merger (which payments cease upon termination of Mr. McDonald s employment for any reason).

Edward Eng, Executive Vice President and Chief Administrative Officer of Whidbey Island Bank, will
become Executive Vice President and Chief Administrative Officer of Heritage Bank following the
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bank merger and has entered into an employment agreement with Heritage Bank, to become effective at the
effective time of the merger. His employment agreement with Heritage Bank provides for no increase in base
salary and, among other benefits, a one-time restricted stock grant with a grant date fair value of $75,000
payable as of the 14-month anniversary of the effective time of the merger, provided he has been
continuously employed with Heritage.

John L. Wagner, President and Chief Executive Officer of Washington Banking, will serve as a special
advisor to Heritage following the merger and has entered into a consulting agreement with Heritage, to
become effective at the effective time of the merger.

Seven current Washington Banking directors, including Anthony B. Pickering, who will serve as chairman
of the board of the combined company upon completion of the merger, and Rhoda L. Altom, Mark D.
Crawford, Deborah J. Gavin, Jay T. Lien, Gragg E. Miller and Robert T. Severns will be appointed to the
board of directors of the combined company.
For a more complete description of these interests, see The Merger Interests of Washington Banking s Directors and
Executive Officers in the Merger on page 79.

Amendment to Heritage s Bylaws

At or prior to the closing of the merger, the Bylaws of Heritage will be amended, which we refer to as the bylaw
amendment , to provide for the addition of new provisions addressing certain governance matters in connection with
the merger. The bylaw amendment will apply for two years after the completion of the merger and has the following
terms:

the combined company s board of directors will be comprised of eight members from Heritage and seven
from Washington Banking;

procedures for the appointment of replacement directors by the continuing directors of each company;

reduction in the size of the board in a manner that the proportion of directors from each company remains
approximately the same;

Anthony B. Pickering of Washington Banking will serve as chairman of the board of directors and Brian S.
Charneski of Heritage will serve as the vice chairman of the board of directors; and

during the two year period these bylaw provisions are in effect they may only be amended by a vote of two
thirds of the directors and a majority of the continuing directors from Heritage and the continuing directors
from Washington Banking, respectively.

Regulatory Approvals
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Under applicable law, the merger must be approved by the Federal Reserve Board, and the bank merger must be
approved by the FDIC and the DFI. The U.S. Department of Justice may review the impact of the merger and the bank
merger on competition.

We have filed all of the required applications, including requesting a waiver from the Federal Reserve Board of its
application requirements that would apply to this merger. We received approval for the bank merger from the FDIC

and the DFI, on December 23, 2013 and January 3, 2014, respectively. On January 31, 2014, we received a waiver

from the Federal Reserve Board of its application requirements that would apply to this merger. There can be no
assurance that the regulatory approvals received will not contain a condition or requirement that results in a failure to
satisfy the conditions to closing set forth in the merger agreement. See The Merger Agreement Conditions to Complete
the Merger on page 100.
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Conditions that Must be Satisfied or Waived for the Merger to Occur (page 100)
As more fully described in this joint proxy statement/prospectus and in the merger agreement, the completion of the

merger depends on a number of conditions being satisfied or, where legally permitted, waived. These conditions
include:

the approval of the Heritage merger proposal by Heritage shareholders and approval of the Washington
Banking merger proposal by Washington Banking shareholders;

the authorization for listing on NASDAQ of the shares of Heritage common stock to be issued in the merger;

the receipt of all required regulatory approvals;

the effectiveness of the registration statement on Form S-4 of which this joint proxy statement/prospectus is
a part;

the absence of any stop order, injunction or other legal restraint preventing the completion of the merger or
the bank merger;

subject to the materiality standards provided in the merger agreement, the accuracy of the representations
and warranties of Heritage and Washington Banking;

performance in all material respects by each of Heritage and Washington Banking of its obligations under
the merger agreement;

receipt by each of Heritage and Washington Banking of an opinion from its counsel as to certain U.S. federal
income tax matters;

receipt by each of Heritage and Washington Banking of a written consent from the FDIC ensuring
continuation of loss coverage without adverse change under shared-loss agreements with the FDIC and no
other event has occurred that has resulted in, or is likely to result in, the loss of a material amount of loss
coverage from the FDIC;

the adoption by Heritage of a bylaw amendment to provide for certain corporate governance provisions,
including the composition of the board of directors of the combined company, as provided in Exhibit D to
the merger agreement attached as Appendix A to this joint proxy statement/prospectus; and
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as an additional condition to Heritage s obligation to complete the merger, the shares of Washington Banking
common stock whose holders have perfected dissenters rights under Washington law shall be less than ten
percent of the total number of outstanding shares of Washington Banking common stock.
We expect to complete the merger in the first half of 2014. No assurance can be given, however, as to when, or if, the
conditions to the merger will be satisfied or waived, or that the merger will be completed.

Termination of the Merger Agreement (page 101)

The merger agreement can be terminated at any time prior to completion of the merger in the following
circumstances:

by mutual written consent of Heritage and Washington Banking;

by either Heritage or Washington Banking if any governmental entity that must grant a requisite regulatory
approval has denied approval of the merger or bank merger and such denial has become final and
non-appealable or any governmental entity of competent jurisdiction has issued a final non-appealable order,
injunction or decree permanently enjoining or otherwise prohibiting or making illegal the consummation of
the transactions contemplated by the merger agreement, unless the failure to obtain a requisite regulatory
approval is due to the failure of the party seeking to terminate the merger agreement to perform or observe
its covenants and agreements under the merger agreement;
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by either Heritage or Washington Banking if the merger has not been completed on or before May 31, 2014
(which we refer to as the termination date ), unless the failure of the merger to be completed by that date is
due to the failure of the party seeking to terminate the merger agreement to perform or observe its covenants
and agreements under the merger agreement;

by either Heritage or Washington Banking (provided that the terminating party is not then in material breach
of any representation, warranty, covenant or other agreement contained in the merger agreement) if there is a
breach of any of the covenants or agreements or any of the representations or warranties set forth in the
merger agreement on the part of the other party which either individually or in the aggregate would
constitute, if occurring or continuing on the date the merger is completed, the failure of a closing condition
of the terminating party and which is not cured within 30 days following written notice to the party
committing such breach, or by its nature or timing cannot be cured during such period (or such fewer days as
remain prior to the termination date);

by either Heritage or Washington Banking, if (1) the board of directors of the other party fails to recommend
in this joint proxy statement/prospectus that its shareholders approve the merger proposal, or withdraws,
modifies or qualifies such recommendation in an adverse manner, or resolves to do so, or fails to reaffirm
such recommendation within five days after being requested in writing to do so, or fails to recommend
against the acceptance of a publicly announced tender offer or exchange offer for its common stock within
ten days after the commencement of such offer; or (2) the board of directors of the other party recommends
or endorses an acquisition proposal or fails to announce its opposition to an acquisition proposal with ten
days after the public announcement of such offer; or (3) the other party materially breaches certain
obligations, including with respect to the non-solicitation of acquisition proposals or calling and holding of
its meeting of shareholders to vote on its merger proposal; or

by either Heritage or Washington Banking, if either party does not obtain the requisite shareholder vote for
approval of the merger proposal, provided that the party terminating the merger agreement shall not have
breached in any material respect certain obligations, including with respect to the non-solicitation of
acquisition proposals or calling and holding of its meeting of shareholders and recommending that they
approve its merger proposal. An acquisition proposal means any offer, proposal or inquiry relating to, or any
third-party indication of interest in, (i) any acquisition or purchase, direct or indirect, of more than 25% of
the consolidated assets of a party and its subsidiaries or 25% or more of any class of equity or voting
securities of a party or its subsidiaries whose assets, individually or in the aggregate, constitute more than a
specified percentage of the consolidated assets of the party, (ii) any tender offer (including a self-tender
offer) or exchange offer that, if consummated, would result in such third-party beneficially owning 25% or
more of any class of equity or voting securities of a party or its subsidiaries whose assets, individually or in
the aggregate, constitute more than 25% of the consolidated assets of the party, or (iii) a merger,
consolidation, share exchange, business combination, reorganization, recapitalization, liquidation,
dissolution or other similar transaction involving a party or its subsidiaries whose assets, individually or in
the aggregate, constitute more than 25% of the consolidated assets of the party.

Termination Fee (page 102)

If the merger agreement is terminated under certain circumstances, including circumstances involving an acquisition
proposal with respect to a party or a change in recommendation by the board of directors of a party, such party may be

required to pay to the other party a termination fee equal to $7.9 million. The percentage referenced in the definition
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of acquisition proposal above increases from 25% to 50% for the purpose of determining payment of a termination fee
by either party. These termination fees could discourage other companies from seeking to acquire or merge with
Washington Banking or Heritage.
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The Rights of Washington Banking Shareholders Will Change as a Result of the Merger (page 127)

The rights of Washington Banking shareholders will change as a result of the merger due to differences in Heritage s
and Washington Banking s governing documents. The rights of Washington Banking shareholders and Heritage s
shareholders are governed by Washington law and by Washington Banking s and Heritage s respective articles of
incorporation and bylaws, each as amended to date. Upon the completion of the merger, Washington Banking
shareholders will become shareholders of Heritage, as the continuing legal entity in the merger, and the rights of
Washington Banking shareholders will therefore be governed by Washington law and by Heritage s articles of
incorporation and bylaws.

For example, Heritage s articles of incorporation authorize 50,000,000 shares of common stock and 2,500,000 shares
of preferred stock, and the Heritage board has authority, without shareholder approval, to determine the terms of any
preferred stock. Washington Banking s articles of incorporation authorize 35,000,000 shares of common stock and
26,380 shares of preferred stock, but the Washington Banking board does not have authority, without shareholder
approval, to determine the terms of any preferred stock. Also, Heritage s articles of incorporation also provide for
restrictions on voting rights of shares owned in excess of 10% of any class of Heritage equity security; Washington
Banking s articles of incorporation provide for no such restriction on voting rights. See Comparison of Shareholder
Rights on page 127 for a description of the material differences in shareholder rights under each of the Heritage and
Washington Banking governing documents.

Heritage s Board of Directors Following the Merger

Upon completion of the merger, the board of directors of Heritage, as the surviving corporation, will be comprised of
15 directors with eight directors from Heritage and seven directors from Washington Banking. The eight directors
from Heritage shall include Brian S. Charneski, who will serve as vice-chairman of the board, David H. Brown, Gary
B. Christensen, John A. Clees, Kimberly T. Ellwanger, Jeffrey S. Lyon, Brian L. Vance and Ann Watson. The seven
directors from Washington Banking shall include: Anthony B. Pickering, who will serve as chairman of the board,
Rhoda L. Altom, Mark D. Crawford, Deborah J. Gavin, Jay T. Lien, Gragg E. Miller and Robert T. Severns.

Information About the Companies (page 120)
Heritage Financial Corporation

Heritage, headquartered in Olympia, Washington, is a bank holding company for Heritage Bank through which it
operates 36 banking offices located primarily in western Washington and the Portland, Oregon area. Through Heritage
Bank, Heritage offers a broad range of financial services primarily to small businesses and their owners and attracts
deposits from the general public. Heritage Bank also makes real estate construction and land development loans and
consumer loans and originates first mortgage loans on residential properties located in western and central
Washington State and the greater Portland, Oregon area. Heritage s primary lines of business include commercial
banking, retail banking and wealth management. As of September 30, 2013, on a consolidated basis, Heritage had
total assets of $1.67 billion, deposits of $1.43 billion, and shareholders equity of $216.6 million.

Heritage s principal office is located at 201 Fifth Avenue SW, Olympia, Washington 98501, and its telephone number
is (360) 943-1500. Heritage s common stock is listed on NASDAQ under the symbol HFWA.

Additional information about Heritage and its subsidiaries is included in documents incorporated by reference in this
joint proxy statement/prospectus. See Where You Can Find More Information on page 132.
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Washington Banking Company

Washington Banking, headquartered in Oak Harbor, Washington, is a bank holding company for Whidbey Island
Bank through which it operates 31 banking offices throughout Northwestern Washington. The business of Whidbey
Island Bank consists primarily of attracting deposits from the general public and originating loans. In addition to
conducting a full-service, community, commercial banking business, Whidbey Island Bank also offers nondeposit
managed investment products and services, which are not FDIC insured. These programs are provided through an
unrelated investment advisory company, Elliott Cove Capital Management LL.C. At September 30, 2013, on a
consolidated basis, Washington Banking had assets of $1.65 billion, deposits of $1.43 billion and shareholders equity
of $181.8 million.

Washington Banking s principal office is located at 450 SW Bayshore Drive, Oak Harbor, Washington 98277, and its
telephone number is (360) 240-6458. Washington Banking s common stock is listed on NASDAQ under the symbol
WBCO.

Additional information about Washington Banking and its subsidiaries is included in documents incorporated by
reference in this joint proxy statement/prospectus. See Where You Can Find More Information on page 132.

Litigation Relating to the Merger (page 88)

Washington Banking, its directors and Heritage are named as defendants in two lawsuits pending in the Superior

Court for the State of Washington in King County, Washington, which have been consolidated under the caption In

Re Washington Banking Company Shareholder Litigation, Lead Case No. 13-2-38689-5 SEA. The consolidated
litigation generally alleges that Washington Banking s directors breached their fiduciary duties to Washington Banking
and its shareholders by agreeing to the proposed merger at an unfair price and without an adequate sales process,
because they have interests in the merger different from shareholders and by agreeing to deal protection provisions in
the merger agreement that are alleged to prevent bids by third parties. The consolidated litigation also alleges that the
disclosures in connection with the merger are misleading in various respects. Heritage is alleged to have aided and
abetted the directors alleged breaches of their fiduciary duties. The consolidated litigation seeks, among other things,
an order enjoining the defendants from consummating the proposed merger, as well as attorneys and experts fees and
certain other damages.

Washington Banking and Heritage believe the consolidated litigation is without merit and they each intend to
vigorously defend against the suits. See The Merger Litigation Relating to the Merger on page 88.

Risk Factors (page 28)
You should consider all the information contained in or incorporated by reference into this joint proxy

statement/prospectus in deciding how to vote for the proposals presented in the joint proxy statement/prospectus. In
particular, you should consider the factors under Risk Factors on page 28.
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Selected Historical And Pro Forma Financial Information
Selected Historical Financial Data of Heritage and Washington Banking

The following tables set forth selected historical financial and other data of Heritage and Washington Banking for the
periods and at the dates indicated. The information at December 31, 2012 and 2011 and for the years ended

December 31, 2012, 2011 and 2010 is derived in part from and should be read together with the audited consolidated
financial statements and notes thereto of Heritage and Washington Banking incorporated by reference in this joint
proxy statement/prospectus from their Annual Reports on Form 10-K for the year ended December 31, 2012. The
information as of December 31, 2010, 2009 and 2008 and for the years ended December 31, 2009 and 2008 is derived
in part from audited consolidated financial statements and notes thereto of Heritage and Washington Banking that are
not incorporated by reference in this joint proxy statement/prospectus. The information at and for the nine months
ended September 30, 2013 and 2012 is derived in part from and should be read together with Heritage s and
Washington Banking s unaudited consolidated financial statements and notes thereto incorporated by reference in this
document from their Quarterly Reports on Form 10-Q for the quarters ended September 30, 2013 and 2012. In the
opinion of management of each of Heritage and Washington Banking, all adjustments, consisting of normal recurring
adjustments, necessary for a fair presentation of the results of operations of the respective companies for the unaudited
periods have been made. The selected data presented below for the nine months ended September 30, 2013 are not
necessarily indicative of the results that may be expected for future periods.

Certain of the selected financial data of Washington Banking in the tables below contain information determined by
methods other than in accordance with accounting principles generally accepted in the United States of America
(referred to as  GAAP ). This information consists of tangible book value per common share, the efficiency ratio on a
fully tax equivalent basis and net interest margin on a fully tax equivalent basis. Washington Banking management
believes that it is standard practice in the banking industry to present these values as stated herein, and accordingly
believes that providing these measures may be useful for peer comparison purposes. These disclosures should not be
viewed as substitutes for the results determined to be in accordance with GAAP, nor are they necessarily comparable
to non-GAAP performance measures that may be presented by other companies. See Reconciliation of Non-GAAP
Historical Financial Data of Washington Banking on page 25 for reconciliations of non-GAAP measures to GAAP
measures immediately following Washington Banking s selected financial data table.
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Selected Historical Financial Data of Heritage

Operations
Data:

Interest income $

Interest expense
Net interest
income
Provision for
loan losses
Noninterest
income
Noninterest
expense
Income tax
expense
(benefit)

Net income
Net income
(loss) available
to common
shareholders

Common
Share Data:
Earnings (loss)
per common
share(1)

Basic

Diluted
Dividend
payout ratio to
common
shareholders(2)
Cash dividends
per common
share

Selected
Performance
Ratios:

As of or for the
Nine Months
Ended September 30, As of or for the Year Ended December 31,
2013 2012 2012 2011 2010 2009
(Dollars in thousands, except per share data)
52,876 52409 $ 69,109 $ 74,120 $ 59,522 53,341
2,818 3,550 4,534 6,582 8,511 11,645
50,058 48,859 64,575 67,538 51,011 41,696
3,244 1,317 2,016 14,430 11,990 19,390
7,222 5,499 7,272 5,746 18,779 5,988
41,010 37,971 50,392 49,703 38,011 28,216
4,161 4,843 6,178 2,633 6,435 (503)
8,865 10,227 13,261 6,518 13,354 581
8,865 10,227 13,261 6,518 11,668 (739)
0.57 067 $ 087 $ 042 $ 1.05 (0.10)
0.57 0.67 0.87 0.42 1.04 (0.10)
59.6% 62.7% 92.0% 90.5% % (100.0)%
0.34 042 $ 080 $ 038 §$ 0.10
4.77% 5.09% 5.03% 5.23% 4.56% 4.25%
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2008

$ 56,948
18,606

38,342
7,420
6,358

27,953

2,976
6,351

6,208

$ 093
0.93

60.2%

$ 056

4.11%
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Net interest
spread(3)(4)
Net interest
margin(3)(5)
Efficiency
ratio(6)
Return on
average
assets(3)
Return on
average
common

equity(3)

4.88

71.60

0.79

5.74

Balance Sheet
Data:

Total assets
Originated loans
receivable, net
Purchased
covered loans
receivable, net
Purchased
noncovered
loans
receivable, net
Loans
receivable, net
Loans held for
sale

FDIC
indemnification
asset

Deposits
Securities sold
under
agreement to
repurchase
Shareholders
equity

Book value per
common share
Equity to assets
ratio

$1,674,417

944,535

63,484

200,063

1,208,082

4,413
1,425,985

22,655
216,595
13.36

12.9%

5.23

69.85

1.01

6.70

$1,366,582

851,426

89,005

65,592

1,006,023

1,411

7,480
1,133,700

22,889
202,244
13.34

14.8%

5.17

70.14

0.98

6.52

$ 1,345,540

855,360

83,978

59,006

998,344

1,676

7,100
1,117,971

16,021
198,938
13.16

14.8%

541

67.82

0.48

3.17

$1,368,985

815,607

105,394

83,479

1,004,480

1,828

10,350
1,136,044

23,091
202,520
13.10

14.8%

4.78

54.46

1.16

8.15

$1,367,684

719,957

128,715

131,049

979,721

764

16,071
1,136,276

19,027
202,279

12.99

14.8%

4.57

59.17

0.06

(0.72)

$1,014,859

746,083

746,083

825

840,128

10,440

158,498

12.21

15.6%

4.59

62.53

0.71

6.98

$946,145

793,303

793,303

304

824,480

113,147

13.40

12.0%

(1) Effective January 1, 2009, Heritage adopted FASB ASC 03-6-1. Earnings per share data for the prior periods have

been revised to reflect the retrospective adoption of this standard.
(2) Dividend payout ratio is declared dividends per common share divided by basic earnings (loss) per common share.
(3) Ratios for the nine months ended September 30, 2013 and 2012 are annualized.

“)
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Net interest spread is the difference between the average yield on interest earning assets and the average cost of
interest bearing liabilities.

(5) Net interest margin is net interest income divided by average interest earning assets.

(6) The efficiency ratio is noninterest expense divided by the sum of net interest income and noninterest income.
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Selected Historical Financial Data of Heritage (continued)

As of or for the
Nine Months
Ended September 30, As of or for the Year Ended December 31,
2013 2012 2012 2011 2010 2009 2008(1
(Dollars in thousands)
sital Ratios:

al risk-based capital ratio 16.7% 20.4% 19.9% 203%  21.5%  20.7% 13
- 1 risk-based capital ratio 15.5 19.1 18.7 19.0 20.2 19.4 12.
erage ratio 11.6 14.0 13.6 13.8 13.9 14.6 11.(
et Quality Ratios:

iperforming originated loans to total originated loans(7) 0.81% 1.57% 1.28% 257%  3.14%  4.21% 0.4
ywance for loan losses on originated loans to total

inated loans(7) 1.80 2.35 2.19 2.66 297 3.38 1.9
ywance for loan losses on originated loans to

performing originated loans(7) 221.68 149.94 170.44 103.52 94.73 79.34 454.0:
1performing originated assets to total originated assets(7) 0.83 1.72 1.39 2.14 2.38 3.32 0.5
ier Data:

nber of banking offices 42 33 33 33 31 20 2(
nber of full-time equivalent employees 415 368 363 354 321 222 21

(7) Nonperforming originated loan balances exclude portions guaranteed by governmental agencies of $1.9 million
and $2.0 million as of September 30, 2013 and 2012, respectively, and $1.2 million, $1.8 million, $3.2 million
and $2.3 million as of December 31, 2012, 2011, 2010 and 2009, respectively. There were no governmental
guarantees on nonperforming originated loans as of December 31, 2008.
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Selected Historical Financial Data of Washington Banking

Operations data:

Interest income $

Interest expense

Net interest income
Provision for loan losses
Noninterest income
Noninterest expense
Income tax expense
Net income before
preferred dividends
Preferred dividends
Net income available to
common shareholders

Common per share
data:

Earnings per common
share

Basic $

Diluted

Dividend payout ratio to
common
shareholders(1)

Cash dividends per

common share $

Selected performance
ratios:

Net interest spread(2)(3)
Net interest margin
(fully
tax-equivalent)(2)(4)(6)
Efficiency ratio (fully
tax-equivalent)(5)(6)
Return on average
assets(2)

Return on average
common equity(2)

Balance sheet data:

Table of Contents

As of or for the Year Ended December 31,

2012

2011

2010

(Dollars in thousands, except per share data)

As of or for the
Nine Months
Ended September 30,
2013 2012
56,805 $ 68271 $
4,119 5,528
52,686 62,743
14,239 5,998
19,180 3,643
39,865 42,427
5,768 5,703
11,994 12,258
11,994 12,258
077  $ 080 $
0.77 0.79
50.41% 44.04%
039 §$ 035 $
4.61% 5.55%
4.71 5.65
54.98 63.11
0.97 0.98
8.84 9.38

89,710 $
7,113

82,597
9,744
8,246

56,399
7,856

16,844

16,844

1.09 $
1.09
45.81%

050 §

5.45%

5.54
61.31
1.01

9.56

89,707 $
9,981
79,726
10,050
9,212
55,825
7,111

15,952
1,084

14,868

097 $
0.97
20.63%

020 §

5.39%

547
62.06
0.95

9.17

75,949
11,830
64,119
13,486
33,531
46,797
11,797

25,570
1,659

23,911

1.56
1.55
8.64%

0.14

4.76%

4.90
47.48
1.72

16.87

2009

54392 §
14,019
40,373
10,200
7,661
28,734
2,886

6,214
1,600

4,614

046 §
0.46
37.23%

018 §

4.28%

4.63
59.01
0.66

7.11

2008

58,782
20,834
37,948
5,050
6,886
27,523
3,929

8,332

8,332

0.88
0.88

29.01%

0.26

4.18%

4.60
60.63
0.94

10.82
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Total assets $1,648,154 $1,680,126 $1,687,677 $1,670,682 $1,704,939 $1,045,871 $899,631
Non-covered loans 872,636 824,610 853,134 812,830 834,293 813,852 823,068
Covered loans 171,416 232,524 217,339 269,081 366,153

Allowance for loan
losses, non-covered

loans 16,942 16,570 17,147 18,032 18,812 16,212 12,250
Allowance for loan

losses, covered loans 15,026 1,007 3,252 870 1,336

Non-covered OREO 4,747 4,080 3,023 1,976 4,122 4,549 2,226
Covered OREO 4,109 18,811 13,460 26,622 29,766

Deposits 1,429,279 1,458,230 1,462,973 1,466,344 1,492,220 846,671 747,159
Overnight borrowings 11,640
Other borrowed funds 10,000 30,000
Junior subordinated

debentures 25,774 25,774 25,774 25,774 25,774 25,774 25,774
Preferred securities 25,334 24,995

Shareholders equity 181,798 180,967 182,624 170,820 182,098 159,521 80,560
Tangible book value per

common share(7) 11.34 11.31 11.41 10.67 9.76 8.79 8.47
Average equity to

average assets 11.01% 10.45% 10.54% 9.64% 11.26% 11.86% 8.65%

(1) Dividend payout ratio is total dividends paid on common stock divided by net income available to common
shareholders.

(2) Ratios for the nine months ended September 30, 2013 and 2012 are annualized.

(3) Net interest spread is the difference between the average yield on interest earning assets and the average cost of
interest bearing liabilities.

(4) Net interest margin is net interest income divided by average interest earning assets.

(5) The efficiency ratio is noninterest expense divided by the sum of net interest income and noninterest income.

(6) A non-GAAP performance measure. The calculation involves grossing up the interest income on tax-exempt loans
and investments by an amount that makes it comparable to taxable income. See Reconciliation of Non-GAAP
Historical Financial Data of Washington Banking on page 25 for reconciliations of non-GAAP measures to GAAP
measures immediately following Washington Banking s selected financial data table.

(7) Tangible book value is a non-GAAP performance measure. See Reconciliation of Non-GAAP Historical Financial
Data of Washington Banking on page 25 for reconciliations of non-GAAP measures to GAAP measures
immediately following Washington Banking s selected financial data table.
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Selected Historical Financial Data of Washington Banking (continued)

As of or for the
Nine Months
Ended September 30,
2013 2012
al ratios:
risk-based capital 19.82% 19.59%
risk-based capital 18.55 18.34
age ratio 12.56 11.65
quality ratios:
overed nonperforming loans to total gross non-covered loans 1.14%  2.14%
rance for loan losses to total gross non-covered loans 1.94 2.01
rance for loan losses to total non-covered nonperforming
171.00 93.92
overed nonperforming assets to total assets 0.89 1.29
an charge-offs to average non-covered loans outstanding(2) 0.32 1.16
- data:
er of banking offices 31 30
er of full time equivalent employees 464 463
24
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As of or for the Year Ended December 31,

2012

2011

(Dollars in thousands)

19.39%
18.13
11.78

1.82%
2.01

110.26
1.10
0.97

31
467

19.73%

18.47
11.16

2.72%

2.22

81.59
1.44
1.37

30
450

2010 2009
20.96%  22.15%
19.70 20.89
11.42 18.73
3.10% 0.42%
2.25 1.99
72.79 477.53
1.76 0.76
1.15 0.76
30 18
448 281
58
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Reconciliation of Non-GAAP Historical Financial Data of Washington Banking

As of or for the
Nine Months
Ended September 30,
2013 2012

Net interest
margin (fully
tax-equivalent):
GAAP net
interest income ~ $ 52,686 $ 62,743
Tax-equivalent
adjustment(1) 644 837
Tax-equivalent
net interest
income $ 53,330  $ 63,580
Average interest
earning assets $ 1515424 $ 1,502,903
Net interest
margin 4.65% 5.58%
Net interest
margin (fully
tax-equivalent) 4.71 5.65
Efficiency
Ratio:
GAAP net
interest income  $ 52,686 $ 62,743
Tax equivalent
adjustment(1) 644 837
Tax equivalent
net interest
income $ 53,330 $ 63,580
Efficiency ratio 55.47% 63.91%
Efficiency ratio
(fully
tax-equivalent) 54.98 63.11
Tangible
Common
Equity:

$ 181,798 $ 180,967

Table of Contents

2012 2011 2010
(Dollars in thousands)

$ 82,597 $ 79,726  $ 64,119

1,144 1,021 918

$ 83,741 % 80,747 $ 65,037

$ 1510471 $ 1475834 $ 1,327,871
5.47% 5.40% 4.83%

5.54 5.47 4.90

$ 82,597 $ 79,726  $ 64,119

1,144 1,021 918

$ 83,741 $ 80,747 $ 65,037
62.08% 62.77% 47.92%

61.31 62.06 47.48

$ 182,624 $ 170,820 $ 182,098

As of or for the Year Ended December 31,

$

$

$

$

$

$

2009 2008
40,373  $ 37,948
658 559
41,031 $ 38,507
887,070 $ 837,456
4.55% 4.53%
4.63 4.60
40,373  $ 37,948
658 559
41,031 $ 38,507
59.82% 61.39%
59.01 60.63
159,521 $ 80,560
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Total

shareholders

equity

Less:

Goodwill and

other intangible

assets, net (5,698) (6,156) (6,027) (6,539) (7,161)

Less:

Preferred stock (25,334) (24,995)

Tangible
common equity $ 176,100 $§ 174811 $ 176,597 $ 164281 $ 149,603 $§ 134,526 $ 80,560

Common shares

outstanding at

end of period 15,532,349 15,451,307 15,483,598 15,398,197 15,321,227 15,297,801 9,510,007
Book value per

common share  $ 1170  $ 1171 $ 1179 % 11.09 $ 1189 % 1043  $ 8.47
Tangible book

value per

common share 11.34 11.31 11.41 10.67 9.76 8.79 8.47

(1) Tax-equivalent adjustment relates to non-taxable investment interest income. Interest and rates are presented on a
fully taxable equivalent basis using a tax rate of 34%.
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Selected Unaudited Consolidated Pro Forma Financial Data of Heritage and Washington Banking

The following table shows selected unaudited consolidated pro forma financial data reflecting the merger of
Washington Banking with Heritage, assuming the companies had been combined at the dates and for the periods
shown. The pro forma amounts reflect certain purchase accounting adjustments, which are based on estimates that are
subject to change depending on fair values as of the merger completion date. These adjustments are described in the
notes to unaudited pro forma combined condensed consolidated financial information contained elsewhere in this
document under the heading Unaudited Pro Forma Combined Condensed Consolidated Financial Information,
beginning on page 104. The pro forma financial data in the table below does not include any projected cost savings,
revenue enhancements or other possible financial benefits of the merger to the combined company and does not
attempt to suggest or predict future results. This information also does not necessarily reflect what the historical
financial condition or results of operations of the combined company would have been had Heritage and Washington
Banking been combined as of the dates and for the periods shown.

At or for
the
Nine
Months For the Year
Ended Ended
September 30, December 31,
2013 2012
(In thousands)
Statement of Operations Data:
Interest income $ 110,376 $ 159,978
Interest expense 7,022 11,735
Net interest income 103,354 148,243
Provision for loan losses, excluding covered loans 3,409 8,670
Provision for loan losses on covered loans 14,074 3,090
Net interest income after provision for loan losses 85,871 136,483
Noninterest income 26,471 14,896
Noninterest expense 81,367 107,567
Income before income taxes 30,975 43,812
Income tax expense 9,994 13,920
Net income $ 20,981 $ 29,892
At
September
30,
2013

(In thousands)
Financial Condition Data:
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Total assets $3,365,817
Investment securities available for sale and held to maturity 602,615
Loans, excluding covered loans, net of allowance of $22,783 1,987,714
Covered loans, net of allowance of $5,972 205,985
Total loans receivable, net of allowance of $28,755 2,193,699
Total deposits 2,855,264
Securities sold under agreement to repurchase 22,655
Junior subordinated debentures 17,578
Accrued expenses and other liabilities 19,663
Total shareholders equity 450,657

Table of Contents
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Comparative Unaudited Pro Forma Per Share Data

The table below sets forth the book value per common share, cash dividends per common share, and basic and diluted
earnings per common share data for each of Heritage and Washington Banking on a historical basis, for Heritage on a
pro forma combined basis and on a pro forma combined basis per Washington Banking equivalent share. The pro
forma combined and pro forma combined per equivalent share information gives effect to the merger as if the merger
occurred on September 30, 2013 or December 31, 2012, in the case of the book value data, and as if the merger
occurred on January 1, 2012, in the case of the cash dividends and earnings per common share data. The Pro Forma
Combined Amounts for Heritage data reflect certain purchase accounting adjustments, which are based on estimates
that are subject to change depending on fair values as of the merger completion date. These adjustments are described
in the notes to unaudited pro forma combined condensed consolidated financial information contained elsewhere in
this document under the heading Unaudited Pro Forma Combined Condensed Consolidated Financial Information,
beginning on page 104. The Pro Forma Combined Per Washington Banking Equivalent Share data shows the effect of
the merger from the perspective of an owner of Washington Banking common stock. The pro forma financial data in
the table below is provided for illustrative purposes, does not include any projected cost savings, revenue
enhancements or other possible financial benefits of the merger to the combined company and does not attempt to
suggest or predict future results. This information also does not necessarily reflect what the historical financial
condition or results of operations of the combined company would have been had Heritage and Washington Banking
been combined as of the dates and for the periods shown.

Pro Forma
Pro Combined Per
Forma Washington
Washington = Combined Banking
Heritage Banking Amounts for  Equivalent
Historical Historical Heritage Share(1)
Book value per common share at
September 30, 2013(3) $ 13.36 $ 11.70 $ 14.92 $ 16.03
Book value per common share at
December 31, 2012(3) 13.16 11.79 14.90 16.01
Cash dividends per common share for the
nine months ended September 30, 2013(2) 0.34 0.39 0.34 0.30
Cash dividends per common share for the
year ended December 31, 2012(2) 0.80 0.50 0.80 0.71
Basic earnings per common share for the
nine months ended September 30, 2013 0.57 0.77 0.71 0.63
Basic earnings per common share for the
year ended December 31, 2012 0.87 1.09 1.02 0.91
Diluted earnings per common share for the
nine months ended September 30, 2013 0.57 0.77 0.71 0.63
Diluted earnings per common share for the
year ended December 31, 2012 0.87 1.09 1.02 0.91
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(1) Calculated by multiplying the Pro Forma Combined Amounts for Heritage by 0.89000, which is the exchange
ratio for the stock portion of the merger consideration payable to the holders of Washington Banking common
stock, and, solely in the case of the book value per common share at September 30, 2013, and December 31,
2012, adding to that result, $2.75, which is the per share cash merger consideration payable to holders of
Washington Banking common stock. See The Merger Agreement Merger Consideration on page 89.

(2) The pro forma combined cash dividends per common share for the nine months ended September 30, 2013 and
the year ended December 31, 2012 represent the actual cash dividends per share declared by Heritage for those
periods.

(3) The pro forma combined book value and common shares as of September 30, 2013 was $450.7 million and
30,210,000, respectively. See the calculation for these amounts included in the section Unaudited Pro Forma
Combined Condensed Consolidated Financial Information on page 104 and  Note 2 Purchase Price on page 109.
The pro forma combined book value and common shares as of December 31, 2012 was estimated to be $433.8
million and 29,117,000, respectively.
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RISK FACTORS

In addition to general investment risks and the other information contained in or incorporated by reference into this
Jjoint proxy statement/prospectus, including the matters addressed under the section Cautionary Statement
Regarding Forward-Looking Statements on page 33, you should carefully consider the following risk factors in
deciding how to vote for the proposals presented in this joint proxy statement/prospectus. You should also consider
the other documents incorporated by reference into this joint proxy statement/prospectus. See Where You Can Find
More Information on page 132.

Because the market price of Heritage common stock will fluctuate, holders of Washington Banking common
stock cannot be certain of the market value of the stock portion of the merger consideration they will receive.

Upon completion of the merger, each outstanding share of Washington Banking common stock will be converted into
the right to receive 0.89000 of a share of Heritage common stock and $2.75 in cash. The market value of the stock
portion of the merger consideration will vary from the closing price of Heritage common stock on the date Heritage
and Washington Banking announced the merger, on the date that this joint proxy statement/prospectus is mailed to
Washington Banking shareholders, on the date of the special meeting of the Washington Banking shareholders and on
the date the merger is completed and thereafter. Any change in the market price of Heritage common stock prior to the
completion of the merger will affect the market value of the stock portion of the merger consideration that holders of
Washington Banking common stock will receive upon completion of the merger, and there will be no adjustment to
the merger consideration for changes in the market price of either shares of Heritage common stock or shares of
Washington Banking common stock. Stock price changes may result from a variety of factors that are beyond the
control of Heritage and Washington Banking, including, but not limited to, general market and economic conditions,
changes in our respective businesses, operations and prospects and regulatory considerations. Therefore, if you are a
holder of Washington Banking common stock, you will not know at the time of the Washington Banking special
meeting the precise market value of the merger consideration you will receive at the effective time of the merger. You
should obtain current market quotations for shares of Heritage common stock and for shares of Washington Banking
common stock.

The market price of Heritage common stock after the merger may be affected by factors different from those
affecting the shares of Washington Banking or Heritage currently.

Upon completion of the merger, holders of Washington Banking common stock will become holders of Heritage
common stock. Heritage s business differs in important respects from that of Washington Banking, and, accordingly,
the results of operations of the combined company and the market price of Heritage common stock after the
completion of the merger may be affected by factors different from those currently affecting the independent results of
operations of each of Heritage and Washington Banking. For a discussion of the businesses of Heritage and
Washington Banking and of some important factors to consider in connection with those businesses, see the
documents incorporated by reference in this joint proxy statement/prospectus and referred to under Where You Can
Find More Information on page 132.

Regulatory approvals may not be received, may take longer than expected or may impose conditions that are
not presently anticipated or that could have an adverse effect on the combined company following the merger.

Before the merger and the bank merger may be completed, Heritage and Washington Banking must obtain approvals

from the Federal Reserve Board (or a waiver), the FDIC and the DFI. Heritage received approval for the bank merger
from the FDIC and the DFI, on December 23, 2013 and January 3, 2014, respectively. On January 31, 2014, Heritage
received a waiver from the Federal Reserve Board of its application requirements that would apply to this merger.
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Other approvals, waivers or consents from regulators may also be required. An adverse development in either party s
regulatory standing or other factors could result in an inability to obtain approvals or delay their receipt. These
regulators may impose conditions on the completion of the merger or the
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bank merger or require changes to the terms of the merger or the bank merger. Such conditions or changes could have

the effect of delaying or preventing completion of the merger or the bank merger or imposing additional costs on or
limiting the revenues of the combined company following the merger and the bank merger, any of which might have

an adverse effect on the combined company following the merger. See The Merger Regulatory Approvals on page 85.

Combining the two companies may be more difficult, costly or time consuming than expected and the
anticipated benefits and cost savings of the merger may not be realized.

Heritage and Washington Banking have operated and, until the completion of the merger, will continue to operate,
independently. The success of the merger, including anticipated benefits and cost savings, will depend, in part, on our
ability to successfully combine the businesses of Heritage and Washington Banking. To realize these anticipated
benefits and cost savings, after the completion of the merger, Heritage expects to integrate Washington Banking s
business into its own. It is possible that the integration process could result in the loss of key employees, the
disruption of each company s ongoing businesses or inconsistencies in standards, controls, procedures and policies that
adversely affect the combined company s ability to maintain relationships with clients, customers, depositors and
employees or to achieve the anticipated benefits and cost savings of the merger. The loss of key employees could
adversely affect Heritage s ability to successfully conduct its business, which could have an adverse effect on
Heritage s financial results and the value of its common stock. If the combined company experiences difficulties with
the integration process, the anticipated benefits of the merger may not be realized fully or at all, or may take longer to
realize than expected. As with any merger of financial institutions, there also may be business disruptions that cause
Heritage and/or Washington Banking to lose customers or cause customers to remove their accounts from Heritage
and/or Washington Banking and move their business to competing financial institutions. Integration efforts between
the two companies will also divert management attention and resources. These integration matters could have an
adverse effect on each of Washington Banking and Heritage during this transition period and for an undetermined
period after completion of the merger on the combined company. In addition, the actual cost savings of the merger
could be less than anticipated.

The fairness opinions obtained by Heritage and Washington Banking from their respective financial advisors
will not reflect changes in circumstances between signing the merger agreement and the completion of the
merger.

Heritage has not obtained an updated opinion as of the date of this joint proxy statement/prospectus from Davidson,
Heritage s financial advisor. Changes in the operations and prospects of Heritage or Washington Banking, general

market and economic conditions and other factors which may be beyond the control of Heritage and Washington

Banking, and on which the fairness opinions were based, may alter the value of Heritage or Washington Banking or

the prices of shares of Heritage common stock or Washington Banking common stock by the time the merger is

completed. The opinions do not speak as of the time the merger will be completed or as of any date other than the

dates of such opinions. Because Heritage and Washington Banking currently do not anticipate asking their respective
financial advisors to update their opinions, the October 23, 2013 opinions do not address the fairness of the merger
consideration, from a financial point of view, at the time the merger is completed. For a description of the opinions

that Heritage and Washington Banking received from their respective financial advisors, please refer to The

Merger Opinion of D.A. Davidson & Co. Financial Advisor to Heritage on page 59 and The Merger Opinion of Sandler
O Neill & Partners, L.P. Financial Advisor to Washington Banking on page 69. For a description of the other factors
considered by the boards of directors of Heritage and Washington Banking in determining to approve the merger
agreement, please refer to The Merger Heritage s Reasons for the Merger; Recommendation of Heritage s Board of
Directors on page 53 and The Merger Washington Banking s Reasons for the Merger; Recommendation of Washington
Banking s Board of Directors on page 55.
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Certain of Washington Banking s directors and executive officers have interests in the merger that may differ
from the interests of Washington Banking s shareholders.

Washington Banking s shareholders should be aware that some of Washington Banking s directors and executive
officers have interests in the merger and have arrangements that are different from, or in addition to,
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those of Washington Banking s shareholders generally. These interests and arrangements may create potential conflicts
of interest. Washington Banking s board of directors was aware of these interests and considered these interests,
among other matters, when making its decision to approve the merger agreement, and in recommending that
Washington Banking s shareholders vote in favor of approving the merger agreement.

These interests include the following:

Certain executive officers of Washington Banking may be eligible for severance benefits under existing
agreements with, and benefit plans offered by, Washington Banking.

Accelerated vesting of all of the unvested restricted stock unit awards held by Washington Banking directors
and executive officers.

Bryan McDonald, President and Chief Executive Officer of Whidbey Island Bank, will become Executive
Vice President and Chief Lending Officer of Heritage Bank following the bank merger and has entered into
an employment agreement with Heritage Bank, to become effective at the effective time of the merger.

Edward Eng, Executive Vice President and Chief Administrative Officer of Whidbey Island Bank, will
become Executive Vice President and Chief Administrative Officer of Heritage Bank following the bank
merger and has entered into an employment agreement with Heritage Bank, to become effective at the
effective time of the merger.

John L. Wagner, President and Chief Executive Officer of Washington Banking, will serve as a special
advisor to Heritage following the merger and has entered into a consulting agreement with Heritage, to
become effective at the effective time of the merger.

Seven current Washington Banking directors, including Anthony B. Pickering, who will serve as chairman
of the board of Heritage upon completion of the merger, and Rhoda L. Altom, Mark D. Crawford, Deborah
J. Gavin, Jay T. Lien, Gragg E. Miller and Robert T. Severns will be appointed to the board of directors of
Heritage.
For a more complete description of these interests, see The Merger Interests of Washington Banking s Directors and
Executive Officers in the Merger on page 79.

Termination of the merger agreement could negatively impact Washington Banking or Heritage.

If the merger agreement is terminated, there may be various consequences. For example, Washington Banking s or
Heritage s businesses may have been impacted adversely by the failure to pursue other beneficial opportunities due to
the focus of management on the merger, without realizing any of the anticipated benefits of completing the merger.
Additionally, if the merger agreement is terminated, the market price of Washington Banking s or Heritage s common
stock could decline to the extent that the current market prices reflect a market assumption that the merger will be
completed. If the merger agreement is terminated under certain circumstances, Washington Banking or Heritage may

Table of Contents 69



Edgar Filing: HERITAGE FINANCIAL CORP /WA/ - Form 424B3

be required to pay to the other party a termination fee of $7.9 million.

Washington Banking and Heritage will be subject to business uncertainties and contractual restrictions while
the merger is pending.

Uncertainty about the effect of the merger on employees and customers may have an adverse effect on Washington
Banking, Heritage and the combined company. These uncertainties may impair Washington Banking s or Heritage s
ability to attract, retain and motivate key personnel until the merger is completed, and could cause customers and
others that deal with Washington Banking or Heritage to seek to change existing business relationships with
Washington Banking or Heritage. Retention of certain employees by Washington Banking or Heritage may be
challenging while the merger is pending, as certain employees may experience uncertainty about their future roles
with Washington Banking, Heritage or the combined company. If key employees depart because of issues relating to
the uncertainty and difficulty of integration or a desire not to
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remain with Washington Banking, Heritage or the combined company, Washington Banking s or Heritage s business or
the business of the combined company following the merger could be harmed. In addition, both companies have

agreed to operate their businesses in the ordinary course prior to closing and are subject to other agreed upon

contractual operating restrictions prior to closing. See The Merger Agreement Covenants and Agreements-Conduct of
Businesses Prior to Completion of the Merger on page 93.

If the merger is not completed, Heritage and Washington Banking will have incurred substantial expenses
without realizing the expected benefits of the merger.

Each of Heritage and Washington Banking has incurred and will incur substantial expenses in connection with the due
diligence, negotiation and completion of the transactions contemplated by the merger agreement, as well as the costs
and expenses of preparing, filing, printing and mailing this joint proxy statement/prospectus and all filing fees paid to
the SEC in connection with the merger. If the merger is not completed, Heritage and Washington Banking would have
to recognize these expenses without realizing the expected benefits of the merger.

The merger agreement limits Heritage s and Washington Banking s ability to pursue acquisition proposals and
requires each company to pay a termination fee of $7.9 million under certain circumstances, including
circumstances relating to acquisition proposals.

The merger agreement prohibits Heritage and Washington Banking from initiating, soliciting, knowingly encouraging
or knowingly facilitating certain third-party acquisition proposals. See The Merger Agreement Agreement Not to
Solicit Other Offers on page 99. The merger agreement also provides that Heritage or Washington Banking must pay a
termination fee in the amount of $7.9 million in the event that the merger agreement is terminated under certain
circumstances, including involving such party s failure to abide by certain obligations not to solicit acquisition
proposals. See The Merger Agreement Termination Fee on page 102. These provisions might discourage a potential
competing acquirer that might have an interest in acquiring all or a significant part of Washington Banking or

Heritage from considering or proposing such an acquisition.

The shares of Heritage common stock to be received by holders of Washington Banking common stock for the
stock portion of the merger consideration will have different rights from the shares of Washington Banking
common stock.

Upon completion of the merger, Washington Banking shareholders will become Heritage shareholders and their rights
as shareholders will continue to be governed by the Washington Business Corporation Act and will also be governed

by Heritage s articles of incorporation and bylaws. The rights associated with Washington Banking common stock are
different from the rights associated with Heritage common stock. See Comparison of Shareholder Rights on page 127
for a discussion of the different rights associated with Heritage common stock.

Pending litigation against Washington Banking and Heritage could result in an injunction preventing the
completion of the merger or a judgment resulting in the payment of damages.

In connection with the merger, certain purported Washington Banking shareholders have filed putative shareholder
class action lawsuits against Washington Banking, the members of the Washington Banking board of directors and
Heritage. Among other remedies, the plaintiffs seek to enjoin the merger. The outcome of any such litigation is
uncertain. If the cases are not resolved, these lawsuits could prevent or delay completion of the merger and result in
substantial costs to Heritage and Washington Banking, including any costs associated with the indemnification of
directors and officers. Additional lawsuits may be filed against Heritage, Washington Banking and/or the directors and
officers of either company in connection with the merger. The defense or settlement of any lawsuit or claim that
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remains unresolved at the time the merger is completed may adversely affect the combined company s business,
financial condition, results of operations and cash flows following the merger. See The Merger Litigation Relating to
the Merger on page 88.
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Sales of substantial amounts of Heritage s common stock in the open market by former Washington Banking
shareholders could depress Heritage s stock price.

Shares of Heritage common stock that are issued to shareholders of Washington Banking in the merger will be freely
tradable without restrictions or further registration under the Securities Act of 1933. As of the record date, Heritage
had 16,218,617 shares of common stock outstanding, and 184,535 shares of Heritage common stock were reserved for
issuance under Heritage equity plans. Based on the shares of Washington Banking common stock, the outstanding
Washington Banking options, and the Washington Banking restricted stock units outstanding as of the record date, the
maximum number of shares of common stock Heritage will issue in the merger is approximately 14.1 million shares.

If the merger is completed and if Washington Banking s former shareholders sell substantial amounts of Heritage
common stock in the public market following completion of the merger, the market price of Heritage common stock
may decrease. These sales might also make it more difficult for Heritage to sell equity or equity-related securities at a
time and price that it otherwise would deem appropriate.

The unaudited pro forma combined condensed consolidated financial information included in this document is
illustrative only and the actual financial condition and results of operations after the merger may differ
materially.

The unaudited pro forma combined condensed consolidated financial information in this document is presented for
illustrative purposes only and is not necessarily indicative of what Heritage s actual financial condition or results of
operations would have been had the merger been completed on the dates indicated. The unaudited pro forma
combined condensed consolidated financial information reflects adjustments, which are based upon preliminary
estimates, to record the Washington Banking identifiable tangible and intangible assets to be acquired and liabilities to
be assumed at fair value and the resulting goodwill to be recognized. The purchase price allocation reflected in this
document is preliminary and final allocation of the purchase price will be based upon the actual purchase price and the
fair value of the consolidated assets and liabilities of Washington Banking as of the date of the completion of the
merger. Accordingly, the final acquisition accounting adjustments may differ materially from the pro forma
adjustments reflected in this document. For more information, please see the section entitled Unaudited Pro Forma
Combined Condensed Consolidated Financial Information beginning on page 104.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Some of the statements contained or incorporated by reference in this joint proxy statement/prospectus are forward
looking statements within the meaning of the Private Securities Litigation Reform Act of 1995 giving Heritage s or
Washington Banking s expectations or predictions of future financial or business performance or conditions.
Forward-looking statements are typically identified by words such as believe, expect, anticipate, intend, target,

estimate, continue, positions, prospects or potential, by future conditional verbs such as will,  would,

or by variations of such words or by similar expressions. Such forward-looking statements include, but are not

limited to, statements about the benefits of the business combination transaction involving Washington Banking and
Heritage, including future financial and operating results, the combined company s plans, objectives, expectations and
intentions and other statements that are not historical facts. These forward-looking statements are subject to numerous
assumptions, risks and uncertainties which change over time. In addition to the risk factors set forth above and those
previously disclosed in Heritage s and Washington Banking s reports filed with the Securities and Exchange
Commission, the following factors, among others, could cause actual results to differ materially from forward-looking
statements:

expected revenues, cost savings, synergies and other benefits from the merger and Heritage s recent
acquisitions of Northwest Commercial Bank and Valley Community Bancshares, Inc. and it s subsidiary
Valley Bank, might not be realized within the expected time frames or at all and costs or difficulties relating
to integration matters, including but not limited to customer and employee retention, might be greater than
expected;

the requisite shareholder and regulatory approvals for the merger might not be obtained;

the credit risks of lending activities, including changes in the level and direction of loan delinquencies and
write-offs and changes in estimates of the adequacy of the allowance for loan losses, which could necessitate
additional provisions for loan losses, resulting both from loans originated and loans acquired from other
financial institutions;

results of examinations by regulatory authorities, including the possibility that any such regulatory authority
may, among other things, require increases in the allowance for loan losses or writing down of assets;

changes in liquidity of the combined company;

competitive pressures among depository institutions;

interest rate movements and their impact on customer behavior and net interest margin;

the impact of repricing and competitors pricing initiatives on loan and deposit products;
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fluctuations in real estate values;

changes in both companies businesses during the period between now and the completion of the merger may
have adverse impacts on the combined company;

the ability to adapt successfully to technological changes to meet customers needs and developments in the
market place;

the ability to access cost-effective funding;

changes in financial markets;

changes in economic conditions in general and in Western Washington and the Pacific Northwest in
particular;

the costs, effects and outcomes of litigation;

new legislation or regulatory changes, including but not limited to the Dodd-Frank Wall Street Reform and
Consumer Protection Act of 2010 (the Dodd-Frank Act ) and regulations adopted thereunder, changes in
capital requirements pursuant to the Dodd-Frank Act and the implementation of the

33

Table of Contents 75



Edgar Filing: HERITAGE FINANCIAL CORP /WA/ - Form 424B3

Table of Conten

Basel III capital standards, other governmental initiatives affecting the financial services industry and
changes in federal and/or state tax laws or interpretations thereof by taxing authorities;

changes in accounting principles, policies or guidelines;

future acquisitions by Heritage of other depository institutions or lines of business; and

future goodwill impairment due to changes in Heritage s business, changes in market conditions, or other

factors.
For any forward-looking statements made in this joint proxy statement/prospectus or in any documents incorporated
by reference into this joint proxy statement/prospectus, Heritage and Washington Banking claim the protection of the
safe harbor for forward-looking statements contained in the Private Securities Litigation Reform Act of 1995. You are
cautioned not to place undue reliance on these statements, which speak only as of the date of this joint proxy
statement/prospectus or the date of the applicable document incorporated by reference in this joint proxy
statement/prospectus. Heritage and Washington Banking do not undertake to update forward-looking statements to
reflect facts, circumstances, assumptions or events that occur after the date the forward-looking statements are made.
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THE HERITAGE SPECIAL MEETING

This section contains information for Heritage shareholders about the special meeting that Heritage has called to allow
its shareholders to consider and vote on the merger agreement and other related matters. Heritage commenced the
mailing of this joint proxy statement/prospectus to its shareholders on or about March 14, 2014. This joint proxy
statement/prospectus is accompanied by a notice of the special meeting of Heritage shareholders and a form of proxy
card that Heritage s board of directors is soliciting for use at the Heritage special meeting and at any adjournments or
postponements of the Heritage special meeting.

Date, Time and Place of Meeting

The Heritage special meeting will be held on April 14, 2014 at 2:00 p.m., local time, at The DoubleTree Hotel, 415
Capitol Way N., Olympia, Washington.

Matters to Be Considered

At the Heritage special meeting, Heritage shareholders will be asked to consider and vote on the following matters:

a proposal to approve the merger agreement and the issuance of Heritage common stock in connection with
the merger (which is referred to as the Heritage merger proposal ); and

a proposal to adjourn the Heritage special meeting, if necessary or appropriate, to solicit additional proxies in
favor of the Heritage merger proposal (which is referred to as the Heritage adjournment proposal ).
Recommendation of Heritage s Board of Directors

Heritage s board of directors has determined that the merger agreement and the transactions contemplated thereby,
including the merger, are advisable and in the best interests of Heritage and its shareholders, has unanimously

approved the merger agreement and unanimously recommends that Heritage shareholders vote FOR the Heritage
merger proposal, and FOR the Heritage adjournment proposal. See The Merger Heritage s Reasons for the Merger;
Recommendation of Heritage s Board of Directors on page 53 for a more detailed discussion of Heritage s board of
directors recommendation.

Record Date and Quorum

The Heritage board of directors has fixed the close of business on February 28, 2014 as the record date for
determining the holders of shares of Heritage common stock entitled to receive notice of and to vote at the Heritage
special meeting. Only holders of record of shares of Heritage common stock as of the close of business on that date
will be entitled to vote at the Heritage special meeting and at any adjournment or postponement of that meeting. At the
close of business on the record date, there were 16,218,617 shares of Heritage common stock outstanding, held by
1,440 holders of record.

Each holder of shares of Heritage common stock outstanding as of the close of business on the record date will be
entitled to one vote for each share held of record upon each matter properly submitted at the Heritage special meeting
and at any adjournment or postponement of that meeting; provided, however, that pursuant to Heritage s articles of
incorporation, no person who beneficially owns more than 10.0% of the shares of Heritage common stock outstanding
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as of the record date may vote shares in excess of this limit. The presence at the Heritage special meeting, in person or
by proxy, of holders of a majority of the outstanding shares of Heritage common stock entitled to vote at the special
meeting will constitute a quorum for the transaction of business. All shares of Heritage common stock present in
person or represented by proxy, including abstentions and broker non-votes, will be treated as present for purposes of
determining the presence or absence of a quorum for all matters voted on at the Heritage special meeting.
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To approve the Heritage merger proposal, two-thirds of the shares of Heritage common stock outstanding and entitled

to vote thereon must be voted in favor of such proposal. The Heritage adjournment proposal will be approved if a

majority of the votes cast at the Heritage special meeting are voted in favor of such proposal. If you mark ABSTAIN

on your proxy or fail to submit a proxy or vote in person at the Heritage special meeting with respect to the Heritage
merger proposal, it will have the same effect as a vote  AGAINST the proposal. If you mark ABSTAIN on your proxy
or fail to submit a proxy or vote in person at the Heritage special meeting with respect to the Heritage adjournment
proposal, it will have no effect on the proposal.

Shares Held by Directors and Executive Officers; Voting and Support Agreements

As of the record date for the Heritage special meeting, Heritage directors and executive officers and their affiliates
owned and were entitled to vote, and have agreed to vote in favor of the merger proposal pursuant to the voting and
support agreements described below, 1,090,184 shares of Heritage common stock, representing approximately 7% of
the outstanding shares of Heritage common stock. As of the record date for the Heritage special meeting, Washington
Banking directors and executive officers and their affiliates did not own any shares of Heritage common stock.
Washington Banking owns no shares of Heritage common stock.

Concurrent with the execution of the merger agreement, each of the directors and executive officers of Heritage
entered into a voting and support agreement with Washington Banking under which he or she generally has agreed

(1) to vote or cause to be voted in favor of the Heritage merger proposal and any other matter required to be approved
by the shareholders of Heritage to facilitate the transactions contemplated by the merger agreement, all shares of
Heritage common stock over which he or she or a member of his or her immediate family has, directly or indirectly,
sole or shared voting power as of the record date for the Heritage special meeting and (2) subject to limited
exceptions, not to sell or otherwise dispose of shares of Heritage common stock he or she beneficially owned as of the
date of such voting and support agreement until after the approval of the Heritage merger proposal by the shareholders
of Heritage.

Voting of Proxies; Incomplete Proxies

Each copy of this joint proxy statement/prospectus mailed to holders of Heritage common stock is accompanied by a
form of proxy card with instructions for voting. If you hold shares of Heritage common stock in your name as a
shareholder of record, you should complete and return the proxy card accompanying this joint proxy
statement/prospectus, regardless of whether you plan to attend the special meeting. You may also vote your shares
through the Internet or by telephone. Information and applicable deadlines for voting through the Internet or by
telephone are set forth in the enclosed proxy card instructions.

If you hold shares of Heritage common stock in street name through a bank, broker or other nominee, you must direct
your bank, broker or other nominee how to vote in accordance with the instructions you have received from your
bank, broker or other nominee. See ~ Shares Held in Street Name; Broker Non-Votes on page 37.

All shares represented by valid proxies that Heritage receives through this solicitation, and that are not revoked, will

be voted at the Heritage special meeting in accordance with your instructions on the proxy card. If you make no
specification on your proxy card as to how you want your shares voted before signing and returning it, your proxy will
be voted FOR the Heritage merger proposal and FOR the Heritage adjournment proposal. No matters other than the
matters described in this joint proxy statement/prospectus are anticipated to be presented for action at the Heritage
special meeting or at any adjournment or postponement of the Heritage special meeting. However, if other business
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properly comes before the Heritage special meeting, the proxy agents will, in their discretion, vote upon such matters
in their best judgment.
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If you are a Heritage shareholder and your shares are held in street name through a bank, broker or other nominee, you
must provide the record holder of your shares with instructions on how to vote the shares. Please follow the voting
instructions provided by the bank, broker or other nominee. You may not vote shares held in street name by returning

a proxy card directly to Heritage or by voting in person at the Heritage special meeting unless you provide a legal
proxy, which you must obtain from your bank, broker or other nominee. Further, because each of the proposals to be
considered at the Heritage special meeting is a non-routine matter, under stock exchange rules, banks, brokers or other
nominees who hold shares of Heritage common stock on behalf of their customers may not give a proxy to Heritage to
vote those shares with respect to any of these proposals without specific voting instructions from their customers.
Therefore, if you are a Heritage shareholder and you do not instruct your bank, broker or other nominee on how to

vote your shares:

your bank, broker or other nominee may not vote your shares on the Heritage merger proposal, which will
have the same effect as a vote' AGAINST this proposal; and

your bank, broker or other nominee may not vote your shares on the Heritage adjournment proposal, which
will have no effect on the vote count for this proposal.
Broker non-votes are shares held by a broker, bank or other nominee that are represented at the Heritage special
meeting, but with respect to which the broker or nominee is not instructed by the beneficial owner of such shares to
vote on the particular proposal and the broker does not have discretionary voting power on such proposal.

Revocability of Proxies and Changes to a Heritage Shareholder s Vote

If you hold shares of Heritage common stock in your name as a shareholder of record, you may revoke any proxy at
any time before it is voted at the Heritage special meeting by (1) signing and returning a proxy card with a later date,
(2) delivering a written revocation to Heritage s Corporate Secretary, (3) attending the Heritage special meeting in
person, notifying the Corporate Secretary and voting by ballot at the Heritage special meeting or (4) voting by
telephone or the Internet at a later time.

Any shareholder entitled to vote in person at the Heritage special meeting may vote in person regardless of whether a
proxy has been previously given, but the mere presence (without notifying Heritage s Corporate Secretary of

revocation) of a shareholder at the Heritage special meeting will not constitute revocation of a previously given proxy.

Written notices of revocation and other communications about revoking your proxy card should be addressed to:
Heritage Financial Corporation, Attn: Corporate Secretary, 201 Fifth Avenue SW, Olympia, Washington 98501.

If your shares are held in street name by a bank, broker or other nominee, you must follow the instructions of your
bank, broker or other nominee regarding changes in voting instructions.

Solicitation of Proxies
Heritage will bear the entire cost of soliciting proxies from Heritage shareholders. In addition to solicitation of proxies
by mail, Heritage will request that banks, brokers and other record holders send proxy materials to the beneficial

owners of Heritage common stock and secure their voting instructions. Heritage will reimburse the record holders for
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their reasonable expenses in taking those actions. If necessary, Heritage may use its directors and several of its regular
employees, who will not be specially compensated, to solicit proxies from the Heritage shareholders, either personally
or by telephone, facsimile, letter or electronic means. Heritage has also made arrangements with Advantage Proxy to
assist it in soliciting proxies and has agreed to pay Advantage Proxy approximately $7,500 plus reasonable expenses
for these services.
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Attending the Heritage Special Meeting

All holders of Heritage common stock, including shareholders of record and shareholders who hold their shares
through banks, brokers, nominees or any other holder of record, are invited to attend the Heritage special meeting. If
you hold your Heritage shares in an account at a brokerage firm or bank, your name will not appear on Heritage s
shareholder list. Please bring an account statement or a letter from your broker showing your holdings of Heritage
common stock. You may be asked to provide this documentation and picture identification at the meeting registration
desk to attend the Heritage special meeting.
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Heritage Merger Proposal

As discussed elsewhere in this joint proxy statement/prospectus, Heritage is asking its shareholders to approve the
Heritage merger proposal. Holders of Heritage common stock should read carefully this joint proxy
statement/prospectus in its entirety, including the appendices, for more detailed information concerning the merger
agreement and the merger. In particular, holders of Heritage common stock are directed to the merger agreement, a
copy of which is attached as Appendix A to this joint proxy statement/prospectus.

The affirmative vote of the holders of at least two-thirds of the outstanding shares of Heritage common stock entitled
to vote is required to approve the Heritage merger proposal.

The Heritage board of directors unanimously recommends that Heritage shareholders vote FOR the Heritage
merger proposal.

Each of the directors and executive officers of Heritage has entered into a voting and support agreement with
Washington Banking, pursuant to which each has agreed to vote  FOR the Heritage merger proposal. For more
information regarding the voting and support agreements, see The Merger Agreement Voting and Support Agreements
on page 103.

Heritage Adjournment Proposal

The Heritage special meeting may be adjourned to another time or place, if necessary or appropriate, to permit, among
other things, further solicitation of proxies if necessary to obtain additional votes in favor of the Heritage merger
proposal.

If, at the Heritage special meeting, the number of shares of Heritage common stock present or represented and voting
in favor of the Heritage merger proposal is insufficient to approve the Heritage merger proposal, Heritage intends to
move to adjourn the Heritage special meeting in order to enable the Heritage board of directors to solicit additional
proxies for approval of the Heritage merger proposal.

In this proposal, Heritage is asking its shareholders to authorize the holder of any proxy solicited by the Heritage
board of directors on a discretionary basis to vote in favor of adjourning the Heritage special meeting to another time
and place for the purpose of soliciting additional proxies, including the solicitation of proxies from Heritage

shareholders who have previously voted.

The affirmative vote of the holders of a majority of the votes cast on the Heritage adjournment proposal is required to
approve the Heritage adjournment proposal.

The Heritage board of directors unanimously recommends that Heritage shareholders vote FOR the Heritage
adjournment proposal.
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This section contains information for Washington Banking shareholders about the special meeting that Washington
Banking has called to allow its shareholders to consider and vote on the merger agreement and other related matters.
Washington Banking commenced the mailing of this joint proxy statement/prospectus to holders of Washington
Banking common stock on or about March 14, 2014. This joint proxy statement/prospectus is accompanied by a
notice of the special meeting of Washington Banking shareholders and a form of proxy card that Washington

Banking s board of directors is soliciting for use at the Washington Banking special meeting and at any adjournments
or postponements of the Washington Banking special meeting.

Date, Time and Place of Meeting

The Washington Banking special meeting will be held on April 15, 2014 at 10:00 a.m., local time, at the Best Western
Harbor Plaza, 33175 State Route 20, Oak Harbor, Washington.

Matters to Be Considered

At the Washington Banking special meeting, holders of Washington Banking common stock will be asked to consider
and vote on the following matters:

a proposal to approve the merger agreement (which is referred to as the Washington Banking merger
proposal );

a proposal to adjourn the Washington Banking special meeting, if necessary or appropriate, to solicit
additional proxies in favor of the Washington Banking merger proposal (which is referred to as the
Washington Banking adjournment proposal ); and

a proposal to approve, on an advisory (non-binding) basis, the compensation that certain executive officers
of Washington Banking may receive that is based on or otherwise relates to the merger (which is referred to
as the Washington Banking compensation proposal ).

Recommendation of Washington Banking s Board of Directors

After careful consideration, Washington Banking s board of directors has determined that the merger agreement and

the transactions contemplated thereby, including the merger, are advisable and in the best interests of Washington
Banking and its shareholders, has unanimously approved the merger agreement and unanimously recommends that
Washington Banking shareholders vote  FOR the Washington Banking merger proposal, FOR the Washington
Banking adjournment proposal and FOR the Washington Banking compensation proposal. See The

Merger Washington Banking s Reasons for the Merger; Recommendation of Washington Banking s Board of Directors
on page 55 for a more detailed discussion of Washington Banking s board of directors recommendation.

Record Date and Quorum

The Washington Banking board of directors has fixed the close of business on February 28, 2014 as the record date
for determining the holders of shares of Washington Banking common stock entitled to receive notice of and to vote at
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the Washington Banking special meeting. Only holders of record of shares of Washington Banking common stock as
of the close of business on that date will be entitled to vote at the Washington Banking special meeting and at any
adjournment or postponement of that meeting. At the close of business on the record date, there were 15,587,041
shares of Washington Banking common stock outstanding, held by 428 holders of record.

Each holder of shares of Washington Banking common stock outstanding as of the close of business on the record
date will be entitled to one vote for each share held of record upon each matter properly submitted at the
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Washington Banking special meeting and at any adjournment or postponement of that meeting. The presence at the
Washington Banking special meeting, in person or by proxy, of holders of a majority of the outstanding shares of
Washington Banking common stock entitled to vote at the special meeting will constitute a quorum for the transaction
of business. All shares of Washington Banking common stock present in person or represented by proxy, including
abstentions and broker non-votes, will be treated as present for purposes of determining the presence or absence of a
quorum for all matters voted on at the Washington Banking special meeting.

Vote Required; Treatment of Abstentions and Failure to Vote

To approve the Washington Banking merger proposal, the affirmative vote of two-thirds of the shares of Washington

Banking common stock outstanding and entitled to vote thereon must be voted in favor of such proposal. The

Washington Banking adjournment proposal and the Washington Banking compensation proposal will each be

approved if a majority of the votes cast at the Washington Banking special meeting are voted in favor of such

proposal. If you mark ABSTAIN on your proxy or fail to submit a proxy or vote in person at the Washington Banking

special meeting with respect to the Washington Banking merger proposal, it will have the same effect as a vote
AGAINST the proposal. If you mark ABSTAIN on your proxy or fail to submit a proxy or vote in person at the

Washington Banking special meeting with respect to the Washington Banking adjournment proposal or the

Washington Banking compensation plan proposal, it will have no effect on the proposal.

Shares Held by Directors and Executive Officers; Voting and Support Agreements

As of the record date for the Washington Banking special meeting, Washington Banking directors and executive
officers and their affiliates owned and were entitled to vote, and have agreed to vote in favor of the merger proposal
pursuant to the voting and support agreements described below, 305,846 shares of Washington Banking common
stock, representing approximately 2% of the outstanding shares of Washington Banking common stock, and Heritage
directors and executive officers and their affiliates owned and were entitled to vote approximately 5,000 shares of
Washington Banking common stock, representing less than one percent of the outstanding shares of Washington
Banking common stock. Heritage owns no shares of Washington Banking common stock.

Concurrent with the execution of the merger agreement, each of the directors and executive officers of Washington
Banking entered into a voting and support agreement with Heritage under which he or she generally has agreed (1) to
vote or cause to be voted in favor of the Washington Banking merger proposal and any other matter required to be
approved by the shareholders of Washington Banking to facilitate the transactions contemplated by the merger
agreement, all shares of Washington Banking common stock over which he or she or a member of his or her
immediate family has, directly or indirectly, sole or shared voting power as of the record date for the Washington
Banking special meeting and (2) subject to limited exceptions, not to sell or otherwise dispose of shares of
Washington Banking common stock he or she beneficially owned as of the date of such voting and support agreement
until after the approval of the Washington Banking merger proposal by the shareholders of Washington Banking. For
additional information regarding the voting and support agreements, see The Merger Agreement Voting and Support
Agreements on page 103.

Voting of Proxies; Incomplete Proxies

Each copy of this joint proxy statement/prospectus mailed to holders of Washington Banking common stock is
accompanied by a form of proxy card with instructions for voting. If you hold shares of Washington Banking common
stock in your name as a shareholder of record, you should complete and return the proxy card accompanying this joint
proxy statement/prospectus, regardless of whether you plan to attend the special meeting. You may also vote your
shares through the Internet or by telephone. Information and applicable deadlines for voting through the Internet or by
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If you hold shares of Washington Banking common stock in street name through a bank, broker or other nominee, you
must direct your bank, broker or other nominee how to vote in accordance with the instructions you have received
from your bank, broker or other nominee. See  Shares Held in Street Name; Broker Non-Votes on this page 42.

All shares represented by valid proxies that Washington Banking receives through this solicitation, and that are not
revoked, will be voted at the Washington Banking special meeting in accordance with your instructions on the proxy

card. If you make no specification on your proxy card as to how you want your shares voted before signing and

returning it, your proxy will be voted FOR the Washington Banking merger proposal, FOR the Washington Banking
adjournment proposal and FOR the Washington Banking compensation proposal. No matters other than the matters
described in this joint proxy statement/ prospectus are anticipated to be presented for action at the Washington

Banking special meeting or at any adjournment or postponement of the Washington Banking special meeting.

However, if other business properly comes before the Washington Banking special meeting, the proxy agents will, in

their discretion, vote upon such matters in their best judgment.

Shares Held in Street Name; Broker Non-Votes

If you are a Washington Banking shareholder and your shares are held in street name through a bank, broker or other
nominee, you must provide the record holder of your shares with instructions on how to vote the shares. Please follow
the voting instructions provided by the bank, broker or other nominee. You may not vote shares held in street name by
returning a proxy card directly to Washington Banking or by voting in person at the Washington Banking special
meeting unless you provide a legal proxy, which you must obtain from your bank, broker or other nominee. Further,
because each of the proposals to be considered at the Washington Banking special meeting is a non-routine matter,
under stock exchange rules, banks, brokers or other nominees who hold shares of Washington Banking common stock
on behalf of their customers may not give a proxy to Washington Banking to vote those shares with respect to any of
these proposals without specific voting instructions from their customers. Therefore, if you are a holder of
Washington Banking common stock and you do not instruct your bank, broker or other nominee on how to vote your
shares:

your bank, broker or other nominee may not vote your shares on the Washington Banking merger proposal,
which will have the same effect as a vote  AGAINST this proposal; and

your bank, broker or other nominee may not vote your shares on the Washington Banking adjournment
proposal or the Washington Banking compensation proposal, which will have no effect on the vote counts
for these proposals.
Broker non-votes are shares held by a broker, bank or other nominee that are represented at the Washington Banking
special meeting, but with respect to which the broker or nominee is not instructed by the beneficial owner of such
shares to vote on the particular proposal and the broker does not have discretionary voting power on such proposal.

Revocability of Proxies and Changes to a Washington Banking Shareholder s Vote

If you hold shares of Washington Banking common stock in your name as a shareholder of record, you may revoke
any proxy at any time before it is voted at the Washington Banking special meeting by (1) signing and returning a
proxy card with a later date, (2) delivering a written revocation to Washington Banking s Corporate Secretary,

(3) attending the Washington Banking special meeting in person, notifying the Corporate Secretary and voting by
ballot at the Washington Banking special meeting or (4) voting by telephone or the Internet at a later time.
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Any shareholder entitled to vote in person at the Washington Banking special meeting may vote in person regardless
of whether a proxy has been previously given, but the mere presence (without notifying Washington Banking s
Corporate Secretary of revocation) of a shareholder at the Washington Banking special meeting will not constitute
revocation of a previously given proxy.
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Written notices of revocation and other communications about revoking your proxy card should be addressed to:
Washington Banking Company, Attn: Corporate Secretary, 450 SW Bayshore Drive, Oak Harbor, Washington 98277.

If your shares are held in street name by a bank, broker or other nominee, you must follow the instructions of your
bank, broker or other nominee regarding changes in voting instructions.

Solicitation of Proxies

Washington Banking will bear the entire cost of soliciting proxies from Washington Banking shareholders. In addition
to solicitation of proxies by mail, Washington Banking will request that banks, brokers and other record holders send
proxies and proxy material to the beneficial owners of Washington Banking common stock and secure their voting
instructions. Washington Banking will reimburse the record holders for their reasonable expenses in taking those
actions. If necessary, Washington Banking may use its directors and several of its regular employees, who will not be
specially compensated, to solicit proxies from the Washington Banking shareholders, either personally or by
telephone, facsimile, letter or electronic means. Washington Banking has also made arrangements with Advantage
Proxy to assist it in soliciting proxies and has agreed to pay Advantage Proxy approximately $7,500 plus reasonable
expenses for these services.

Attending the Washington Banking Special Meeting

All holders of Washington Banking common stock, including shareholders of record and shareholders who hold their
shares through banks, brokers, nominees or any other holder of record, are invited to attend the Washington Banking
special meeting. If you hold your Washington Banking shares in an account at a brokerage firm or bank, your name
will not appear on Washington Banking s shareholder list. Please bring an account statement or a letter from your
broker showing your holdings of Washington Banking common stock. You may be asked to provide this
documentation and picture identification at the meeting registration desk to attend the Washington Banking special
meeting.

WASHINGTON BANKING PROPOSALS
Washington Banking Merger Proposal

As discussed elsewhere in this joint proxy statement/prospectus, Washington Banking is asking its shareholders to
approve the Washington Banking merger proposal. Holders of Washington Banking common stock should read
carefully this joint proxy statement/prospectus in its entirety, including the appendices, for more detailed information
concerning the merger agreement and the merger. In particular, holders of Washington Banking common stock are
directed to the merger agreement, a copy of which is attached as Appendix A to this joint proxy statement/prospectus.

The affirmative vote of the holders of two-thirds of the outstanding shares of Washington Banking common stock
entitled to vote is required to approve the Washington Banking merger proposal.

The Washington Banking board of directors unanimously recommends that Washington Banking shareholders
vote FOR the Washington Banking merger proposal.

Each of the directors and executive officers of Washington Banking has entered into a voting and support agreement
with Heritage, pursuant to which each has agreed to vote  FOR the Washington Banking merger proposal. For more
information regarding the voting and support agreements, see The Merger Agreement Voting and Support Agreements
on page 103.
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Washington Banking Adjournment Proposal

The Washington Banking special meeting may be adjourned to another time or place, if necessary or appropriate, to
permit, among other things, further solicitation of proxies if necessary to obtain additional votes in favor of the
Washington Banking merger proposal.

If, at the Washington Banking special meeting, the number of shares of Washington Banking common stock present
or represented and voting in favor of the Washington Banking merger proposal is insufficient to approve the
Washington Banking merger proposal, Washington Banking intends to move to adjourn the Washington Banking
special meeting in order to enable the Washington Banking board of directors to solicit additional proxies for approval
of the Washington Banking merger proposal.

In this proposal, Washington Banking is asking its shareholders to authorize the holder of any proxy solicited by the
Washington Banking board of directors on a discretionary basis to vote in favor of adjourning the Washington
Banking special meeting to another time and place for the purpose of soliciting additional proxies, including the
solicitation of proxies from Washington Banking shareholders who have previously voted.

The affirmative vote of the holders of a majority of the votes cast on the Washington Banking adjournment proposal is
required to approve the Washington Banking adjournment proposal.

The Washington Banking board of directors unanimously recommends that Washington Banking shareholders
vote FOR the Washington Banking adjournment proposal.

Washington Banking Compensation Proposal

In accordance with Section 14A of the Securities Exchange Act of 1934, as amended, (the Exchange Act ) Washington
Banking is providing its shareholders with the opportunity to cast an advisory (non-binding) vote on certain

compensation that may become payable to its named executive officers that is based on or otherwise relates to the

merger, the value of which is set forth in the table included in the section of this joint proxy statement/prospectus

entitled The Merger Merger-Related Compensation for Washington Banking s Named Executive Officers on page 84.
As required by Section 14 A of the Exchange Act, and the applicable SEC rules issued thereunder, Washington

Banking is asking its shareholders to vote on the adoption of the following resolution:

RESOLVED, that the compensation that may be paid or become payable to Washington Banking s named executive
officers that is based on or otherwise relates to the merger, as disclosed in the table and associated narrative discussion
in the section of the joint proxy statement/prospectus statement entitled The Merger Merger-Related Compensation for
Washington Banking s Named Executive Officers on page 84, is hereby APPROVED.

The affirmative vote of the holders of a majority of the votes cast on the Washington Banking compensation proposal
is required to approve the Washington Banking compensation proposal. The vote on named executive officer
merger-related compensation is a vote separate and apart from the vote on the Washington Banking merger proposal.
Accordingly, a Washington Banking shareholder may vote to approve the Washington Banking merger proposal and
vote not to approve the Washington Banking compensation proposal and vice versa.

Because the vote on named executive officer merger-related compensation is advisory in nature only, it will not be
binding on either Washington Banking or Heritage. Accordingly, because Washington Banking is contractually
obligated to pay the compensation described in the section of this joint proxy statement/prospectus entitled The
Merger Merger-Related Compensation for Washington Banking s Named Executive Officers on page 84, such
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merger is completed, regardless of the outcome of the advisory vote.

The Washington Banking board of directors unanimously recommends that Washington Banking shareholders
vote FOR the Washington Banking compensation proposal.
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THE MERGER

The following discussion contains certain material information about the merger. We urge you to read carefully this
entire joint proxy statement/prospectus, including the merger agreement attached as Appendix A to this joint proxy
statement/prospectus, for a more complete understanding of the merger.

Terms of the Merger

Each of Heritage s and Washington Banking s respective boards of directors has approved the merger agreement. The
merger agreement provides for the merger of Washington Banking with and into Heritage, with Heritage continuing as
the surviving corporation. Immediately following the completion of the merger, Washington Banking s wholly owned
bank subsidiary, Whidbey Island Bank, will merge with and into Heritage Bank, with Heritage Bank continuing as the
resulting institution in the bank merger.

In the merger, each share of Washington Banking common stock, no par value per share, issued and outstanding
immediately prior to the completion of the merger, except for specified shares of Washington Banking common stock
held by Washington Banking or Heritage and dissenting shares, will be converted into the right to receive 0.89000
shares of Heritage common stock, no par value per share, and $2.75 in cash per share. No fractional shares of Heritage
common stock will be issued in connection with the merger, and holders of Washington Banking common stock will
be entitled to receive cash in lieu thereof.

Washington Banking shareholders and Heritage shareholders are being asked to approve the merger agreement. See

The Merger Agreement on page 89 for additional and more detailed information regarding the legal documents that
govern the merger, including information about the conditions to the completion of the merger and the provisions for
terminating or amending the merger agreement.

Background of the Merger

As part of their ongoing consideration and evaluation of their respective long-term prospects and strategies, each of
Washington Banking s and Heritage s board of directors and senior management have regularly reviewed and assessed
their respective business strategies and objectives, including strategic opportunities and challenges, and have

considered various strategic options potentially available to them, all with the goal of enhancing value for their
respective shareholders. The strategic discussions have focused on, among other things, the business and regulatory
environment facing financial institutions generally and Washington Banking and Heritage, respectively, in particular,

as well as conditions and ongoing consolidation in the financial services industry.

Heritage continually seeks potential merger and acquisition candidates to enhance the value of its franchise. Heritage s
most recent acquisitions consisted of two FDIC-assisted transactions during 2010 involving failed banking institutions
in its primary market area; the acquisition of Northwest Commercial Bank, a Washington chartered commercial bank
headquartered in Lakewood, Washington on January 9, 2013; and the acquisition of Valley Community Bancshares,
Inc. and its subsidiary financial institution, Valley Bank on July 15, 2013. Following these acquisitions, Heritage was
particularly interested in a transformative strategic transaction of significant size that would both enhance Heritage s
competitive position in the commercial banking business and further diversify its loan portfolio and revenue stream.
Washington Banking was well-known to Heritage, and the strength of its business lines, similar customer base and
market area appeared to make it a good strategic fit with Heritage.

Over the past four years, Washington Banking, consistent with the strategic plan adopted by its board of directors, has
actively sought potential merger and acquisition and other growth opportunities to enhance shareholder value.
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Washington Banking s recent acquisitions consisted of two FDIC-assisted transactions in 2010 involving failed
banking institutions. The FDIC-assisted acquisition of City Bank expanded Washington Banking s footprint into King
County, Washington. From July 2012 to August 2013, Washington Banking continued to review and pursue
acquisition opportunities, including conducting due diligence on three acquisition targets in Washington state and two
branch purchase opportunities in Washington Banking s markets. During the
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summer of 2013 Washington Banking negotiated a potential non-binding letter of intent for the acquisition of a
financial institution headquartered in Washington state and approximately half the size of Whidbey Island Bank,
which we refer to as Project X. On September 6, 2013, the board of directors determined to discontinue discussions
with respect to Project X to focus on the opportunity with Heritage, which the board of directors believed offered the
opportunity to more significantly grow the franchise and was a more attractive opportunity than Project X due to the
larger size, more complementary geographic fit and overall profile of the combined institution. In connection with
Washington Banking s strategic planning, the board of directors and management stressed the importance of enhancing
shareholder value through mergers or acquisitions in order to remain competitive in the challenging economic,
regulatory and interest rate climate, and to address potentially increased operating costs and declining revenues with
the projected runoff of covered loans from FDIC-assisted transactions. The board of directors focused on identifying
strong complementary franchises that shared Washington Banking s values and approach to community banking.

Over the years, Brian L. Vance, President and Chief Executive Officer of Heritage, and John L. Wagner, President and
Chief Executive Officer of Washington Banking, have engaged in informal discussions regarding general industry and
business matters. Mr. Vance and Mr. Wagner, separately, discussed with various investment bankers a potential
strategic business combination between the two companies; however, subsequent discussions between the individuals
had not occurred.

In early August 2013, Mr. Vance telephoned Mr. Wagner to suggest that they have an informal meeting to discuss
various merger opportunities, and they agreed to meet in Seattle on August 27, 2013. At the meeting, Mr. Vance and
Mr. Wagner initiated an informal dialogue about a possible strategic combination of Heritage and Washington
Banking.

Between August 13, 2013 and August 22, 2013, representatives of Heritage met with its financial advisor, Davidson,
to discuss potential structures, terms and pricing of a proposed transaction between Heritage and Washington
Banking.

Between August 13, 2013 and August 23, 2013, Washington Banking s management, along with Sandler, participated
in discussions regarding the potential Project X acquisition, the strategic opportunities and merger and acquisition
possibilities for Washington Banking that had been considered over the previous year, the general state of potential
merger and acquisition opportunities and strategic partners in the Pacific Northwest. Mr. Wagner informed board
members of the pending meeting with Mr. Vance and was asked to report back to the board.

At the August 27, 2013 meeting, Messrs. Vance and Wagner initially engaged in a broad-ranging conversation,
including discussion of general business and financial services industry matters and an exchange of their respective
business philosophies. Mr. Vance and Mr. Wagner also discussed the topic of a possible strategic business
combination of Heritage and Washington Banking. Mr. Vance inquired as to whether Washington Banking would be
interested in engaging in a discussion about a possible transaction. Mr. Wagner confirmed that under the right terms
he believed Washington Banking would be interested in further discussions with Heritage about a possible strategic
business combination. Messrs. Vance and Wagner acknowledged that this strategic business combination would
require careful consideration of structural issues including organizational structure, shared leadership by both
management teams, as well as financial metrics, including stock and cash mix, accretion/dilution to existing Heritage
shareholders and pro forma ownership of the combined company, capital and capital ratios of the resulting institution,
and returns in order to be acceptable to both Washington Banking and Heritage. Following the meeting, Mr. Wagner
informed Washington Banking board members and senior management of his initial discussions with Mr. Vance.

On August 28, 2013, Mr. Wagner contacted Washington Banking s legal counsel, Lane Powell PC (which we refer to
as Lane Powell ), to discuss the proposed transaction. Lane Powell reviewed with Mr. Wagner the various items that
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and pricing considerations, as well as social issues such as the combined company s corporate headquarters and
subsidiary bank name.

On August 29, 2013, at Washington Banking s regularly scheduled board meeting, Mr. Wagner gave a report of his
meeting with Mr. Vance and Heritage s desire to have further discussions regarding a potential strategic business
combination with Washington Banking. Sandler participated in the meeting. After discussion and at the conclusion of
the meeting, Washington Banking s board authorized management to have further discussions with Heritage about a
possible strategic business combination.

On August 30, 2013, Heritage s management, Heritage s legal counsel, Breyer & Associates PC and Silver, Freedman,
Taff & Tiernan, L.L.P. (together, referred to as Heritage s legal counsel ), and Davidson participated in initial
discussions of the proposed strategic business combination of Heritage and Washington Banking by telephone. That
same day, Davidson provided a nondisclosure agreement that had been signed by Heritage to Washington Banking.

On September 3, 2013, Heritage s legal counsel, Lane Powell, Davidson and Sandler participated in a telephone call to
discuss the structure of the proposed strategic business combination in preparation for the special board meeting
scheduled for that day.

On September 3, 2013, Heritage s management and its board of directors, along with Davidson and Heritage s legal
counsel participated in a special board meeting to discuss the proposed transaction. Management and Heritage s legal
counsel responded to questions from the board regarding the proposed transaction. In addition, Heritage s legal counsel
reviewed with the board of directors the various items that would need to be addressed in connection with the
proposed transaction including structure and pricing. Davidson presented detailed financial analysis concerning
Washington Banking and information concerning the combined company. In connection with the financial analysis
provided by Davidson, there was a discussion among management and the board regarding a potential strategic
partnership with Washington Banking with Mr. Vance suggesting a proposal to Washington Banking of $15.75 per
share with 80% of the total consideration comprised of Heritage stock and 20% in cash. Heritage wanted to use the
cash consideration to leverage the resulting company s capital ratios, improve return on equity, improve earnings per
share and minimize dilution to Heritage shareholders.

On September 4, 2013, Messrs. Wagner and Vance met in Seattle along with Sandler and Davidson to discuss the
proposed strategic business combination. This was the initial discussion between Heritage and Washington Banking
and their respective financial advisors regarding the structure and pricing of the proposed transaction. At that meeting,
Mr. Vance distributed a list of discussion items regarding the structure of the strategic business transaction and the
potential combined company, including deal structure, pricing, governance and operational issues including
participation in the combined company by board members of Heritage and Washington Banking and management
team roles for individuals from both institutions, and the logistical issues of the combined company s name and the
location of its headquarters. In addition to these discussion items, the parties present also discussed the size of the
proposed board of the combined company as compared to select publicly traded peers. Following the meeting,
Davidson distributed a summary of the framework of the strategic business combination, including the specific items
discussed at the meeting as outlined above. These items included the establishment of a combined board of 12 to 15
members with a majority of the board consisting of Heritage directors and up to five Washington Banking directors;
the appointment of the board chair from Washington Banking for a term of up to two years; and the chief executive
officer and chief operating officer from Heritage continuing in their respective roles in the combined company. In
connection with these discussions, Mr. Vance proposed to Mr. Wagner a price of $15.80 per share with 80% of the
total consideration comprised of Heritage stock and 20% in cash. Following these discussions, Mr. Wagner executed
the nondisclosure agreement so the two banks could begin to share more detailed and confidential information. After
the meeting Mr. Vance provided Mr. Wagner with a summary of the discussion items that reflected the matters
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On September 6, 2013, Heritage s board of directors held a special meeting to discuss the status of the proposed
strategic business combination with Washington Banking, and management updated the board of additional
developments regarding preliminary discussions with Washington Banking at the September 4, 2013
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meeting. In particular, Mr. Vance apprised the Heritage board of the results of the discussions with Washington
Banking on September 4, 2013 regarding the composition of the board of directors of the resulting company, the
appointment of the board chair from Washington Banking and the appointment of the chief executive officer and chief
operating officer from Heritage. There was a general consensus among the board regarding the number of directors of
the resulting company and the appointment of the board chair, chief executive officer and chief operating officer.
Discussion followed regarding the materials provided by Davidson and the board determined and provided
management with a price of $15.80 to $16.00 to use as a guideline for negotiation with Washington Banking for the
proposed transaction.

On September 6, 2013, Washington Banking s board of directors held a special meeting to discuss the status of the
proposed strategic business combination and management informed the board of additional development regarding
preliminary discussions with Heritage from September 4, 2013. Washington Banking s management and Sandler
responded to questions about the discussions and possible next steps. Based on the information from the September 4,
2013, meeting, Sandler presented detailed financial analysis concerning the strategic business combination.
Washington Banking s board of directors determined that in order to proceed with discussions with Heritage, the
proposed merger consideration to Washington Banking s shareholders would need to be increased to approximately
$16.80 per share, and an increase in the amount of stock consideration to approximately 90% of the overall
consideration, and additional governance and operational changes, including the proposed board and management
composition, would need to be made to the proposed merger terms in order to reflect Washington Banking s
contribution to the combined company. Washington Banking wanted the stock component increased from 80% to
90% so that Washington Banking shareholders would retain a meaningful ownership interest in the resulting
company. The Washington Banking board indicated that they would prefer to have a balance of Heritage and
Washington Banking senior leaders in the resulting organizational structure and a board of directors that represented
the pro forma ownership of the combined company with just over 50% of the directors from the current Heritage
board, and confirmation that the board chair would be from Washington Banking for two years. Washington Banking s
board of directors instructed Mr. Wagner to provide this feedback to Mr. Vance. Following the special board meeting,
Mr. Wagner contacted Mr. Vance to share the board s feedback.

On September 9, 2013, Mr. Vance communicated to Mr. Wagner an updated approach to the proposed strategic
business combination, including a revised approach to certain social and operational issues and reflecting greater
involvement from Washington Banking in the potential combined company. In particular, these discussions centered
around board composition, the board chair, the appointment of the chief executive officer and chief operating officer,
and other key management positions including the chief lending officer and chief administrative officer. In particular,
Mr. Vance proposed to Mr. Wagner a combined board of 15 members with eight members from Heritage and seven
members from Washington Banking, the appointment of the board chair from Washington Banking and the
appointment of the chief executive officer and chief operating officer from Heritage. Mr. Vance told Mr. Wagner that
Heritage would consider revising the merger consideration of $15.80 per share with 80% of the total consideration
comprised of Heritage stock and 20% in cash, but that Heritage needed more definitive direction from Washington
Banking. Mr. Vance also indicated to Mr. Wagner that in order for Heritage to move forward with due diligence and
drafting a merger agreement, Heritage and Washington Banking would need to enter into a period of mutual
exclusivity for purposes of their negotiations. The parties entered into an exclusivity arrangement to induce each other
to spend the time, effort and cost to complete due diligence which is costly and time consuming and to protect the
integrity of good faith negotiations.

On September 12, 2013, at a special meeting of the Heritage board, the Heritage board received an update on the
proposed strategic business combination. Discussion continued on the price and consideration mix to be offered to
Washington Banking in the proposed transaction. The board determined that negotiations should continue regarding
the proposed transaction and authorized Mr. Vance to have the ability to negotiate a price of up to $16.50 per share
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On September 13, 2013, at a special meeting of the Washington Banking board, directors discussed the proposed
merger consideration and social issues, including the board composition and executive management team of the

combined company. During that discussion, the Washington Banking board noted the importance of ensuring an
appropriate balance of directors and executives of Washington Banking in the oversight, strategic
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direction and management of the combined company whose familiarity with Washington Banking s business,
customers and employees would help minimize integration risk, which in turn would maximize the opportunity for
Washington Banking s shareholders to participate in the synergies of the strategic business combination as continuing
shareholders of the potential combined company. The Washington Banking board also discussed the opportunities and
risks associated with a strategic business combination with Heritage. Sandler and Lane Powell participated in the
meeting. Sandler presented certain financial analysis and data regarding Washington Banking and Heritage. Lane
Powell reviewed with the Washington Banking board the fiduciary duties of Washington Banking directors applicable
to their consideration of the proposed strategic business combination. Washington Banking s board directed

Mr. Wagner and Sandler to inform Mr. Vance and Davidson that Washington Banking would proceed with due
diligence and a reasonable period of exclusivity, authorized by the board not to exceed six weeks in order to complete
due diligence and prepare a merger agreement, provided that the cash consideration to be received by Washington
Banking shareholders was increased. After reviewing the materials presented by Sandler, the Washington Banking
board proposed a 0.89000 exchange ratio and directed Mr. Wagner and Sandler to negotiate for additional cash
consideration in the range of $2.75 to $3.00 per share, reflecting total merger consideration of approximately $16.80
per share. The parties had been discussing a transaction with a stock consideration mix of up to 90% of the total
consideration. The 0.89000 exchange ratio was within this amount based on the current price of Heritage s common
stock.

On September 14, 2013, Heritage verbally presented to Washington Banking a revised proposal agreeing with an
exchange ratio of 0.89000 per share and proposing cash consideration of $2.50 per share and recommended an
exclusivity period until the end of October 2013.

On September 14 and 15, 2013, Davidson and Sandler had a series of discussions regarding the terms of the proposed
strategic business combination, primarily the exchange ratio and cash consideration per share.

On September 15, 2013, after further discussion between Heritage and Washington Banking and their respective
financial advisors, Heritage and Washington Banking agreed to proceed with negotiations of a definitive merger
agreement with cash consideration of $2.75 per share and an exchange ratio of 0.89000, subject to completion of
satisfactory due diligence, a period of mutual exclusivity and approval from their respective boards. By agreeing to a
fixed exchange ratio of 0.89000, the number of shares to be issued became fixed, thereby limiting the dilutive impact
of the issuance of shares. The cash component of $2.75 was also fixed. After the exchange ratio and cash per share
was agreed upon, the composition of stock and cash as a percentage of the total deal consideration would fluctuate
based on the market price of Heritage s shares.

On September 16, 2013, Heritage s board of directors held a special meeting to discuss the status of the negotiations.
Discussion followed regarding the proposed cash consideration of $2.75 per share and an exchange ratio of 0.89000.
In connection with the discussion it was noted that including cash consideration of $2.75 would result in consideration
of $16.50 per share based on Heritage s most recent 10 day average trading price. Following discussion, the board
approved the merger consideration and also approved an engagement letter with Davidson, which was then executed.
On that same day, Heritage provided a draft of the exclusivity agreement to Washington Banking, proposing an
exclusivity period ending October 31, 2013.

On September 16, 2013, Mr. Wagner informed the Washington Banking directors and senior management of the
Heritage board s approval to proceed with the preparation of a definitive agreement and the due diligence process.

On September 17, 2013, Heritage provided Washington Banking access to Heritage due diligence information. On
that same day, Washington Banking entered into an engagement letter with Sandler.
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On September 18, 2013, Lane Powell proposed revisions to the exclusivity agreement and Lane Powell, with input
from Sandler and Washington Banking management, and Heritage s legal counsel, with input from Davidson and
Heritage management, finalized a form of exclusivity agreement with an exclusivity period ending October 24, 2013.

On September 19, 2013, Mr. Vance and Jeff Deuel, Executive Vice President of Heritage, had a meeting with the
Washington Banking management team in Burlington, Washington. Introductions of the parties in
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attendance were made and a discussion of the general operating processes of Heritage and Washington Banking
followed. On that same day, Mr. Vance and Mr. Wagner exchanged signature pages to the exclusivity agreement
which was dated September 18, 2013.

From September 21, 2013 through September 30, 2013, Heritage s legal counsel prepared the merger agreement and
the related transaction documents, with the assistance of Heritage s management and Davidson.

On September 23, 2013, the Heritage management team met in Seattle, Washington with the Washington Banking
management team, Davidson and Sandler also attended the meeting. Introductions of the parties in attendance were
made and a discussion followed regarding the general operating processes of the potential combined company as well
as discussion on a due diligence process.

On September 24, 2013 Washington Banking provided Heritage with access to Washington Banking due diligence
information.

From September 25, 2013 through September 27, 2013 Heritage and an outside third party conducted credit due
diligence of Washington Banking.

On September 26, 2013, at Washington Banking s regularly scheduled board meeting, Mr. Wagner, Sandler and Lane
Powell provided updates on the status of the proposed strategic business combination. Lane Powell presented an
overview of the timeline for the potential business combination and the key approvals required by the banking
regulators and filings with the SEC.

On September 30, 2013, management of Heritage had a call with management of Washington Banking to discuss
credit trends, and from September 30, 2013 through October 2, 2013, Washington Banking and an outside third party
conducted on site credit due diligence of Heritage.

On October 1, 2013 the Heritage board had a telephone conference call in order to provide a general update on
transaction status.

On October 1, 2013, Heritage s legal counsel provided the initial draft of the merger agreement and related transaction
documents to Washington Banking, Lane Powell and Sandler.

On October 2, 2013, the management teams from Heritage and Washington Banking, along with Davidson and
Sandler, met in Seattle to discuss process, procedures, human resources, facilities, locations of respective operations,
and organizational structures. as to the potential integration of the combined company. Lane Powell participated in
due diligence discussions and reviewed documents. Mr. Vance and Mr. Deuel met individually with members of
Washington Banking s senior management team. Later that day, the Washington Banking board traveled to Seattle to
be introduced to Mr. Vance. The purpose of the meeting was to make general introductions and terms of the proposed
transaction were not discussed.

On October 8, 2013, Heritage received comments on the merger agreement and related transaction documents from
Lane Powell.

On October 11, 2013, Heritage s board of directors held a special meeting to discuss the comments on the merger

agreement and related transaction documents received from Lane Powell with Heritage s legal counsel. Following that
discussion, Heritage s legal counsel provided Lane Powell with a revised draft of the merger agreement.
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On October 14, 2013, Messrs. Vance and Wagner met to discuss Mr. Wagner s role in the potential combined
company. Mr. Vance urged Mr. Wagner to continue his involvement with the combined company in order to ensure
an orderly and successful transition. Mr. Vance further proposed that Mr. Wagner once again consider the role of
Chairman of the Board of Directors which Mr. Wagner declined.

On October 15, 2013, the Washington Banking board of directors held a special meeting in order to receive an update
on the status of the negotiation of the merger agreement and potential strategic business combination with Heritage.
Sandler reviewed with the board the key business terms of the transaction as then currently proposed. The discussion
included a review of possible strategic alternatives. Sandler and Lane Powell reviewed with the board additional
information regarding the proposed transaction and certain of the key terms and open
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issues in the current draft of the merger agreement. Further, management reported on the status of Washington
Banking s due diligence of Heritage. In addition, Lane Powell reviewed with the board the legal standards and duties
applicable to the board s process, decisions and actions with respect to the proposed transaction. Following questions
from and discussions among those in attendance, Washington Banking s board authorized management to continue
their negotiations with Heritage regarding the possible transaction.

On October 16, 2013, Messrs. Vance and Wagner further discussed by telephone personnel issues and responsibilities
in the potential combined company. In addition, there was further discussion regarding Mr. Wagner s continued
involvement with the combined company, and the various alternatives in which this could be accomplished.

On October 17, 2013, Lane Powell provided comments on the merger agreement to Heritage s legal counsel.

On October 18, 2013, Washington Banking s board of directors held a special meeting to review the merger agreement
and related open items. Lane Powell reviewed in detail the merger agreement and open items. Following a discussion,
the board authorized management to continue discussions with Heritage management concerning the resolution of
these open items.

Also on October 18, 2013, Heritage provided Washington Banking with a revised draft of the merger agreement and
related documents.

On October 20, 2013, Heritage s board of directors held a special meeting to discuss the open items with respect to the
merger agreement. On that same date, Heritage management discussed with Washington Banking management the
proposed bylaw amendments concerning the composition of the combined company s board of directors, including the
procedures for the appointment of replacement directors, the term of the directors of the combined company, the
appointment of the chairman and vice-chairman of the combined company, and the amendment of the proposed bylaw
amendment.

As a result of continuing discussions and negotiations, the parties agreed to recommend to their respective boards of
directors a transaction in which Washington Banking would merge with and into Heritage in a stock and cash
transaction, with Washington Banking shareholders receiving 0.89000 shares of Heritage common stock and $2.75 in
cash in exchange for each share of Washington Banking common stock. The transaction would provide that

Mr. Vance would serve as President and Chief Executive Officer of the combined company and Chief Executive
Officer of Heritage Bank, Mr. Deuel would serve as Executive Vice President of the combined company and President
and Chief Operating Officer of Heritage Bank, Mr. Hinson would serve as Executive Vice President and Chief
Financial Officer of the combined company and Heritage Bank, Mr. David A. Spurling would serve as Senior Vice
President and Chief Credit Officer of Heritage Bank; Mr. Bryan McDonald would serve as Executive Vice President
and Chief Lending Officer of Heritage Bank, and Mr. Edward Eng would serve as Executive Vice President and Chief
Administrative Officer of Heritage Bank. The boards of directors of the combined company and the combined banks
would each consist of 15 directors, eight of which would be ongoing Heritage directors (including Mr. Vance and

Mr. Brian S. Charneski, the current Vice Chairman of Heritage, who would serve as Vice-Chairman of the Board of
Heritage and Heritage Bank) and seven of which would be former Washington Banking directors, including

Mr. Anthony B. Pickering, the current Washington Banking Chairman of the Board, who would serve as Chairman of
the Board of Heritage and Heritage Bank.

On October 21, 2013, Messrs. Wagner and Vance spoke by telephone with the FDIC Western Regional Director about
the proposed transaction. Heritage legal counsel provided to Lane Powell the Heritage disclosure schedules.

Mr. Wagner telephoned Mr. Vance to inform him that, although he was enthusiastic about the proposed transaction, he
had determined that he did not want to serve on the board of the combined company. During their discussion,

Table of Contents 107



Edgar Filing: HERITAGE FINANCIAL CORP /WA/ - Form 424B3

Mr. Wagner agreed to enter into a consulting agreement with the potential combined company, which would provide
that Mr. Wagner assist in the maintenance and retention of important customer and employee relationships with
Washington Banking and Heritage.
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Also on October 21, 2013, Heritage s legal counsel provided a revised draft of the merger agreement and plan of bank
merger to Lane Powell.

On October 21 and 22, 2013, Mr. McDonald, President and Chief Executive Officer of Whidbey Island Bank, entered
into an employment agreement with Heritage Bank to serve as Executive Vice President and Chief Lending Officer of
Heritage Bank; and Mr. Eng, Chief Administrative Officer of Whidbey Island Bank entered into an employment
agreement with Heritage Bank to serve as Executive Vice President and Chief Administrative Officer of Heritage
Bank. Each agreement was entered into subject to Heritage and Washington Banking entering into the merger
agreement, and each such agreement would be effective only if the merger is completed.

On October 22, 2013, Davidson distributed to all parties drafts of a joint press release announcing the transaction and
investor presentation. Heritage s board of directors convened a special meeting to review the merger agreement, voting
agreements, the proposed bylaw amendment and plan of merger. At the meeting, Davidson presented its financial
analysis, oral fairness opinion and information on the public announcements for the proposed merger. Following these
discussions, and review and discussion among the members of the Heritage board of directors, including consideration
of the factors described under  Heritage s Reasons for the Merger; Recommendation of Heritage s Board of Directors on
page 53, the Heritage board of directors determined that the merger agreement and the transactions contemplated
thereby, including the merger, are advisable and in the best interests of Heritage and its shareholders, and the directors
voted unanimously to approve the merger agreement and the transactions contemplated thereby and recommended

that Heritage s shareholders approve the merger agreement. On that same day, Lane Powell provided Heritage legal
counsel and Heritage with drafts of the Washington Banking disclosure schedules to the merger agreement. Following
the Heritage board meeting, Messrs. Vance and Wagner contacted the Federal Reserve Bank of San Francisco and the
Washington State Department of Financial Institutions, Division of Banks to notify them of the announcement of a
strategic business combination between Washington Banking and Heritage.

On October 23, 2013, Heritage provided its final disclosure schedules to Washington Banking. On that same day, the
Washington Banking board of directors held a special meeting to consider the proposed merger in accordance with the
terms of the draft merger agreement. At the meeting, the board of directors received an update from Washington
Banking s management on the status of negotiations with Heritage and received due diligence reports on aspects of
Heritage s operations and financial condition. Also at this meeting Sandler reviewed with Washington Banking s board
of directors its financial analysis of the proposed merger consideration and delivered to Washington Banking s board
of directors an oral opinion, which was confirmed by delivery of a written opinion dated October 23, 2013, to the
effect that, as of such date and based on and subject to various factors, assumptions and limitations set forth in its
opinion, the proposed merger consideration was fair, from a financial point of view, to the holders of Washington
Banking common stock. A representative of Lane Powell again reviewed with the board the legal standards applicable
to the board s process, decisions and actions on the proposed merger. In addition, representatives of Lane Powell
reviewed the most recent draft of the proposed merger agreement and related agreements. Washington Banking s
senior management and outside legal and financial advisors responded to questions from the directors throughout the
meeting and there were discussions among the directors and management.

Following these discussions, and review and discussion among the members of Washington Banking s board of
directors, including consideration of the factors described under = Washington Banking s Reasons for the Merger;
Recommendation of Washington Banking s Board of Directors on page 55, the Washington Banking board of directors
determined that the merger agreement and the transactions contemplated thereby, including the merger, were

advisable and in the best interests of Washington Banking and its shareholders, and the directors voted unanimously to
approve the merger agreement and the transactions contemplated thereby and recommended that Washington

Banking s shareholders approve the merger agreement.

Table of Contents 109



Edgar Filing: HERITAGE FINANCIAL CORP /WA/ - Form 424B3

Following the completion of the October 23, 2013 Washington Banking board meeting, the parties and their
respective legal and financial advisors completed final negotiations covering the remaining open items in the
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merger agreement. Following these final negotiations, Mr. Wagner executed a consulting agreement with Heritage to
serve as a special advisor to Heritage following the merger. The consulting agreement for Mr. Wagner, and the
employment agreements for Messrs. McDonald and Eng become effective as of the closing of the merger and the bank
merger. The merger agreement and the related agreements were then finalized, executed and delivered, and the
proposed transaction was announced in the afternoon of October 23, 2013, in a press release issued jointly by Heritage
and Washington Banking.

Heritage s Reasons for the Merger; Recommendation of Heritage s Board of Directors

After careful consideration, at a meeting held on October 22, 2013, Heritage s board of directors unanimously

determined that the merger agreement, including the merger and the other transactions contemplated thereby, is in the

best interests of Heritage and its shareholders. Accordingly, Heritage s board of directors unanimously approved the
merger agreement and recommends that Heritage s shareholders vote FOR the Heritage merger proposal and FOR the
Heritage adjournment proposal.

In reaching its decision to approve the merger agreement, the merger and the other transactions contemplated by the
merger agreement and recommend that its shareholders vote  FOR the Heritage merger proposal, the Heritage board of
directors consulted with Heritage management, as well as its independent financial and legal advisors, and considered

a number of factors, including the following material factors:

its knowledge of Heritage s business, operations, financial condition, earnings and prospects and of
Washington Banking s business, operations, financial condition, earnings and prospects, taking into account
the results of Heritage s due diligence review of Washington Banking, including Heritage s assessments of
Washington Banking s credit policies, asset quality, adequacy of loan loss reserves, interest rate risk and
litigation;

its understanding of the current and prospective environment in which Heritage and Washington Banking
operate, including national and local economic conditions, the interest rate environment, increasing
operating costs resulting from regulatory initiatives and compliance mandates, the competitive environment
for financial institutions generally, and the likely effect of these factors on Heritage both with and without
the proposed transaction;

the broader product offering for its customer base and the additional cross-selling opportunities in certain
segments, including consumer lending, auto lending, mortgages and small business administration;

the enhancement of the combined company s competitive position expected to result from the merger,
including the fact that the combined company is expected to have the 11th largest deposit market share in
Washington and third in deposit market share among Washington-based institutions, with corporate
headquarters in the state of Washington, in the combined footprint (based on data as of June 30, 2013
provided by SNL Financial);
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the locations of Washington Banking s branch offices and the potential opportunity to double the branch
footprint of the combined company along the I-5 corridor;

the strength of Washington Banking s management team;

the anticipated pro forma impact of the merger on the combined company, including potential synergies, and
the expected impact on financial metrics such as earnings and tangible equity per share, as well as on
regulatory capital levels;

the expanded possibilities, including organic growth and future acquisitions, expected to be available to the
combined company, given its larger size, asset base and capital position;

the likelihood of a successful integration of Washington Banking s business, operations and workforce with
those of Heritage and of successful operation of the combined company despite the challenges of such
integration, and the belief that customer disruption in the transition phase would not be significant due to the
complementary nature of the markets served by Heritage and Washington Banking;
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the financial and other terms of the merger agreement, including the fixed exchange ratio for the stock
portion of the merger consideration and the fixed per share amount for the cash portion of the merger
consideration, tax treatment and mutual deal protection and termination fee provisions, which the Heritage
board reviewed with its outside financial and legal advisors;

the written opinion of Davidson, Heritage s financial advisor, dated as of October 23, 2013, delivered to the
Heritage board of directors to the effect that, as of that date, and subject to and based on the various
assumptions, considerations, qualifications and limitations set forth in the opinion, the merger consideration
payable to holders of Washington Banking common stock was fair, from a financial point of view, to
Heritage; and

the interests of Washington Banking s directors and executive officers in the merger, in addition to their
interests generally as shareholders, as described under  Interests of Washington Banking s Directors and
Executive Officers in the Merger on page 79.
The Heritage board of directors also considered a number of potential risks and uncertainties associated with the
merger in connection with its deliberation of the proposed transaction, including, without limitation, the following:

the potential risk of diverting management attention and resources from the operation of Heritage s business
towards the completion of the merger;

the restrictions on the conduct of Heritage s business prior to the completion of the merger, which are
customary for public company merger agreements involving financial institutions, but which, subject to
specific exceptions, could delay or prevent Heritage from undertaking business opportunities that may arise
or any other action it would otherwise take with respect to the operations of Heritage absent the pending
merger;

the potential risks associated with achieving anticipated cost synergies and savings and successfully
integrating Washington Banking s business, operations and workforce with those of Heritage;

the fact that, because the stock portion of the merger consideration consists of a fixed exchange ratio of
shares of Heritage common stock, there will be no reduction in the number of shares of Heritage common
stock to be issued in connection with the merger even if the price of Heritage common stock increases prior
to completion of the merger;

the fact that, while Heritage expects that the merger will be consummated, there can be no
assurance that all conditions to the parties obligations to complete the merger agreement will be
satisfied, including the risk that necessary regulatory or shareholder approvals might not be
obtained and, as a result, the merger may not be consummated;
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the risk of potential employee attrition and/or adverse effects on business and customer relationships as a
result of the pending merger;

the outcome of litigation in connection with the merger;

the fact that: (i) the merger agreement includes a force the vote provision that would obligate Heritage to
hold a shareholders meeting to consider the merger agreement even if the Heritage board of directors
withdraws its favorable recommendation of the merger agreement after determining in good faith that it
would be inconsistent with its fiduciary duties to continue to recommend the merger agreement; (ii) Heritage
would be prohibited from affirmatively soliciting acquisition proposals after execution of the merger
agreement; and (iii) Heritage would be obligated to pay to Washington Banking a termination fee of

$7.9 million if the merger agreement is terminated under certain circumstances, all of which may discourage
other parties potentially interested in a strategic transaction with Heritage from pursuing such a transaction;

Washington Banking s ratio of loan loss reserves to non-performing loans was significantly below the
comparable group median results for nationwide and Western United States transactions; and

the other risks described under the heading Risk Factors on page 28.
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The foregoing discussion of the information and factors considered by the Heritage board of directors is not intended
to be exhaustive, but includes the material factors considered by the Heritage board of directors. In reaching its
decision to approve the merger agreement, the merger and the other transactions contemplated by the merger
agreement, the Heritage board of directors did not quantify or assign any relative weights to the factors considered,
and individual directors may have given different weights to different factors. The Heritage board of directors
considered all these factors as a whole, including discussions with, and questioning of, Heritage s management and
Heritage s independent financial and legal advisors, and overall considered the factors to be favorable to, and to
support, its determination.

Heritage s board of directors unanimously approved the merger agreement and recommends that Heritage s
shareholders vote FOR the approval of the Heritage merger proposal and FOR the Heritage adjournment proposal.

This summary of the reasoning of Heritage s board of directors and other information presented in this section is
forward-looking in nature and, therefore, should be read in light of the factors discussed under the heading Cautionary
Statement Regarding Forward-Looking Statements on page 33.

Washington Banking s Reasons for the Merger; Recommendation of Washington Banking s Board of Directors

After careful consideration, at a meeting held on October 23, 2013, Washington Banking s board of directors

unanimously determined that the merger agreement, including the merger and the other transactions contemplated

thereby, is in the best interests of Washington Banking and its shareholders. Accordingly, Washington Banking s board

of directors unanimously approved the merger agreement and recommends that Washington Banking s shareholders

vote FOR the Washington Banking merger proposal, FOR the Washington Banking adjournment proposal and FOR
the Washington Banking compensation proposal.

In reaching its decision to approve the merger agreement, the merger and the other transactions contemplated by the
merger agreement and recommend that its shareholders vote FOR the Washington Banking merger proposal, the
Washington Banking board of directors consulted with Washington Banking management, as well as its independent
financial and legal advisors, and considered a number of factors, including the following material factors:

its knowledge of Washington Banking s business, operations, financial condition, asset quality, earnings,
covered loan portfolio, capital and prospects both as an independent organization, as an acquirer executing
its strategic plan and as a part of a combined company with Heritage, as well as under various other
alternative scenarios;

its understanding of Heritage s business, operations, regulatory and financial condition, asset quality,
earnings, capital and prospects taking into account presentations by senior management of the results of due
diligence review and information from Sandler and Lane Powell;

its belief that the merger will result in a premier, locally-operated commercial banking franchise with a
diversified revenue stream, strong capital ratios, a well-balanced loan portfolio and an attractive funding
base that has the potential to deliver a higher value to Washington Banking s shareholders than the
alternatives to the merger;
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the complementary nature of the cultures and product mix of Washington Banking and Heritage, including
with respect to strategic focus, target markets and client service, which management believes should
facilitate integration and implementation of the transaction;

the expanded possibilities, including organic growth and future acquisitions, that would be available to the
combined company, given its larger size, asset base, capital, market capitalization and trading liquidity and
footprint;
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the anticipated pro forma impact of the merger on the combined company, including potential synergies, and
the expected impact on financial metrics such as earnings and tangible equity per share, as well as on
regulatory capital levels;

the fact that the value of the merger consideration for holders of Washington Banking common stock at
$16.89 per share, represents a premium of approximately 18.5% over the $14.25 closing price of
Washington Banking common stock on NASDAQ on October 23, 2013 (the last trading day prior to the
execution and announcement of the merger agreement), and the board s review of similar transactions and
belief that the transaction is likely to provide substantial future value to Washington Banking s shareholders;

the financial analyses of Sandler and the written opinion of Sandler, Washington Banking s independent
financial advisor, dated as of October 23, 2013, delivered to the Washington Banking board of directors to
the effect that, as of that date, and subject to and based on the various assumptions, considerations,
qualifications and limitations set forth in the opinion, the merger consideration was fair, from a financial
point of view, to Washington Banking s shareholders;

the familiarity of Washington Banking s management team with Heritage s management team and the belief
of Washington Banking s management that the management and employees of Washington Banking and
Heritage possess complementary skills and expertise;

the anticipated continued participation of certain members of Washington Banking s board of directors and
management team in the combined company, which enhances the likelihood that the strategic benefits that
Washington Banking expects to achieve as a result of the merger will be realized and that the benefits and
talents that Washington Banking brings to the combined institution will be appropriately valued and
effectively utilized including the appointment of seven current Washington Banking directors to the board of
directors of Heritage with Washington Banking s current Chairman of the Board, Anthony B. Pickering, to
serve as Chairman of the Board of Heritage and Heritage Bank, the appointment of Whidbey Island Bank s
President and Chief Executive Officer, Bryan McDonald, as Executive Vice President and Chief Lending
Officer of Heritage Bank, the appointment of Whidbey Island Bank s Executive Vice President and Chief
Administrative Officer, Edward Eng, as Executive Vice President and Chief Administrative Officer of
Heritage Bank, and the continuing leadership of Washington Banking s President and Chief Executive
Officer, John L. Wagner, as a special advisor to Heritage following the merger, and the expected
participation of other Washington Banking officers in management positions of the combined company;

the effects of the merger on other Washington Banking employees, including the prospects for continued
employment and various benefits agreed to be provided to Washington Banking employees;

the board s understanding of the current and prospective environment in which Washington Banking and
Heritage operate, including national and local economic conditions, the interest rate environment, increasing
operating costs resulting from regulatory initiatives and compliance mandates, the competitive environment
for financial institutions generally, and the likely effect of these factors on Washington Banking both with
and without the proposed transaction;
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the limited availability of FDIC-assisted and traditional acquisition opportunities that met, or would meet
going forward, the strategic goals of Washington Banking, including growth in the current environment;

the effects of the run-off of the covered loan portfolio, including declining revenue and lower net interest
margin, and the prospects, and impact on financial performance, of a prolonged low interest rate
environment, which emphasized the importance of seeking merger and acquisition opportunities with
community banks that share similar business models;

the merger is consistent with Washington Banking s strategic plan, including achieving strong earnings
growth, providing the opportunity to replace the covered loan portfolio, improving customer attraction and
retention and focusing on expense control;
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the complementary fit of Washington Banking and Heritage because of the nature of the markets served and
the products offered by the two institutions;

the enhancement of the combined company s competitive position expected to result from the merger,
including that the combined company is expected to have the 11th largest deposit market share in
Washington and third in deposit market share among Washington-based institutions, with corporate
headquarters in the state of Washington, in the combined footprint (based on data as of June 30, 2013
provided by SNL Financial);

the ability of Heritage to complete the merger from a financial and regulatory perspective;

the structure of the transaction as a strategic business combination in which, among other things,
Washington Banking s board and management would have substantial participation in the combined
company;

the equity interest in the combined company that Washington Banking s existing shareholders will receive in
the merger, which allows such shareholders to continue to participate in the future success of the combined
company;

the greater market capitalization and trading liquidity of Heritage common stock in the event that
Washington Banking shareholders desired to sell the shares of Heritage common stock to be received by
them following completion of the merger;

the proximity of Mr. Wagner to retirement and the effect of his retirement on the management team and
Washington Banking s prospects;

the board s understanding that the merger will qualify as a reorganization under Section 368(a) of the Code,
providing favorable tax consequences to Washington Banking s shareholders in the merger on the stock
portion of the merger consideration; and

the board s review with its independent legal advisor, Lane Powell, of the material terms of the merger
agreement, including the board s ability, under certain circumstances, to withhold, withdraw, qualify or
modify its recommendation to Washington Banking s shareholders and to consider an acquisition proposal in
certain circumstances, subject to the potential payment by Washington Banking of a termination fee of $7.9
million to Heritage, which the board of directors concluded was reasonable in the context of termination fees
in comparable transactions and in light of the overall terms of the merger agreement, as well as the reciprocal
nature of the covenants, representations and warranties and termination provisions in the merger agreement.

The Washington Banking board of directors also considered a number of potential risks and uncertainties associated
with the merger in connection with its deliberation of the proposed transaction, including, without limitation, the
following:
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the potential risk of diverting management attention and resources from the operation of Washington
Banking s business and towards the completion of the merger;

the restrictions on the conduct of Washington Banking s business prior to the completion of the merger,
which are customary for public company merger agreements involving financial institutions, but which,
subject to specific exceptions, could delay or prevent Washington Banking from undertaking business
opportunities that may arise or any other action it would otherwise take with respect to the operations of
Washington Banking absent the pending merger;

the potential risks associated with achieving anticipated cost synergies and savings and successfully
integrating Washington Banking s business, operations and workforce with those of Heritage;

the merger-related costs;

the fact that the interests of certain of Washington Banking s directors and executive officers may be different
from, or in addition to, the interests of Washington Banking s other shareholders as described
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under the heading  Interests of Washington Banking s Directors and Executive Officers in the Merger on page
79;

the fact that, because the stock portion of the merger consideration consists of a fixed exchange ratio of
shares of Heritage common stock, Washington Banking shareholders could be adversely affected by a
decrease in the trading price of Heritage common stock during the pendency of the merger;

the fact that, while Washington Banking expects that the merger will be consummated, there can be no
assurance that all conditions to the parties obligations to complete the merger agreement will be satisfied,
including the risk that necessary regulatory or shareholder approvals might not be obtained and, as a result,
the merger may not be consummated;

the risk of potential employee attrition and/or adverse effects on business and customer relationships as a
result of the pending merger;

the outcome of litigation in connection with the merger;

the dividend history of Heritage and possible dividend amounts following the merger;

the fact that: (i) the merger agreement includes a force the vote provision that would obligate Washington
Banking to hold a shareholders meeting to consider the merger agreement even if the Washington Banking
board of directors withdraws its favorable recommendation of the merger agreement after determining in
good faith that it would be inconsistent with its fiduciary interests to recommend the merger agreement;

(i) Washington Banking would be prohibited from affirmatively soliciting acquisition proposals after
execution of the merger agreement; and (iii) Washington Banking would be obligated to pay to Heritage a
termination fee of $7.9 million if the merger agreement is terminated under certain circumstances, all of
which may discourage other parties potentially interested in a strategic transaction with Washington Banking
from pursuing such a transaction; and

the other risks described under the heading Risk Factors on page 28.
The foregoing discussion of the information and factors considered by the Washington Banking board of directors is
not intended to be exhaustive, but includes the material factors considered by the Washington Banking board of
directors. In reaching its decision to approve the merger agreement, the merger and the other transactions
contemplated by the merger agreement, the Washington Banking board of directors did not quantify or assign any
relative weights to the factors considered, and individual directors may have given different weights to different
factors. The Washington Banking board of directors considered all these factors as a whole, including discussions
with, and questioning of Washington Banking s management and Washington Banking s independent financial and
legal advisors, and overall considered the factors to be favorable to, and to support, its determination.

Washington Banking s board of directors unanimously approved the merger agreement and recommends that
Washington Banking s shareholders vote  FOR the approval of the Washington Banking merger proposal, FOR the
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Washington Banking adjournment proposal and FOR the Washington Banking compensation proposal. Washington
Banking shareholders should be aware that Washington Banking s directors and executive officers have interests in the
merger that are different from, or in addition to, those of other Washington Banking shareholders. The board of
directors was aware of and considered these interests, among other matters, in evaluating and negotiating the merger
agreement, and in recommending that the merger agreement be approved by the shareholders of Washington Banking.
See  Interests of Washington Banking s Directors and Executive Officers in the Merger on page 79.

This summary of the reasoning of Washington Banking s board of directors and other information presented in this
section is forward-looking in nature and, therefore, should be read in light of the factors discussed under the heading
Cautionary Statement Regarding Forward-Looking Statements on page 33.
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Opinion of D.A. Davidson & Co. Financial Advisor to Heritage

On September 16, 2013, Heritage entered into an engagement agreement with Davidson to render financial advisory
and investment banking services to Heritage. As part of its engagement, Davidson agreed to assist Heritage in
analyzing, structuring, negotiating and, if appropriate, effecting a transaction between Heritage and Washington
Banking. Davidson also agreed to provide Heritage s board of directors with an opinion as to the fairness, from a
financial point of view, to Heritage of the merger consideration in the proposed strategic business combination.
Heritage engaged Davidson because Davidson is a nationally recognized investment banking firm with substantial
experience in transactions similar to the merger and is familiar with Heritage and its business. As part of its
investment banking business, Davidson is continually engaged in the valuation of financial institutions and their
securities in connection with mergers and acquisitions and other corporate transactions.

On October 22, 2013, the Heritage board of directors held a meeting to evaluate the proposed strategic business
combination. At this meeting, Davidson reviewed the financial aspects of the proposed strategic business combination
and rendered an opinion to the Heritage board that, as of such date and based upon and subject to factors and
assumptions set forth therein, the merger consideration was fair, from a financial point of view, to Heritage.

The full text of Davidson s written opinion, dated October 22, 2013, which sets forth the assumptions made,
procedures followed, matters considered and limitations on the review undertaken in connection with the opinion, is
attached as Appendix B to this joint proxy statement/prospectus and is incorporated herein by reference. Heritage s
shareholders are urged to read the opinion in its entirety.

Davidson s opinion speaks only as of the date of the opinion and Davidson undertakes no obligation to revise or update
its opinion. The opinion does not address, and Davidson expresses no view or opinion with respect to, (i) the
underlying business decision of Heritage to engage in or proceed with the merger, (ii) the relative merits or effect of
the merger as compared to any strategic alternatives or business strategies or combinations that may be or may have
been available to or contemplated by Heritage or Heritage s board of directors, or (iii) any legal, regulatory,
accounting, tax or similar matters relating to Heritage, its shareholders or relating to or arising out of the merger. The
opinion expresses no view or opinion as to any terms or other aspects of the merger. Heritage and Washington
Banking determined the merger consideration through the negotiation process. The opinion does not constitute a
recommendation to any Heritage shareholder as to how such shareholder should vote with respect to the merger or
with respect to any other matter. The opinion does not express any view as to the fairness of the amount or nature of
the compensation to any of Heritage s or Washington Banking s officers, directors or employees, or any class of such
persons, relative to the merger consideration. The opinion has been reviewed and approved by Davidson s Fairness
Opinion Committee in conformity with its policies and procedures established under the requirements of Rule 5150 of
the Financial Industry Regulatory Authority.

Davidson has reviewed the registration statement on Form S-4 of which this joint proxy statement/prospectus is a part
and consented to the inclusion of its opinion to the Heritage board of directors as Appendix B to this joint proxy
statement/prospectus and to the references to Davidson and its opinion contained herein. A copy of the consent of
Davidson is attached as Exhibit 99.3 to the registration statement on Form S-4.

In connection with rendering its opinion, Davidson reviewed, analyzed and relied upon material bearing upon the

merger and the financial and operating condition of Heritage and Washington Banking, including among other things,
the following:
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a draft of the merger agreement dated October 22, 2013;

certain financial statements and other historical financial and business information about Heritage and
Washington Banking made available to Davidson from published sources and/or from the internal records of
Heritage and Washington Banking that Davidson deemed relevant;

59

Table of Contents 124



Edgar Filing: HERITAGE FINANCIAL CORP /WA/ - Form 424B3

Table of Conten

certain publicly available analyst earnings estimates for Heritage for the years ending December 31, 2013
and December 31, 2014 and estimated long-term growth rate for the years thereafter, in each case as
discussed with, and confirmed by, senior management of Heritage;

certain publicly available analyst earnings estimates for Washington Banking for the years ending
December 31, 2013 and December 31, 2014 and estimated long-term growth rate for the years thereafter, in
each case as discussed with, and confirmed by, senior management of Heritage;

the current market environment generally and the banking environment in particular;

the financial terms of certain other transactions in the financial institutions industry, to the extent publicly
available;

the market and trading characteristics of public companies, and bank holding companies and/or savings and
loan holding companies in particular;

the relative contributions of Heritage and Washington Banking to the combined company;

the pro forma financial impact of the merger, taking into consideration the amounts and timing of the
transaction costs and cost savings;

the net present value of Washington Banking with consideration of projected financial results;

the net present value of Heritage with consideration of projected financial results;

the net present value of Heritage, on a pro forma basis with the pro forma financial impact of the merger,
with consideration of projected financial results; and

such other financial studies, analyses and investigations and financial, economic and market criteria and
other information as Davidson considered relevant including discussions with management and other
representatives and advisors of Heritage and Washington Banking concerning the business, financial
condition, results of operations and prospects of Heritage and Washington Banking.
In arriving at its opinion, Davidson has assumed and relied upon the accuracy and completeness of all information
supplied or otherwise made available to Davidson, discussed with or reviewed by or for Davidson, or publicly
available, and Davidson has not assumed responsibility for independently verifying such information or undertaken an
independent evaluation or appraisal of any of the assets or liabilities (contingent or otherwise) of Heritage or
Washington Banking, nor did Davidson make an independent appraisal or analysis on Heritage or Washington
Banking with respect to the merger. In addition, Davidson has not assumed any obligation to conduct, nor has
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Davidson conducted any physical inspection of the properties or facilities of Heritage or Washington Banking.
Davidson has further relied on the assurances of management of Heritage and Washington Banking that they are not
aware of any facts or circumstances that would make any of such information inaccurate or misleading. Davidson did
not make an independent evaluation or appraisal of the specific assets or liabilities including the amount of any fair
value adjustments per FASB Accounting Standards Codification ( ASC ) No. 805, Business Combinations. Davidson
did not make an independent evaluation of the adequacy of the allowance for loan losses of Heritage or Washington
Banking nor has Davidson reviewed any individual credit files relating to Heritage or Washington Banking. Davidson
has assumed that the respective allowances for loan losses for both Heritage and Washington Banking are adequate to
cover such losses and will be adequate on a pro forma basis for the combined entity. Davidson has assumed that there
has been no material adverse change in Heritage s or Washington Banking s assets, financial condition, results of
operations, business or prospects since the date of the most recent financial statements provided. Davidson has
assumed in all respects material to its analysis that Heritage and Washington Banking will remain as going concerns
for all periods relevant to its analysis. Davidson has also assumed in all respects material to its analysis that all of the
representations and warranties contained in the merger agreement and all related agreements are true and correct, that
each party to such agreements will perform all of the covenants required to be performed by such party under such
agreements and that the conditions precedent in the merger agreement are not waived. Davidson has assumed that in
the course of obtaining necessary regulatory or other consents or approvals (contractual or otherwise) for the merger,
no restrictions, including any divestiture requirements or amendment or modifications, will be imposed that will
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have a material adverse effect on the contemplated benefits of the merger. Davidson s opinion is necessarily based
upon information available to Davidson and economic, market, financial and other conditions as they exist and can be
evaluated on the date the fairness opinion letter was delivered to Heritage s board of directors.

Set forth below is a summary of the material financial analyses performed by Davidson in connection with rendering
its opinion. The summary of the analyses of Davidson set forth below is not a complete description of the analysis
underlying its opinion, and the order in which these analyses are described below is not indicative of any relative
weight or importance given to those analyses by Davidson. The following summaries of financial analyses include
information presented in tabular format. You should read these tables together with the full text of the summary
financial analyses, as the tables alone are not a complete description of the analyses.

Unless otherwise indicated, the following quantitative information, to the extent it is based on market data, is based on
market data as of October 18, 2013 and is not necessarily indicative of market conditions after such date.

Summary of Proposal

Davidson reviewed the financial terms of the proposed transaction. As described in the merger agreement, each share
of the common stock, no par value per share, of Washington Banking issued and outstanding immediately prior to the
effective time, except for cancelled shares and dissenting shares, shall be converted into the right to receive a fraction
of a share of Heritage s common stock equal to 0.89000 and $2.75 in cash. The terms and conditions of the merger are
more fully described in the merger agreement.

Based upon financial information as of or for the twelve month period ended September 30, 2013, Davidson
calculated the following transaction ratios:

Transaction Ratios

Transaction Price / Last Twelve Months Earnings Per Share 15.8x
Transaction Price / Book Value Per Share 144.3%
Transaction Price / Tangible Book Value Per Share 149.0%
Transaction Price / Book Value (Aggregate) 145.8%
Transaction Price / Tangible Book Value (Aggregate) 150.5%
Tangible Book Premium / Core Deposits(1) 7.1%
Transaction Price / Washington Banking s Closing Price as of

10/18/2013(2) 17.0%
Transaction Price / Washington Banking s 20-Day Average Price

as of 10/18/2013(3) 19.4%

(1) Core deposits exclude time deposits with account balances greater than $100,000. Tangible book premium / core
deposits calculated by dividing the excess or deficit of the aggregate transaction value over tangible book value
by core deposits

(2) Based on Washington Banking s Closing Price price as of 10/18/2013 of $14.44

(3) Based on Washington Banking s 20-Day Average Price price as of 10/18/2013 of $14.14

Stock Trading History of Heritage and Washington Banking
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Davidson reviewed the history of the reported trading prices and volume of Heritage and Washington Banking
common stock and the relationship between the movements in the prices of Heritage and Washington Banking
common stock to movements in certain stock indices, including the Standard & Poor s 500 Index and the SNL Bank
Index.
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One Year Stock Performance

Washington Banking
Heritage

Standard & Poor s 500 Index
SNL Bank Index

Beginning Index Value Ending Index Value on
on October 18, October 18,
2012 2013
100.0% 106.0%
100.0% 113.6%
100.0% 119.7%
100.0% 129.7%

Three Year Stock Performance

Washington Banking
Heritage

Standard & Poor s 500 Index

SNL Bank Index

Beginning Index Value Ending Index Value on
on October 18, October 18,
2010 2013
100.0% 103.0%
100.0% 106.0%
100.0% 147.3%
100.0% 144.5%

Comparable Companies Analysis for Heritage and Washington Banking

Davidson used publicly available information to compare selected financial and market trading information for
Heritage, Washington Banking and two separate groups of financial institutions selected by Davidson. The two groups
of comparable companies consisted of (1) Pacific Northwest Companies which included eight bank holding
companies and/or savings and loan holding companies headquartered in Washington or Oregon with common stock
listed on NASDAQ and market capitalization greater than $100.0 million; and (2) Western U.S. Companies which
consisted of 17 bank holding companies and/or savings and loan holding companies headquartered in Arizona,
California, Colorado, Montana, Oregon, and Washington with total assets between $1.0 billion and $10.0 billion as set

forth below:

Pacific Northwest Companies
Banner Corporation

Cascade Bancorp

Columbia Banking System, Inc.
First Financial Northwest, Inc.
Western U.S. Companies
Banc of California, Inc.

Bank of Marin Bancorp

Banner Corporation
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HomeStreet, Inc.
Pacific Continental Corporation
Umpqua Holdings Corporation

Washington Federal, Inc.

Glacier Bancorp, Inc.
Guaranty Bancorp

Heritage Commerce Corp
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Cascade Bancorp

CoBiz Financial Inc.

Columbia Banking System, Inc.
CU Bancorp

CVB Financial Corp.

First Interstate BancSystem, Inc.
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Pacific Continental Corporation
TriCo Bancshares

Westamerica Bancorporation

Western Alliance Bancorporation
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The analysis compared publicly available financial and market trading information for Heritage, Washington Banking
and the median data for the comparable companies as of and for the most recently reported three month period
available. The table below compares the data for Heritage, Washington Banking and the median data for the
comparable companies, with pricing data as of October 18, 2013. The 2013 and 2014 Earnings Per Share estimates
used in the table below were based on FactSet Research Systems, Inc. mean estimates for Heritage, Washington
Banking and the comparable companies.

ey
2

Financial Condition and Performance
Washington Comparable Group Median Result

Heritage Banking Pacific NW Western U.S.
Total Assets (in millions) $1,674.4 $ 1,6482 $ 3,506.2 $ 25879
Non-Performing Assets / Total
Assets 0.81% 0.89% 2.67% 1.89%
Texas Ratio(1) 16.4% 21.4% 18.2% 14.3%
Tangible Common Equity Ratio 11.29% 10.72% 11.56% 9.75%
Net Interest Margin 4.67% 4.59% 3.98% 4.01%
Cost of Deposits 0.27% 0.34% 0.29% 0.21%
Efficiency Ratio 70.9% 63.8% 66.5% 64.3%
Return on Average Equity 6.05% 10.03% 8.93% 8.98%
Return on Average Assets 0.80% 1.10% 1.21% 1.03%

Market Performance Multiples
WashingtonlComparable Group Median Result
Heritage Banking Pacific NW  Western U.S.

Market Capitalization (in millions) $ 266.0 $ 2243 $ 515.8 $ 3823
Price / Tangible Book Value Per Share 138.9% 127.4% 147.5% 171.5%
Price / LTM Earnings Per Share 20.9x 13.2x 15.8x 16.2x
Price / 2013 Est. Earnings Per Share(2) 20.2x 14.4x 16.5x 16.6x
Price / 2014 Est. Earnings Per Share(2) 15.7x 14.0x 15.1x 15.6x

Texas ratio is calculated as the sum of non-performing assets and loans 90 days or more past due divided by the

sum of tangible common equity and loan loss reserves
Earnings per share estimates based on FactSet Research Systems, Inc. mean estimates
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Precedent Transactions Analysis

Davidson reviewed two sets of comparable merger and acquisition transactions. The sets of mergers and acquisitions
included: (1) Nationwide Transactions which included 14 transactions announced from January 1, 2011 through
October 18, 2013 involving bank holding companies and/or savings and loan holding companies headquartered
nationwide where the merger transaction value was between $100.0 million and $500.0 million, the merger
transaction value included stock consideration, and the target company s total assets were between $500.0 million and
$4.0 billion, non-performing assets to total assets ratio was less than 3.00%, and return on average assets over the
preceding twelve months was greater than 0.70%; and (2) Western U.S. Transactions which included five transactions
announced from January 1, 2011 through October 18, 2013 involving bank holding companies and/or savings and

loan holding companies headquartered in California, Idaho, Oregon and Washington where the target company s total
assets were between $1.0 billion and $10.0 billion, non-performing assets to total assets ratio was less than 4.00% and
return on average assets over the preceding twelve months was greater than 0.00%, as set forth below:

Nationwide Transactions

Announcement

Date Acquirer Target

9/18/2013* East West Bancorp, Inc. MetroCorp Bancshares, Inc.
9/10/2013* Old National Bancorp Tower Financial Corporation
8/15/2013* Mercantile Bank Corporation Firstbank Corporation
8/13/2013* Cullen/Frost Bankers, Inc. WNB Bancshares, Inc.
7/01/2013* Prosperity Bancshares, Inc. FVNB Corp.

7/01/2013* First Federal Bancshares of Arkansas, Inc. First National Security Company
6/28/2013* Peoples Financial Services Corp. Penseco Financial Services Corporation
6/10/2013* Union First Market Bankshares Corporation StellarOne Corporation
4/04/2013%* Provident New York Bancorp Sterling Bancorp

2/20/2013 SCBT Financial Corporation First Financial Holdings, Inc.
12/10/2012 Prosperity Bancshares, Inc. Coppermark Bancshares, Inc.
10/08/2012 NBT Bancorp Inc. Alliance Financial Corporation
4/28/2011 Valley National Bancorp State Bancorp, Inc.

3/11/2011 IBERIABANK Corporation Cameron Bancshares, Inc.

*Indicates the transaction was pending as of October 18, 2013
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Western U.S. Transactions

Announcement

Date Acquirer

9/24/2013* Banner Corporation

9/11/2013* Umpqua Holdings Corporation
11/06/2012 PacWest Bancorp

9/26/2012 Columbia Banking System, Inc.

3/12/2012 Mitsubishi UFJ Financial Group, Inc.
*Indicates the transaction was pending as of October 18, 2013
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Sterling Financial Corporation

First California Financial Group, Inc.

West Coast Bancorp

Pacific Capital Bancorp
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Davidson reviewed the following multiples for both sets of comparable mergers and acquisitions: transaction price to
last twelve months earnings per share, transaction price to tangible book value per share, and tangible book premium
to core deposits. As illustrated in the following table, Davidson compared the proposed merger multiples to the
median multiples of the comparable transaction groups and other operating financial data where relevant. The table
below sets forth the median data for the comparable transaction groups as of the last twelve months ended prior to the
transaction announcement and Washington Banking data for the last twelve months ended September 30, 2013.

Financial Condition and Performance
Comparable Group Median Results

Washington Nationwide Western U.S.
Banking Transactions Transactions

Total Assets (in millions) $ 1,648.2 $ 1,439.9 $ 2,408.4
Return on Average Assets (Last Twelve
Months) 1.00% 0.89% 1.08%
Return on Average Equity (Last Twelve
Months) 9.14% 8.71% 8.23%
Tangible Common Equity Ratio 10.72% 8.44% 11.71%
Efficiency Ratio (Last Twelve Months) 63.8% 64.8% 70.7%
Non-Performing Assets / Total Assets 0.89% 1.44% 1.70%
Loan Loss Reserves / Non-Performing
Loans 39.3% 120.1% 77.4%

Transaction Multiples
Comparable Group Median Results

Western
Washington Nationwide U.S.

Banking Transactions Transactions
Transaction Price / Last Twelve Months
Earnings Per Share 15.8x 15.3x 19.5x
Transaction Price / Tangible Book Value
Per Share 149.0% 167.6% 167.1%
Tangible Book Premium / Core
Deposits(1) 7.1% 8.5% 11.0%

(1) Core deposits exclude time deposits with account balances greater than $100,000. Tangible book premium / core
deposits calculated by dividing the excess or deficit of the aggregate transaction value over tangible book value

by core deposits.

Net Present Value Analysis Washington Banking

Davidson performed an analysis that estimated the net present value per share of Washington Banking common stock
under various circumstances. The analysis assumed Washington Banking performed in accordance with publicly
available analyst earnings estimates for the years ending December 31, 2013 and December 31, 2014 and an estimated
long-term growth rate for the years thereafter and the dividend payout ratio, as discussed with and confirmed by
Heritage senior management. To approximate the terminal value of Washington Banking common stock at
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December 31, 2018, Davidson applied price to forward earnings multiples of 12.0x to 22.0x and multiples of tangible
book value ranging from 120.0% to 190.0%. The terminal values were then discounted to present values using
different discount rates ranging from 9.00% to 15.00% chosen to reflect different assumptions regarding required rates
of return of holders or prospective buyers of Washington Banking s common stock. In evaluating the discount rate,
Davidson used the industry standard methods of adding the current risk-free rate, which is based on the 10-year
Treasury yield, plus the published Ibbotson Equity Risk Premium, plus the published Ibbotson Size Premium, plus the
published Ibbotson Industry Premium.

At the October 22, 2013 Heritage board of directors meeting, Davidson noted that the net present value analysis is a
widely used valuation methodology, but the results of such methodology are highly dependent upon the numerous
assumptions that must be made, and the results thereof are not necessarily indicative of actual values or future results.
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As illustrated in the following tables, the analysis indicates an imputed range of values per share of Washington

Banking common stock of $7.83 to $18.97 when applying the price to earnings multiples to the financial forecasts and
$8.25 to $17.28 when applying the multiples of tangible book value to the financial forecasts.

Earnings Per Share Multiples

Discount

Rate 12.0x 14.0x 16.0x 18.0x 20.0x 22.0x
9.00% $10.38 $12.10 $13.81 $15.53 $17.25 $18.97
10.00% $ 9.89 $11.53 $13.17 $14.80 $16.44 $18.07
11.00% $ 9.43 $10.99 $12.55 $14.11 $15.67 $17.23
12.00% $ 9.00 $10.49 $11.97 $13.46 $14.95 $16.43
13.00% $ 8.59 $10.01 $1143 $12.84 $14.26 $15.68
14.00% $ 8.20 $ 9.55 $10.91 $12.26 $13.62 $14.97
15.00% $ 7.83 $ 9.12 $10.42 $11.71 $13.00 $14.30

Tangible Book Value Multiples

Discount

Rate 120.0% 130.0% 140.0% 150.0% 160.0% 170.0% 180.0% 190.0%
9.00% $1094 $11.85 $ 12.75 $ 13.66 $ 14.56 $ 1547 $ 16.38 $17.28
10.00% $ 1043 $11.29 $ 12.15 $ 13.02 $ 13.88 $ 14.74 $ 15.61 $ 1647
11.00% $ 994 $ 10.77 $ 11.59 $ 1241 $ 13.23 $ 14.06 $ 14.88 $ 15.70
12.00% $ 949 $ 10.27 $11.05 $11.84 $ 12.62 $ 1341 $ 14.19 $ 14.97
13.00% $ 905 $ 9.80 $ 10.55 $ 11.30 $ 12.04 $ 12.79 $ 13.54 $ 14.29
14.00% $ 864 $ 936 $ 10.07 $ 10.78 $ 11.50 $ 12.21 $ 1293 $ 13.64
15.00% $ 825 $ 894 $ 9.62 $ 10.30 $ 10.98 $ 11.66 $ 12.35 $ 13.03

Net Present Value Analysis Heritage

Davidson performed an analysis that estimated the net present value per share of Heritage common stock under
various circumstances. The analysis assumed Heritage performed in accordance with publicly available analyst
earnings estimates for the years ending December 31, 2013 and December 31, 2014 and an estimated long-term
growth rate for the years thereafter and the dividend payout ratio, as discussed with and confirmed by Heritage senior
management. To approximate the terminal value of Heritage common stock at December 31, 2018, Davidson applied
price to forward earnings multiples of 12.0x to 22.0x and multiples of tangible book value ranging from 120.0% to
190.0%. The terminal values were then discounted to present values using different discount rates ranging from 9.00%
to 15.00% chosen to reflect different assumptions regarding required rates of return of holders or prospective buyers
of Heritage s common stock. In evaluating the discount rate, Davidson used the industry standard methods of adding
the current risk-free rate, which is based on the 10-year Treasury yield, plus the published Ibbotson Equity Risk
Premium, plus the published Ibbotson Size Premium, plus the published Ibbotson Industry Premium.

At the October 22, 2013 Heritage board of directors meeting, Davidson noted that the net present value analysis is a
widely used valuation methodology, but the results of such methodology are highly dependent upon the numerous
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assumptions that must be made, and the results thereof are not necessarily indicative of actual values or future results.
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As illustrated in the following tables, the analysis indicates an imputed range of values per share of Heritage common

stock of $7.72 to $18.76 when applying the price to earnings multiples to the financial forecasts and $8.74 to $18.18
when applying the multiples of tangible book value to the financial forecasts.

Earnings Per Share Multiples

Discount

Rate 12.0x 14.0x 16.0x 18.0x 20.0x 22.0x
9.00% $10.25 $11.96 $13.67 $15.38 $17.07 $18.76
10.00% $ 9.77 $11.39 $13.02 $14.65 $16.27 $17.88
11.00% $ 9.31 $10.86 $12.41 $13.96 $15.52 $17.05
12.00% $ 8.88 $10.36 $11.84 $13.32 $14.80 $16.27
13.00% $ 8.47 $ 9.88 $11.29 $12.70 $14.11 $15.53
14.00% $ 8.08 $ 9.43 $10.78 $12.12 $13.47 $14.82
15.00% $ 7.72 $ 9.00 $10.29 $11.58 $12.86 $14.15

Tangible Book Value Multiples

Discount

Rate 120.0% 130.0% 140.0% 150.0% 160.0% 170.0% 180.0% 190.0 %
9.00% $ 1155 $ 1250 $ 1345 $ 14.39 $ 15.34 $ 16.29 $ 17.23 $ 18.18
10.00% $11.02 $11.92 $12.82 $ 13.72 $ 14.62 $ 15.53 $ 1643 $ 17.33
11.00% $ 10.51 $ 11.37 $ 12.23 $ 13.09 $ 13.95 $ 14.81 $ 15.67 $ 16.53
12.00% $ 10.03 $ 10.85 $11.67 $ 12.49 $ 13.31 $ 14.13 $ 1495 $ 15.77
13.00% $ 958 $10.36 $11.14 $11.92 $ 12.71 $ 13.49 $ 14.27 $ 15.05
14.00% $ 915 $ 990 $ 10.64 $ 11.39 $ 12.13 $ 12.88 $ 13.63 $ 14.37
15.00% $ 874 $ 946 $ 10.17 $ 10.88 $ 11.59 $ 12.31 $ 13.02 $ 13.73

Net Present Value Analysis Pro Forma Heritage

Davidson performed an analysis that estimated the net present value per share of Heritage common stock on a pro
forma basis, including the pro forma impact with the merger transaction, under various circumstances. In performing
this analysis, Davidson assumed Heritage and Washington Banking performed in accordance with publicly available
analyst earnings estimates for the years ending December 31, 2013 and December 31, 2014 and an estimated
long-term growth rate for the years thereafter and pro forma financial impact of cost savings estimates, purchase
accounting adjustments, transaction expenses and the dividend payout ratio, as discussed with and confirmed by
Heritage senior management. To approximate the terminal value of Heritage common stock at December 31, 2018,
Davidson applied price to forward earnings multiples of 12.0x to 22.0x and multiples of tangible book value ranging
from 120.0% to 190.0%. The terminal values were then discounted to present values using different discount rates
ranging from 9.00% to 15.00% chosen to reflect different assumptions regarding required rates of return of holders or
prospective buyers of Heritage s common stock. In evaluating the discount rate, Davidson used the industry standard
methods of adding the current risk-free rate, which is based on the 10-year Treasury yield, plus the published Ibbotson
Equity Risk Premium, plus the published Ibbotson Size Premium, plus the published Ibbotson Industry Premium.
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At the October 22, 2013 Heritage board of directors meeting, Davidson noted that the net present value analysis is a
widely used valuation methodology, but the results of such methodology are highly dependent upon the numerous
assumptions that must be made, and the results thereof are not necessarily indicative of actual values or future results.
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As illustrated in the following tables, the analysis indicates an imputed range of values per share of Heritage common

stock of $9.51 to $23.01 when applying the price to earnings multiples to the financial forecasts and $8.45 to $17.67
when applying the multiples of tangible book value to the financial forecasts.

Earnings Per Share Multiples

Discount

Rate 12.0x 14.0x 16.0x 18.0x 20.0x 22.0x
9.00% $12.60 $14.68 $16.77 $18.85 $20.93 $23.01
10.00% $12.01 $13.99 $15.98 $17.96 $19.95 $21.93
11.00% $11.45 $13.34 $15.23 $17.13 $19.02 $20.91
12.00% $10.93 $12.73 $14.53 $16.34 $18.14 $19.94
13.00% $10.43 $12.15 $13.87 $15.59 $17.31 $19.03
14.00% $ 9.96 $11.60 $13.24 $14.88 $16.52 $18.17
15.00% $ 9.51 $11.08 $12.65 $14.21 $15.78 $17.35

Tangible Book Value Multiples

Discount

Rate 120.0% 130.0% 140.0% 150.0% 160.0% 170.0% 180.0% 190.0 %
9.00% $11.20 $ 12.12 $ 13.05 $ 13.97 $ 14.89 $ 15.82 $ 16.74 $ 17.67
10.00% $ 10.67 $11.55 $ 1243 $ 13.31 $ 14.20 $ 15.08 $ 15.96 $ 16.84
11.00% $10.18 $ 11.02 $ 11.86 $ 12.70 $ 13.54 $ 14.37 $ 15.21 $ 16.05
12.00% $ 9.71 $ 10.51 $ 11.31 $ 12.11 $ 1291 $ 13.71 $ 14.51 $ 15.31
13.00% $ 927 $10.03 $ 10.80 $ 11.56 $ 12.32 $ 13.09 $ 13.85 $ 14.61
14.00% $ 885 $ 958 $ 10.31 $ 11.04 $11.76 $ 12.49 $ 13.22 $ 13.95
15.00% $ 845 $ 9.15 $ 9.85 $ 10.54 $11.24 $11.93 $ 12.63 $ 13.32

Financial Impact Analysis

Davidson performed pro forma merger analyses that combined projected income statement and balance sheet
information of Heritage and Washington Banking. Assumptions regarding the accounting treatment, purchase
accounting adjustments and cost savings were used to calculate the financial impact that the merger would have on
certain projected financial results of Heritage. In the course of this analysis, Davidson used the FactSet Research
Systems, Inc. mean consensus earnings estimates for Heritage and Washington Banking for years ending

December 31, 2013 and December 31, 2014 and an estimated long-term growth rate for the years thereafter, as
discussed with and confirmed by Heritage senior management. This analysis indicated that the merger is expected to
be accretive to Heritage s estimated earnings per share for the years ending December 31, 2014 and December 31,
2015, excluding the impact of transaction expenses. The analysis also indicated that the merger is expected to be
dilutive to tangible book value per share for Heritage and that Heritage would maintain capital ratios in excess of
those required for Heritage to be considered well-capitalized under existing regulations. For all of the above analyses,
the actual results achieved by Heritage and Washington Banking following the merger will vary from the projected
results, and the variations may be material.
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Davidson prepared its analyses for purposes of providing its opinion to Heritage s board of directors as to the fairness,
from a financial point of view to Heritage, of the merger consideration and to assist Heritage s board of directors in
analyzing the proposed merger. The analyses do not purport to be appraisals or necessarily reflect the prices at which
businesses or securities actually may be sold. Analyses based upon forecasts of future results are not necessarily
indicative of actual future results, which may be significantly more or less favorable than those suggested by these
analyses. Because these analyses are inherently subject to uncertainty, being based upon numerous factors or events
beyond the control of the parties and their respective advisors, none of Heritage, Washington Banking or Davidson or
any other person assumes responsibility if future results are materially different from those forecasted.
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Davidson s opinion was one of many factors considered by Heritage s board of directors in its evaluation of the merger
and should not be viewed as determinative of the views of the board of directors of Heritage or management with
respect to the merger or the merger consideration.

Davidson and its affiliates, as part of their investment banking business, are continually engaged in performing
financial analyses with respect to businesses and their securities in connection with mergers and acquisitions,
negotiated underwritings, competitive biddings, secondary distributions of listed and unlisted securities, private
placements and other transactions. Davidson acted as financial advisor to Heritage in connection with, and
participated in certain of the negotiations leading to the merger. Davidson is a full service securities firm engaged,
either directly or through its affiliates, in securities trading, investment management, financial planning and benefits
counseling, financing and brokerage activities for both companies and individuals. In the ordinary course of these
activities, Davidson and its affiliates may provide such services to Heritage, Washington Banking and their respective
affiliates, may actively trade the debt and equity securities (or related derivative securities) of Heritage and
Washington Banking for their own account and for the accounts of their customers and may at any time hold long and
short positions of such securities. Heritage selected Davidson as its financial advisor because it is a recognized
investment banking firm that has substantial experience in transactions similar to the merger. Pursuant to a letter
agreement dated September 16, 2013, Heritage engaged Davidson as its financial advisor in connection with the
contemplated transaction. Pursuant to the terms of the engagement letter, Heritage agreed to pay Davidson a cash fee
of $250,000 concurrently with the rendering of its opinion. Heritage will pay to Davidson at the time of closing of the
merger a contingent cash fee equal to 0.65% of the aggregate consideration payable in the merger (which
consideration shall be calculated in part based on the average price of Heritage s stock for the ten days up to and
including the closing date; and which fee would be approximately $1.8 million if the merger had closed on the date of
this joint proxy statement/prospectus). Heritage has also agreed to reimburse Davidson for all reasonable
out-of-pocket expenses, including fees of counsel, and to indemnify Davidson and certain related persons against
specified liabilities, including liabilities under the federal securities laws, relating to or arising out of its engagement.

Davidson has, in the past, provided certain investment banking services to Heritage and its affiliates, has had a
material relationship with Heritage and its affiliates and has received compensation and reimbursement of
out-of-pocket expenses for such services. During the two years preceding the date of the opinion, Davidson received
$150,000 in connection with Heritage s acquisition of Northwest Commercial Bank in January 2013. Additionally,
Davidson served as an underwriter for Heritage s follow-on offering of equity securities in 2009 and 2010. Davidson
may provide investment banking services to the combined company in the future and may receive future
compensation. In the two years prior to the execution of the merger agreement, Davidson has not provided investment
banking services to, or received fees for such services from, Washington Banking.

Opinion of Sandler O Neill & Partners, L.P. Financial Advisor to Washington Banking

By letter dated September 17, 2013, Washington Banking retained Sandler to act as financial advisor to Washington
Banking s board of directors in connection with a possible business combination with Heritage. Sandler is a nationally
recognized investment banking firm whose principal business specialty is financial institutions. In the ordinary course
of its investment banking business, Sandler is regularly engaged in the valuation of financial institutions and their
securities in connection with mergers and acquisitions and other corporate transactions.

Sandler acted as financial advisor to Washington Banking s board of directors in connection with the proposed
transaction and participated in certain of the negotiations leading to the execution of the merger agreement. At the
October 23, 2013 meeting at which Washington Banking s board of directors considered and approved the merger
agreement, Sandler delivered to the board its oral opinion, which was subsequently followed up in writing, that, as of
such date, the merger consideration was fair to the holders of Washington Banking s common stock from a financial
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point of view. The full text of Sandler s opinion is attached as Appendix C to this proxy statement/prospectus.
The opinion outlines the procedures followed, assumptions made, matters considered and qualifications and
limitations on the review undertaken by Sandler in
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rendering its opinion. Holders of Washington Banking common stock are urged to read the entire opinion
carefully in connection with their consideration of the proposed merger.

Sandler s opinion speaks only as of the date of the opinion. The opinion was directed to Washington Banking s
board and is directed only to the fairness of the merger consideration to the holders of Washington Banking s
common stock from a financial point of view. It does not address the underlying business decision of
Washington Banking to engage in the merger or any other aspect of the merger and is not a recommendation to
any holder of Washington Banking common stock as to how such holder of Washington Banking common
stock should vote at the special meeting with respect to the merger or any other matter.

In connection with rendering its opinion on October 23, 2013, Sandler reviewed and considered, among other things:

the merger agreement;

certain financial statements and other historical financial information of Washington Banking that Sandler
deemed relevant;

certain financial statements and other historical financial information of Heritage that Sandler deemed
relevant;

publicly available earnings estimates for the years ending December 31, 2013 and December 31, 2014 and
an estimated long term growth rate for the years thereafter in each instance as discussed with the senior
management of Washington Banking;

publicly available earnings estimates for the years ending December 31, 2013 and December 31, 2014 and
an estimated long term growth rate for the years thereafter in each instance as discussed with the senior
management of Heritage;

the pro forma financial impact of the merger on Heritage based on assumptions relating to transaction
expenses, purchase accounting adjustments, cost savings and other synergies as provided by Heritage;

comparison of certain financial and other information for Washington Banking and Heritage, including
relevant stock trading information, with similar publicly available information for certain other commercial
banks, the securities of which are publicly traded and the relative contributions of certain assets, liabilities,
equity and earnings of Washington Banking and Heritage to the combined institution;

the terms and structures of other recent mergers and acquisition transactions in the commercial banking
sector;
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the current market environment generally and in the commercial banking sector in particular; and

such other information, financial studies, analyses and investigations and financial, economic and market
criteria as Sandler considered relevant.
Sandler also discussed with certain members of the senior management of Washington Banking the business, financial
condition, results of operations and prospects of Washington Banking and held similar discussions with the senior
management of Heritage regarding the business, financial condition, results of operations and prospects of Heritage.

In performing its reviews and analyses and in rendering its opinion, Sandler relied upon the accuracy and
completeness of all of the financial and other information that was available to Sandler from public sources, that was
provided to Sandler by Washington Banking or Heritage or their respective representatives or that was otherwise
reviewed by Sandler and Sandler assumed such accuracy and completeness for purposes of rendering its opinion.
Sandler further relied on the assurances of the senior management of each of Washington Banking and Heritage that
they were not aware of any facts or circumstances that would make any of such information inaccurate or misleading
in a material respect. Sandler did not make an independent evaluation or appraisal of the specific assets, the collateral
securing assets or the liabilities (contingent or otherwise) of Washington Banking or
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Heritage or any of their respective subsidiaries. Sandler did not make an independent evaluation of the adequacy of
the allowance for loan losses of Washington Banking and Heritage and Sandler did not review any individual credit
files relating to Washington Banking and Heritage. Sandler assumed that the respective allowances for loan losses for
Washington Banking and Heritage are adequate to cover such losses.

Sandler used publicly available earnings estimates for Washington Banking and Heritage for the years ending
December 31, 2013 and December 31, 2014 and a long-term earnings per share growth rate for the years thereafter in
both cases as discussed with the respective senior management of Washington Banking and Heritage. The information
provided to Sandler by Heritage included a forecast of earnings per share that was not materially different than the
publicly available earnings estimates used by Sandler. Sandler also received and used in its analyses certain
projections of transaction costs, purchase accounting adjustments, expected cost savings and other synergies which
were provided by Heritage. Sandler expresses no opinion as to such estimates or the assumptions on which they are
based. Sandler has assumed that there has been no material adverse change in the respective assets, financial
condition, results of operations, business or prospects of Washington Banking and Heritage since the date of the most
recent financial data made available to Sandler. Sandler has also assumed in all respects material to its analysis that
Washington Banking and Heritage would remain as a going concern for all the periods relevant to its analyses.
Sandler expresses no opinion as to any of the legal, accounting and tax matters relating to the merger and any other
transaction contemplated in connection therewith.

Sandler s opinion was necessarily based on financial, economic, regulatory, market and other conditions as in effect
on, and the information made available to Sandler as of, the date of its opinion. Events occurring after the date thereof
could materially affect its opinion. Sandler has not undertaken to update, revise, reaffirm or withdraw its opinion or
otherwise comment upon events occurring after the date of its opinion. Washington Banking s board of directors
retains the right to request an update to Sandler s opinion, pursuant to the terms of its engagement letter with Sandler,
at no additional cost to Washington Banking. Sandler expressed no opinion as to the trading values at which the
common stock of Washington Banking or Heritage may trade at any time or what the value of Heritage common stock
will be once it is actually received by the holders of Washington Banking common stock. Sandler s opinion was
approved by Sandler s fairness opinion committee. Sandler did not express any opinion as to the fairness of the amount
or nature of the compensation to be received in the merger by Washington Banking s officers, directors, or employees,
or class of such persons, relative to the merger consideration to be received by Washington Banking s shareholders.

In rendering its October 23, 2013 opinion, Sandler performed a variety of financial analyses. The following is a
summary of the material analyses performed by Sandler, but is not a complete description of all the analyses
underlying Sandler s opinion. The summary includes information presented in tabular format. In order to fully
understand the financial analyses, these tables must be read together with the accompanying text. The tables
alone do not constitute a complete description of the financial analyses. The preparation of a fairness opinion is a
complex process involving subjective judgments as to the most appropriate and relevant methods of financial analysis
and the application of those methods to the particular circumstances. The process, therefore, is not necessarily
susceptible to a partial analysis or summary description. Sandler believes that its analyses must be considered as a
whole and that selecting portions of the factors and analyses to be considered without considering all factors and
analyses, or attempting to ascribe relative weights to some or all such factors and analyses, could create an incomplete
view of the evaluation process underlying its opinion. Also, no company included in Sandler s comparative analyses
described below is identical to Washington Banking or Heritage and no transaction is identical to the merger.
Accordingly, an analysis of comparable companies or transactions involves complex considerations and judgments
concerning differences in financial and operating characteristics of the companies and other factors that could affect
the public trading values or merger transaction values, as the case may be, of Washington Banking and Heritage and
the companies to which they are being compared.

Table of Contents 146



Edgar Filing: HERITAGE FINANCIAL CORP /WA/ - Form 424B3

In performing its analyses, Sandler also made numerous assumptions with respect to industry performance, business
and economic conditions and various other matters, many of which cannot be predicted and are beyond the control of
Washington Banking, Heritage and Sandler. The analysis performed by Sandler is not necessarily indicative of actual
values or future results, both of which may be significantly more or less favorable than suggested by such analyses.
Sandler prepared its analyses solely for purposes of rendering its opinion and
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provided such analyses to the Washington Banking board of directors at the board of directors October 23, 2013
meeting. Estimates on the values of companies do not purport to be appraisals or necessarily reflect the prices at

which companies or their securities may actually be sold. Such estimates are inherently subject to uncertainty and
actual values may be materially different. Accordingly, Sandler s analyses do not necessarily reflect the value of
Washington Banking s common stock or the prices at which Washington Banking s common stock may be sold at any
time. The analyses of Sandler and its opinion were among a number of factors taken into consideration by Washington
Banking s board of directors in making its determination to approve of Washington Banking s entry into the merger
agreement and the analyses described below should not be viewed as determinative of the decision made by
Washington Banking s board of directors with respect to the fairness of the merger.

In arriving at its opinion Sandler did not attribute any particular weight to any analysis or factor that it
considered. Rather it made qualitative judgments as to the significance and relevance of each analysis and

factor. Sandler did not form an opinion as to whether any individual analysis or factor (positive or negative)
considered in isolation supported or failed to support its opinions; rather Sandler made its determination as to the
fairness of the merger consideration on the basis of its experience and professional judgment after considering the
results of all its analyses taken as a whole.

Summary of Proposal. Sandler reviewed the financial terms of the proposed transaction. As described in the merger
agreement, Washington Banking shareholders will receive consideration consisting of 0.89000 shares of Heritage
common stock and $2.75 in cash in exchange for each share of Washington Banking s common stock. Based upon
Heritage s closing price of $15.85 as of October 22, 2013, Sandler calculated merger consideration value of $16.86 per
Washington Banking share. Based upon 15,533,186 common shares outstanding, 128,575 restricted stock units
outstanding, 100,650 in-the-money options outstanding with a weighted-average strike price of $11.57 and using
Heritage s closing price of $15.85 as of October 22, 2013, Sandler calculated aggregate consideration value of $265
million. Based upon financial information as or for the twelve month period ended September 30, 2013, Sandler
calculated the following transaction ratios:

Washington

Banking/

Heritage
Transaction Value / Book Value Per Share 144%
Transaction Value / Tangible Book Value Per Share 149%
Transaction Value / Last Twelve Months Earnings Per Share 15.6x
Transaction Value / Mean Estimated 2013 Earnings Per Share 16.9x
Transaction Value / Mean Estimated 2014 Earnings Per Share 16.4x
Tangible Book Premium to Core Deposits 6.8%
Premium to Washington Banking Stock Price (Oct. 22, 2013) 18.1%
Premium to Washington Banking 52 Week High Price 7.7%
Premium to Washington Banking 52 Week Low Price 28.9%
Premium to Washington Banking 30 Day Average Closing Price 18.7%

Comparable Company Analysis. Sandler used publicly available information to compare selected financial
information for Washington Banking and Heritage and a group of financial institutions as selected by Sandler. The
peer group consisted of publicly traded commercial banks headquartered in the Western Region of the United States
with total assets as of the most recently reported period between $1 billion and $3 billion and nonperforming assets /
total assets less than 4%. The group excluded thrifts, merger targets and ethnic-focused banks.
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Bank of Marin Bancorp Northrim BanCorp, Inc.
Cascade Bancorp Pacific Continental Corporation
CU Bancorp Pacific Premier Bancorp, Inc.
Heritage Commerce Corp TriCo Bancshares

Heritage Oaks Bancorp

The analysis compared publicly available financial information for Washington Banking, Heritage and the financial
and market trading data for the peer group. The peer group data is as of or for the period ended June 30, 2013, with the
exception of Pacific Continental Corporation, Bank of Marin, Washington Banking and Heritage
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whose data is as of or for the period ending September 30, 2013. Pricing data for all companies is as of October 22,
2013. The table below sets forth the data for Washington Banking, Heritage and the mean and median data for the
peer group.

Comparable Comparable
Washington Group Group
Banking Heritage Median Mean
Total Assets (in millions) $ 1,648 $ 1,674 $ 1,400 $ 1,488
Last Twelve Months Return on Average
Assets! 1.0% 0.8% 1.0% 0.9%
Last Twelve Months Return on Average
Tangible Equity! 9.4% 6.4% 9.6% 9.0%
Non-Performing Assets / Total Assets 2.4% 2.0% 1.2% 1.8%
Tangible Equity / Tangible Assets! 10.7% 11.3% 10.9% 10.9%
Stock Price $ 1428 $ 15.85
Market Capitalization (in millions) $ 222 $ 257 $ 241 $ 246
Price / Tangible Book Value 126% 139% 153% 153%
Price / Last Twelve Months Earnings Per
Share! 13.2x 20.6x 16.9x 18.5x
Price / Estimated 2013 Earnings Per
Share 14.3x 20.1x 15.7x 17.2x
Price / Estimated 2014 Earnings Per
Share 13.9x 15.7x 14.7x 15.3x
Dividend Yield 2.5% 2.0% 1.6% 1.2%
3 Months Total Return -7.8% 0.3% 1.9% 0.2%
1 Year Total Return 11.1% 19.6% 22.9% 30.6%
Notes:

ILTM profitability for Pacific Premier Bancorp, Inc., Pacific Continental Corporation, CU Bancorp and Heritage Oaks
Bancorp adjusted for one-time items

Stock Price Performance. Sandler reviewed the history of the publicly reported trading prices of Washington
Banking and Heritage s common stock for the one-year and three-year periods ended October 22, 2013. Sandler then
compared the relationship between the movements in the price of Washington Banking and Heritage s common stock
against the movements in the prices of the peer group, S&P 500 Index and NASDAQ Bank Index.

One-Year Comparative Stock Performance

Beginning Index Value Ending Index Value
October 19, 2012 October 22, 2013
Washington Banking 100% 107%
Heritage 100% 114%
Peer Group 100% 128%
S&P 500 100% 122%
NASDAQ Bank 100% 131%
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Three-Year Comparative Stock Performance

Beginning Index Value Ending Index Value
October 22, 2010 October 22, 2013
Washington Banking 100% 104%
Heritage 100% 111%
Peer Group 100% 146%
S&P 500 100% 148%
NASDAQ Bank 100% 146%

Washington Banking Net Present Value Analysis. Sandler performed an analysis that estimated the net present
value per share of Washington Banking common stock under various circumstances. The analysis assumed that
Washington Banking performed in accordance with the publicly available analyst estimated earnings for the years
ending December 31, 2013 and December 31, 2014 and an estimated long-term growth rate for the years thereafter, in
each case as discussed with, and confirmed by, senior management of Washington Banking. To approximate the
terminal value of Washington Banking common stock at December 31, 2018,
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Sandler applied price to earnings multiples ranging from 12.0x to 22.0x and multiples of tangible book value ranging
from 115% to 190%. The terminal values were then discounted to present values using different discount rates ranging
from 9.5% to 15.5% chosen to reflect different assumptions regarding required rates of return of holders or
prospective buyers of Washington Banking s common stock.

As illustrated in the following tables, the analysis indicates an imputed range of values per share of Washington
Banking common stock of $9.77 to $21.19 when applying multiples of earnings to the applicable amounts indicated in
the Washington Banking projections and $9.86 to $19.52 when applying multiples of tangible book value to the
applicable amounts indicated in the Washington Banking projections.

Discount Earnings Per Share Multiples
Rate 12.0x 14.0x 16.0x 18.0x 20.0x 22.0x
9.50% $12.62 $14.34 $16.05 $17.76 $19.47 $21.19
10.50% $12.08 $13.71 $15.35 $16.98 $18.61 $20.24
11.50% $11.57 $13.12 $14.68 $16.24 $17.80 $19.35
12.50% $11.08 $12.57 $14.05 $15.54 $17.02 $18.51
13.50% $10.62 $12.04 $13.46 $14.87 $16.29 $17.71
14.50% $10.18 $11.54 $12.89 $14.25 $15.60 $16.95
15.50% $ 9.77 $11.06 $12.36 $13.65 $14.94 $16.24
Discount Tangible Book Value Multiples
Rate 115% 130% 145% 160% 175% 190%
9.50% $12.75 $14.10 $15.46 $16.81 $18.17 $19.52
10.50% $12.20 $13.49 $14.78 $16.07 $17.37 $18.66
11.50% $11.68 $12.91 $14.14 $15.37 $16.61 $17.84
12.50% $11.19 $12.36 $13.54 $14.71 $15.89 $17.07
13.50% $10.72 $11.84 $12.97 $14.09 $15.21 $16.33
14.50% $10.28 $11.35 $12.42 $13.49 $14.57 $15.64
15.50% $ 9.86 $10.88 $11.91 $12.93 $13.96 $14.98

Sandler also considered and discussed with the Washington Banking board of directors how this analysis would be
affected by changes in the underlying assumptions, including variations with respect to net income. To illustrate this
impact, Sandler performed a similar analysis assuming Washington Banking net income varied from 25% above
projections to 25% below projections. This analysis resulted in the following range of per share values for Washington
Banking common stock, using the same price to earnings multiples of 12.0x to 22.0x and a discount rate of 12.5%
(which represents the midpoint of the range of discount rates used).

Annual Earnings Per Share Multiples

Budget
Variance 12.0x 14.0x 16.0x 18.0x 20.0x 22.0x
-25.0% $ 8.85 $ 9.97 $11.08 $12.19 $13.31 $14.42
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$ 9.30
$ 9.74
$10.19
$10.63
$11.08
$11.53
$11.97
$12.42
$12.86
$13.31

$10.49
$11.01
$11.53
$12.05
$12.57
$13.09
$13.61
$14.13
$14.65
$15.17

$11.67
$12.27
$12.86
$13.46
$14.05
$14.65
$15.24
$15.83
$16.43
$17.02

$12.86
$13.53
$14.20
$14.87
$15.54
$16.21
$16.87
$17.54
$18.21
$18.88

$14.05
$14.79
$15.54
$16.28
$17.02
$17.77
$18.51
$19.25
$20.00
$20.74

$15.24
$16.06
$16.87
$17.69
$18.51
$19.33
$20.14
$20.96
$21.78
$22.60

During the Washington Banking board of directors meeting on October 23, 2013, Sandler noted that the terminal
value analysis is a widely used valuation methodology, but the results of such methodology are highly dependent upon
the numerous assumptions that must be made, and the results thereof are not necessarily indicative of actual values or

future results.
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Heritage Net Present Value Analysis. Sandler also performed an analysis that estimated the net present value per
share of Heritage common stock under various circumstances. The analysis assumed that Heritage performed in
accordance with publicly available analyst earnings estimates for the years ending December 31, 2013 and

December 31, 2014 and an estimated long-term earnings growth rate for the years thereafter, in each case as discussed
with, and confirmed by, senior management of Heritage.

To approximate the terminal value of Heritage common stock at December 31, 2018, Sandler applied price to earnings
multiples ranging from 12.0x to 22.0x and multiples of tangible book value ranging from 115% to 190%. The terminal
values were then discounted to present values using different discount rates ranging from 9.5% to 15.5% chosen to
reflect different assumptions regarding required rates of return of holders or prospective buyers of Heritage s common
stock.

As illustrated in the following tables, the analysis indicates an imputed range of values per share of Heritage common
stock of $9.13 to $20.23 when applying multiples of earnings to the applicable amounts indicated in the Heritage
projections and $9.69 to $19.62 when applying multiples of tangible book value to the applicable amounts indicated in
the Heritage projections.

Discount Earnings Per Share Multiples
Rate 12.0x 14.0x 16.0x 18.0x 20.0x 22.0x
9.50% $11.86 $13.53 $15.20 $16.88 $18.55 $20.23
10.50% $11.34 $12.93 $14.53 $16.13 $17.72 $19.32
11.50% $10.85 $12.37 $13.89 $15.41 $16.94 $18.46
12.50% $10.38 $11.84 $13.29 $14.74 $16.19 $17.65
13.50% $ 9.94 $11.33 $12.72 $14.10 $15.49 $16.88
14.50% $ 953 $10.85 $12.18 $13.50 $14.82 $16.15
15.50% $ 9.13 $10.40 $11.66 $12.93 $14.19 $15.46
Discount Tangible Book Value Multiples
Rate 115% 130% 145% 160% 175% 190%
9.50% $12.59 $14.00 $15.40 $16.81 $18.21 $19.62
10.50% $12.04 $13.38 $14.72 $16.06 $17.40 $18.74
11.50% $11.52 $12.80 $14.07 $15.35 $16.63 $17.91
12.50% $11.02 $12.24 $13.46 $14.68 $
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