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Hercules invests in high-growth
companies with ambitious goals
and the potential to achieve them.

We work with companies across multiple technology-related
sectors, including cleantech, life sciences and lower middle
market at multiple stages of a company’s development from
early to expansion stage to post-IPO to help them reach
value-building milestones.
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Financial Highlights

U.S. Dollars in Millions, except per share amounts 2007
Total Investment Income $ 53.9
Net Investment Income (NII) 32.5
NIl per Share 1.15
Declared Dividends per Share 1.20
Investments, at Value 525.5
Cash and Cash Equivalents 7.9
Total Assets 541.9
Total Liabilities 141.2
Total Net Assets 400.7
Comparison of 5-year Cumulative Total Return
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To Our Valued Shareholders,

2010 marked Hercules’ fifth anniversary as a public company and the achievement of important milestones. We managed
through the economic doldrums and credit crisis of 2009, and finished 2010 with the strongest portfolio performance in the
history of the firm. We transitioned our investment strategy from asset protection to investment growth in the second half of
2010, resulting in a record year of new commitments, increased funding and significant investment portfolio growth. We also
increased our dividend by 10.0% in the first quarter of 2011. Assuming the economy sustains its recovery, we expect to
continue to grow our dividend accordingly.

Portfolio Growth In 2010, Hercules reached the $2.1 billion mark in total commitments to over 155 technology-related
companies, including clean technology, life sciences and lower middle market since its founding in 2004. Our investment
discipline has allowed us to keep our net realized losses to approximately $54.5 million since inception, representing

an average of 41 basis points per annum as a percent of total commitments for the same period.

In 2010, we delivered the following portfolio highlights:
e Achieved a record year for new commitments of approximately $523.0 million, up 191% from 2009.
e Funded approximately $323.0 million in investments, up 262% compared with 2009.

e Grew total investment assets 26.0% year over year to approximately $472.0 million as of December 31, 2010, compared
to $375.0 million as of December 31, 2009.

e Improved the credit quality of our total portfolio. On a scale of 1-5, 1 being the highest credit quality, we finished 2010
with an average credit rating of 2.21 as compared to 2.71 at the end of 2009.

Venture Capital Environment Over the course of 2010, we saw signs of resilience in the venture capital landscape.
During the year, Hercules focused on managing credit and sought confirmation of a recovery in the venture capital market
for technology-related companies. In 2010, the venture capital industry made approximately $26.0 billion of new invest-
ments in 2,800 emerging-growth companies, representing an 11% increase from 2009. Likewise, the M&A and IPO markets
experienced some encouraging improvements and were at their highest volumes since 1985 and 2007, respectively. These
market conditions contributed to liquidity events in eight of our portfolio companies during 2010.

Strong Balance Sheet and High Level of Liquidity for New Investments Hercules has maintained liquidity and capital
resources to meet the demands of our target sectors. During the year, we took steps to improve our balance sheet flexibility.
We were issued a second SBA license, providing Hercules with additional potential debt capacity of $75.0 million and raising
our total SBA borrowing capacity to $225.0 million.

In addition, our liquidity position was bolstered during the fourth quarter of 2010 as we completed an accretive follow-on
offering of approximately $72.0 million in new equity capital priced above our net asset value. At year end, Hercules had
approximately $232.0 million in liquidity to take advantage of new opportunities in 2011 and continue to support our existing
portfolio companies.
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Dividends We distributed a dividend of $0.20 per share each quarter in 2010, and increased the dividend 10.0% to $0.22
per share in the first quarter of 2011. Hercules has declared twenty-two consecutive quarterly dividends since its initial public
offering, bringing the total cumulative dividend declared to date to $6.03 per share.

None of these accomplishments would have been achievable without the talent and dedication of our team of investment and
management professionals, the guidance of our board of directors, and the support of our shareholders.

Outlook for 2011 We have a single mantra as we enter 2011: growth. We anticipate hiring additional originators and opera-
tions personnel to take advantage of the robust deal pipeline, with particular emphasis on our technology-related sectors,
including, cleantech, life sciences and lower middle market companies. Subject to an improving domestic economy and
continued venture capital investments, we also expect to benefit from continued liquidity events from our existing investment
portfolio as a result of potential M&A and IPO exits over the next several quarters. We remain optimistic about our potential
ability to further monetize our warrant portfolio of over 90 venture stage technology and life sciences companies.

As we have done since our founding, we strive to balance optimism with credit discipline and intend to remain vigilant and cau-
tious in the wake of any market disruption or economic downturn. We believe our robust deal pipeline, focus on credit quality,
and solid balance sheet liquidity positions will allow us to grow our portfolio and deliver increased value as the year progresses.

Sincerely,

PEAC

Manuel A. Henriquez
Chairman & CEO
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Technology-Related Sectors of Investment

-
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TECHNOLOGY

Technology has become an integral part of modern life — at home,

at work and on the road. Hercules invests in the innovative companies
that create the underlying infrastructure, computing power, networks,
software and devices that make it all possible.

CLEANTECH

Cleantech is a fast-growing, rapidly changing sector of technology
innovation. Global demand and consumption of energy are expanding
commercial opportunities for companies that provide IT-enabled
solutions and renewable generation technologies — and creating new
growth opportunities for Hercules.

LIFE SCIENCES

Global healthcare trends are continuing to drive the need for clinically
effective solutions to address unmet medical needs, cost-effective
treatment alternatives that can help reduce system-wide costs, and
platform technologies that facilitate the development of novel products.
Companies that are developing such innovative products and technolo-
gies represent attractive investment opportunities for Hercules.

LOWER MIDDLE MARKET

Lower Middle Market companies generally have $10-$200 million of
revenue and $2-$10 million of EBITDA and often need financing for a
specific event such as an acquisition, significant capital investment or
recapitalization to spur growth. Hercules works with these companies
to address their unique set of growth circumstances.
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e Communications & Telecom
Infrastructure

e Computing & Storage Infrastructure
e Digital Media & Consumer Internet
* E-commerce

e Enterprise Software & Services

* Mobility

e Networking Systems

e Security

e Semiconductors

e Technology-Enabled Services

e Generation

e Advanced Materials

¢ Energy Efficiency Technologies
e Storage

¢ Transportation

e Water

e Carbon

* Recycling

e Technology (management,
measurement, controls)

¢ Biotechnology & Diagnostics

¢ Drug Discovery & Drug Delivery
e Specialty Pharmaceuticals

e Medical Devices

e Life Sciences Instrumentation

e Healthcare Services

® Business Services

e Communication Services & Hardware
e Electronics & Hardware

e Healthcare Services

e Media & Internet

e Medical Technology

e Software & Related Services

* Specialized Manufacturing
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SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
FORM 10-K
(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES
EXCHANGE ACT OF 1934
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OR
[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES
EXCHANGE ACT OF 1934
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Commission File No. 8§14-00702
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(Exact name of Registrant as specified in its charter)
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400 Hamilton Avenue, Suite 310
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Securities registered pursuant to Section 12(g) of the Act: None
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Act. Yes [ ] No

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

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required
to file such reports), and (2) has been subject to such filing requirements for the past 90 days: YES NO []

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

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer.
See definition of “accelerated filer, large accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filer [ ]  Accelerated filer Non-accelerated filer [ ] ~ Smaller reporting company [ |

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

The aggregate market value of the voting and non-voting common stock held by non-affiliates of the registrant as of the
last business day of the registrant’s most recently completed second fiscal quarter was approximately $270.5 million based
upon a closing price of $9.21 reported for such date on the NASDAQ Select Global Market. Common shares held by each
executive officer and director and by each person who owns 5% or more of the outstanding common shares have been
excluded in that such persons may be deemed to be affiliates. This determination of affiliate status is not intended and shall
not be deemed to be an admission that such persons are affiliates of the Registrant.

The number of outstanding common shares of the registrant as of March 25, 2011 was 43,507,791
DOCUMENTS INCORPORATED BY REFERENCE

Documents incorporated by reference: Portions of the registrant’s Proxy Statement for its 2011 Annual Meeting of
Shareholders to be filed within 120 days after the close of the registrant’s year end are incorporated by reference into Part I1I
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In this Annual Report on Form 10-K, or Annual Report, the “Company,” “HTGC,” “we,” “us” and “our”
refer to Hercules Technology Growth Capital, Inc. and its wholly owned subsidiaries and its affiliated
securitization trusts unless the context otherwise requires.

PART1
Item 1.  Business
GENERAL

We are a specialty finance company that provides debt and equity growth capital to technology-related
companies at various stages of development from seed and emerging growth to expansion and established stages
of development, which include select publicly listed companies and lower middle market companies. We
primarily finance privately-held companies backed by leading venture capital and private equity firms and also
may finance certain select publicly-traded companies that lack access to public capital or are sensitive to equity
ownership dilution. We source our investments through our principal office located in Silicon Valley, as well as
through our additional offices in Boston and Boulder.

We also make investments in qualifying small businesses through two wholly-owned, small business
investment company (“SBIC”) subsidiaries, Hercules Technology II, L.P. (“HT II"’) and Hercules Technology
I, L.P. (“HT IIT”). As SBICs, HT IT and HT III are subject to a variety of regulations concerning, among other
things, the size and nature of the companies in which they may invest and the structure of those investments. As
of December 31, 2010, we held investments in HT II in 51 companies with a fair value of approximately $155.3
million. HT II's portfolio companies accounted for approximately 32.9% of our total portfolio at December 31,
2010. As of December 31, 2010, we held investments in HT III in eight companies with a fair value of
approximately $50.3 million. HT III’s portfolio accounted for approximately 10.7% of our total portfolio at
December 31, 2010.

Our goal is to be the leading structured debt financing provider of choice for venture capital and private
equity-backed technology-related companies requiring sophisticated and customized financing solutions. Our
strategy is to evaluate and invest in a broad range of technology-related companies including clean technology,
life sciences and lower middle market companies and to offer a full suite of growth capital products up and down
the capital structure. We invest primarily in structured debt with warrants and, to a lesser extent, in senior debt
and equity investments. We use the term “structured debt with warrants” to refer to any debt investment, such as
a senior or subordinated secured loan, that is coupled with an equity component, including warrants, options or
rights to purchase common or preferred stock. Our structured debt with warrants investments will typically be
secured by select or all of the assets of the portfolio company.

We focus our investments in companies active in the technology industry sub-sectors characterized by
products or services that require advanced technologies, including, but not limited to, computer software and
hardware, networking systems, semiconductors, semiconductor capital equipment, information technology
infrastructure or services, Internet consumer and business services, telecommunications, telecommunications
equipment, renewable or alternative energy, media and life sciences. Within the life sciences sub-sector, we
generally focus on medical devices, bio-pharmaceutical, drug discovery, drug delivery, health care services and
information systems companies. Within the clean technology sub-sector, we focus on sustainable and renewable
energy technologies and energy efficiency and monitoring technologies. We refer to all of these companies as
“technology-related” companies and intend, under normal circumstances, to invest at least 80% of the value of
our assets in such businesses.

Our investment objective is to maximize our portfolio total return by generating current income from our
debt investments and capital appreciation from our equity-related investments. Our primary business objectives



are to increase our net income, net operating income and net asset value by investing in structured debt with
warrants and equity of venture capital and private equity backed technology-related companies with attractive
current yields and the potential for equity appreciation and realized gains. Our structured debt investments
typically include warrants or other equity interests, giving us the potential to realize equity-like returns on a
portion of our investments. Our equity ownership in our portfolio companies may represent a controlling interest.
In some cases, we receive the right to make additional equity investments in our portfolio companies in
connection with future equity financing rounds. Capital that we provide directly to venture capital and private
equity backed technology-related companies is generally used for growth and general working capital purposes
as well as in select cases for acquisitions or recapitalizations.

Our portfolio is comprised of, and we anticipate that our portfolio will continue to be comprised of,
investments in technology-related companies at various stages of development. Consistent with regulatory
requirements, we invest primarily in United States based companies and to a lesser extent in foreign companies.
Since 2007, our investing emphasis has been primarily on private companies following or in connection with a
subsequent institutional round of equity financing, which we refer to as expansion-stage companies and private
companies in later rounds of financing and certain public companies, which we refer to as established-stage
companies and lower middle market companies. We have also historically focused our investment activities in
private companies following or in connection with the first institutional round of financing, which we refer to as
emerging-growth companies.

CURRENT ECONOMIC AND MARKET ENVIRONMENT

The global capital markets have experienced a period of disruption as evidenced by a lack of liquidity in the
debt capital markets, write-offs in the financial services sector, the re-pricing of credit risk and the failure of
certain major financial institutions. Despite actions of the United States federal government and foreign
governments, these events contributed to worsening general economic conditions that have materially and
adversely impacted the broader financial and credit markets and reduced the availability of debt and equity
capital for the market as a whole and financial services firms in particular. While indicators suggest improvement
in the capital markets, these conditions could deteriorate in the future. During such market disruptions, we may
have difficulty raising debt or equity capital especially as a result of regulatory constraints.

At the same time, the venture capital market for the technology-related companies in which we invest has
been active and is continuing to show signs of increased investment activity in 2010 as compared to 2009.
Therefore, to the extent we have capital available, we believe this is an opportune time to invest in the structured
lending market for technology-related companies. Today’s economy creates potentially new attractive lending
opportunities and we believe that the market for technology-related companies in 2011 is improving as evidenced
by the improved IPO market in 2010 as compared to the previous two years.

CORPORATE HISTORY AND OFFICES

We are a Maryland Corporation formed in December 2003 that began investment operations in September
2004. We are an internally managed, non-diversified, closed-end investment company that has elected to be
treated as a business development company under the Investment Company Act, as amended, or the “1940 Act”.
As a business development company, we are required to meet various regulatory tests. A business development
company is required to invest at least 70% of its total assets in “qualifying assets,” including securities of private
and thinly traded public U.S. companies, cash, cash equivalents, U.S. government securities and high-quality
debt investments that mature in one year or less. A business development company also must meet a coverage
ratio of total net assets to total senior securities, which include all of our borrowings (including accrued interest
payable) except for debentures issued by the Small Business Administration, and any preferred stock we may
issue in the future, of at least 200% subsequent to each borrowing or issuance of senior securities. See “Item 1.
Business—Regulation as a Business Development Company”.
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From incorporation through December 31, 2005, we were taxed as a corporation under Subchapter C of the
Internal Revenue Code of 1986 as amended, or the “Code”. We have elected to be treated for federal income tax
purposes as a regulated investment company, or “RIC,” under the Code. In order to continue to qualify as a RIC
for federal income tax purposes, we must meet certain requirements, including certain minimum distribution
requirements. See “Item 1. Business—Certain United States Federal Income Tax Considerations.”

Our principal executive offices are located at 400 Hamilton Avenue, Suite 310, Palo Alto, California 94301
and our telephone number is (650) 289-3060. We also have additional offices in Boston and Boulder. We
maintain a website on the Internet at www.herculestech.com. Information contained in our website is not
incorporated by reference into this Annual Report, and you should not consider that information as part of this
Annual Report. Our annual reports on Form 10-K, quarterly reports on Form 10-Q and our current reports on
Form 8-K, as well as any amendments to those reports, are available free of charge through our website as soon
as reasonably practicable after we file them with the Securities and Exchange Commission (“SEC”). These
reports are also available on the SEC’s website at www.sec.gov.

OUR MARKET OPPORTUNITY

We believe that technology-related companies compete in one of the largest and most rapidly growing
sectors of the U.S. economy and that continued growth is supported by ongoing innovation and performance
improvements in technology products as well as the adoption of technology across virtually all industries in
response to competitive pressures. We believe that an attractive market opportunity exists for a specialty finance
company focused primarily on investments in structured debt with warrants in technology-related companies for
the following reasons:

e Technology-related companies have generally been underserved by traditional lending sources;

e Unfulfilled demand exists for structured debt financing to technology-related companies as the number
of lenders has declined due to the recent financial market turmoil;

e Structured debt with warrants products are less dilutive and complement equity financing from venture
capital and private equity funds; and

e Valuations currently assigned to technology-related companies in private financing rounds generally
decreased since 2008 as a result of the turmoil in the general market and should provide a good
opportunity for attractive capital returns.

Technology-Related Companies are Under served by Traditional Lenders. We believe many viable
technology-related companies backed by financial sponsors have been unable to obtain sufficient growth
financing from traditional lenders, including financial services companies such as commercial banks and finance
companies because traditional lenders have continued to consolidate and have adopted a more risk-averse
approach to lending. More importantly, we believe traditional lenders are typically unable to underwrite the risk
associated with financial sponsor-backed emerging growth or expansion stage companies effectively.

The unique cash flow characteristics of many technology-related companies include significant research and
development expenditures and high projected revenue growth thus often making such companies difficult to
evaluate from a credit perspective. In addition, the balance sheets of emerging-growth and expansion-stage
companies often include a disproportionately large amount of intellectual property assets, which can be difficult
to value. Finally, the speed of innovation in technology and rapid shifts in consumer demand and market share
add to the difficulty in evaluating technology-related companies.

Due to the difficulties described above, we believe traditional lenders are generally refraining from entering
the structured mezzanine marketplace, instead preferring the risk-reward profile of asset based lending.
Traditional lenders generally do not have flexible product offerings that meet the needs of technology-related
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companies. The financing products offered by traditional lenders typically impose on borrowers many restrictive
covenants and conditions, including limiting cash outflows and requiring a significant depository relationship to
facilitate rapid liquidation.

Unfulfilled Demand for Structured Debt Financing to Technology-Related Companies. Private debt
capital in the form of structured debt financing from specialty finance companies continues to be an important
source of funding for technology-related companies. We believe that the level of demand for structured debt
financing is a function of the level of annual venture equity investment activity. In 2010, venture capital-backed
companies received, in 2,799 transactions, equity financing in an aggregate amount of approximately $26.3
billion, representing an 11.4% increase from the preceding year, as reported by Dow Jones VentureSource. In
addition, overall, the median round size in 2010 was approximately $4.5 million, down from $5.0 million in
2009. Even though the median round of financing has decreased, we believe the larger number of companies
provides us a greater opportunity to provide debt financing to these venture backed companies. Overall, seed-
and first-round deals made up 37% of the deal flow in 2010, and later-stage deals made up roughly 42% of all
capital invested.

We believe that demand for structured debt financing is currently under served, in part because of the credit
market collapse in 2008 and the resulting exit of debt capital providers to technology-related companies during
2008 and 2009. The venture capital market for the technology-related companies in which we invest has been
active and is continuing to show signs of increased investment activity in 2010 as compared to 2009. In addition,
lending requirements of traditional lenders have become more stringent due to the significant write-offs in the
financial services sector, the re-pricing of credit risk in the broadly syndicated market and the financial turmoil
affecting the banking system and financial market, which have negatively impacted the debt and equity capital
market in the United States and most other markets. At the same time, the venture capital market for the
technology-related companies in which we invest has continued to be active. Therefore, to the extent we have
capital available, we believe this is an opportune time to be active in the structured lending market for
technology-related companies.

Structured Debt with Warrants Products Complement Equity Financing From Venture Capital and
Private Equity Funds. We believe that technology-related companies and their financial sponsors will continue
to view structured debt securities as an attractive source of capital because it augments the capital provided by
venture capital and private equity funds. We believe that our structured debt with warrants product provides
access to growth capital that otherwise may only be available through incremental investments by existing equity
investors. As such, we provide portfolio companies and their financial sponsors with an opportunity to diversify
their capital sources. Generally, we believe technology-related companies at all stages of development target a
portion of their capital to be debt in an attempt to achieve a higher valuation through internal growth. In addition,
because financial sponsor-backed companies have reached a more mature stage prior to reaching a liquidity
event, we believe our investments could provide the debt capital needed to grow or recapitalize during the
extended period prior to liquidity events.

OUR BUSINESS STRATEGY

Our strategy to achieve our investment objective includes the following key elements:

Leverage the Experience and Industry Relationships of Our Management Team and Investment
Professionals. We have assembled a team of experienced investment professionals with extensive experience as
venture capitalists, commercial lenders, and originators of structured debt and equity investments in technology-
related companies. Our managing directors have, on average, more than 15 years of experience as equity
investors in, and/or lenders to, technology-related companies. Our team members have originated structured debt,
debt with warrants and equity investments in over 150 technology-related companies, representing over $2.1
billion in commitments, and have developed a network of industry contacts with investors and other participants
within the venture capital and private equity communities. In addition, members of our management team also
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have operational, research and development and finance experience with technology-related companies. We have
established contacts with leading venture capital and private equity fund sponsors, public and private companies,
research institutions and other industry participants, which should enable us to identify and attract well-
positioned prospective portfolio companies.

We concentrate our investing activities generally in industries in which our investment professionals have
investment experience. We believe that our focus on financing technology-related companies will enable us to
leverage our expertise in structuring prospective investments, to assess the value of both tangible and intangible
assets, to evaluate the business prospects and operating characteristics of technology-related companies and to
identify and originate potentially attractive investments with these types of companies.

Mitigate Risk of Principal Loss and Build a Portfolio of Equity-Related Securities. We expect that our
investments have the potential to produce attractive risk adjusted returns through current income, in the form of
interest and fee income, as well as capital appreciation from equity-related securities. We believe that we can
mitigate the risk of loss on our debt investments through the combination of loan principal amortization, cash
interest payments, relatively short maturities, security interests in the assets of our portfolio companies, and on
select investment covenants requiring prospective portfolio companies to have certain amounts of available cash
at the time of our investment and the continued support from a venture capital or private equity firm at the time
we make our investment.

Historically our structured debt investments to technology-related companies typically include warrants or
other equity interests, giving us the potential to realize equity-like returns on a portion of our investment. In
addition, in some cases, we receive the right to make additional equity investments in our portfolio companies in
connection with future equity financing rounds. We believe these equity interests will create the potential for
meaningful long-term capital gains in connection with the future liquidity events of these technology-related
companies.

Provide Customized Financing Complementary to Financial Sponsors’ Capital. We offer a broad range of
investment structures and possess expertise and experience to effectively structure and price investments in
technology-related companies. Unlike many of our competitors that only invest in companies that fit a specific
set of investment parameters, we have the flexibility to structure our investments to suit the particular needs of
our portfolio companies. We offer customized financing solutions ranging from senior debt to equity capital,
with a focus on structured debt with warrants.

We use our relationships in the financial sponsor community to originate investment opportunities. Because
venture capital and private equity funds typically invest solely in the equity securities of their portfolio
companies, we believe that our debt investments will be viewed as an attractive and complimentary source of
capital, both by the portfolio company and by the portfolio company’s financial sponsor. In addition, we believe
that many venture capital and private equity fund sponsors encourage their portfolio companies to use debt
financing for a portion of their capital needs as a means of potentially enhancing equity returns, minimizing
equity dilution and increasing valuations prior to a subsequent equity financing round or a liquidity event.

Invest at Various Stages of Development. We provide growth capital to technology-related companies at all
stages of development, from emerging-growth companies, to expansion-stage companies and established-stage
companies, including select publicly listed companies and lower middle market companies. We believe that this
provides us with a broader range of potential investment opportunities than those available to many of our
competitors, who generally focus their investments on a particular stage in a company’s development. Because of
the flexible structure of our investments and the extensive experience of our investment professionals, we believe
we are well positioned to take advantage of these investment opportunities at all stages of prospective portfolio
companies’ development.

Benefit from Our Efficient Organizational Structure. We believe that the perpetual nature of our corporate
structure enables us to be a long-term partner for our portfolio companies in contrast to traditional mezzanine and
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investment funds, which typically have a limited life. In addition, because of our access to the equity markets, we
believe that we may benefit from a lower cost of capital than that available to private investment funds. We are
not subject to requirements to return invested capital to investors nor do we have a finite investment horizon.
Capital providers that are subject to such limitations are often required to seek a liquidity event more quickly
than they otherwise might, which can result in a lower overall return on an investment.

Deal Sourcing Through Our Proprietary Database. We have developed a proprietary and comprehensive
structured query language-based (SQL) database system to track various aspects of our investment process
including sourcing, originations, transaction monitoring and post-investment performance. As of December 31,
2010, our proprietary SQL-based database system included over 20,000 technology-related companies and
approximately 4,800 venture capital, private equity sponsors/investors, as well as various other industry contacts.
This proprietary SQL system allows us to maintain, cultivate and grow our industry relationships while providing
us with comprehensive details on companies in the technology-related industries and their financial sponsors.

OUR INVESTMENTS AND OPERATIONS

We principally invest in debt securities and, to a lesser extent, equity securities, with a particular emphasis
on structured debt with warrants.

We generally seek to invest in companies that have been operating for at least six to 12 months prior to the
date of our investment. We anticipate that such entities may, at the time of investment, be generating revenues or
will have a business plan that anticipates generation of revenues within 24 to 48 months. Further, we anticipate
that on the date of our investment we will generally obtain a lien on available assets, which may or may not
include intellectual property, and these companies will have sufficient cash on their balance sheet to operate as
well as potentially amortize their debt for at least three to nine months following our investment. We generally
require that a prospective portfolio company, in addition to having sufficient capital to support leverage,
demonstrate an operating plan capable of generating cash flows or raising the additional capital necessary to
cover its operating expenses and service its debt, for an additional six to 12 months subject to market conditions.

We expect that our investments will generally range from $1.0 million to $25.0 million. We typically
structure our debt securities to provide for amortization of principal over the life of the loan, but may include an
interest-only period of three to 12 months for emerging growth and expansion-stage companies and longer for
established-stage companies. Our loans will be collateralized by a security interest in the borrower’s assets,
although we may not have the first claim on these assets and the assets may not include intellectual property. Our
debt investments carry fixed or variable contractual interest rates which generally range from Prime to 14.02% as
of December 31, 2010. As of December 31, 2010, 81.6% of our loans were at floating rates or floating rates with
a floor and 18.4% of the loans were at fixed rates. In addition to the cash yields received on our loans, in some
instances, certain loans may also include any of the following: end of term payments, exit fees, balloon payment
fees, success fees, payment-in-kind (“PIK”) provisions or prepayment fees, which we may be required to include
in income prior to receipt. We also generate revenue in the form of commitment and facility fees.

In addition, the majority of our venture capital-backed companies structured debt investments generally
have equity enhancement features, typically in the form of warrants or other equity-related securities designed to
provide us with an opportunity for potential capital appreciation. The warrants typically will be immediately
exercisable upon issuance and generally will remain exercisable for the lesser of five to seven years or one to
three years after completion of an initial public offering. The exercise prices for the warrants varies from nominal
exercise prices to exercise prices that are at or above the current fair market value of the equity for which we
receive warrants. We may structure warrants to provide minority rights provisions or on a very select basis put
rights upon the occurrence of certain events. We generally target a total annualized return (including interest, fees
and value of warrants) of 12% to 25% for our debt investments.



Typically, our structured debt and equity investments take one of the following forms:

Structured debt with warrants. We seek to invest a majority of our assets in structured debt with
warrants of prospective portfolio companies. Traditional “mezzanine” debt is a layer of high-coupon
financing between debt and equity that most commonly takes the form of subordinated debt coupled
with warrants, combining the cash flow and risk characteristics of both senior debt and equity.
However, our investments in structured debt with warrants may be the only debt capital on the balance
sheet of our portfolio companies, and in many cases we have a first priority security interest in all of
our portfolio company’s assets, or in certain investments we may have a negative pledge on intellectual
property. Our structured debt with warrants typically have maturities of between two and seven years,
with full amortization after an interest only period for emerging-growth or expansion-stage companies
and longer deferred amortization for select established-stage companies. Our structured debt with
warrants generally carry a contractual interest rate between Prime and 14.02% and may include an
additional end-of-term payment or PIK between $1.0 million and $25.0 million. In most cases we
collateralize our investments by obtaining security interests in our portfolio companies’ assets, which
may include their intellectual property. In other cases we may prohibit a company from pledging or
otherwise encumbering their intellectual property. We may structure our structured debt with warrants
with restrictive affirmative and negative covenants, default penalties, prepayment penalties, lien
protection, equity calls, change-in-control provisions or board observation rights.

Senior Debt. We seek to invest a limited portion of our assets in senior debt. Senior debt may be
collateralized by accounts receivable and/or inventory financing of prospective portfolio companies.
Senior debt has a senior position with respect to a borrower’s scheduled interest and principal payments
and holds a first priority security interest in the assets pledged as collateral. Senior debt also may
impose covenants on a borrower with regard to cash flows and changes in capital structure, among
other items. We generally collateralize our investments by obtaining security interests in our portfolio
companies’ assets, which may include their intellectual property. In other cases we may obtain a
negative pledge covering a company’s intellectual property. Our senior loans, in certain instances, may
be tied to the financing of specific assets. In connection with a senior debt investment, we may also
provide the borrower with a working capital line-of-credit that will carry an interest rate ranging from
Prime or LIBOR plus a spread with a floor, generally maturing in one to three years, and will be
secured by accounts receivable and/or inventory.

Equipment Loans. We intend to invest a limited portion of our assets in equipment-based loans to
early-stage prospective portfolio companies. Equipment-based loans are secured by a first priority
security interest in only the specific assets financed. These loans are generally for amounts up to $3.0
million but may be up to $15.0 million for certain clean technology venture investments, carry a
contractual interest rate between Prime and Prime plus 10%, and have an average term between three
and four years. Equipment loans may also include end of term payments.

Equity-Related Securities. The equity-related securities we hold consist primarily of warrants or other
equity interests generally obtained in connection with our structured debt investments. In addition to
the warrants received as a part of a structured debt financing, we typically receive the right to make
equity investments in a portfolio company in connection with that company’s next round of equity
financing. We may also on certain debt investments have the right to convert a portion of the debt
investment into equity. These rights will provide us with the opportunity to further enhance our returns
over time through opportunistic equity investments in our portfolio companies. These equity-related
investments are typically in the form of preferred or common equity and may be structured with a
dividend yield, providing us with a current return, and with customary anti-dilution protection and
preemptive rights. In the future, we may achieve liquidity through a merger or acquisition of a portfolio
company, a public offering of a portfolio company’s stock or by exercising our right, if any, to require
a portfolio company to buy back the equity-related securities we hold. We may also make stand alone
direct equity investments into portfolio companies in which we may not have any debt investment in
the company. As of December 31, 2010, we held equity interests in 42 portfolio companies.
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A comparison of the typical features of our various investment alternatives is set forth in the chart below.

Structured debt with Equity related
Senior Debt warrants Equipment Loans Securities
Typical Structure| Term or revolving Term debt with Term debt with Preferred stock or
debt warrants warrants common stock

Investment Usually under 3 Long term, ranging | Ranging from 3 to 4| Ranging from 3 to 7
Horizon years from 2 to 7 years, years years
with an average of
3 years
Ranking/Security | Senior/First lien Senior secured, Secured only by None/unsecured
either first out or underlying
last out, or second equipment
lien
Covenants Generally Less restrictive; None None
borrowing base Mostly financial;
and financial Maintenance-based
Risk Tolerance Low Medium/High High High

Coupon/Dividend

Cash pay—floating
or fixed rate

Cash pay—fixed
and floating rate;
Payment-in-kind in
limited cases

Cash pay-floating
or fixed rate and
may include
Payment-in-kind

Generally none

Customization or | Little to none More flexible Little to none Flexible
Flexibility
Equity Dilution None to low Low to medium Low High

Investment Criteria

We have identified several criteria, among others, that we believe are important in achieving our investment
objective with respect to prospective portfolio companies. These criteria, while not inclusive, provide general
guidelines for our investment decisions.

Portfolio Composition. While we generally focus our investments in venture capital and private equity-
backed technology-related companies, we seek to diversify across various financial sponsors as well as across
various stages of companies’ development and various technology industry sub-sectors and geographies. During
2010, we began increasing our investments in lower middle market companies that may be or are approaching an
operational level where they are EBITDA positive and possibly cash flow positive thereby decreasing their
reliance on additional venture capital or private equity investments. At December 31, 2010, our investments in
lower middle market companies accounted for approximately 40% of our total investments.

Continuing Support from One or More Financial Sponsors. We generally invest in companies in which
one or more established financial sponsors have previously invested and continue to make a contribution to the
management of the business. We believe that having established financial sponsors with meaningful
commitments to the business is a key characteristic of a prospective portfolio company. In addition, we look for
representatives of one or more financial sponsors to maintain seats on the Board of Directors of a prospective
portfolio company as an indication of such commitment.



Company Stage of Development. While we invest in companies at various stages of development, we
generally require that prospective portfolio companies be beyond the seed stage of development and generally
have received or anticipate to have commitments for their first institutional round of equity financing for early
stage companies. Starting in 2008, we began shifting our focus to expansion and established-stage companies that
have revenues or significant anticipated revenue growth. We expect a prospective portfolio company to
demonstrate progress in its product development or demonstrate a path towards revenue generation or increase its
revenues and operating cash flow over time. The anticipated growth rate of a prospective portfolio company is a
key factor in determining the value that we ascribe to any warrants or other equity securities that we may acquire
in connection with an investment in debt securities.

Operating Plan. We generally require that a prospective portfolio company, in addition to having potential
access to capital to support leverage, demonstrate an operating plan capable of generating cash flows or the
ability to potentially raise the additional capital necessary to cover its operating expenses and service its debt for
a specific period. Specifically, we require that a prospective portfolio company demonstrate at the time of our
proposed investment that it has cash on its balance sheet, or is in the process of completing a financing so that it
will have cash on its balance sheet, sufficient to support its operations for a minimum of three to nine months.

Security Interest. In many instances we seek a first priority security interest in all of the portfolio
company’s tangible and intangible assets as collateral for our debt investment, subject in some cases to permitted
exceptions. In other cases we may obtain a negative pledge prohibiting a company from pledging or otherwise
encumbering their intellectual property. Although we do not intend to operate as an asset-based lender, the
estimated liquidation value of the assets, if any, collateralizing the debt securities that we hold is an important
factor in our credit analysis and subject to assumptions that may change over the life of the investment especially
when attempting to estimate the value of intellectual property. We generally evaluate both tangible assets, such
as accounts receivable, inventory and equipment, and intangible assets, such as intellectual property, customer
lists, networks and databases.

Covenants. Our investments may include one or more of the following covenants; cross-default, or material
adverse change provisions, require the portfolio company to provide periodic financial reports and operating
metrics and will typically limit the portfolio company’s ability to incur additional debt, sell assets, dividend
recapture, engage in transactions with affiliates and consummate an extraordinary transaction, such as a merger
or recapitalization without our consent. In addition, we may require other performance or financial based
covenants, as we deem appropriate.

Exit Strategy. Prior to making a debt investment that is accompanied by 