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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the fiscal year ended December 31, 2009

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from              to             

Commission File No. 814-00702
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Maryland 74-3113410
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification Number)
400 Hamilton Avenue, Suite 310

Palo Alto, California 94301

(Address of principal executive offices)

(650) 289-3060

(Registrant�s telephone number, including area code)

Securities registered pursuant to Section 12 (b) of the Act:

Title of each class Name of each exchange on which registered
Common Shares, par value $0.001 per share NASDAQ Global Select Market

Securities registered pursuant to Section 12(g) of the Act: None

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

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  x

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  x    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  x      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  x
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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 $266.4 million based upon a closing price of $8.40 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 9, 2010 was 35,626,791.

DOCUMENTS INCORPORATED BY REFERENCE

Documents incorporated by reference: Portions of the registrant�s Proxy Statement for its 2010 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 III of this Annual Report on Form 10-K.
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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.

PART I

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 our additional offices in Boston and
Boulder.

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 companies
active in the technology and life-science industries 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. 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
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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 U.S. capital and credit markets have been experiencing disruption and volatility since the summer of 2008 as evidenced by a lack of
liquidity in the debt capital markets, significant write-offs in the financial services sector, the repricing of credit risk in the broadly syndicated
credit market and the failure of many major financial institutions. These events have contributed to a continuing economic recession that is
materially and adversely impacting the broader financial and credit markets and reducing the availability of credit and equity capital for the
markets as a whole and financial services firms in particular, including us.

At the same time, the venture capital market for the technology-related companies in which we invest has been active, but is continuing to show
signs of stress and reduced investment activity. Therefore, to the extent we have capital available; we believe this is an opportune time to invest
on a limited basis in the structured lending market for technology-related companies. While today�s economy creates potentially new attractive
lending opportunities, our outlook remains cautious as the economic environment may cause additional portfolio stress. Due to the continuing
economic slowdown and due to reduced venture capital investment activity, we determined that it would be prudent to substantially curtail new
investment activity in 2009 in order to have working capital available to support our existing portfolio companies. These changes were made to
manage our credit performance, maintain adequate liquidity and manage our operating expenses in this extremely challenging and
unprecedented credit environment.

Like many other companies, we have continued to engage in activities to deleverage our balance sheet and strengthen cash resources available to
us.

� As discussed herein, on March 25, 2009, we paid off all outstanding borrowings under the Citigroup Global Markets Realty Corp.
and Deutsche Bank Securities Inc. credit facility (the �Credit Facility�).

� To minimize disruptions in our business as a result of current market conditions, we entered into an amendment with Wells Fargo
Foothill, effective April 30, 2009, to decrease the minimum tangible net worth covenant from $360 million to $250 million, as
discussed in the Wells Facility section of �Borrowings.� In February 2010, we extended the facility by one year to August 2011.

� As of December 31, 2009, the maximum statutory limit on the dollar amount of outstanding debentures guaranteed by the U.S. Small
Business Administration (�SBA�) issued to a single small business investment company (�SBIC�) is $150.0 million. As of December 31,
2009, Hercules Technology II, L.P. (�HT II�), our wholly owned SBIC subsidiary, has regulatory capital of $68.55 million and a
commitment from the SBA to issue debentures up to $137.1 million, of which approximately $130.6 million was outstanding as of
December 31, 2009. There is no assurance that HT II will be able to draw up to the maximum limit available under the SBIC
program. In addition, we are eligible to be approved for a second license which would allow us to draw an aggregate of $225.0
million with an additional investment of $37.5 million of regulatory capital. We submitted our application to obtain a second lender
license, and, in February 2010, we responded to the SBA�s comment letter relating to our second lender license. We anticipate that
the license should be approved during the spring of 2010; however there can be no assurance that the SBA will grant us a second
lender license or when the license will be approved.
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� In addition, to strengthen our liquidity position and preserve cash, in March 2009, 90% of our first quarter 2009 dividend was paid
with approximately 1.9 million newly issued shares of common stock and 10% or approximately $1.1 million, was paid in cash.

� In February 2010, we completed our credit facility negotiations with Union Bank providing a one year credit facility of $20.0
million. Pricing of the credit facility is LIBOR plus 2.25% with a floor of 4.0%, an advance rate of 50% against eligible loans, and
secured by loans in the borrowing base.

Despite the current capital market disruption and recession, we continue to see a steady pace of new investments by venture capitalists. As a
result of this favorable level of venture capital investment activities, we are experiencing an increase in new investment origination activities
which commenced in the fourth quarter of 2009, and would expect it to continue to the extent the venture capital community continues to
accelerate its own pace of new investments. To the extent that we are able, we intend to seek new investment opportunities; however, we remain
cautious and conservative in our investment and credit management strategies and we do not expect to see significant growth in the portfolio
until the second half of 2010.

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 of 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�.

From incorporation through December 31, 2005, we were taxed as a corporation under Subchapter C of the Internal Revenue Code of 1986 or as
amended (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, Boulder and Chicago. 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.
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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:

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

� 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;

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

� Valuations currently assigned to technology-related companies in private financing rounds have 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, particularly due to the recent credit market dislocation and 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 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 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 2009, venture
capital-backed companies received, in approximately 2,400 transactions, equity financing in an aggregate amount of approximately $20.5
billion, representing a 32% decrease from the preceding year, as reported by Dow Jones VentureSource. In addition, overall, the median round
size in 2009 was $5.0 million, down from $7.0 million in 2008. These decreases were primarily a result of contraction of the capital markets
experienced during the past year. Overall, seed- and first-round deals made up 18% of the deal flow in 2009, and later-stage deals made up
roughly 56% 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
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2008 and 2009. In addition, lending requirements of traditional lenders have recently 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 investment professionals have, on average, more than 15 years of experience as equity
investors in, and/or lenders to, technology-related companies. In addition, at Hercules, our team members have originated structured debt, debt
with warrants and equity investments in over 130 technology-related companies, representing over $1.6 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 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.

5

Edgar Filing: HERCULES TECHNOLOGY GROWTH CAPITAL INC - Form 10-K

Table of Contents 10



Table of Contents

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. 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 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, 2009, 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
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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 twelve 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 3 to 18 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 ranged from Prime to 17% as of December 31, 2009. As of December 31, 2009,
61.3% of our loans were at variable rates or variable rates with a floor and 38.7% 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 17% and may include an additional end-of-term payment or PIK (�Paid in Kind�), and are
in an amount 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
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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, 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, 2009, we held equity interests in 39 portfolio companies.

A comparison of the typical features of our various investment alternatives is set forth in the chart below.

Senior Debt
Structured debt with

warrants Equipment Loans Equity Securities
Typical Structure Term or revolving

debt
Term debt with
warrants

Term debt with
warrants

Preferred stock or
common stock

Investment
Horizon

Usually under 3
years

Long term, ranging
from 2 to 7 years,
with an average of
3 years

Ranging from 3 to 4
years

Ranging from 3 to 7
years

Ranking/Security Senior/First lien Senior secured,
either first out or
last out second lien

Secured only by
underlying
equipment

None/unsecured

Covenants Generally
borrowing base
and financial

Less restrictive;
Mostly financial;
Maintenance-based

None None

Risk Tolerance Low Medium/High High High

Coupon/Dividend Cash pay�floating
or fixed rate

Cash pay�fixed
and floating rate;

Cash pay-floating
or fixed rate and

Generally none
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Payment-in-kind in
limited cases

may include
Payment-in-kind

Customization or
Flexibility

Little to none More flexible Little to none Flexible

Equity Dilution None to low Low to medium Low High
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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 2009, 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.

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.
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Exit Strategy. Prior to making a debt investment that is accompanied by an equity-related security in a prospective portfolio company, we
analyze the potential for that company to increase the liquidity of its equity through a future event that would enable us to realize appreciation in
the value of our equity interest. Liquidity events may include an initial public offering, a private sale of our equity interest to a third party, a
merger or an acquisition of the company or a purchase of our equity position by the company or one of its stockholders.

Investment Process

We have organized our management team around the four key elements of our investment process:

� Origination;

� Underwriting;

� Documentation; and

� Loan and Compliance Administration.
Our investment process is summarized in the following chart:

Origination

The origination process for our investments includes sourcing, screening, preliminary due diligence and deal structuring and negotiation, all
leading to an executed non-binding term sheet. Our investment origination team, which consists of approximately 27 investment professionals, is
headed by our Senior Managing Directors of Technology and Life Science, and our Chief Executive Officer. The origination team is responsible
for sourcing potential investment opportunities and members of the investment origination team use their extensive relationships with various
leading financial sponsors, management contacts within technology-related companies, trade sources, technology conferences and various
publications to source prospective portfolio companies. Our investment origination team is divided into middle market, technology and life
sciences sub-teams to better source potential portfolio companies.
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In addition, we have developed a proprietary and comprehensive SQL-based database system to track various aspects of our investment process
including sourcing, originations, transaction monitoring and post-investment performance. As of December 31, 2009, 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 our origination team to maintain, cultivate and grow our industry
relationships while providing our origination team with comprehensive details on companies in the technology-related industries and their
financial sponsors.

If a prospective portfolio company generally meets certain underwriting criteria, we perform preliminary due diligence, which may include high
level company and technology assessments, evaluation of its financial sponsors� support, market analysis, competitive analysis, identify key
management, risk analysis and transaction size, pricing, return analysis and structure analysis. If the preliminary due diligence is satisfactory,
and the origination team recommends moving forward, we then structure, negotiate and execute a non-binding term sheet with the potential
portfolio company. Upon execution of a term sheet, the investment opportunity moves to the underwriting process to complete formal due
diligence review and approval.

Underwriting

The underwriting review includes formal due diligence and approval of the proposed investment in the portfolio company.

Due Diligence. Our due diligence on a prospective investment is typically completed by two or more investment professionals whom we define
as the underwriting team. The underwriting team for a proposed investment consists of the deal sponsor who typically possesses general industry
knowledge and is responsible for originating and managing the transaction, other investment professional(s) who perform due diligence, credit
and corporate financial analyses and, as needed, our Chief Legal Officer and other legal professionals. To ensure consistent underwriting, we
generally use our standardized due diligence methodologies, which include due diligence on financial performance and credit risk as well as an
analysis of the operations and the legal and applicable regulatory framework of a prospective portfolio company. The members of the
underwriting team work together to conduct due diligence and understand the relationships among the prospective portfolio company�s business
plan, operations and financial performance.

As part of our evaluation of a proposed investment, the underwriting team prepares an investment memorandum for presentation to the
investment committee. In preparing the investment memorandum, the underwriting team typically interviews with select key management of the
company and select financial sponsors and assembles information necessary to the investment decision. If and when appropriate, the investment
professionals may also contact industry experts and customers, vendors or, in some cases, competitors of the company.

Approval Process. The sponsoring managing director or principal presents the investment memorandum to our investment committee for
consideration. The unanimous approval of our investment committee is required before we proceed with any investment. The members of our
investment committee are our Chief Executive Officer, our Chief Legal Officer, our Chief Financial Officer and the Senior Managing Directors
of Technology and Life Science. The investment committee generally meets weekly and more frequently on an as-needed basis. The Senior
Managing Directors abstain from voting with respect to investments they originate.

Documentation

Our documentation group, headed by our Chief Legal Officer, administers the front-end documentation process for our investments. This group
is responsible for documenting the term sheet approved by the investment committee to memorialize the transaction with a prospective portfolio
company. This group negotiates loan documentation and, subject to the approval of the Chief Legal Officer and/or the Associate General
Counsel, final documents are prepared for execution by all parties. The documentation group generally uses the services of external law firms to
complete the necessary documentation.

11

Edgar Filing: HERCULES TECHNOLOGY GROWTH CAPITAL INC - Form 10-K

Table of Contents 17



Table of Contents

Loan and Compliance Administration

Our loan and compliance administration group, headed by our Chief Financial Officer and Senior Credit Officer, administers loans and tracks
covenant compliance, if applicable, of our investments and oversees periodic reviews of our critical functions to ensure adherence with our
internal policies and procedures. After funding of a loan in accordance with the investment committee�s approval, the loan is recorded in our loan
administration software and our SQL-based database system. The loan and compliance administration group is also responsible for ensuring
timely interest and principal payments and collateral management as well as advising the investment committee on the financial performance
and trends of each portfolio company, including any covenant violations that occur, to aid us in assessing the appropriate course of action for
each portfolio company and evaluating overall portfolio quality. In addition, the loan and compliance administration group advises the
investment committee and the Valuation Committee of the board, accordingly, regarding the credit and investment grading for each portfolio
company as well as changes in the value of collateral that may occur.

The loan and compliance administration group monitors our portfolio companies in order to determine whether the companies are meeting our
financing criteria and their respective business plans and also monitors the financial trends of each portfolio company from its monthly or
quarterly financial statements to assess the appropriate course of action for each company and to evaluate overall portfolio quality. In addition,
our management team closely monitors the status and performance of each individual company through our SQL-based database system and
periodic contact with our portfolio companies� management teams and their respective financial sponsors.

Credit and Investment Grading System. Our loan and compliance administration group uses an investment grading system to characterize and
monitor our outstanding loans. Our loan and compliance administration group monitors and, when appropriate, recommends changes to
investment grading. Our investment committee reviews the recommendations and/or changes to the investment grading, which are submitted on
a quarterly basis to the Valuation Committee and our Board of Directors for approval.

From time to time, we will identify investments that require closer monitoring or become workout assets. We develop a workout strategy for
workout assets and our investment committee monitors the progress against the strategy. We will incur losses from our investing activities,
however, we work with our troubled portfolio companies in order to recover as much of our investments as is practicable, including possibly
taking control of the portfolio company. There can be no assurance that principal will be recovered.

We use the following investment grading system approved by our Board of Directors:

Grade 1. Loans involve the least amount of risk in our portfolio. The borrower is performing above expectations, and the trends and
risk profile is generally favorable.

Grade 2. The borrower is performing as expected and the risk profile is neutral to favorable. All new loans are initially graded 2.

Grade 3. The borrower may be performing below expectations, and the loan�s risk has increased materially since origination. We
increase procedures to monitor a borrower that may have limited amounts of cash remaining on the balance sheet, is
approaching its next equity capital raise within the next three to six months, or if the estimated fair value of the enterprise
may be lower than when the loan was originated. We will generally lower the loan grade to a level 3 even if the company is
performing in accordance to plan as it approaches the need to raise additional cash to fund its operations. Once the borrower
closes its new equity capital raise, we may increase the loan grade back to grade 2.

Grade 4. The borrower is performing materially below expectations, and the loan risk has substantially increased since origination.
Loans graded 4 may experience some partial loss or full return of principal but are expected to realize some loss of interest
which is not anticipated to be repaid in full, which, to the extent not already reflected, may require the fair value of the loan to
be reduced to the amount we anticipate will be recovered. Grade 4 investments are closely monitored.
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Grade 5. The borrower is in workout, materially performing below expectations and a significant risk of principal loss is probable.
Loans graded 5 will experience some partial principal loss or full loss of remaining principal outstanding is expected. Grade 5
loans will require the fair value of the loans be reduced to the amount, if any, we anticipate will be recovered.

At December 31, 2009, our investments had a weighted average investment grading of 2.71.

Managerial Assistance

As a business development company, we are required to offer, and provide upon request, managerial assistance to our portfolio companies. This
assistance could involve, among other things, monitoring the operations of our portfolio companies, participating in board and management
meetings, consulting with and advising officers of portfolio companies and providing other organizational and financial guidance. We may
receive fees for these services.

COMPETITION

Our primary competitors provide financing to prospective portfolio companies and include non-bank financial institutions, federally or state
chartered banks, venture debt funds, financial institutions, venture capital funds, private equity funds, investment funds and investment banks.
Many of these entities have greater financial and managerial resources than we have, and the 1940 Act imposes certain regulatory restrictions on
us as a business development company to which many of our competitors are not subject. However, we believe that few of our competitors
possess the expertise to properly structure and price debt investments to venture capital and private equity backed technology-related companies.
We believe that our specialization in financing technology-related companies will enable us to determine a range of potential values of
intellectual property assets, evaluate the business prospects and operating characteristics of prospective portfolio companies and, as a result,
identify investment opportunities that produce attractive risk-adjusted returns. For additional information concerning the competitive risks we
face, see �Item 1A. Risk Factors�Risks Related to our Business and Structure�We operate in a highly competitive market for investment
opportunities, and we may not be able to compete effectively.�

CORPORATE STRUCTURE

We are a Maryland corporation and an internally-managed, non-diversified, closed-end investment company that has elected to be regulated as a
business development company under the 1940 Act. Hercules Technology II, L.P. (�HT II�), our wholly-owned subsidiary, is licensed under the
Small Business Investment Act of 1958 as a Small Business Investment Company (�SBIC�). Hercules Technology SBIC Management, LLC
(�HTM�), another wholly-owned subsidiary, functions as the general partner of our subsidiary HT II. Hercules Funding I LLC, our wholly owned
subsidiary, and Hercules Funding Trust I function are vehicles we used to collateralize loans under our Credit Facility and are currently inactive.
We also use wholly owned subsidiaries, all of which are structured as Delaware corporations and limited liability companies, to permit us to
hold portfolio companies organized as limited liability companies, or LLCs, (or other forms of pass-through entities) and still satisfy the RIC tax
requirement that at least 90% of our gross income for income tax purposes is investment income. Our wholly owned subsidiary, Hercules
Funding II, LLC, functions as a vehicle to collateralize loans under our securitized facility with Wells Fargo Foothill, Inc.

Our principal executive offices are located at 400 Hamilton Avenue, Suite 310, Palo Alto, California 94301. We also have offices in: Boston,
Massachusetts; Boulder, Colorado and Chicago, Illinois.
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BROKERAGE ALLOCATIONS AND OTHER PRACTICES

Because we generally acquire and dispose of our investments in privately negotiated transactions, we rarely use brokers in the normal course of
business. In those cases where we do use a broker, we do not execute transactions through any particular broker or dealer, but will seek to obtain
the best net results for Hercules, taking into account such factors as price (including the applicable brokerage commission or dealer spread), size
of order, difficulty of execution, and operational facilities of the firm and the firm�s risk and skill in positioning blocks of securities. While we
generally seek reasonably competitive execution costs, we may not necessarily pay the lowest spread or commission available. Subject to
applicable legal requirements, we may select a broker based partly upon brokerage or research services provided to us. In return for such
services, we may pay a higher commission than other brokers would charge if we determine in good faith that such commission is reasonable in
relation to the services provided.

EMPLOYEES

As of December 31, 2009, we had 45 employees, including approximately 27 investment and portfolio management professionals all of whom
have extensive experience working on financing transactions for technology-related companies.

REGULATION AS A BUSINESS DEVELOPMENT COMPANY

The following discussion is a general summary of the material prohibitions and descriptions governing business development companies
generally. It does not purport to be a complete description of all of the laws and regulations affecting business development companies.

A business development company primarily focuses on investing in or lending to private companies and making managerial assistance available
to them. A business development company provides stockholders with the ability to retain the liquidity of a publicly-traded stock, while sharing
in the possible benefits of investing in emerging-growth, expansion-stage or established-stage companies. The 1940 Act contains prohibitions
and restrictions relating to transactions between business development companies and their directors and officers and principal underwriters and
certain other related persons and requires that a majority of the directors be persons other than �interested persons,� as that term is defined in the
1940 Act. In addition, the 1940 Act provides that we may not change the nature of our business so as to cease to be, or to withdraw our election
as, a business development company unless approved by a majority of our outstanding voting securities. A majority of the outstanding voting
securities of a company is defined under the 1940 Act as the lesser of: (i) 67% or more of such company�s shares present at a meeting if more
than 50% of the outstanding shares of such company are present or represented by proxy, or (ii) more than 50% of the outstanding shares of such
company.

Qualifying Assets

Under the 1940 Act, a business development company may not acquire any asset other than assets of the type listed in Section 55(a) of the 1940
Act, which are referred to as qualifying assets, unless, at the time the acquisition is made, qualifying assets represent at least 70% of the
company�s total assets. The principal categories of qualifying assets relevant to our proposed business are the following:

(1) Securities purchased in transactions not involving any public offering from the issuer of such securities, which issuer (subject to
certain limited exceptions) is an eligible portfolio company, or from any person who is, or has been during the preceding 13 months,
an affiliated person of an eligible
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portfolio company, or from any other person, subject to such rules as may be prescribed by the SEC. An eligible portfolio company
is defined in the 1940 Act as any issuer which:

(a) is organized under the laws of, and has its principal place of business in, the United States;

(b) is not an investment company (other than a small business investment company wholly owned by the business development
company) or a company that would be an investment company but for certain exclusions under the 1940 Act; and

(c) does not have any class of securities listed on a national securities exchange; or if it has securities listed on a national
securities exchange such company has a market capitalization of less than $250 million; is controlled by the business
development company and has an affiliate of a business development company on its board of directors; or meets such other
criteria as may be established by the SEC.

(2) Securities purchased in a private transaction from a U.S. issuer that is not an investment company or from an affiliated person of the
issuer, or in transactions incident thereto, if the issuer is in bankruptcy and subject to reorganization or if the issuer, immediately
prior to the purchase of its securities was unable to meet its obligations as they came due without
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