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WE STAND UP

Our founding mission was to provide investors with the opportunity to invest in
some of America’s most innovative, venture capital and private equity-backed
companies in technology-related markets. Today we are one of the largest business
development companies focused on the venture capital industry that enable investors
to engage in these unique opportunities.

Our focus is to work with entrepreneurial companies to help them grow their
businesses. Our financing solutions offer the flexibility that growing companies
require as they evolve and change. We seek to serve our shareholders’ interests
through disciplined due diligence processes and the ability to work closely with
our portfolio companies.

We are distinguished by multiple aspects of our disciplined approach:

* Focus on high-growth, venture-backed companies;

* Entrepreneurial perspective backed by the capital strength and the transparency
of the public market;

* Emphasis on technology, biotechnology, life science and cleantech companies
and an understanding of the distinct growth challenges they face;

* Approach to every investment with an investor’s, not a lender’s, mindset.

The result is that we stand up for our shareholders through our commitment to our
original mission, and to date we have declared 30 consecutive quarterly dividends.

NEW YORK STOCK EXCHANGE UNDER SYMBOL: HTGC
BOND QUOTES UNDER NEW YORK STOCK EXCHANGE SYMBOLS: HTGZ, HTGY



FINANCIAL HIGHLIGHTS

US dollars in millions, except per-share amounts 2010 2011
Total Investment Income $ 59.5 $ 79.9
Net Investment Income (NII) 29.4 39.6
NIl per Share 0.80 0.91
Declared Dividends per Share 0.80 0.88
Investments, Fair Value 472.0 652.9
Cash and Cash Equivalents 107.0 64.5
Total Assets 591.2 747.4
Total Liabilities 178.7 316.4
Total Net Assets 412.5 431.0
COMPARISON OF 5-YEAR CUMULATIVE TOTAL RETURN $264.2 MILLION, OR $7.64 PER SHARE, IN DIVIDENDS PAID TO
$180 SHAREHOLDERS SINCE JUNE 2005 IPO - INITIAL PUBLIC OFFER-
$160 ING
$140 3 3
) N~
$120 s 3 @
$100 2
$80 5
$60 N 0 © 2
il - S 3 8
$40 = K @ & o o
$20 ) & @
$0
Year 08 09 10 11 12 Year 08 09 10 11 12
W HTGC [ s&P500 [ NYSE Composite [l NASDAQ Financial 100 Dividends Declared per Year [l Cumulative Dividends Declared
Source: Capital IQ
PORTFOLIO GROWTH: CUMULATIVE COMMITMENTS AND FUNDINGS TOTAL ASSETS AT YEAR END
($ in billions) ($ in thousands)
$3.00 $1,200,000
$2.50 $1,000,00
$2.00 $800,000
<
$1.50 $600,000 I~ = &
~ < N~
[Ce} = ~N NI
$1.00 ~ $400,000 8‘ 2 = 0=
= d O o0 [N
$0.50 $200,000 & 2 @
$0.00 $0.00
Year 08 09 10 11 12 Year 08 09 10 11 12
[ cumulative Commitments* [ll Cumulative Fundings* [l Total Net Assets
*Debt only

2012 Annual Report 1



TO OUR VALUED SHAREHOLDERS,

2012 was monumental for Hercules, and we executed across all areas
of our business. Throughout the year we strategically diversified our
liquidity sources and positioned our balance sheet and platform to handle
the robust demand for venture debt that we saw in the marketplace.

We deployed significant liquidity into accretive
earnings assets for our shareholders, growing
our total investment assets by approximately
38.8 percent year-over-year to $906.3 million, our
highest level since inception. We generated strong
growth in total and net investment income for the
full year and achieved 12 liquidity events for our
warrant and equity portfolio, in turn creating value for
our shareholders. We believe we have distinguished
ourselves as the business development company
(BDC) leader in venture lending.

Portfolio Growth

In 2012 Hercules reached the $3.4 billion mark in
total commitments since our founding in December
2003 to over 220 technology-related companies,
including companies in the technology, biotechnology,
life science and cleantech industries at all stages
of development.

We are proud of the following portfolio achievements:

* We originated commitments to new and existing
portfolio companies of approximately $636.6
million, a company record.

* Our total investment assets reached approximately
$906.3 million at December 31, 2012, an increase
of 38.8 percent year-over-year and the highest level
since inception.

* We held warrant positions in approximately 116
portfolio companies and direct equity positions in
over 38 different portfolio companies at year-end.

+ Over 98.0 percent of our debt investments were
in a senior secured position as of December 31,
2012, and 98.5 percent of our debt investment
portfolio was priced at floating interest rates or
floating interest rates with a prime- or LIBOR-based
interest rate floor.
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* Our credit quality remained excellent. On a scale
of 1 to 5with 1 being the highest credit quality, we
finished the fourth quarter of 2012 with a weighted-
average loan grade of 2.06 on the portfolio.

Venture Capital Environment

The year 2012 was solid for the venture capital
industry, and we remain optimistic about the en-
vironment in 2013. Venture capital investment
totaled $29.7 billion across 3,363 deals in 2012, as
reported by Dow Jones VentureSource. The IPO
markets were strong, with 50 venture capital-backed
IPOs netting $11.2 billion in equity capital raised in
2012, an increase of 109.0 percent in deal value
from 2011. The large increase, driven by the Facebook
offering, represents the strongest annual period
for IPOs, by dollar value, since 2000. Mergers-and-
acquisitions activity totaled 403 transactions for
deal volume of $37.4 billion for 2012, as reported by
Dow Jones VentureSource. These market conditions
contributed to liquidity events for 12 of our portfolio
companies during 2012.

Strong Financial Position

The year 2012 was extremely active from a capital
markets perspective. In 2012, we focused on expanding
our leverage, further increasing our financial flexibility,
and, more importantly, laddering out our debt maturi-
ties to position the company for future growth. Our
capital markets activities included the following:

* We raised approximately $81.7 million in gross
proceeds from common stock public offerings
in January and October.

* We executed three baby bond offerings in 2012--
our first baby bond capital raises-- and issued
an aggregate of approximately $170.4 million in
principal amount of 7.0 percent Senior Unsecured
Notes due in 2019.



* We refinanced $50.0 million of SBIC debentures
at lower interest rates, generating interest expense
cost savings while extending the maturities for a
new 10-year term.

We lowered our borrowing costs on our credit
facility with Wells Fargo Capital Finance ("WFCF"),
part of Wells Fargo & Company (NYSE: WFC), under
which WFCF has committed $75.0 million in initial
credit capacity under a $300.0 million accordion
credit facility while providing additional duration
to the facility.

We issued our first term securitization with our
first investment-grade debt instrument, issuing
approximately $129.3 million in aggregate princi-
pal amount of asset-backed notes rated A2 (sf)
by Moody's Investors Service, Inc. ("Moody's"),
backed by approximately $231.0 million of senior
secured loans originated by Hercules.

Our debt-to-equity, or leverage ratio as of December
31, 2012 was approximately 115.5 percent. However,
if the outstanding cash at December 31, 2012, of
approximately $183.0 million was deducted from total
debt of approximately $596.0 million and divided by
total equity of approximately $516.0 million, the net
leverage ratio would be approximately 80.1%. We
have an SEC exemptive order to exclude all our SBA
debentures from our regulatory leverage calculations.
Given the SEC exemptive order relief, Hercules can
leverage beyond the 1:1 debt-to-equity limitation. We
had the potential capacity on our balance sheet to
leverage an additional $145.0 million, bringing the
maximum potential leverage to $741.0 million, or
approximately 143.6 percent as of December 31, 2012.

In addition, during March 2013 we raised approxi-
mately $95.8 million in gross proceeds in an equity
offering, providing additional capacity to fund growth
in our portfolio.

Dividends

We distributed aggregate dividends of $0.95 per
share to our stockholders in 2012 and increased the
quarterly dividend by approximately 4.0 percent to
$0.25 per share in the first quarter of 2013.

In addition, in 2013, we intend to distribute to our
shareholders approximately $1.5 million, or approxi-
mately $0.03 per share, of spillover earnings from
2012. Hercules has declared 30 consecutive quarterly
dividends since our IPO in June 2005, bringing the
total cumulative dividends declared to $7.64 per
share at the end of 2012 and $7.89 per share at the
end of the first quarter of 2013.

Outlook for 2013

We enter 2013 with a strong portfolio of assets, a
robust balance sheet with diverse sources of capital,
a solid platform on which to grow our investment
portfolio, and a high-caliber team of experienced
investment professionals focused on delivering
value to our shareholders. We expect that by
growing our investable assets, we are positioned
to produce higher earnings and net investment
income while creating potentially greater increases
in dividends per share for our shareholders in 2013.

We would like to take this opportunity to thank our
team of investment and management professionals,
our Board of Directors, and our shareholders for
their ongoing dedication and support.

Sincerely,

Manuel A. Henriquez
Co-Founder, Chairman, and Chief Executive Officer
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WE STAND BY OUR RESULTS

2012 in Review

UPSIDE POTENTIAL ‘ : 3 0

EMBEDDED IN OUR
WARRANT AND EQUITY cgg::?g;w
INVESTMENTS

$3.4B
12

IPOs AND M&A

COMMITMENTS

116 | 1.0x-10.0x

WARRANT HOLDINGS RANGE OF HISTORICAL REALIZED WARRANT
GAIN MULTIPLES*

PER SHARE

All data of December 31,2012
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