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CALCULATION OF REGISTRATION FEE

PROPOSED MAXIMUM PROPOSED MAXI MUM
TITLE OF EACH CLASS OF AMOUNT TO BE AGGREGATE PRICE PER AGGREGATE OFFE RING AMOUNT OF
SECURITIES TO BE REGISTERED REGIS TERED SHARE PRICE(1) REGISTRATION FEE
Common Stock, $0.10 par value,
together with related rights to
purchase Series A Junior Participating
Preferred Stock............ccoeu.... 11,500, 000(1) $48.21(2) $554,415,000 2) $146,366

(1) Includes 1,500,000 shares of common stocktlieatinderwriters have the option to purchase tecover-allotments, if any.

(2) Estimated solely for the purpose of computimg amount of the registration fee pursuant to REIHc) of the Securities Act of 1933, as
amended, on the basis of $48.21 per share, thagevef the high ($147.5) and low ($141.75) pricethe common stock as reported on the
New York Stock Exchange for February 28, 2000 amitidd by 3 to adjust for a-for-1 stock split of all shares of the Registraebmmon
stock outstanding on March 13, 2000. The amoushafes to be registered also reflects tfierd split.

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STAIMENT ON SUCH DATE OR DATES AS MAY BE
NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REISTRANT SHALL FILE A FURTHER AMENDMENT WHICH
SPECIFICALLY STATES THAT THIS REGISTRATION STATEMENSHALL THEREAFTER BECOME EFFECTIVE IN
ACCORDANCE WITH SECTION 8(a) OF THE SECURITIES AGF 1933 OR UNTIL THIS REGISTRATION STATEMENT SHALL
BECOME EFFECTIVE ON SUCH DATE AS THE SEC, ACTING RSUANT TO SAID SECTION 8(a), MAY DETERMINE.



THIS INFORMATION IN THIS PROSPECTUS IS NOT COMPLETAND MAY BE CHANGED. WE MAY NOT SELL THESE
SECURITIES UNTIL THE REGISTRATION STATEMENT FILED WH THE SECURITIES AND EXCHANGE COMMISSION IS
EFFECTIVE. THIS PROSPECTUS IS NOT AN OFFER TO SEIHESE SECURITIES AND IT IS NOT SOLICITING AN OFFERO
BUY THESE SECURITIES IN ANY STATE WHERE THE OFFERRCSALE IS NOT PERMITTED.

SUBJECT TO COMPLETION
PRELIMINARY PROSPECTUS DATED , 2000
PROSPECTUS
10,000,000 SHARES
[SAFEGUARD SCIENTIFICS, INC. LOGO]

COMMON STOCK

Safeguard Scientifics, Inc. is selling 10,000,008rss.

The shares trade on the New York Stock Exchangeruthe symbol "SFE." On , 2000, the last sale efsiares as reported on the New York
Stock Exchange was $ per share.

INVESTING IN OUR COMMON STOCK INVOLVES RISKS WHICH ARE DESCRIBED IN THE
"RISK FACTORS" SECTION BEGINNING ON PAGE 6 OF THIS PROSPECTUS.

PER SHARE TOTAL
Public offering price......ccccoevvvvvvveveee $ $
Underwriting discount........cccoevvevvecveeees $ $
Proceeds, before expenses, to Safeguard Scientifics ... $ $

The underwriters may also purchase up to an additib,500,000 shares at the public offering piliegs the underwriting discount, within 30
days from the date of this prospectus to cover-alletments.

Neither the Securities and Exchange Commissiorangistate securities commission has approved appisved of these securities
determined if this prospectus is truthful or conglé\ny representation to the contrary is a crirhaféense.

The shares will be ready for delivery on or abdz2@Q0.

MERRILL LYNCH & CO.
DEUTSCHE BANC ALEX. BROWN
LEHMAN BROTHERS
PRUDENTIAL VOLPE TECHNOLOGY
A UNIT OF PRUDENTIAL SECURITIES

The date of this prospectus is , 20
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ABOUT THIS PROSPECTUS

You should rely only on the information containaedhis prospectus. We have not, and the undenstitave not, authorized any other person
to provide you with different information. If anyemrovides you with different or inconsistent infation, you should not rely on it. We are
not, and the underwriters are not, making an défesell these securities in any jurisdiction whigne offer or sale is not permitted. You should
assume that the information appearing in this pFolfs is accurate as of the date on the front cofvihiis prospectus only. Our business,
financial condition, results of operations and pexgs and those of our partner companies may Hsamged since that date.

The information in this prospectus may not contdirthe information that may be important to yowuyshould read the entire prospectus, as
well as the documents incorporated by referent¢Bamprospectus, before making an investment dexi3ioe terms "Safeguard Scientifics,"
"Safeguard," "our" and "we," as used in this prasp® refer to Safeguard Scientifics, Inc.

Although we refer to the companies in which we haeguired an equity interest as our "partner congsarand state that we have a
"partnership" with these companies, we do not actraagent or legal representative for any of autner companies, we do not have the
power or authority to legally bind any of our pamtrtompanies and we do not have the types ofiligsifor our partner companies that a
general partner of a partnership would h:



PROSPECTUS SUMMARY

This summary is not complete and may not contdiofahe information that may be important to ydiou should read the entire prospectus
carefully, including the financial data and relatedes, before making an investment decision. Wndéiserwise specifically stated, the
information in this prospectus has been adjustedftect a 3-for-1 split of our common stock effgetas of March 13, 2000. This prospectus
does not take into account the possible sale dfiaddl shares of common stock to the underwriterder the underwriters' right to purchase
additional shares to cover over-allotments.

SAFEGUARD SCIENTIFICS, INC.

Safeguard Scientifics, Inc. is a leader in incuigatind operating what we believe are the premieeldping technology companies in the
Internet infrastructure market with a focus on ¢hsectors: software, communications, and eSerWieshelieve that our experience
developing technology companies, our expertisethfacus on the Internet infrastructure businesd,the reach of our network enable us to
identify and attract companies with significantgrtial for success in the Internet infrastructuarkat and to assist these companies in
becoming market leaders. We intend to continuest@lbp and operate the premier network of Inteinfeastructure companies to offer
solutions, seamless connectivity and eServicesistmbsses engaged in electronic commerce. As gtikgbl5, 2000, we owned interests in
41 partner companies, and our network was compagegler 200 companies, including the partner camgzof Internet Capital Group and
our other Internet holding companies, incubatansgl, @rivate equity funds.

Our strategy is to utilize our extensive networkrteet the strategic and operational needs of oteldeing Internet infrastructure companies.
Our network is broad and deep and supports oun@acbmpany development process from beginningido \&/e not only provide our partr
companies with capital, but we also draw on ourabretwork resources to offer strategic and opmratiservices in a collaborative
environment that serves to accelerate their dewsdop and allows them to rapidly capitalize on madgportunities. We have a long-term
ownership strategy. Even after a partner compahieaes market success, we continue to providedhgany with ongoing access to our
network resources and industry relationships.

For the past twenty years, we have been acquitiengloping, operating and integrating into our rekneading-edge technology companies.
We have successfully capitalized on the major sénduccessive waves of innovations in informaterhnology. For instance, we founded
and built Novell in the 1980s to lead the computetworking industry, Cambridge Technology Partriethe 1990s to lead the client/server
systems integration industry, and Internet Cagtadup in the late 1990s to lead the Internet bissitie-business electronic commerce
industry. We are now developing our next generatiopartner companies to lead the Internet infeecdtire industry.

We believe that the rapid growth in business-toscomer and business-to-business electronic comrigebang driven by advances in
Internet infrastructure technology. Electronic coenoe depends upon a highly functional, fast, rédiamnd secure Internet infrastructure. As
Internet infrastructure develops, companies witk@asingly be able to use the Internet to conechselves with their customers and
business partners to reduce sales, marketing tatddeexpenses, and to integrate their systems afficeently. Forrester Research estimates
that the total electronic commerce market worldwidéreach $3.2 trillion by 2003. Moreover, IDCtesates that worldwide Internet
infrastructure spending will grow from $366 billi@am 1999 to $1.5 trillion in 2003. We believe there significant opportunities for
companies that create the infrastructure that esatdectronic commerce. We believe
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the most significant sectors in the Internet infiacture market are software, communications arehwe&s. The following chart depicts our
interests in these three areas:

SOFTWARE COMMUNICATIONS e SERVICES
Arista Extant aligne
e-Profile Integrated Visions Cambridge T echnology Partners
eMake NexTone Communications iMedium
fob.com Pac-West Telecomm OPUS360
LifeF/X PrivaSeek Tec hSpace LLC
RealTIME Media SOTAS usi nteractive
Sanchez Vitts Networks Zer o to Five
USDATA Who? Vision

RECENT DEVELOPMENTS
We continually seek ways to extend the reach ofhetavork. We highlight the following recent events:

In February 2000, eMerge Interactive, a partnergamy of both Safeguard and Internet Capital Graompleted its initial public offering,
raising over $100 million. The offering included afffiering to our shareholders under the Safegualis&iption Program, and was the fourth
offering to include a Safeguard Subscription Prograhe previous three offerings, all completechi@ $econd half of 1999, were by Internet
Capital Group, US Interactive, and Pac-West Telenom

In February 2000, we executed an agreement toos€ixtron Inc. 2,181,819 shares of our commonkstoc$100 million in a private
placement. Safeguard and Textron intend to workttogy to offer consulting services to each othertheir respective partner companies and
subsidiaries and explore a variety of potentialtstyic relationships with each other.

In February 2000, we acquired a 29% interest inciain. fob.com is a developer, builder and manafjeewtical purchasing hub sites that
enable the electronic procurement of manufactumiagerials.

In February 2000, we acquired a 39% interest inTdee Communications. NexTone is a developer ohterhetbased system that integre
voice and data communications.

These transactions have all added to the depthesaath of our network.

The address of our principal executive offices3s Devon Park Drive, Wayne, PA 19087, (610) 293008Ue maintain a website at
www.safeguard.com. Please note that our websitetendebsites of our partner companies are notgbahis prospectus.
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THE OFFERING

Common stock offered by

Safeguard..........ccccoeueenn. 10,000,000 sha
Shares outstanding after

the offering(1)................ 117,125,545 sh
Over-allotment option............ 1,500,000 shar
Use of proceeds.................. We expect to u

continue to ac
Internet infra
acquire additi
partner compan
on our revolvi
working capita
purposes.

Risk factors.........ccccee.... See "Risk Fact
information in
a discussion o
carefully cons
invest in shar

NYSE symbol..........c....c...... "SFE"

(1) Assuming the consummation of the sale of 28B4 shares to Textron Inc.
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SUMMARY CONSOLIDATED FINANCIAL DATA

The following summary consolidated financial daaferth below should be read in conjunction willidhagement's Discussion and Anal

of Financial Condition and Results of Operationsd aur audited consolidated financial statemendsratated notes thereto included
elsewhere in this prospectus. The pro forma codatd balance sheet data as of December 31, 188&sdhe sale of 10,000,000 shares of
our common stock in this offering, after deductadrestimated underwriting discounts and commissam estimated offering expenses, and
the sale and issuance of 2,181,819 shares of oumomn stock to Textron Inc. for $100 million. Thewgorma data does not reflect our
intended use of proceeds from the sales of our camrstock. See "Use of Proceeds." Our historicalltesre not necessarily indicative of
future results.

YEAR ENDED DECEMBER 31,

1999 1998 1997 1996 1 995

(IN THOUSAND S, EXCEPT PER SHARE DATA AND NUMBER OF PARTNER COMRNIES)
CONSOLIDATED STATEMENT OF OPERATIONS

DATA:
REVENUE..........cooviiniien. $2,953,270 $2,287,092 $1,995,683 $2,068,807 $1,5 23,422
OPERATING EXPENSES 2,954,550 2,280,102 1,941,508 2,026,305 1,4 84,750

(1,280) 6,990 54,175 42,502 38,672

Gains on issuance of stock by

partner companies... . 175,662 3,782 5,772 5,582 701
Other income, net...... 107,290 189,883 21,085 25,546 21,250
Interest, net............ccocee. (30,718) (26,978) (19,885) (22,023) ( 19,114)

INCOME BEFORE INCOME TAXES, MINORITY
INTEREST AND EQUITY INCOME

(LOSS)..iveeiiieiiiiiiiees 250,954 173,677 61,147 51,607 41,509
Income taxes.........ccccoeuvenee. (61,424) (14,336) (13,285) ( 12,124)
Minority interest................... (47) (25,727) (19,934) ( 13,853)
Equity income (loss) (2,083) 417 1,539 2,731
NET INCOME................... $ 110,123 $ 21,501 $ 19,927 $ 18,263
Net income per share(a)

BasiC......ccovvevriieiiiees $ 1.22 $ 115 $ 023 $ 022 % 0.21

Diluted........cccevieriiinnnns $ 116 $ 107 $ 022 $ 020 % 0.18
Weighted average shares

outstanding(a)

BasiC......ccovvevriiiiiiees 101,134 95,499 93,747 89,700 87,156

Diluted........ccceveeriiinnns 110,910 104,742 95,988 94,044 92,202

DECEMBER 31, 1999

CONSOLIDATED BALANCE SHEET DATA:
Cash and cash equivalents.........c..ccooceeeeeee. L $ 49,813 $ 627,913

Working capital........cccccevevereeeeennnininns
Total aSSetS....cueeviiieieriiieiee e
Long-term debt.....
Other long-term liabilities........................
Convertible subordinated notes.....................
Total shareholders' equity...........ccccceeueee.

NUMBER OF PARTNER COMPANIES................

......... 133,839 711,939
......... 1,499,879 2,077,979
......... 14,532 14,532
......... 175,611 175,611
......... 200,000 200,000
......... 574,701 1,152,801

................. 37

(a) Adjusted to reflect the 3-for-1 split of oumamon stock effective as of March 13, 2000.
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RISK FACTORS

Investing in our common stock will provide you wih equity ownership interest in Safeguard. Asafraur shareholders, your investment
will be subject to risks inherent in our busineBse price of our common stock may decline. You $thearefully consider the following
factors as well as other information containechis prospectus before deciding to invest in shaf@sir common stock. Additional risks that
are not currently known to us or that we deem inemalt may also harm us and the value of your inaest.

RISKS RELATED TO US
OUR BUSINESS DEPENDS UPON THE PERFORMANCE OF OUR PARTNER COMPANIES, WHICH IS UNCERTAIN

Economic, governmental, industry and internal comydfactors outside our control affect each of cantiper companies. If our partner
companies do not succeed, the value of our asmaatsesults of operations and the price of our camistock could decline. The material ri
relating to our partner companies include:

- demand for the products and services of our padampanies depends on widespread commercialfdise mternet;

- intensifying competition for the products andvéegs our partner companies offer, which could leathe failure of some of our partner
companies;

- inability to adapt to the rapidly changing Intetmarketplace;

- many of our partner companies are in the eadgest of their development with limited operatingtdiy, little revenue and substantial
losses;

- inability to manage growth;

- weakness in the public and private capital markat Internet-related companies may affect oulitghio realize value for our partner
companies through initial public offerings; and

- the operating results of our partner companies.

Other material risks relating to our partner comesuare more fully described below under "Risksalal to Our Partner Companies and
Internet Infrastructure Companies."

FLUCTUATIONS IN THE PRICE OF THE COMMON STOCK OF GRUPUBLICLY TRADED PARTNER COMPANIES, IN
PARTICULAR THAT OF INTERNET CAPITAL GROUP, INC., MX AFFECT THE PRICE OF OUR COMMON STOCK

The aggregate market value of our equity interiestair publicly traded partner companies is $610obi as of February 15, 2000, excluding
warrants that are not exercisable at that dateoWfeapproximately 14% of Internet Capital Groug.Jan Internet company actively
engaged in business-to- business electronic conentlereugh a network of partner companies. On Fepri, 2000, our equity interest in
Internet Capital Group had a market value of appnately $4.3 billion, which is significant with resct to our market value of $5.4 billion.
Fluctuations in the price of Internet Capital Gram our other publicly traded partner companidsckvinclude Cambridge Technology
Partners, CompuCom, eMerge Interactive, LifeF/Xq®&z Computer Associates and US Interactivejkely Ito affect the price of our
common stock. The common stock price of Interngdit@hGroup's common stock has been highly volatid subject to fluctuations
unrelated or disproportionate to its operating @antance. On August 5, 1999, Internet Capital Grouppleted its initial public offering at a
price of $6.00 per share and its common stock imag $raded as high as $212 per share, adjustedZeor-1 stock split effected on
December 10, 1999.

Internet Capital Group's results of operations, acwbrdingly the price of its common stock, mayaleersely affected by a number of factors
including the following:

- lack of acceptance of the Internet as a mediurbidginess-to-business commercial transactions;
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- failure of the operating results of its partnempanies to meet expectations;
- changes in equity losses or income and amonizatf goodwill related to the acquisition or diviege of interests in its partner companies;

- changes in the market value of its partner compaterests, and in particular, VerticalNet, Breaks Solutions, and eMerge Interactive,
three of its publicly traded partner companies;

- intense competition from other potential acqusrof, and capital providers to, business-to-busimdsctronic commerce companies, which
could increase its cost of acquiring interestsdditional companies, and competition for the goaidd services offered by its partner
companies; and

- its inability to effectively manage its growthdathe growth of its partner companies during thiicgrated rapid growth of the global
business-to-business electronic commerce market.

OUR SUCCESS IS DEPENDENT ON THE RETENTION OF OUR EXECUTIVE MANAGEMENT

Our success is dependent on our ability to rete@itigtive management. If one or more of the meméieosir executive management were
unable or unwilling to continue in their presensipion, our business could be disrupted.

OUR RESOURCES AND OUR ABILITY TO MANAGE NEWLY ACQUWRED PARTNER COMPANIES MAY BE STRAINED AS WE
ACQUIRE MORE AND LARGER INTERESTS IN INTERNET INFRATRUCTURE COMPANIES

We have acquired, and plan to continue to acgsigajficant interests in Internet infrastructuremgzanies that complement our business
strategy. In the future, we may acquire larger @etages or larger interests in companies than we inahe past, or we may acquire 100%
ownership of companies. We may also spend moredinidual acquisitions than we have in the pastifaneased number of acquisitions
and potentially larger acquisitions may place digantly greater strain on our resources, abilityrtanage such companies and ability to
integrate them into our collaborative network. Fatacquisitions could subject us to the followirgks:

- our acquisitions may cause a disruption in owgadmg support of our partner companies, distractnoanagement and other resources and
make it difficult to maintain our standards, cotgrand procedures;

- we may not be able to facilitate collaboratiotmeEen our partner companies and new companiesvihatquire; and
- we may be required to issue equity securitidfaind future acquisitions, which may dilute exististzareholders, or to incur debt.

OUR ABILITY TO BORROW FUNDS MAY BE LIMITED IF THEV ALUE OF OUR EQUITY INTERESTS IN OUR PUBLIC
PARTNER COMPANIES SIGNIFICANTLY DECREASES

Our ability to draw down on our credit facilitiesdependent in part upon the market value of ouitg@terests in our publicly traded parti
companies. If there is a significant decline in ti@rket value of these equity interests, our ahiititaccess our credit facilities may be limited
or we may need to repay some of the amounts oudlisiarBased on our current operating plans, we nitpa our credit facility to provide a
portion of the funds we will need for acquiring npartner companies, funding existing partner corigsaand satisfying our working capital
requirements. Any limitation on our access to aedi facilities may significantly reduce our abjlto execute our business plan.

INTENSE COMPETITION FROM OTHER ACQUIRORS OF INTERES TS IN INTERNET INFRASTRUCTURE COMPANIES
COULD RESULT IN LOWER RETURNS OR LOSSES ON ACQUISIT IONS

We face intense competition from companies withrmss strategies similar to our own and capitaviglers to develop and acquire interests
in Internet infrastructure companies. Some of tleesepetitors



may have more experience identifying and acquieqgity interests in Internet infrastructure comparand have greater financial and
management resources, brand name recognition ostirydcontacts than we do. Although most of ounéitions will be made at a stage
when our partner companies are not publicly tradedmay pay higher prices for those equity intarbsicause of higher trading prices for
securities of similar public Internet infrastruawompanies and competition from other acquiredscapital providers which would result in
lower returns or losses on equity investmentsduifiteon, our strategy of actively operating ancegriating our partner companies generally
requires us to acquire majority or controlling net&ts in partner companies. This may place ucah®etitive disadvantage to some of our
competitors because they have more flexibility thendo in structuring acquisitions.

WE MAY BE UNABLE TO OBTAIN MAXIMUM VALUE FOR OUR PA  RTNER COMPANY INTERESTS

We have significant positions in our partner comesnlf we were to divest all or part of an intéri@sa partner company, we may not receive
maximum value for this position. The realizableweabf our interests in our partner companies masnately prove to be lower than the
carrying value currently reflected in our consdlethfinancial statements. For partner companiels publicly traded stock, we may be una

to sell our interest at then-quoted market pri€es.example, we own or have the right to acquiyegXercising warrants, approximately 32
million, or approximately 61%, of the common shaségifeF/X, Inc., one of our publicly traded pagmncompanies. The trading volume and
public float in LifeF/X common stock are extremsiyall relative to our holdings of LifeF/X commoreses. As a result, any significant
divestiture by us of our LifeF/X holdings would déily have a material adverse effect on the markee f LifeF/X common stock and on our
proceeds from such a divestiture. For other patoerpanies, like Internet Capital Group, the alteadize of our holdings may affect our
ability to realize their market value. In additiorgistration and other requirements of applicakleurities laws may adversely affect our
ability to dispose of our interest in partner comipa on a timely basis.

OUR BUSINESS STRATEGY MAY NOT BE SUCCESSFUL IF VALUATIONS OF INTERNET-RELATED COMPANIES
DECLINE

Our strategy involves creating value for our shaldérs and the owners of our partner companieselpirtg our partner companies grow and
access the public and private capital markets.&fbeg, our success is dependent on acceptance ipubilic and private capital markets of
Internet-related companies in general and of initigolic offerings of those companies in particulthe capital markets for Internet-related
companies or the market for initial public offeringf those companies weaken for an extended pefiticthe, we may not be able to take our
partner companies public as a means of creatinglblager value. In addition, reduced market inteiregnternet infrastructure companies
may cause the market value of our publicly tradadner companies to decline.

WE MAY HAVE TO BUY, SELL OR RETAIN ASSETS WHEN WE W OULD OTHERWISE NOT WISH TO IN ORDER TO
AVOID REGISTRATION UNDER THE INVESTMENT COMPANY ACT

We believe that we are actively engaged in thenmssi of providing Internet infrastructure produats services through our network of
majority-owned subsidiaries and companies thatr@ecansidered to "control." Under the Investmenin@any Act, a company is considered
to control another company if it owns more than 2&%hat company's voting securities and is thgdat voting shareholder. A company n

be required to register as an investment compampie than 45% of its total assets consists afpare than 45% of its income/loss
attributable to it over the last four quartersésided from, securities of companies it does notrd. Because many of our partner companies
are not majoritypwned subsidiaries, and because we own 25% oofdke voting securities of a number of our partr@npanies, changes
the value of our interests in our partner compaaretsthe income/loss and revenue attributable tgartner companies could subject us to
regulation under the Investment Company Act unlessook precautionary steps. For example, in ai@void having excessive income
from "non-controlled" interests, we may choosetonatell minority interests we would otherwise wamsell or we may have to generate non-
investment income by selling interests in partrenpanies that we are considered to control. We asryneed to ensure that we retain more
than 25% ownership interests



in our partner companies after any equity offeringsaaddition, we may have to acquire additionabime or loss generating majority-owned
or controlled interests that we might not otherwiage acquired or may not be able to acquire 'tantrolling" interests in companies that
would otherwise want to acquire. It is not feasiloleus to be regulated as an investment compaoguse the Investment Company Act rules
are inconsistent with our strategy of actively nging, operating and promoting collaboration by antbng our network of partner
companies.

ACCOUNTING CONVENTIONS MAY REQUIRE US TO CHANGE THE PRESENTATION OF OUR FINANCIAL
STATEMENTS

Because we generally obtain less than a 50% vatiegest in our partner companies, we generallpataconsolidate the results of operations
of our partner companies with our results of openst However, we own more than 50% of the votimgrests of five parther companies,
CompuCom, Tangram Enterprise Solutions, alignestarkKnowledge Systems, and SOTAS, and thereforsotidate the results of operatic

of these five companies.

For example, in 1999, the revenues of CompuConesgmted more than 98% of our total revenues althdugpresented less than 5% of net
income. At December 31, 1999, we owned approxim&@?to of the aggregate voting interests of CompuQbour voting ownership of
CompuCom were to decrease below 50% as a resihiea$suance of stock in an acquisition or otremgaction, we may no longer be able to
consolidate the results of operations of CompuCathn @ur results of operations.

OUR PARTNER COMPANIES COULD MAKE BUSINESS DECISIONSAT ARE NOT IN OUR BEST INTERESTS OR THAT WE
DO NOT AGREE WITH, WHICH COULD IMPAIR THE VALUE OFOUR PARTNER COMPANY INTERESTS

Although we generally seek a significant equityemst and participation in the management of ottnpacompanies, we may not be able to
control significant business decisions of our partompanies. We may have shared control or noaamter some of our partner compan
In addition, although we currently own a contrajlimterest in many of our partner companies, we nwymaintain this controlling interest.
Acquisitions of interests in partner companies hiich we share control or have no control or thatiih of our interests in, and control over,
partner companies will involve additional risksttbauld cause the performance of our interestsoamaperating results to suffer, including:

- the management of a partner company having ecienmniusiness interests or objectives that afemint than ours; and
- partner companies not taking our advice with eespo the financial or operating difficulties thhey may encounter.

Our inability to adequately control our partner gamies could prevent us from assisting them, firzdiyoor otherwise, or could prevent us
from liquidating our interests in them at a timeabia price that is favorable to us. Additionatlyy partner companies may not collaborate
with each other or act in ways that are consistatit our business strategy. These factors couldpgaraur ability to maximize returns on our
interests, and cause us to recognize losses antewgsts in partner companies.

RISKS RELATED TO OUR PARTNER COMPANIES AND INTERNET INFRASTRUCTURE COMPANIES

THE SUCCESS OF OUR PARTNER COMPANIES DEPENDS ON THEDEVELOPMENT OF THE INTERNET
INFRASTRUCTURE MARKET, WHICH IS UNCERTAIN

In general, our partner companies rely on the hateas a medium for commercial transactions fostleeess of their businesses. The
development of the electronic commerce market itsirarly stages. If widespread commercial usa®finternet does not continue to
develop, or if the Internet does not develop asféective medium for providing products and sersiaeur partner companies may not
succeed.



Our long-term success depends on widespread mackeptance of the Internet as a medium for eleictemmmerce. A number of factors
could prevent such continued acceptance, incluttiadollowing:

- the unwillingness of businesses to shift fronditianal processes to Internet-based processes;
- the failure to continue the development of theessary network infrastructure for substantial dhoiw usage of the Internet;
- increased government regulation or taxation ntbseesely affect the viability of the Internet infteucture market; and

- the growth in bandwidth may not keep pace withdhowth in Internet traffic, which could resultstower response times for the users of
Internet-based commercial transactions.

OUR PARTNER COMPANIES FACE INTENSE COMPETITION, WEH COULD ADVERSELY AFFECT THEIR BUSINESS,
FINANCIAL CONDITION, RESULTS OF OPERATIONS AND PR®ECTS OF GROWTH

There is intense competition in the Internet maleete, and we expect competition to intensify ia filture. Our partner companies compete
against companies outside our family of comparféslitionally, the intense competition within thedmet marketplace may cause our
partner companies to compete among themselvesd@iness, financial condition, results of operatiand prospects for growth will be
materially adversely affected if our partner comiparare not able to compete successfully with cangseoutside our family of companies or
compete among themselves. We expect that additocamapetitors will enter the Internet infrastructunarket with competing products as the
size and visibility of the Internet infrastructurarket opportunity increases. Many of the presadtmotential competitors may have greater
financial, technical, marketing and other resoutbas those of our partner companies. This mayepdar partner companies at a
disadvantage in responding to the offerings ofrtbempetitors, technological changes or changefent requirements. Also, our partner
companies may be at a competitive disadvantagaubeaaany of their competitors have greater nanegretton, more extensive client ba:
and a broader range of product offerings.

OUR PARTNER COMPANIES MAY FAIL IF THEY DO NOT ADAPT TO THE RAPIDLY CHANGING INTERNET
MARKETPLACE

Competition for Internet products and servicesiierise. As the Internet marketplace in generakladnternet infrastructure market in
particular grow, we expect that competition willdnsify. If our partner companies fail to adaptapid changes in technology and customer
and supplier demands, they may not become or repnafitable. We cannot assure you that the prodaetsservices of our partner
companies will achieve market acceptance or comalergccess, nor can we assure you that the bssis@s$ our partner companies will be
successful.

The Internet marketplace in general and Interrfeastructure market in particular are characterizgd
- rapidly changing technology;

- evolving industry standards;

- frequent new products and services;

- shifting distribution channels; and

- changing customer demands.

Our future success will depend on our partner canigsaability to adapt to this rapidly evolving rketplace. They may not be able to
adequately or economically adapt their productssamdices, develop new products and services abkstt and maintain effective

distribution channels for their products and sersidf our partner companies are unable to offermatitive products and services or maintain
effective distribution channels, they will sell fesproducts and services and forego potential
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revenue, possibly causing them to lose money. diitiad, we and our partner companies may not be abiespond to the rapid technology
changes occurring in Internet products and servitas economically efficient manner, and our parttompanies may become or remain
unprofitable.

MANY OF OUR PARTNER COMPANIES HAVE A LIMITED OPERAT ING HISTORY AND MAY NEVER BE PROFITABLE

Many of our partner companies are early-stage campavith limited operating history, have signifitdistorical losses and may never be
profitable. Many of these companies have incurrdastantial costs to develop and market their prtsdin@ave incurred net losses and cannot
fund their cash needs from operations. We expetttie operating expenses of these companiesneittaise substantially in the foreseeable
future as they continue to develop products, irggesales and marketing efforts and expand opesgation

MANY OF OUR PARTNER COMPANIES MAY GROW RAPIDLY AND MAY BE UNABLE TO MANAGE THEIR GROWTH

We expect many of our partner companies to growdhapRapid growth often places considerable openai, managerial and financial strain
on a business. To successfully manage rapid grawthpartner companies must, among other things:

- rapidly improve, upgrade and expand their businesastructures;

- attract and maintain qualified personnel; and

- maintain adequate levels of liquidity.

In addition, many of our partner companies have oatently begun developing their financial repaytsystems and controls.

SOME OF OUR PARTNER COMPANIES MAY BE UNABLE TO PROT ECT THEIR PROPRIETARY RIGHTS AND MAY
INFRINGE ON THE PROPRIETARY RIGHTS OF OTHERS

Our partner companies assert various forms ofleutlal property protection. This intellectual peofy may constitute an important part of
our partner companies' assets and competitivegghrenFederal law -- most typically, copyright, gt trademark and trade secregenerally
protects intellectual property rights. Althoughsenable efforts will be taken to protect the rigiatshis intellectual property, the complexity
of international trade secret, copyright, tradensrll patent law, coupled with the limited resoumfethese young companies and the
demands of quick delivery of products and servioasarket, create a risk that their efforts wilbpe inadequate. Some of our partner
companies also license intellectual property froirdtparties and it is possible that they coulddmee subject to infringement actions based
upon the intellectual property licensed from ththeed parties. Our partner companies generallyiobgpresentations as to the origin and
ownership of such licensed intellectual propertywhver, this may not adequately protect them. Aainms against our partner companies'
proprietary rights, with or without merit, couldlgact our partner companies to costly litigationl ime diversion of their technical and
management personnel. If our partner companies ouastly litigation and their personnel are notefively deployed, the expenses and
losses incurred by our partner companies will iaseeand their profits, if any, will decrease.

OUR PARTNER COMPANIES' OPERATIONS MAY BE DISRUPTED BY TECHNOLOGICAL PROBLEMS

Some of our partner companies' businesses willrikepa the efficient and uninterrupted operatiothefr computer and communications
hardware systems. It may be difficult to proje@ tapacity limits on the technology, transactiomcpssing systems and network hardware
and software of our partner companies or of thadips they rely on. Our partner companies andHing parties they rely on may not be able
to expand and upgrade their systems to meet irenlaszse. As Internet usage increases the straineoinfrastructure of the Internet, our
partner companies will need to expand the capa¢€itizeir technology, transaction processing systentsnetwork hardware and software or
find third parties to provide these services. Idiidn, our partner companies may not be able paes and upgrade their
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systems and network hardware and software capabitit accommodate increased use of their webaitéisd third parties to provide these
services. If our partner companies are unable pooggriately upgrade their systems and network harévand software or find third parties to
provide these services, their operations and psesasiay be disrupted.

OUR PARTNER COMPANIES' SUCCESS DEPENDS ON THEIR ABILITY TO RETAIN KEY PERSONNEL

Our partner companies are dependent upon theityatoilattract and retain senior management andoeegonnel, including trained technical
and marketing personnel. Our partner companiesalgti need to continue to hire additional persoase¢hey expand. A shortage in the
availability of required personnel would limit taility of our partner companies to grow, to in@@aales of their existing products and
services and to launch new products and services.

CONCERNS REGARDING SECURITY OF TRANSACTIONS AND TRISMITTING CONFIDENTIAL INFORMATION OVER THE
INTERNET MAY HAVE AN ADVERSE IMPACT ON OUR PARTNERCOMPANIES

We believe that concern regarding the securityoofidential information transmitted over the Interprevents many from using the Internet
as a medium for communicating or engaging in ebaitrcommerce. If our partner companies that depentthe growing use of the Internet
do not add sufficient security features to thetufa product releases, our partner companies miagaio market acceptance or may have
additional legal exposure.

Despite the measures some of our partner comphaiestaken, the infrastructure of each of thermotemtially vulnerable to physical or
electronic break-ins, viruses or similar problefhs. person circumvents the security measures iegby any one of our partner companies,
he or she could misappropriate proprietary infoiamabr cause interruption in operations of the parcompany. Security breaches that result
in access to confidential information could damtgereputation of any one of our partner compaaresexpose the partner company
affected to a risk of loss or liability. Recenthgveral highly publicized technology disruption$aagje electronic commerce companies have
highlighted the importance of deploying a reliablernet infrastructure. Some of our partner conggmmay be required to make significant
investments and efforts to protect against or rgnsedurity breaches.

GOVERNMENT REGULATIONS AND LEGAL UNCERTAINTIES MAY  PLACE FINANCIAL BURDENS ON OUR BUSINESS
AND THE BUSINESSES OF OUR PARTNER COMPANIES

Currently, there are few laws or regulations diedctpecifically at electronic commerce. Howevecdose of the Internet's popularity and
increasing use, new laws and regulations may bptadoThese laws and regulations may cover issuetsas the collection and use of data
from Web site visitors and related privacy issyeging, content, copyrights, distribution and dtyabf goods and services. The enactment of
any additional laws or regulations may impede ttwvth of the Internet and the Internet infrastruetmarket, which could decrease the
revenue of our partner companies and place additforancial burdens on our business and the baseweof our partner companies.

Laws and regulations directly applicable to Intéme@mmunications are becoming more prevalent. kample, the United States Congress
recently enacted laws regarding online copyrigfrinigement and the protection of information colegtonline from children. Although the
laws may not have a direct adverse effect on osiness or those of our partner companies, theyathtk legal and regulatory burden faced
by Internet infrastructure companies.

Congress recently enacted a three-year moratogading on October 21, 2001, on the applicatiordafcriminatory” or "special” taxes by
the states on Internet access or on products amidee delivered over the Internet. Congress furtleelared that there will be no federal te
on electronic commerce until the end of the mormator However, this moratorium does not preventestfitom taxing activities or goods and
services that the states would otherwise havedhepto tax. Furthermore, the moratorium does pptyato certain state taxes where taxes
were in place before the moratorium was enacted.
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OUR PARTNER COMPANIES MAY HAVE SOLD SOFTWARE WHICH IS NOT YEAR 2000 COMPLIANT WHICH COULD
SUBJECT THEM TO LITIGATION

Although we are currently unaware of any Year 2p@iblems in our partner companies' installed saftwsome of our partner companies
software companies that may have sold softwareghait Year 2000 compliant. The failure by our gamies to remedy any non-compliant
software sold by them could expose these compémiggyation.

RISKS RELATING TO THE OFFERING
WE MAY ISSUE SECURITIES WHICH MAY DILUTE YOUR OWNER SHIP INTEREST

In the future, we may issue securities to raisé éasacquisitions, and we may also pay for intex@s additional partner companies by using
a combination of cash and our common stock, orgusttcommon stock. Any of these events may dilatgryownership interest in us and h
an adverse impact on the price of our common stoc&ddition, if we issue securities convertibl®iour common stock the conversion of
these securities may dilute your ownership intesmesthave an adverse impact on the price of ounmamstock.

ANTI-TAKEOVER PROVISIONS AND OUR RIGHT TO ISSUE PRE FERRED STOCK COULD MAKE A THIRD-PARTY
ACQUISITION OF US DIFFICULT

Our articles of incorporation provides that our tabaf directors may issue preferred stock withdwstreholder approval and also provides for
supermajority voting requirements. We are alsoexttp the anttakeover statutes of the Pennsylvania BusinessdZatipn Law. In additior
we have a shareholder rights plan which has threzedfff discouraging any person or group from beredfy owning more than 15% of our
outstanding common stock unless our board has agdehé plan or redeemed the rights. The issuanpeetérred stock, the existence of the
shareholder rights plan and the supermajority gotéguirements and the operation of the anti-takestatutes of the Pennsylvania Business
Corporation Law could make it more difficult fottlaird party to acquire us without the approval of board. The supermajority voting
requirements, the shareholder rights plan andnkigakeover provisions of the Pennsylvania Businegp@ation Law are described in de
under the caption "Description of Capital Stockyioaing on page 59 of this prospectus.

OUR COMMON STOCK PRICE IS HIGHLY VOLATILE

The market price for our common stock has beenlfigdlatile and is likely to continue to be highlglatile. The trading prices of many
technology and Internet-related company stocks$udtieg ours, have experienced significant price @oldme fluctuations in recent months.
These fluctuations often have been unrelated grajrtionate to the operating performance of tleesepanies. Any negative change in the
public's perception of the prospects of the Inteanénternet companies could depress our stodepggardless of our results.

The following factors will add to our common stqatice's volatility:

- actual or anticipated variations in our quartedgults and those of our partner companies;

- changes in the market valuations of our parteenganies and other Internet companies;

- conditions or trends in the Internet industryganeral and the Internet infrastructure industrgarticular;
- negative changes in the public's perception efptospects of Internet infrastructure companies;

- changes in the size, form or rate of our acqorss;

- changes in our financial estimates and thosaiopartner companies by securities analysts;

- new products or services offered by us, our partompanies and their competitors;

13



- announcements by our partner companies anddbeipetitors of technological innovations;

- announcements by us or our partner companiegracanpetitors of significant acquisitions, stratggartnerships or joint ventures;
- our capital commitments;

- additional sales of our securities;

- additions to or departures of our key personndlleey personnel of our partner companies; and

- general economic conditions such as a recessianterest rate or currency rate fluctuations.

Many of these factors are beyond our control. Tliastrs may decrease the market price of our comshack, regardless of our operating
performance. In the past, securities class actiigation has often been brought against a compaligwing periods of volatility in the
market price of its securities. We may in the fatbe the target of similar litigation. Securitigghtion could result in substantial costs and
divert management's attention and resources, wduiall have a material adverse effect on our busjrg®erating results and financial
condition.

FORWARD-LOOKING STATEMENTS

This prospectus includes forward-looking statemauitisin the meaning of

Section 27A of the Securities Act, and Section BiLEhe Securities Exchange Act. We have based floesard-looking statements on our
current expectations and projections about futuemes. These forward-looking statements are subjeatown and unknown risks,
uncertainties and assumptions about us and ourgrarbmpanies, that may cause our actual resentslsl of activity, performance, or
achievements to be materially different from antyfe results, levels of activity, performance, chiavements expressed or implied by such
forward-looking statements. These factors are dised in the "Risk Factors" section beginning oref&aof this prospectus, and include,
among other things:

- development of the Internet and the infrastriethat supports it;

- our ability to identify trends in our markets ahe infrastructure markets of our partner compaarasto offer new solutions that address
changing needs of these markets;

- our ability to successfully execute our businesslel;

- our partner companies' ability to compete sudogsagainst direct and indirect competitors;
- our ability to acquire interests in additionahgganies;

- growth in demand for Internet infrastructure protg and services; and

- changes in the market for securities of Integoehpanies in general and for initial public offgignof Internet companies in particular.

In some cases, you can identify forwdodking statements by terminology such as "may;ll;'wshould,” "could," "would," "expect,
"anticipate," "believe," "estimate," "continue" tie negative of such terms or other similar expoess All forward-looking statements
attributable to us or persons acting on our bedrafexpressly qualified in their entirety by theti@nary statements included in this
prospectus. We undertake no obligation to publigiglate or revise any forward-looking statementgthér as a result of new information,
future events or otherwise. In light of these rjskscertainties and assumptions, the forward-lapkivents discussed in this prospectus might
not occur.

plan
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USE OF PROCEEDS

We estimate the net proceeds to us from the offexifl be approximately $478 million (approximate$$50 million if the underwriters over-
allotment option is exercised in full), after deting the underwriters' discount and the other experof the offering payable by us. We ex

to use the net proceeds to continue to acquirayemuerests in Internet infrastructure companiesicquire additional interests in current
partner companies, to pay down our outstandinghtediness under our revolving credit facilities,imrking capital, and other general
corporate purposes. Pending our use of the neepds; we plan to invest the net proceeds in irttéesring investment grade securities. We
had $23 million of outstanding borrowings under muolving credit facilities as of February 15, P00hese borrowings mature in May 2(
and bear interest at the prime rate which was 8.@6February 15, 2000. Other than to repay ourttauntiéng balance under our revolving
credit facilities, we currently have no specifiaps as to the use of the net proceeds, and whavil broad discretion in the use of the net
proceeds.

DIVIDEND POLICY
We have never declared or paid cash dividends amdrttly do not anticipate paying cash dividendthimfuture.
PRICE RANGE OF OUR COMMON STOCK

Our common stock is currently traded on The NewkY®tock Exchange under the symbol "SFE." The failhgatable sets forth the high and
low sale prices for our common stock as reported@tom New York Stock Exchange for the periods intidaas adjusted, to reflect a 3-for-1
split of our common stock effective as of March 2800.

YEAR ENDED DECEMBER 31, 1998:

First Quarter..........ccccveevveevveecveeene, $10.04
Second Quarter... 11.54
Third Quarter... . 7.83
Fourth Quarter.........cccccvvveveeeeeeeieiiei, 5.71
YEAR ENDED DECEMBER 31, 1999:
FirstQuarer......cocoocvvveeiiieeeeeees 2463 9.17
Second QUANer....ccccveeeeeveveiiiiiiieeeeee 40.00 19.13
Third Quarter.......ccoovcvviviiiiiieieeeeeees 25.50 15.85
Fourth Quarter.......cccovvvvvvveeeeeeeeeeeeees 61.81 22.63
YEAR ENDED DECEMBER 31, 2000:

First Quarter (through February 15, 2000).......... ... 63.67 43.71

On February 28, 2000, the closing price of our camrstock on The New York Stock Exchange ComposifeeTwas $48.17 per share. As of
February 15, 2000, there were 104,943,726 sharesrafommon stock outstanding. At February 15, 20@0had approximately 58,000
beneficial holders of our common stock.

15



CAPITALIZATION

The following table sets forth our actual total italzation as of December 31, 1999 and our pranBocapitalization to adjust for (1) the sale
of 2,181,819 shares of our common stock to Texitnon and (2) the sale of our common stock purstatitis offering and the application of
the estimated net proceeds of approximately $4T&mirom this offering.

DECEMBER 31, 1999

ACTUAL PRO FORMA
(IN THOUSANDS)

5% convertible subordinated notes due June 15,2006 ... $200,000 $ 200,000

Long-termdebt......coovviiiiiiiiie. 14,532 14,532
Shareholders' equity:
Preferred Stock, $10.00 par value, 1,000,000 shar es
authorized, none issued and outstanding -- act ual and
Pro forma....cccccoivveniniiiie e - -

Common Stock, $0.10 par value; 500,000,000 shares
authorized; 104,749,317 shares issued and

outstanding -- actual, and 116,931,136 shares issued
and outstanding -- pro forma..........cccc..... . L. 10,475 11,693
Additional paid-in capital.............ccoeeeee.. L 133,969 710,851
Retained earnings.....ccccceceveeeeevevevveneeeee 385,120 385,120
Accumulated other comprehensive income........... ... 45,137 45,137
Total shareholders' equity...........ceeeee. L. 574,701 1,152,801
Total capitalization..........ccooeeeeeeeeee. L $789,233 1,367,333

The table above excludes, as of February 15, 2000:

- 8,294,100 shares of common stock issuable upmodhversion of the convertible subordinated nisgsed in June 1999;

- 1,500,000 shares issuable upon the exercisesafrilerwriters over-allotment options in connectidth this offering;

- 7,242,384 shares issuable upon exercise of otisig stock options with a weighted average exernpigce of $20.19 per share; and
- 6,579,750 shares underlying options reservefutare issuance under our stock option plans; and

- 33,975 shares issued upon the exercise of sfgidns from January 1, 2000 to February 15, 2066; a

- 160,434 shares issued on February 15, 2000 iygoadguisition of the remaining 20% interest igrdi.
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SELECTED CONSOLIDATED FINANCIAL DATA

You should read the following selected consoliddieancial data in conjunction with our consolidhfnancial statements, including the
notes thereto and "Management's Discussion andysisadf Financial Condition and Results of Operadloincluded elsewhere in this
prospectus. The Consolidated Statement of Opesabaita for the years ended December 31, 1999, 4888997, and the Consolidated
Balance Sheet Data at December 31, 1999 and 19@8de®n derived from Safeguard's consolidated iaantatements which, together w
the notes thereto, have been audited by KPMG Lhdependent auditors, and are included elsewheahésiprospectus. The Consolidated
Statement of Operations Data for the years endegibber 31, 1996 and 1995, and the ConsolidatechBal&heet Data at December 31,
1997, 1996 and 1995 have been derived from Safdguzwnsolidated financial statements, which, togretvith the notes thereto, have been
audited by KPMG LLP, independent auditors, andnatancluded in this prospectus.

YEAR ENDED DECEMBER 31,

1999 1998 1997 1996 1995
(IN THOUSAN DS, EXCEPT PER SHARE DATA AND NUMBER OF PARTNER COMANIES)
CONSOLIDATED STATEMENT OF OPERATIONS
DATA:
TOTAL REVENUE..........cceeiinns $2,953,270 $2,287,092 $1,995,683 $2,068,807 $1 523,422
OPERATING EXPENSES
Cost of revenue..........cccceeene 2,605,821 1,972,931 1,699,192 1,792,958 1 ,311,332
Selling, service, and general and
administrative..................... 311,564 268,996 224,184 212,702 156,491
Depreciation and amortization........ 36,778 21,738 18,132 20,645 16,927
Restructuring...........cceeeeenes 387 16,437 - - -
Total operating expenses........... 2,954,550 2,280,102 1,941,508 2,026,305 1 484,750
(1,280) 6,990 54,175 42,502 38,672
Gains on issuance of stock by partner
COMPANIES.....ceeeeveiiinirenns 175,662 3,782 5,772 5,582 701
Other income, net.. 107,290 189,883 21,085 25,546 21,250

INtErest, Net........ovveeevenees (30,718) (26,978)  (19,885)  (22,023) (19,114)

INCOME BEFORE INCOME TAXES, MINORITY
INTEREST AND EQUITY INCOME

(LOSS)..cviieieeiiieeieeee 250,954 173,677 61,147 51,607 41,509
Income taxesS......cccceveeeeeennnnne (66,514) (61,424) (14,336) (13,285) (12,124)
Minority interest........ . (8,936) 47) (25,727) (19,934) (13,853)
Equity income (loss) (51,978) (2,083) 417 1,539 2,731
NET INCOME........ccceenviennnnen. $ 123,526 $ 110,123 $ 21,501 $ 19,927 $ 18,263

$ 115 $ 023 $ 022 % 0.21
$ 107 $ 022 $ 020 $ 0.18
Weighted average shares

outstanding(a)

Basic.... .. 101,134 95,499 93,747 89,700 87,156

Diluted........cccceviveeriieennns 110,910 104,742 95,988 94,044 92,202

DECEMBER 31,

1999 1998 1997 1996 1995
CONSOLIDATED BALANCE SHEET DATA:
Cash and cash equivalents............ $ 49,813 $ 6,257 $ 5382 $ 12,881 $ 7,267
Working capital.............cc.o... 133,839 251,991 228,001 345,530 226,659
Total assets .. 1,499,879 1,068,690 714,541 936,070 742,874
Long-term debt..................... 14,532 205,044 127,089 252,725 204,431
Other long-term liabilities.......... 175,611 1,317 1,246 759 1,057
Convertible subordinated notes....... 200,000 71,345 90,881 102,131 -
Total shareholders' equity........... 574,701 342,859 207,070 169,011 154,309
NUMBER OF PARTNER COMPANIES.......... 37 26 24 25 23

(a) Adjusted to reflect the 3-for-1 split of oumemon stock effective as of March 13, 2000.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following Management's Discussion and Analgéiginancial Condition and Results of Operationstams forward-looking statements
that involve risks and uncertainties. Our actualles could differ materially from those anticipdia these forward-looking statements as a
result of many factors, including those set fontlder "Risk Factors" and elsewhere in this prospedihe following discussion should be ri
in conjunction with our audited Consolidated Finah&tatements and related Notes thereto inclutk=vaere in this prospectus.

GENERAL

We are a leading Internet company actively engagéuke Internet infrastructure business througheodensive network of partner compar
We acquire interests in developing Internet infiactire companies and incubate and integrate tms@anies into our network. We focus
what we believe to be the most significant marketars of the Internet infrastructure industry:

software, communications and eServices. We betieatour experience developing technology companigsexpertise in and focus on
Internet infrastructure and the reach of our nekywatich includes Internet Capital Group's busir®sbusiness electronic commerce
companies, enable us to identify and attract comegamith significant potential for success in théelnet infrastructure market. We intend to
be the premier network of Internet infrastructuoenpanies offering solutions, seamless connectauity eServices to businesses engaged in
electronic commerce.

Our principal mission is to promote long-term siwalder value. We believe shareholder value is mepdthby retaining and promoting the
entrepreneurial culture of our partner companié® @ntrepreneurs of our partner companies geneealin significant equity interests in
their businesses, and their interests as sharalaleimain aligned with ours. We provide a full raraf operational and management services
to each of our partner companies through dedidetemns of Safeguard professionals. Each team hastiepin the areas of business and
technology strategy, sales and marketing, opemtiimance, legal and transactional support, amdaruresources, and provides hands-on
assistance to the management of the partner conipaypport of its growth. The level of involvemesatries and in some circumstances
includes the provision of full-time interim pers@inSince we are a long-term partner, we pursuewsaialternatives to maximize the long-
term value of our partner companies. These altegginclude preparing our partner companies fibiairpublic offerings, assisting with
mergers and acquisitions, and providing additi@maglital. We typically retain a significant ownengsipiosition in our partner companies after
they complete their initial public offerings.

We developed the Safeguard Subscription Progragiveoour shareholders the opportunity to parti@gatthe initial public offerings of our
partner companies. The offering ratio varies, butdased on the number of shares being offered twhegrogram by the partner company in
relation to the number of Safeguard shares outstgrad the time of an offering. We completed SateguSubscription Programs in
conjunction with the initial public offerings of ternet Capital Group, Inc., US Interactive, Incd &ac-West Telecomm, Inc. in 1999, and
with the initial public offering of eMerge Interaeg, Inc. in February 2000. In addition, anothertper company, OPUS360 Corporation, is in
registration for its initial public offering thatilvinclude a Safeguard Subscription Program.

Our net income could fluctuate significantly fromagter to quarter. There can be no guarantee thatilvreport net income in each period.
EFFECT OF VARIOUS ACCOUNTING METHODS ON THE CONSOLI DATED FINANCIAL STATEMENTS

The various interests that we acquire in our partoenpanies are accounted for under three broaladst consolidation, equity and cost.
applicable accounting method is generally deterchiveessed on our voting interest in a partner company
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Consolidation. Partner companies in which we diyemt indirectly own more than 50% of the outstarglivoting securities are generally
accounted for under the consolidation method obanting. Under this method, a partner companyisltesf operations are included within
our consolidated statements of operations. Padtiicip of other partner company shareholders inrtbeme or losses of a consolidated par
company is reflected in the caption "minority irst” in our consolidated statements of operatibtisority interest adjusts our consolidated
net income to reflect only our share of the incamiosses of the consolidated partner company. @G@uom Systems, Inc. and Tangram
Enterprise Solutions, Inc. were consolidated ing 9998 and 1997. During 1999, we acquired coriigolinajority voting interests in aligne,
incorporated, SOTAS, Inc., and Arista Knowledget8ys Inc. Each one of these partner companies avaltidated from the date we
acquired directly or indirectly more than 50% of thutstanding voting securities interest. We atswsolidated Premier Solutions Ltd. and
Pioneer Metal Finishing until they were sold in 799

Equity Method. Partner companies whose resultsavead consolidate, but over whom we exercise sicgitt influence, are generally
accounted for under the equity method of accountivigether or not we exercise significant influemgth respect to a partner company
depends on an evaluation of several factors inejjdimong others, representation on the partnepaoy's board of directors and ownership
level, which is generally a 20% to 50% interedthi@ voting securities of the partner company, idtlg voting rights associated with our
holdings in common, preferred and other convertifdéruments in the partner company. Under thetgeuethod of accounting, a partner
company's results of operations are not reflectiésimour consolidated statement of operations; éxav, our share of the income or losses of
the partner company is reflected in the captionultggncome (loss)" in our consolidated statemerfitsperations. The share of income or
losses is generally based upon our voting ownershtipe partner company's securities, which maglifferent from the percentage of the
economic ownership of the partner company heldsyburing 1999, we accounted for 29 of our partwnpanies under the equity method
of accounting.

Our partner companies accounted for under theyeqethod of accounting at December 31, 1999 indude

PARTNER
COMPANY  VOTING
SINCE OWNERSHIP

PUBLICLY TRADED

Cambridge Technology Partners (Massachusetts), Inc. ... 1991 16%
ChromaVision Medical Systems, Inc.......ccccooeeee. L 1996 27%
DocuCorp International, InC........cccccoeeeeeeeee Ll 1995 17%
eMerge Interactive, INC......cooovvvveeennceeee. 1997 19%
Internet Capital Group, INC.....ovvvevveveeneee. 1996 14%
LIfeF/ X, INCouvvvviiiiiiic e 1996 23%
OAO Technology Solutions, InC......ccoceveeveeeee. Ll 1996 31%
Pac-West Telecomm, INC.....cccvvvevviciveeenneee 1998 7%
Sanchez Computer Associates, InC...........ceeeee. L 1986 26%
USDATA Corporation......cccceeeveveeeeeeeeenneneee 1994 38%
US Interactive, INC....ovvvevviiiiiiiiis 1998 13%
PRIVATELY HELD

4anything.com, INC....cooocvvvvveiiiiiiieneeeees 1999 28%
Extant, INC...oovvvveeveiiiiiiiiiiieee 1999 21%
The Basketball Network LLC, d/b/a HoopsTV.com...... ... 1999 24%
iMedium, INC...ocoviiiiiiiiceeeees 1999 23%
Integrated Visions, Inc........ —— 1998 49%(a)
Kanbay LLC............. — 1998 28%
PrivaSeek, INC......ccccovvviiiniiiiiiiiiceeee. 1999 33%
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PARTNER
COMPANY  VOTING
SINCE OWNERSHIP

QuestOne Decision Sciences Corporation............. . ... 1997 35%
RealTIME Media, INC.......ccocoovvvivvvciiie Ll 1999 43%
Vitts Networks, INC.....cccooevvevviiiienee. L 1999 48%
Who? Vision Systems, INC......ccccovvvvveeeveeeees L 1998 29%(a)
XLVision, INC..ccovveviiiiiiiciiicciieceiees 1995 18%

(a) We owned non-voting convertible securitieshiese companies. However, we believe we have thigyabiexercise significant influence
based on our representation on the board of dirgeiwd other factors. This percentage represeatgdting ownership assuming the
conversion of all non-voting convertible securities

At December 31, 1999, we owned voting securitiegllithe privately held companies listed excepedgmated Visions and Who? Vision
Systems. We have representation on the boardedtdiis of all of the above partner companies. Algiowe own less than 20% of the voting
stock of some of the above companies, we believhave the ability to exercise significant influeriesed on our representation on the b

of directors and other factors. We also accounbiorinterests in some private equity funds underaquity method of accounting, based on
our general and limited partner interest. In additio our holdings in voting and non-voting equityd debt securities, we also periodically
make advances to our partner companies in the édpnomissory notes. We had advances to equity odglartner companies totaling $36
million at December 31, 1999.

Many of our privately held, equity method partnempanies are Internet-related companies with liniteerating histories that have not
generated significant revenues and incurred sutistémsses in 1999. We expect these losses taraenin 2000. Our equity losses may also
increase as a result of our acquisition of intaréstand operation of, additional Internet-relatechpanies.

Cost Method. Partner companies and private equitgg that we do not account for under either tmsalidation or the equity method of
accounting are accounted for under the cost mathadcounting. Under this method, our share ofedumings or losses of these companies is
not included in our consolidated statements of atp@ns. However, the effect of the change in mavikéiie of cost method holdings classified
as trading securities is reflected in our resultsperations during each reporting period.

EFFECT OF VARIOUS ACCOUNTING METHODS ON THE PRESENT ATION OF OUR FINANCIAL STATEMENTS

The presentation of our financial statements mégrdirom period to period primarily due to the #ippble accounting method used for
recognizing our equity interests in the operatieguits of a partner company. For example, the ptasen of our financial statements are
significantly influenced by the consolidated resuf operations of CompuCom which we consolidatesed on our 60% voting interest.
CompuCom accounted for over 98% of our consolideagdnues, but represented less than 5% of ouotidated net income in 1999.

To understand our net results of operations arahtial position without the effect of consolidatiogr consolidated partner companies,
please refer to note 18 to our consolidated firelrstatements, which summarizes our parent comgi@tgments of operations and balance
sheets and presents our consolidated partner coespanif they were accounted for under the equighod of accounting for all periods
presented. Our share of the income or losses afdhsolidated partner companies is included in itggucome

(loss)" in the parent company statements of opmratiThe carrying value of these companies is dezun "ownership interest in and
advances to partner companies" in the parent coynpalance sheets.
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Although the parent company statements of opersitimdl balance sheets presented in note 18 refletisiorical results, they are not
necessarily indicative of future parent companybe¢ sheets and statements of operations.

NET RESULTS OF OPERATIONS

Our reportable segments include General Safegupedaflons, Partner Company Operations and CompuQuanations. General Safeguard
Operations represents the expenses of providiategic and operational support to our partner cangsaand the related administrative
costs. General Safeguard Operations includes faeteiff transactions and other events incidentaltoownership interests in our partner
companies and our operations in general. Partnemp@oy Operations reflect operations of all partmanpanies other than CompuCom. The
partner companies included under Partner Compaesatipns have been accounted for under the comsetidequity or cost method
depending on their particular circumstances. Congou©perations reflect the consolidated resultsah@uCom. All significant
intersegment activity has been eliminated.
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SUMMARY OF CONSOLIDATED NET INCOME
General Safeguard Operations............ccccec.....

Partner Company Operations....
CompuCom Operations..........ccccccveeeeeeerennnnnns

GENERAL SAFEGUARD OPERATIONS
Revenue........cccccocceviiiie,
Operating expenses
General and administrative.......................
Depreciation and amortization....................

Total operating eXpenses............ccccvvvenee

Gains on issuance of stock by partner companies..

Other income, net
Interest, Net......ccooeeveeeeiiieiiiiiiinn,

Income before income taxes...............oee..
INCOME taXesS.....uuuvvveiiieeiiiiiiiiiiin,

Net Income from General Safeguard Operations.......

PARTNER COMPANY OPERATIONS
Revenue........cccccoceeviiiieeeeeeeei,
Operating expenses
Costof sales........cccoevvvveiiiiiiiiieennns
Selling and service
General and administrative.......................
Depreciation and amortization....................

Total operating eXpenses............ccccvvvenee

Interest, Net.......ccoeevveeevivieiiiiiiinn,

Income (loss) before income taxes, minority inter
equity income (l0SS).......ccovvveeeerninnnn.

Income taxes...........cccvveviiiiiieiciinnnnn.

Minority interest........ccccccevveeeeieniniennns

Equity income (I0SS).......cccuveeeeiiiinenanne

Net Income (Loss) from Partner Company Operations..

COMPUCOM OPERATIONS
REVENUE........viiiiiiiiiiiiiiie
Operating expenses
Costof sales........occvveevviineeeiiinenenn.
Selling and service.........cccccovevveeeennnns
General and administrative.............c........
Depreciation and amortization.
ReSstructuring........cccceeeveveeeeeeeneniniennns

Total operating eXpenses............ccceeeenee

Other income, Net.........cccccvvvviiveeenennn.
Interest, Net......ccooeeveeeiiiiiiiiiiiinnn,

Income before income taxes and minority interest.

INCOME taxesS......uevveiieieiiiiiiiiiiin,
Minority interest..........coccevvviiereeinns

Net Income from CompuCom Operations................
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The following table reflects consolidated operatitaga by reported segments (in thousands):

YEAR ENDED DECEMBER 31,

1999 1998 1997
....... $ 158,553 $ 109,689 $ 3,599
....... (42,739) 358 (210)
....... 7,712 76 18,112

$ 123,526 $ 110,123 $ 21,501
....... $ 13912 $ 11,949 $ 10,458
....... 43,429 24,413 22,308
....... 7,914 1,443 1,309
....... 51,343 25,856 23,617

(37,431) (13,907) (13,159)
....... 175,662 3,782 5,772
....... 107,290 189,883 18,253
....... (7,193) (7,964) (4,656)
....... 238,328 171,794 6,210
....... (79,775)  (62,105) (2,611)
....... $ 158,553 $ 109,689 $ 3,599
....... $ 27,469 $ 20,678 $ 35,423
....... 8,082 2,426 16,935
....... 8,875 8,087 7,895
....... 13,572 5,309 6,476
....... 5,497 2,872 4,316
....... 36,026 18,694 35,622

(8,557) 1,984 (199)
....... (330) (272) (282)
est and
....... (8,887) 1,712 (481)
....... 18,192 729 (146)
....... (66) - -
....... (51,978) (2,083) 417
....... $ (42,739) $ 358 $ (210)
....... $2,911,889 $2,254,465 $1,949,802
....... 2,597,739 1,970,505 1,682,257
....... 159,006 164,262 128,751
....... 86,682 66,925 58,754
....... 23,367 17,423 12,507
....... 387 16,437 -
....... 2,867,181 2,235,552 1,882,269

44,708 18,913 67,533
....... - - 2,832
....... (23,195)  (18,742) (14,947)
....... 21,513 171 55,418
....... (4,931) (48) (11,579)
....... (8,870) 47)  (25,727)
....... $ 7,712 $ 76 $ 18,112




NET RESULTS OF OPERATIONS -- GENERAL SAFEGUARD OPERATIONS

Revenue. Revenue consists of administrative sefegecharged to certain partner companies andtpraquity funds for operational and
management services provided through a team girmfiessionals. Revenue was $13.9 million for tharyended December 31, 1999, $11.9
million for the year ended December 31, 1998 ar@l%nillion for the year ended December 31, 199i ihcrease in each year in the three-
year period ended December 31, 1999 was the mfsaift increase in the number of partner compa

General and Administrative. Our general and adriratise costs consist primarily of employee compagios, outside services such as legal,
accounting, marketing and consulting, and traviiteel costs. General and administrative expenses $43.4 million for the year ended
December 31, 1999, $24.4 million for the year endedember 31, 1998 and $22.3 million for the yemteel December 31, 1997. General
and administrative expenses increased $19.0 miliof8% in 1999 from 1998 reflecting the growthtie number of partner companies to 37
in 1999 from 26 in 1998. The increase represergerses incurred to support the growing number aladed activities of our partner
companies, primarily payroll-related and marketogts. We expect these costs to continue to behigimpared to historical periods due to
the increased resources needed to support theasiegenumber of partner companies.

Depreciation and Amortization. Increase in dept@mivand amortization is due to accretion of thégatiion related to the two forward sale
contracts entered into in 1999 and an increasejnettiation related to campus office buildings @&eglin 1998.

Gains on Issuance of Stock by Partner Companieas®@a issuance of stock by partner companies septe gains or losses on the issuance
of stock by our partner companies to reflect thengfe in our share of the net equity of these compaains on issuance of stock by partner
companies consisted of the following (in thousands)

YEAR ENDED DECEMBER 31,

1999 1998 1997

Internet Capital Group.........cccccvevvverveennenn .. $172934 $ - $ -
Cambridge Technology Partners............c........ 326 3,598 3,57
Other....ooceiiiecieeeeeeee e 2,402 184 2,193

$175,662 $3,782 $5,772

Gains on issuance of stock by partner companiesisted primarily of the issuance by Internet Cadygiimoup of 31 million shares of its
common stock in its initial public offering in Augu1999, seven million shares of its common stack follow-on public offering in
December 1999, and approximately three million ehan private placements and acquisitions complietétte fourth quarter of 1999. The
pretax gain represents the increase in our shdreerhet Capital Group's net equity as a resuitsoftock issuances.

We recorded gains on stock issued by Cambridgericdofy Partners as a result of employee stock npmieercises.
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Other Income, net. Other income, net, consistatdefollowing (in thousands):

YEAR ENDED DECEMBER 31,

1999 1998 1997

Gain on the Coherent Communications Systems

Corporation/Tellabs, Inc. merger.......ccccee... L. $ - $245261 $
Unrealized gain (loss) on Tellabs stock, net....... ... 78,163 (48,549)
Gain on sale of Diamond Technology Partners, Inc. s tock..... 41,108 - 4,954
Gain on sale of Internet Capital Group stock....... . ... 9,332 --
Gain on sale of Pac-West Telecomm stock........... ... 7,113 -
Gain on sale of Cambridge Technology Partners stock ... -- 15,016 15,209
Gain on sale of other public holdings............. . ... 7,383 2,677 2,720
Gain on distributions from private equity funds.... ... 4,590 9,945 2,261
Gain on First Consulting Group, Inc./Integrated Sys tems

Consulting Group, Inc. merger........ccceeeeeee. - 6,586

Other, primarily impairment charges........ccc..... ... (40,399) (41,053) (6,891)

$107,290 $189,883 $18,253

In August 1998, Tellabs, Inc. acquired Coherend, @gn received approximately seven million shardfuged for a 2-for-1 stock split in May
1999) of Tellabs in exchange for all of our Cohédrares. The market value of the Tellabs shaswed on the date of exchange was used
to determine the gain. Subsequent to the mergehaldings in Tellabs were classified as tradingusities and the effect of the change in
market value of Tellabs was reflected in our resaftoperations as an unrealized gain (loss). lgusti1999, we completed the pledge of all
our remaining holdings in Tellabs under forwardesadntracts that expire in 2002. As a result ofréstrictions on the sale of these shares
under these contracts, we changed the classificafithese holdings to available-for-sale. Therefahanges in the fair value of our
remaining Tellabs holdings are now recorded asdarstiment to other comprehensive income in shadehs| equity.

For the years ended December 31, 1999, 1998 and ®@9recorded impairment charges of $37.5 mill&85.8 million and $12.3 million for
the other than temporary decline in the carryinge®f some partner companies.

Interest, net. Interest expense, net, was $7.2omilbr the year ended December 31, 1999, $8.0anifbr the year ended December 31, 1998
and $4.7 million for the year ended December 3971Fhe decrease in 1999 was a result of higherast income and the elimination of
interest due to the conversion of $71.3 millioroaf 1996 convertible subordinated notes, which pasally offset by interest associated
with the $200 million 5% convertible subordinatestes issued in 1999. The increase in interest esgeN1998 was due to our increased
borrowings primarily to fund acquisitions in newdagxisting partner companies.

Income Taxes. Our consolidated effective tax ramehsed to 35% in 1999 compared to 36% for 1988althe realization of previously
unrecorded tax benefits attributable to the diffieeebetween the book basis and tax basis of somerdfoldings as well as the application of
lower tax rates against realized securities gains.

NET RESULTS OF OPERATIONS -- PARTNER COMPANY OPERATIONS

Revenue. Revenue was $27.5 million for the yeaeérdkecember 31, 1999, $20.7 million for the yeateghDecember 31, 1998 and $35.4
million for the year ended December 31, 1997. Tioegase in revenue in 1999 was the result of thaisitions of aligne and SOTAS during
1999. The decrease in revenue in 1998 was prim@uiyto the elimination of revenue as a resulhefdale of Premier Solutions Ltd. and
Pioneer Metal Finishing, Inc. in 1997.

Operating Expenses. Operating expenses were $3fidhrfor the year ended December 31, 1999, $1&illion for the year ended Decem|
31, 1998 and $35.6 million for the year ended Ddmem31, 1997. The increase in operating expensgdd@ was the result of consolidating
aligne, Arista and
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SOTAS. The decrease in operating expenses in 188%vimarily due to the sale of Premier Solutiomd Bioneer Metal Finishing in 1997.

Equity Income (Loss). A significant portion of oot results of operations is derived from compaimeshich we hold a significant minority
ownership interest. Equity income (loss) fluctuatéth the number of companies accounted for unldeleguity method, our voting owners
percentage in these companies, the amortizatigoadwill related to newly acquired equity methodnganies, and the net results of
operations of these companies. During the yearceBegeember 31, 1999, we accounted for 29 compamider the equity method of
accounting compared to 14 companies during the eoaiye 1998 period.

The significant increase in equity losses in 19@@f1998 reflects increased operating losses aé sraur existing partner companies ant
increase in the number of companies accounteddenthe equity method in 1999, a majority of whietve operating losses. Many of our
partner companies accounted for under the equithadeare Internet-related companies with substboaes. We expect to continue to
acquire interests in more Internet-related comgathiat may have operating losses and that we mauatfor under the equity method.
Additionally, we expect certain of our existing fyer companies to continue to invest in their pasl@and services and to recognize oper:
losses. As a result, equity losses could continuedrease significantly.

The decrease in equity income in 1998 from 199¥rissult of discontinuing the accounting for oulditgs in Coherent under the equity
method of accounting, and recording our share ofjarerelated and other charges at certain paromapanies. The decrease was also a resul
of increased operating losses at certain partnm@peaaies, partially offset by strong overall perfamoe at Cambridge Technology Partners
and Sanchez.

NET RESULTS OF OPERATIONS -- COMPUCOM OPERATIONS

CompuCom provides people, process, and technotoggliver infrastructure solutions that optimizeattonic business and enterprise
applications. CompuCom's revenues are primariliwddrfrom sales of distributed desktop computedpads and configuration, network
integration and technology support.

Revenue. Revenue was $2.9 billion for the year @mirember 31, 1999, $2.3 billion for the year ehBecember 31, 1998 and $1.9 billion
for the year ended December 31, 1997. The inclieasyenue was primarily due to increased volumprotiuct sales resulting from the
acquisitions of the Technology Acquisition Servi@asgision of Entex Information Services, Inc. dugithe second quarter of 1999 and
Computer Integration Corporation and DataFlex Caafion during the second quarter of 1998.

Gross Margin. Gross margin was 10.8% for the yaded December 31, 1999, 12.6% for the year endedrbieer 31, 1998 and 13.7% for
the year ended December 31, 1997. The decrea$®thahd 1998 was attributable to reduced grossinmsop product sales due to
heightened competition from direct marketers amgiotorporate resellers and a reduction in manufacsponsored incentives which was
fully offset by improved services gross margins.

Selling and Service Expenses. Selling and servipereses were 5.5% of revenue for the year endedrteer 31, 1999, 7.3% of revenue for
the year ended December 31, 1998 and 6.6% of revianihe year ended December 31, 1997. In 19@9%dlcrease in selling and service
expense was primarily due to CompuCom's cost remuetforts, partially offset by an increase inesaforce as a result of the Entex
acquisition. In 1998, the increase in selling agvises expense was primarily due to an increasales force as a result of the Computer
Integration Corporation and Dataflex acquisitiaihg, hiring of additional sales representativeshéigcommission expense, and growth in the
service business.

General and Administrative Expense. General andrasirative expenses were 3.0% of revenue in 12998 and 1997. The dollar increase
in 1999 was primarily due to expenditures to bree@empuCom's eCommerce capabilities and costsiassdevith the integration of
Computer Integration Corporation, Dataflex and knte
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Depreciation and Amortization Expense. Depreciasinod amortization expense was $23.4 million in 1989.4 million in 1998 and $12.5
million in 1997. The increases in depreciation antbrtization expense was a result of the Entexiaitigun in 1999 and the Computer
Integration Corporation and Dataflex acquisitioms.998.

Restructuring Expense. In October 1998, CompuC8mésd of Directors approved a restructuring plasigieed to reduce CompuCom's cost
structure by closing branch facilities and reduddampuCom's workforce by approximately 10%. Assulte CompuCom recorded a
restructuring charge in 1998 of $16.4 million (gt which reduced our income by approximately $8illion (pretax), after recording
minority interest. The charge primarily consistédasts associated with the closing of certainlitaes and disposing of related fixed assets,
as well as employee severance and benefits refatbe reduction in workforce.

Interest, Net. The increase in interest expendayae a result of increased borrowings at Compu@pfund the acquisitions of Entex in 1€
and Computer Integration Corporation and Datafiex998.

LIQUIDITY AND CAPITAL RESOURCES

We have funded our operations in recent years exittbank credit facility, proceeds from issuanceadvertible notes, proceeds from
forward sale contracts, borrowings under partnemgany revolving credit facilities, and proceedsirsales of partner companies.

In June 1999, we issued $200 million of 5% contetsubordinated notes due June 2006. At Decenthetd®9, the notes are convertible
into our common stock at approximately $25 pereshas adjusted to reflect a 3-for-1 stock split. W¥8ed approximately $111 million of the
net proceeds to repay all of our outstanding ineldtess under our bank credit facility and borrowifigm partner companies.

During 1999, we entered into two contracts relatmthe forward sale of 3.4 million shares of oaldings in Tellabs. We pledged these
shares for three years and in return received appately $139 million of cash. At the end of thente we have the option to deliver cash or
Tellabs shares with a value determined by the gpoicle of Tellabs at maturity. The number of Tedahares to be delivered at maturity
ranges from 2.7 million to 3.4 million shares (oe ttash value thereof). The proceeds from thigéimg transaction were used to pay down a
portion of our bank credit facility and to acquingerests in or make advances to new and existnger companies and private equity funds.

Sales of equity securities generated proceedsmbapnately $138 million in 1999, $95 million in @9 and $71 million in 1997.

As of December 31, 1999, we have availability urmarbank credit facilities of $200 million. Of ti$200 million, $150 million matures in
May 2002 and is secured by certain equity secaritie hold in publicly traded companies. The valiithese pledged securities exceeds the
total availability under the bank credit faciliffhe remaining $50 million is unsecured, with auvailigy limited to the lesser of $50 million or
10% of the value of the pledged securities. The@llon facility matures in April 2000. There wer® borrowings outstanding under the
facilities at December 31, 1999. In 2000, we intemihcrease the availability under our bank créatitlities to $300 million and extend the
maturity on both facilities.

In 1999, we repaid $20 million of borrowings fromrtain partner companies. At December 31, 1999¢etivere no borrowings under
agreements with these companies.

The proceeds of this offering, together with casti eash equivalents at December 31, 1999, availabilder our bank credit facilities, and
other internal sources of cash flow are expectdzbtsufficient to fund our cash requirements thrp2@00, including commitments to our
existing partner companies, our current operatiag o acquire new partner companies and our geo@naorate requirements. At December
31, 1999, we were contingently obligated for apprately $29 million of guarantee commitments, aad bommitted capital of
approximately $218 million to various partner comiga and private equity funds, to be funded ovemibxt several years.
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Our current operating plan for the acquisition efwpartner companies may change in the next 12hmamtich may make it necessary for us
to raise additional funds. Should this offering hetconsummated, we will likely have to raise ddddl funds through the issuance of equity
securities or obtain additional bank financingadiditional funds are raised through the issuanajoity securities, our existing shareholders
may experience significant dilution.

Availability under our bank credit facility is deteined by the market value of the publicly tradedtper companies pledged as collateral. If
the stock markets experience a significant dechraijlability under the credit facilities could beduced significantly and could have an
adverse effect on our ability to borrow under taeilfties. In addition, our ability to raise procsefrom sales of publicly traded partner
companies could also be adversely affected. Aswtreur ability to acquire interests in new partnompanies and support our existing
partner companies with additional funding couldibréted.

CompuCom maintains separate, independent finaraitmgngements, which are non-recourse to us anskareed by certain assets of
CompuCom. During recent years, CompuCom has uilmnk financing arrangements and internally geadriunds to fund its cash
requirements. During 1999 CompuCom sold its cogan@adquarters building in a sale/leaseback tctinsa The proceeds from the sale
were approximately $40 million, of which $37 milliavas used to pay down long-term debt. As parefitansaction, CompuCom entered
into a 20-year operating lease on the building.

CompuCom has a $250 million receivables securitingfacility and a $200 million working capital féity. The securitization facility pricing
is based on a designated short-term interest haseap agreed-upon spread. The receivables seatioth facility, which matures in May
2002, was fully utilized as of December 31, 1999e Working capital facility will be reduced by $&%llion in May 2000 and matures in M
2002. As of December 31, 1999 there were no oudsigrborrowings on the working capital facility.

CompuCom's liquidity continues to be negativelyeaeféd by the increase in the dollar volume of gimte programs of its principal suppliers.
Under these programs, CompuCom is required to gagteer initial price for product and claim a reb&d reduce that price. The collection of
these rebates can take several months. Due tadheased volume of product sold under these pragr@&mmpuCom's initial purchase price
for the product is often higher than the salesep@ompuCom obtains from its customers. As of De@iB99, these programs are a major
factor in CompuCom's financing needs. As of Decardie 1999, CompuCom was owed approximately $66anilinder these programs.

Consolidated working capital decreased to $134onilht December 31, 1999 compared to $252 millidbecember 31, 1998. The decrease
relates to the change in classification of thedtelholdings.

Cash provided by operating activities increasetdf9 compared to 1998 due to a decrease in acomgadivable. This decrease was due to
CompuCom's accounting for its $75 million increasés receivables securitization facility as "df#lance sheet" financing, which resulted in
a reduction of accounts receivable and long-terbi.de

Cash used in investing activities primarily refiettie acquisition of ownership interests in andeades to new and existing partner
companies. Cash used in investing activities aflects acquisitions by our subsidiaries, whici 999 primarily represented CompuCom's
acquisition of Entex for approximately $137 millidrartially offsetting these activities in the tangear period ended December 31, 1999
proceeds from the sales of equity securities.

During 1999, we committed approximately $123 millend funded $103 million to acquire interestsrid enake advances to 12 new partner
companies, including the following Internet infrastture partner companies: Extant, iMedium, OPUSS8UTAS and Vitts Networks. We
also funded approximately $125 million to acquirierests in and make advances to our existing terjpartner companies and private equity
funds. In addition, we acquired an 80% interestligne in exchange for approximately 1.3 milliorag¥s of our common stock with a market
value of approximately $17 million, and purchaspgraximately $41 million of shares of our publittpded partner companies in the open
market and in private transactions.
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From January 1, 2000 through February 15, 200Guweed $46 million of commitments made prior to Beber 31, 1999. Additionally,
from January 1, 2000 through February 15, 2000cevemitted $163 million and funded $46 million taya@e ownership interests in or me
advances to new and existing partner companiese®dithese new partner companies include the faligwnternet infrastructure
companies: TechSpace LLC, NexTone Communicatioms,dnd fob.com, Inc.

During 1999, we received approximately $8 millionproceeds from the issuance of our stock primasly result of stock options exercised.
In 1999, we purchased 150,000 shares of our constoak in the open market for approximately $3 miili At December 31, 1999, we are
authorized to purchase an additional $16 milliomaf common stock.

In January 2000, we announced the sale of appra&iyn2.2 million shares of our common stock to Tertinc. for $100 million in a private
transaction. The sale price was based on the g@sine of our common stock on December 17, 199%ppfoximately $46 per share. We
expect to receive the proceeds from the sale ifitstequarter of 2000. Completion of this transaictis subject to clearance by the
Department of Justice under the Hart-Scott-RodintitAust Improvements Act.

Capital expenditures in any year normally would Im@tsignificant in relation to our overall finanigeosition. Capital asset requirements are
generally funded through bank credit facilitieseimally generated funds or other financing sour€bsre were no material capital asset
purchase commitments at December 31, 1999.

RECENT ACCOUNTING PRONOUNCEMENTS

Statement of Financial Accounting Standards No, 188counting for Derivative Instruments and Hedgifctivities," requires an entity to

recognize all derivatives as either assets orlii@s in the statement of financial position andasure those instruments at fair value. The
accounting for changes in the fair value of a daiire will depend on the intended use of the dékeaand the resulting designation. SFAS
133 will be effective for us in 2001. We currendlyaluating the impact of SFAS 133.

We do not expect the adoption of other recentlygdsaccounting pronouncements to have a signifiogpaict on our results of operations,
financial position or cash flow.

YEAR 2000 DISCLOSURE

We assessed our computer systems for year 200ihesadand replaced all systems and software wedftabe not compliant. These
replacements were generally part of our regularagh program. We then tested all of our systemssaftdiare. We also obtained
verifications from our vendors that our systemd thay supplied are year 2000 ready. We installbeck-up generator in our data center and
have a contingency plan to provide for disasteovery and continuation of critical computer and commications in case of a power loss. We
have not incurred any material extraordinary expensonnection with our year 2000 program. Wedwglithat any year 2000 problem is
unlikely to arise in the future, and that if anplplem does arise, we will be able to fix the problguickly and without material expenses.

To date, neither we nor our partner companies kaperienced any disruptions of operations due & 2600 problems.

We have regularly surveyed our partner companigarding their year 2000 issues. CompuCom spenbappately $1.4 million to assess,
remediate, and test its systems for year 2000 dang#. CompuCom is a reseller of computer prodiicisakes no warranties regarding the
year 2000 readiness of any products it sells, blyt passes through to its customers the applicadneor's warranties. If one of CompuCo
major vendors' products turn out to be not yeaO2@iimpliant, CompuCom could experience a matedatese effect on its results of
operations.

Some of our other partner companies are in thenbasiof providing software products and servicees€& companies all believe the current
version of their products are year 2000 compli@hder versions
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of some of our companies' products may not hava pear 2000 compliant. These partner companiesrgiynbave attempted to limit their
liability to their customers in their software lit® agreements and service agreements. Many ottilgtomers have maintenance agreements
under which the companies upgraded or offered ¢page older software versions to year 2000 compliarsions. The companies generally
encouraged their other customers to upgrade to kampersion as well. We are not aware that angwfpartner companies have received
notice from any of their customers about probleessilting from non year 2000 compliant softwareyastems purchases from our companies.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

We are exposed to equity price risks on the mabkefaortion of our securities. These securitiesuithe equity positions in companies in the
Internet industry, many of which have experiendgdificant historical volatility in their stock prés. We typically do not attempt to reduc:
eliminate our market exposure on securities. Basedosing market prices at December 31, 1999dinenarket value of our holdings in
public securities was approximately $7.7 billiondeiding warrants that are unexercisable). Appratety $6.2 billion of these equity
securities at December 31, 1999 consisted of oldirigs in Internet Capital Group. A 20% decreasequity prices would result in an
approximate $1.5 billion decrease in the fair vadfieur publicly traded securities.

In 1999, we entered into two forward sale contraelsted to our remaining holdings in Tellabs. Wedped 3.4 million shares of Tellabs for
three years and in return received approximate80$tillion in cash. At the end of the term, we h#tve option to deliver cash or Tellabs
shares with a value determined by the stock prideetabs at maturity. The number of Tellabs shadodse delivered at maturity ranges from
2.7 million to 3.4 million shares (or the cash athereof).

Availability under our bank credit facilities is t@emined by the market value of our publicly tradedurities pledged as collateral. The
market value of our publicly traded securities veblo&ve to decrease by more than 50% from theirevatuDecember 31, 1999 before the
amount of our collateral would be insufficient twadle us to fully use this facility. Additionallwe are exposed to interest rate risk primarily
through our bank credit facility. At December 3299, there were no borrowings outstanding.

CompuCom is exposed to interest rate risk primahitpugh its receivables securitization and worldagital facilities. CompuCom utilizes
borrowings on these facilities to meet its workaapital needs and other borrowing needs. At DeceRibel 999, the securitization facility
had borrowings of approximately $250 million, ahére were no borrowings on the working capitallfgcilf CompuCom's effective interest
rate were to increase 75 basis points, or 0.75%pD&om's interest expense would increase by appedgly $2 million based on
CompuCom's average borrowings during 1999. Ouresbfathis increase would be approximately $1 milladter deduction for minority
interest but before income taxes.
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BUSINESS

Safeguard is a leader in incubating and operatingtwe believe to be the premier developing teaigyoktompanies in the Internet
infrastructure market with a focus on three sectwoftware, communications and eServices. We belieat the depth of our experience
developing technology companies, our focus on apértise in the Internet infrastructure industnyd ahe reach of our network, enable us to
identify and attract companies with significantgmial for success in our target sectors. We interathieve our goal of operating the
premier network of Internet infrastructure compariyg continuing to build and refine our networlofter solutions, seamless connectivity
and eServices to businesses engaged in electromimerce. As of February 15, 2000, our network wasprised of over 200 companies,
including partner companies of Internet Capital @rand our Internet holding companies, incubatotsmivate equity funds.

For the past twenty years, Safeguard has beenageng| operating and integrating leading-edge enéreeurial technology companies into
our network of parther companies. We have succlgsfpitalized on the major trends in successiew@g of innovations in information
technology. We founded and built Novell, Inc. ie th980s to lead the computer networking industem@ridge Technology Partners
(Massachusetts), Inc. in the 1990s to lead thatéierver systems integration industry, and Inte@apital Group in the late 1990s to lead the
Internet business-to-business electronic commeiestry. We are now building the next generatiopartner companies to lead the Internet
infrastructure industry.

INDUSTRY OVERVIEW
Growth of the Internet and Electronic Commerce

The Internet is fundamentally changing the competitandscape of virtually every industry, creatergprmous opportunities for companie
expand and improve their businesses. Companiesbegue to use the Internet to create business#tettner and business-to-business
networks to streamline complex processes, purciiagdesell goods, and exchange information amongyfesged groups of customers,
manufacturers and distributors. As a result, coriggaare increasingly realizing the value of a glamdine marketplace that aggregates
purchasers and sellers.

While the business-to-consumer electronic commeraeket is significant in size, estimated by IDG&5 billion in 1998, the business-to-
business electronic commerce market is larger apdedicted to grow much more dramatically. FomeResearch estimates that United
States business-to-business electronic commertgnail from $109 billion in 1999 to $1.3 trilliomi2003, accounting for 90% of the dollar
value of electronic commerce in the United State8@03. Forrester Research estimates that thedletetronic commerce market worldwide
will reach $3.2 trillion by 2003.

We believe that advances in Internet infrastructecinology are driving the rapid growth in bussyes-consumer and business-to-business
electronic commerce. As Internet infrastructureedeps, companies will increasingly be able to @st, freliable and secure networks to
connect themselves with their customers and busipasners to reduce sales, marketing and relafsehees, and to integrate their systems
more efficiently.

Internet Infrastructure is Driving Growth in Electr onic Commerce

The Internet provides a platform that enables tkaton of efficient, cost-effective applicationmsdanetworks that facilitate electronic
commerce. The increasing functionality of Interimétastructure is enabling the automation and irdégn of established business processes.
Businesses are compelled to rapidly adopt thesmtdagical advances in order to retain their cortigetposition. Moreover, the
development of increasingly powerful Internet elesic commerce solutions is redefining the markeishich businesses compete. Sellers
are able to cost-effectively access global marlstteamline their sales, marketing and distributiperations, reduce their time to market and
efficiently distribute updated product informatiduyers can improve their purchasing process asiflyegccess current product

30



information and a broad range of products and sesviWe believe that Internet infrastructure tetdmohas enabled this efficient interaction
with business partners and customers, which isrigad dramatic growth in electronic commerce.

Electronic commerce depends upon a highly functjdaat, reliable and secure Internet infrastruetdsccordingly, both electronic commel
companies and established businesses are invegimfjcant amounts in developing and deployingrth@ernet infrastructure platforms.
IDC estimates that worldwide Internet infrastruetspending will grow from $366 billion in 1999 t&.$ trillion in 2003. To meet these
needs, a growing number of new companies exclysitoted to developing Internet infrastructuredorcs and services are being formed
and funded. In addition, established businessesamnitting significant resources to developinginet infrastructure businesses.

Opportunities for Developing Internet Infrastructur e Companies

We believe there are significant opportunitiesdompanies that create the infrastructure that esaddectronic commerce. We call these
companies Internet infrastructure companies. Thesganies provide Internet technology and senticasipport electronic commerce with
the goal of maintaining and expanding their cust@m@mmpetitive advantage by improving operatirfgcieincies, decreasing time-to-market
and creating new market opportunities. We belibag the following sectors of the Internet infrasttre market provide the most significant
opportunities:

- Software. Software providers develop and mar&éttvare applications, tools and related services shipport electronic commerce and
integrate business functions. These include procent platforms, distributed content management-baged customer relationship
management and supply chain management applicatignamic pricing platforms, enterprise and Intéaqgplication integration, billing and
payment systems and additional applications thalblerelectronic commerce.

- Communications. Communications providers develefpvorks and design and market products and saertacgupport the communications
infrastructure required for all electronic commereeoducts and services provided by these compariksle network security and quality
measurement software, communications servicesdimguwireline and wireless broadband access taretgrotocol networks, optical and
Internet protocol-based network infrastructurewafe and network management and optimization swisti

- eServices. Providers of Internet-related seryioesServices, develop, deploy and manage apiplitand Web sites to enable electronic
commerce and automate business processes. eSmovbaders may also offer the infrastructure to haggplications from a centrally managed
site. Services provided by these companies aldodacstrategic guidance and implementation sentltagsenable companies to take
competitive advantage of the Internet.

Challenges Facing Developing Internet Infrastructue Companies

We believe that to succeed in this rapidly evolvamgl highly competitive market, developing Intenmétastructure companies with leading-
edge technologies and solutions need to undersi@nelectronic commerce market for Internet infiature products and services. In order
to establish market leadership, these companiet acuslerate the process of developing a sustamatibrprise, commercializing their core
product or service offerings and bringing theselpots and services to market. In addition to cggli@se companies require the resources to
address the following challenges in establishingketdeadership:

- Technology. The strategic assessment of techgatayket opportunities and the design, developraadtcommercialization of proprietary
technology solutions, as well as access to compitangetechnologies and strategic partnerships.

- Management. The recruitment and retention offfettive senior management team.
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- Legal and Financial. The development of appraeri@rporate, legal and financial structures aedettpertise to execute transactions.

- Marketing. The identification of the company'sstgic market position and the implementationft#ative branding, launch and marketing
strategies.

- Operations. The establishment of facilities addhiistrative processes to support the growingrerite.

- Business Development. The creation of relatiorssttipt provide initial reference customers, extemarketing channels and growth throi
strategic partnerships, joint ventures or acqoissi

We believe that inadequate resources to address tallenges prevent many companies with leadiigg-&echnology from capitalizing on
their potential opportunity. To date, venture calgirms, the traditional source of capital for exiag technology companies, have primarily
focused on providing capital and have not generfigred significant operational resources and sudp entrepreneurs. In addition, because
venture capital firms generally possess a shar tevestment strategy designed to quickly capiatin their investments, their companies
often do not develop the type of collaboration firamotes the interests and development of the ottrapanies in which they have
investments.

OUR SOLUTION AND STRATEGY

Our objective is to partner with, incubate, opegatd integrate into our network the leading comgsiim the Internet infrastructure market.
We believe that our experience in developing tetdgocompanies, our focus on and expertise in i@einfrastructure, and the reach of our
network, which includes Internet Capital Group'snurk of business-to-business electronic commeestnpr companies, enable us to
identify and attract companies with the greatestmmiial for success in this market and to assetd¢tcompanies to become market leaders. In
addition, we believe our affiliation with Intern€apital Group helps us strengthen our own busimestel and provides us insight into the
fast-evolving business-to-business electronic cornemarket. As a result, we are better able tcimatie the industry's needs for new
Internet infrastructure products and services,wadan use that knowledge to guide our existintnpalcompanies and to select new Internet
infrastructure companies to fill out our networkeWelieve that our network of 41 partner compaaresover 160 associated companies in
which we hold indirect interests through our Intgrholding companies, incubators and private eduitgs is a unique resource that provides
us with competitive advantages in the developméniternet infrastructure companies. The Safeguattvork is broad and deep and supg
our development process from beginning to end.

Our strategy is to utilize our extensive networkrteet the strategic and operational needs of dpiwejdnternet infrastructure companies. In
addition to providing our partner companies witpital, we draw on our network resources to offeatsigic and operational services in a
collaborative environment that serves to acceldtai development and allows them to rapidly ajzé on market opportunities. We are
also able to make connections for our infrastriechartner companies with potential customers becausnetwork includes a large number
of business-to-business and other electronic comemm@mpanies, including companies in Internet @a@toup's network. After a company
achieves market success, we operate as a longatner, providing our partners with ongoing acdessur network resources and industry
relationships.

We dedicate teams to each of the three Internetstrficture sectors that we target. Each teandibyea senior executive with extensive
industry experience in that sector. Each teamspamesible for all elements of the acquisition aededopment of our partner companies,
providing consistency to the relationship betweafe§uard and the developing company and betweetetioping company and our
network resources. In the execution of each elemieatir development process, the sector team coatel the use of our network resources
to leverage Safeguard's own capital and managemsuitirces.
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Our process for identifying, developing and op&@gthe leading Internet infrastructure companiassists of the following five elements:
sourcing, selection, planning, execution, and dperaThe first two, sourcing and selection, rdfeour methodology for identifying and
assessing acquisition opportunities. The last thpkamning, execution and operation, refer to astfacquisition process for enhancing the
value of our partner companies.

Sourcing

We primarily partner with companies that are foclse providing Internet infrastructure solutionse Welieve the knowledge base of our
management team, the sector expertise and relatpmnsf our business teams, and the market presdrihe companies in our broad
network, including the networks of Internet Capi&abup and our other Internet holding companiesjlbators and private equity funds,
enable us to understand industry and technologyl&rén order to target potential infrastructurenteslogy leaders. Our software,
communications and eServices teams identify conmgetharket segments and have the mandate to adgtérests in companies with
technologies that best address the needs in thatesd.

We identify potential candidates through three $ypesourcing processes. Acquisition opportunitiey be directly sourced, co-sourced or
outsourced. We estimate that the acquisitionsvileadhave made over the past two years have beereden approximately equal numbers
from each of these three sourcing processes. Birgatirced opportunities are identified through effferts of the Safeguard management
team and their network of industry and financiattects. Co-sourced opportunities are developed 3afleguard's incubators and private
equity funds or result from spinouts from existpaytner companies. eMerge Interactive, Inc., whials incubated by XL Vision, Inc., is an
example of a co-sourced deal. OPUS360 Corporasiamother example of co-sourcing, where an eaalyesinvestment was made by one of
our affiliated private equity funds, prior to Safiegd participating in a second round financing. @lationships with 11 private equity funds,
10 of which are located on our campus, signifigagfpand our universe of @murced partner company acquisition opportunitirgsourcec
opportunities come from the referrals, contactsratetionships of companies, entrepreneurs, masaget consultants that comprise our
network of industry relationships. The technologgfpssionals employed by our eService partner coiepare particularly effective
resources of our outsourced network.

Selection

Our infrastructure sector teams rapidly identifgl @equire those companies which we believe havedtential to be a leader in their market
and are potentially synergistic with our networkir@bility to quickly and accurately screen businpkans and select the ones we believe are
the most likely to succeed is enhanced by our facukternet infrastructure companies and the salctxpertise of our business teams. This
selection process is supported by Safeguard'shaterarket research and trend analysis. On a moh#dis, we evaluate external analyses
and reporting, applying a proprietary methodoldzpsed on content analysis, to identify and antieipanerging trends in the Internet
infrastructure market. This input is used to refing selection criteria for our three businessaeaetams.

When we identify a company that appears to meetouent criteria, we evaluate the company's p@kmelying on both our management's
own expertise and rapid input from sources of etigemithin our network. For example, we may cg@lbn the specific expertise or
experience of management at our partner companiesds, or we may call upon one of our partnevisercompanies, such as aligne
incorporated, US Interactive, Inc. or Cambridgehiredogy Partners, to perform a rigorous technolaggessment. We may also call upon a
company in our network to implement and evalugbeomising technology on a trial basis. We belidhe these resources permit us to make
highly informed judgments concerning a companytepigal more rapidly than competitors that do reténsimilar resources. As a result of
our business model and extensive experience, vieveehat we are able to complete acquisitionskdyiand efficiently.
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We screen potential partner companies using thewolg primary criteria:

- Industry-Leading Technology. We focus on compsmbich we believe have the potential to be leaitetiseir market and whose
technology or processes provide them with a coripetadvantage which prevents competitors fromlgasitering their market. In addition,
we look for companies with accomplished technieahts that we believe have the skills to bring tbeircept to market quickly.

- Markets. We focus on companies that offer prodantsservices to large and rapidly growing markats.favor markets that are sufficier
developed for the company to start aggressivelldingj its customer base, although we will also a@goompanies whose market opportul
anticipates important trends that we have idemtifi¥e attempt to assess a company's potential tnsiikee within its addressable market by
evaluating the level of competition presented lheoinfrastructure companies, traditional busingssel potential market entrants. We favor
companies with strong competitive positions wheere is no dominant Internet infrastructure pgptait in that company's addressable
market.

- Compelling Business Model. We place an emphasisompanies with compelling, sustainable businesdats that exploit the low variable
cost structure enabled by the Internet. We targetpanies that we believe have the potential toeaehaind sustain high profit margins.

- Management. We believe that entrepreneurial Ishileis essential. The identification and develeptrof entrepreneurs is central to our
history and culture. We target entrepreneurs whbelieve demonstrate the leadership skills requiveglide the strategy and development
of an early-stage company. In addition, we targetganies with highly qualified executive teams thiditbe able to manage the rapid
organizational development that we expect our gartompanies to achieve.

- Fit with Safeguard Network. As we continue toldwiur network, we look for companies which willmplement our existing partner
companies and fill out our offering of Internetradtructure services and products. In additionlogk for companies that can create synergy
with and provide support to other companies inretwork.

Among the companies that satisfy these criteriafogas on acquiring interests in companies thathearefit from services provided by us i
our network. In view of the operating resourcesdseote to the development of companies, we see@rappties to take a meaningful
ownership position and exercise significant opersti influence. Our objective is to maintain aremast of more than 30%, either directly or
through our affiliated partner companies or fundsile ensuring that management and key personilielesain a significant equity stake in
the company, although where necessary, we cartwteusolutions to achieve significant influencehiswer ownership levels. Generally, we
are the largest single shareholder, exercise signifinfluence over the company and obtain sigaift board representation. We believe that
by limiting our acquisitions to situations in whiale can establish a substantial economic and apeahtelationship, we are able to make
more efficient use of our capital and managemesdueces and derive a greater benefit from the iaddif new partner companies to our
network.

Planning

Once we acquire an interest in a partner compaaytake an active role in its strategic directiod provide operational support. Through our
experience in incubating and operating technolagyanies, we have developed a methodology for @aeatelg our partner companies’
success. This methodology begins with the creatfanplan for accelerated development that weaall120 Day Plan. Prior to closing an
acquisition, we begin to work with a prospectivetper company to:

- define its near term strategic goals;
- identify the key milestones to reaching thesdgoa
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- identify the business metrics that will be appliy Safeguard and the markets to measure theiesscand
- identify potential synergies with Safeguard'sa@k of companies.

To implement the partner company's 120 Day Plancameluct a needs assessment to determine the aaditening of the resources requi

to help the company achieve its goals. We thereejthovide the company with appropriate servicessampport from within Safeguard and
network or help them identify and negotiate to abthese services from third-party suppliers oatstgic partners. During the 120-day period,
we help our partner companies measure their pregned continually reassess their objectives anginements. By helping our partner
companies' management teams remain focused orctitial objectives and providing them with resoes not typically available to early
stage companies, we believe we are able to signific accelerate their development and success.

Once a company has completed its early developprentss, we engage in an ongoing planning andsaeses process. Safeguard
executives serve on the board of directors of @iciur partner companies and work with them to tgv¢heir annual strategic plans.
Achievement of their annual plans is monitored tigto monthly reporting of strategic performance mstand financial results through the
Safeguard intranet, in a standard format that leagaerformance dashboard. This planning and tempsystem for our more mature partner
companies provides an efficient means for our mamamt to identify when additional involvement angort may be required.

Execution

Our objective in the execution of a new partner pany's 120 Day Plan is to permit the entreprereuoemain focused on the company's core
business objectives. If the partner company doebane sufficient access to the resources regtirestecute its plan, the Safeguard business
partner responsible for the company will seek tlizetour network to obtain the required resourds. believe these services provide our
partner companies with significant competitive attages in competing in their individual marketseTasources our partner companies ¢
upon to accelerate their development include tHeviing:

Technology. Our history as a developer of technplogmpanies provides us with ample resources tpatithe technology development of a
new partner company. We and our partner comparegsiéntly call upon our eService providers suchligse, US Interactive and Cambric
Technology Partners to perform strategic and ojmeralttechnology assessments and to provide sufgrattie commercialization of
technology solutions. In light of the demand foalified technology workers, the hundreds of coresul, developers, integration experts and
other Internet and information technology spedishgithin our network provide our partner companiéth a unique competitive advantage.
They also permit us to acquire companies that psdseak-through technologies that require subatatgvelopment to reach
commercialization. Through our network we are able to identify and provide preferred access toglementary technologies and promote
strategic partnerships with technology leaders.

Management. Through our network, we have acceaslpth and breadth of entrepreneurial and opeadttalent that is frequently called
upon to serve on the board of directors or advikoards of our partner companies, or in temporaegative capacities during the rapid
development of a new partner company. We call thesmeagement resources our "virtual bench." We nsyaall upon our virtual bench
when existing management needs to be augmenteglaced. To respond to growth of the network aedrhreasing challenge of acquiring
top-quality management, we have designated a full #rexutive to manage our virtual bench and to assispartner companies in acquiri
top-quality management. We can also assist a pastmepany to respond to temporary demands for iathdit highly qualified personnel
through our consulting and service companies. Toaga additional project-based demand for knowledgrd&ers across our network, we are
planning to install the human resources enter@g#ication and exchange products of our partnerpamy, OPUS360.
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Legal and Financial. In addition to the businessnea responsible for the acquisition and overallelopment of each partner company, we
assign a financial and legal partner to each neth@acompany. These professional partners areviaddn the due diligence preceding the
acquisition and are responsible for assessing ¢éinhand legal issues to be addressed during theution of the 120 Day Plan, including the
recommendation of best practices within their acfasxpertise. The expertise of dedicated profesdipartners remains available to our
partner companies when they are seeking to exetaji@r corporate or other financial transactions.

Marketing. We provide our partner companies withtegic guidance regarding market positioning, pobdaunch and marketing and public
relations. Insights concerning market positiona&ined from our internal research and trend amabnd the collective intelligence of the
companies within our network concerning the develept of the Internet infrastructure market. We hlaved a fulltiime executive to mana
our network's marketing and public relations nessatsto coordinate our marketing efforts. This camation is expected to include
underwriting a portion of our partner companieganse for cderanded marketing initiatives. In addition, we haeguired an interest in Ze
to Five, a marketing consulting firm focused onpaing early-stage technology companies.

Incubation Facilities. Our incubation facilitiesrpger, TechSpace, is developing flexible, technimiay supported incubation space currently
in New York, with additional U.S. and internatiodatations to be established this year. Our cotgarampus in suburban Philadelphia hosts
115,000 square feet of flexible office space thdtame to Safeguard, Internet Capital Group, Mafeiequity funds, the Eastern Technology
Council, and from time to time, resident entreptese

Business Development. Our business and professpamaders offer assistance in identifying, evahgtistructuring and negotiating joint
ventures, strategic alliances, joint marketing agrents, acquisitions and other corporate transetla addition, we offer our partner
companies a variety of services designed to rethaieoperating costs, enable them to focus onymbdevelopment and marketing and
accelerate their time-to-market with new producis services. Most importantly, our network of apgmuately 200 companies provides
opportunities for synergistic business developmemiew partner companies. As part of the 120 Day Fiew partner companies are asked to
identify and prioritize the business relationstipst they would like to establish within our netko®ur business partners then work closely
with the partner company to support the formatibthese relationships. This active promotion ofalobrative opportunities within our
network is central to our operating strategy anaticoes well beyond the 120 Day Plan.

Operation

Our business model is to incubate, integrate aedade a network of leading Internet infrastructpaetner companies. We believe our
operating model gives us and each of our partn@panies an advantage over other developing comp#maé do not have access to the s
network of resources. We also believe our modelides advantages over large established compdraesd not have the necessary
entrepreneurial agility to compete in an emergiagidly changing market like the Internet infrasture market. By operating through
independent companies, we can attract talentedpetreurs to run our businesses and we can paitheemerging companies that are
creating ground-breaking technologies and servMésinsist that our entrepreneurs own significaqity stakes in their companies to
provide maximum financial incentive for excellertoeeach member of our network. We operate as pastimea horizontal organizational
structure, in order to encourage our partnersepnéneurial energy and creative talents.

We believe that our collaborative network is pautely effective in benefiting Internet infrastrucé companies. We promote the sharing of
knowledge, industry experience and business canthat serve to accelerate technology developnmreheacourage cross-selling and
marketing opportunities. We believe that the slgaahinformation and development of strategic fielahips among our partner companies
provides them with a competitive advantage in titerhet infrastructure market. For example, Compu@&ystems, Inc. and Cambridge
Technology Partners have a substantial number bf we
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established customer relationships with busineissplementing electronic commerce strategies, andacaas powerful marketing and
distribution partners for our Internet infrastrugtyartner companies. In addition, we seek to lyethe aggregate purchasing power of our
network of partner companies to reduce their irthligi costs of obtaining third party services amtpcts. Our partner companies also
capitalize on the industry relationships of our agement team and board of directors to facilitteygic partnerships, technology licensing
agreements, distribution arrangements and co-nmiagketlationships with other technology companiesaddition, we promote collaboration
through making introductions, conducting seminaus eonferences, identifying prospective allianags monitoring the ongoing
relationships among our partner companies. Safdguraanges several annual conferences for itsgracmpanies, including the "Think
Again" annual conference, the annual senior pastnereting, the annual chief financial officers'fesance and smaller on-campus and off-
site conferences. We promote communication amongauner companies through our extranet which reecantinuing to develop to more
efficiently manage available resources and aggeed@inand across our network of partner companies.

We continually seek to promote ways for our morgeureacompanies to contribute to the strength ofrmwork. Unlike venture capital fun
we maintain significant ownership in and particgat the operations of our partner companies #fty go public, and we continue to eng
them in our network of companies. We may acquiditaxhal interests in our public partner compariege believe they are undervalued,
have recently supported the creation of publicrartompany spin-offs and development funds. Wiebelour business model grows more
effective with the addition of each new partner pamy to our operating network.

THE SAFEGUARD NETWORK

Our network consists of over 200 companies. We Holtt interests in 41 companies, which we catltga companies, and indirect interests
in over 160 additional companies, which we callvwrk companies, through Internet Capital Group amdother Internet holding compani
incubators and private equity funds.

Of our 41 partner companies, 23 companies are pitinengaged in the Internet infrastructure businddany of the remaining companies
engaged in businesses which add value to our nktware repositioning to focus on the Internetasfructure business. The following
overview provides a summary of our Internet infnastiure companies, which are core to our operairaggegy and representative of our fu
acquisition strategy. This overview also descrithesrole of our other partner companies in outtatyg, including our business-to-business
electronic commerce companies, the companies tigree our operations, and the Internet holdingpzaoies, incubators and private equity
funds that, through their own growth strategiesiticme to expand our network.

We focus on developing and operating three typdstefnet infrastructure companies: software prexdgdcommunications providers, and
eServices providers. As of the date of this prosmeche following are our core Internet infrasttue partner companies:

SOFTWARE COMMUNICATIONS e SERVICES

Arista Extant aligne

e-Profile Integrated Visions Cambridge T echnology Partners
eMake NexTone Communications iMedium

fob.com Pac-West Telecomm OPUS360

LifeF/X PrivaSeek Tec hSpace LLC

Real TIME Media SOTAS usi nteractive

Sanchez Vitts Networks Zer o to Five

USDATA Who? Vision
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e-Profile is currently a wholly-owned subsidiarySdnchez and eMake is currently a wholly-owned isiidey of USDATA.

The following tables provide a summary of our Intgrinfrastructure partner companies in our thi@e sectors. Our ownership positions in
the following tables have been calculated as oftraaty 15, 2000, based on the issued and outstandiinty securities of each partner
company, assuming the issuance of voting secuotigfe conversion or exercise of non-voting prefstock, but excluding the effect of
options, warrants and convertible debt. Our owriprplrcentages in certain of the partner compatessribed below include equity interests
that we have granted to our management subjebeteestrictions of our long-term incentive planr@wnership percentage assumes the
purchase by Safeguard of equity securities updsfaetion or waiver of all partner company fundicanditions. See Notes 4, 5 and 18 of
Notes to Consolidated Financial Statements formédion about the market value as of December 399 bf our holdings in our public
traded partner companies and publicly traded compahat we account for as available for sale.

Software

Software providers develop and market softwareieapbns, tools and related services that suppectmnic commerce and integrate
business functions. These include distributed cunteanagement, web-based customer relationshipgeamnt applications and supply
chain management applications, procurement plafpdynamic pricing platforms, enterprise and Inééapplication integration, billing and

payment systems and additional applications thalblerelectronic commerce.

COMPANY

Arista Knowledge Systems,
INC. .o

(www.aristasys.com)

eMake Corporation...

(www.emake.com)

e-Profile, Inc. ...........
(www.e-profile.com)

DESC

which enables ent
manage, distribut
and training cont
environment. The
company.

Internet-based re
control applicati
determine what to
produce, and to g
processes along t
commenced operati
1999 and has begu
customers. The co
application hosti
prefer not to imp
internally.

..... A wholly-owned su

Associates that p
processing operat
and integration m
Internet banks ba
software. The com
become operationa
in as few as 90 d

A provider of web

A wholly-owned su

38

% OWNED
RIPTION OF BUSINESS

BY US
-based infrastructure technology 45%
erprises and web businesses to

e, track, and sell educational

ent in a user-friendly

company is a development stage

bsidiary of USDATA that provides
al-time manufacturing process
ons to help manufacturers to
produce and the optimal way to
ain insight into production

he supply chain. The company
ons during the third quarter of

n delivering its applications to
mpany currently plans to provide
ng services for companies that
lement the application

38%(a)

bsidiary of Sanchez Computer
rovides outsourced data

ions, bank operations and vendor
anagement services to direct and
sed on Sanchez's PROFILE/Anyware
pany's services enable a bank to

| with Internet banking services

ays.

26%(a)



(a) This company is a wholly-owned subsidiary ofaisting partner company. Our ownership percentafiects our ownership position in

its parent.
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Communications

Communications providers develop networks and desigl market products and services to supportdhmemnications infrastructure
required for all electronic commerce. Products sewices provided by these companies include n&teecurity and quality measurement
software, communications services including wireland wireless broadband access to Internet priatetoorks, optical and Internet

protocol-based network infrastructure software aetivork management and optimization solutions.

COMPANY

Extant, Inc. ..............

(www.extant.net)

DESC
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COMPANY

PrivaSeek, Inc. ........
(www.privaseek.com)

SOTAS, Inc. .....cueee.

(www.sotasinc.com)

Vitts Networks, Inc. .

(www.vitts.com)

Who? Vision Systems, Inc. ...... An XL Vision comp
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eServices

Providers of Internet-related services, or eSesyidevelop, deploy and manage applications and $ifeb to enable electronic commerce and
automate business processes. eService provideralsmgpffer the infrastructure to host applicatifnesn a centrally managed site. Services
provided by these companies also include stratpgitance and implementation services that enabitgaaies to take competitive advantage

of the Internet.

COMPANY DES
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COMPANY DES
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(b) Assumes the conversion into equity securitfes @onvertible loan currently outstanding to Ztrd-ive by Safeguard
Other Companies That Enhance Our Network

An important part of our strategy is to maintaindeterm relationships with partner companies tlat\zalue to our network. Several of our
companies engage in businesdtwsiness electronic commerce, which complementsnt@imet infrastructure business in many waystdbe
partner companies can provide services, technapgiedistribution channels to our other comparaesas test sites for our companies' new
products and services, or are potential custoneerthém. Some of our partner companies follow Sadedjs operating model of acquiring
interests in, incubating, and operating their owtwork of Internet companies, which expands thelred our network. Still other companies
in our network help us to validate our market agstizns or obtain competitive intelligence. Manyoafr partner companies fulfill more than
one of the above roles.

Internet Capital Group. Part of our existing buses developing and operating our business-taabasielectronic commerce partner
companies, of which Internet Capital Group is thestrsignificant. These companies are an importsdurce for our Internet infrastructure
partner companies. Internet Capital Group was fedrid 1996 by Safeguard executives who anticiptitedransformational effect of Interr
business-to-business electronic commerce markktscdmpany has creatively adapted our operatingehtodstablish itself as a leading
network of business-to-business electronic commescgpanies. Internet Capital Group's network cessiEover 50 companies, including
VerticalNet, Inc., which owns and operates ovepBbline trading communities. Internet Capital Grasipeadquartered on our corporate
campus, we remain its largest shareholder and &xesudrom each company serve on the other's Boitdrectors. We believe our
affiliation with Internet Capital Group helps usestgthen our own business model and provides ighinisito the fast-evolving business-to-
business electronic commerce market. As a resalane better able to anticipate the industry's siéadnew Internet infrastructure products
and services, and we can use that knowledge te@guidexisting partner companies and to selectinemmet infrastructure companies to fill
out our network. Internet Capital Group's netwokkasiness-to-business market-maker companiesalsstitutes a significant group of
potential customers for
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our Internet infrastructure partner companies.ddittoon, Safeguard and Internet Capital Group halborated in the funding and
development of companies such as eMerge Interadtice US Interactive and PrivaSeek. We beliewa the relationship between Safeguard
and Internet Capital Group strengthens our respepi@rtner companies and creates a powerful commiagvork of companies to enable the
growth of electronic commerce.

Other Business-to-Business Electronic Commerce @aiep. In addition to Internet Capital Group asdchigtwork of business-to-business
electronic commerce companies, we also have ditemests in two significant business-to-busindssteonic commerce partner companies:
eMerge Interactive, which completed its initial paloffering in February 2000, and AgWeb.com, Ifibese companies have powerful
business models designed to capture large segmfethis livestock and agricultural markets for elentc commerce, and add significant
value to our electronic commerce business.

CompuCom. CompuCom Systems, Inc., our majority-ahsebsidiary, plays a key role in the implementatib our strategy. CompuCom is
a leading provider of information technology prottuand services to over 5,000 businesses throughelnited States, including many
Fortune 1000 companies, with over $2.9 billion @2 revenues. CompuCom provides a substantialiion channel and often serves as a
test site for our other partner companies' prodastsservices. CompuCom is also continuing to agvigé own suite of Internet infrastructi
services, including distribution and configuratimininternet access devices and network design applost.

Internet Holding Companies and Incubators. In aoldito Internet Capital Group, we are involvedtie tnanagement of and maintain
holdings in a number of Internet holding compaied incubators that complement our operating sfyad®d enhance the value of our
network. These include: XL Vision, Inc., our inctiba laboratory that identifies or invents paradighifting technologies and incubates
businesses built around those technologies; TedeSpentures LLC, organized to fund the incubatibeedected TechSpace LLC resident
companies; and Redleaf Group, LLC, an Internetihgldompany that engages in the development ofreleic commerce through a network
of partner companies which it incubates and opsr#e each of these companies applies its resoarasapital to grow its own network of
Internet companies, the growth of Safeguard's nétwul continue to accelerate.

Additional Partner Companies. Our additional partmmpanies are primarily providers of informattechnology products and services and
business-to-consumer electronic commerce compadee®ral of these companies are actively seekingtelop or expand their Internet
infrastructure offerings. They include: 4anythirang Inc., ChromaVision Medical Systems, Inc., DoogElnternational, Inc., The
Basketball Network LLC, d/b/a HoopsTV.com, Kanbdyd, Nextron Communications, Inc., OAO Technologyusions, Inc., QuestOne
Decision Sciences Corporation and Tangram Enter@dutions, Inc. Tangram, a majority-owned sulasidof Safeguard, is a provider of
enterprise-wide information technology solutionslilling asset tracking and electronic softwarerithigtion for large computing
environments.

Private Equity Funds. In addition to our operatiagtner companies, we participate in managing pinate equity funds, and we are a
limited partner in two additional private equitynfis. These funds currently invest primarily in gatage, rapidly growing Internet and other
technology companies. These funds, ten of whichamated on Safeguard's corporate campus, augraemnetwork by providing us with an
expanded base to conduct our operations. Investdhese funds increase our network's capital basefacilitate strategic partner
development. The funds also increase the geogragimietration of our network, maintaining officesRialo Alto, New York, Los Angeles,
Boston and Austin. The personal relationships ape:eise of the professionals employed by thesddware important resources for
developing and evaluating acquisition opportunitisfeguard frequently refers investment opporiesmihat do not fit Safeguard's Internet
infrastructure operating strategy to an appropffiatel. The funds may pursue broader investmentegfies and may invest at earlier stages
and at less significant ownership percentages 8adaguard. The diversification within the fundo@lé Safeguard, through its network, to
stay abreast of a broader range of emerging techi®s, to maintain relationships with a greater henof promising entrepreneurs and to
evaluate perceived shifts in technologies.
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The aggregate capital commitment of these fun2.8 billion. The funds made over 50 new investraémtL999 and had over 120
companies in their portfolios at December 31, 199& funds typically have a seven to ten-year k@lowing is a list of these funds:

TL Ventures (4 funds)

SCP Private Equity Partners
Cambridge Technology Capital Fund
Invemed Catalyst Fund
Pennsylvania Early Stage Partners
EnerTech Capital Partners (2 funds)
Safeguard International Fund

MECHANISMS TO REALIZE SHAREHOLDER VALUE

Our principal mission is to promote long-term siaider value for our own shareholders and for di@ders of our partner companies. To
promote the entrepreneurial spirit upon which gaettner company was founded, we encourage ourgrastimpanies to go public. By going
public, a partner company enables its managemeh¢mployees to realize the value they have creatddtontinue to create in the company,
obtains an independent source of financing fohmrgrowth, and creates a valuable currency forimgadtrategic acquisitions. Our preferred
mechanism to reconcile our entrepreneurs' intémesmtcessing public markets with the interestsusfawn shareholders is the Safeguard
Subscription Program.

Safeguard Subscription Program

We assist a number of our partner companies to entheir initial public offerings. Generally, @@nnection with our initial acquisition of
our equity interest in a partner company, our paratompanies agree to offer shares to our sharefsoldrough what we call our Safeguard
Subscription Program as part of the partner companiial public offering. The program enables eligible shareholders to subscribe to
purchase, at the offering price, one share of #fyehpr company's common stock for a variable nurobshares of our common stock that the
shareholder owns. This ratio is dependent uposite=of the offering. Each of our shareholders tivats at least 100 shares of our common
stock is eligible to participate in the program. YWechase any shares in the program that are moh@sed by our shareholders.

Four of our partner companies, Internet CapitalupraJS Interactive, Pac-West Telecomm and eMerg@dntive, completed their initial
public offerings which included the Safeguard Suipsion Program. One of our partner companies, OB80Shas filed a registration
statement relating to its initial public offeringhich includes the Safeguard Subscription Program.

Rights Offerings

Historically, we assisted our partner companie$ wikir initial public offerings by offering righte purchase a partner company's stock s
to Safeguard shareholders in a "Rights OfferingRights Offering is an initial public offering inhich the shares of a partner company are
purchased by our shareholders by the exercisglfsrivhich are obtained based upon the numberaséstof Safeguard common stock held
by the purchasing shareholder. One or more standtgrwriters purchase shares not purchased upaxéreise of rights. We completed
Rights Offerings for Novell, Inc. and CompuCom 885, Tangram Enterprise Solutions, in 1987, Cangieriliechnology Partners in 1993,
Coherent Communications Systems Corporation in 19$DATA in 1995, Sanchez Computer Associates aterated Systems Consulti
Group, Inc. in 1996, Diamond Technology PartnetwothaVision Medical Systems and OAO Technology &mhs in 1997 and DocuCorp
International in 1998.

Mergers and Acquisitions

We have also historically assisted our partner corgs in considering and evaluating merger andisitigun opportunities to promote
shareholder value. We help our partner companggiig acquisition
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partners or targets, evaluate these companiestiatsgterms and document the transactions. We &ssisted our partner companies in
completing various mergers and acquisitions. Fangle, we assisted with the mergers of Cohereilt avitl into Tellabs, Integrated Systems
Consulting Group, Inc. with and into First ConsuitiGroup, Inc., and Pacific Title/Mirage, Inc. wihd into LifeF/X.

Open Market Transactions

We have sold or purchased shares of our publio@acompanies in opamarket transactions from time to time. We generatigage in the
transactions when we believe the prices of theeshare attractive.

REVENUES OF CORE INTERNET INFRASTRUCTURE PARTNER CO MPANIES

Because we account for most of our partner compamider the equity method, our consolidated revéiguees reported in our consolidated
financial statements do not reflect the aggregaterrue of our partner companies. The aggregateuev@djusted as described below) of our
23 core Internet infrastructure partner companesdbed in the preceding tables has grown fron®$d#lion in 1997 to $736 million in

1998 and to $887 million for 1999. This data exelsidevenues of our 18 other partner companiesvtaao not categorize as Internet
infrastructure companies, such as CompuCom, whachrbvenues of $2.9 billion in 1999.

Growth in aggregate Internet infrastructure pargmmnpany revenue is not indicative of growth in gayticular partner company's revenue.
The foregoing data includes revenue of all our ¢oternet infrastructure partner companies fopaliods presented but excludes revenues of
partner companies for years prior to the year vgeiaed an interest in them. Our partner compang&®nue figures are based on the
unaudited financial statements prepared by eadhgracompany and, in some cases, adjustments toyaxxlude discontinued operations.
We do not believe these adjustments have a signfifinpact on the aggregate partner company reveataedisclosed above. In addition,
these figures are preliminary in nature and argestito change. They may differ from figures prexsly reported by each partner company
due to any necessary corrections, changes reséitingdiffering interpretations of accounting priples upon review by the Securities and
Exchange Commission or changes in accounting fitezaFor these reasons, we cannot assure yoe afctturacy of the revenue figures.
Also, since we do not consolidate the majority of partner companies for financial reporting pugsoand we do not include our largest
consolidated subsidiary in the above table, theeggge partner company revenue data disclosed abowt intended to represent the
revenues that we have reported or will report eoresolidated basis in accordance with generallgpter] accounting principles. In each ¢
these revenues are subject to the numerous risksrarertainties elsewhere described in this prdspec

GOVERNMENT REGULATIONS AND LEGAL UNCERTAINTIES

As of February 15, 2000, there were few laws ouleipns directed specifically at electronic comogeHowever, because of the Internet's
popularity and increasing use, new laws and regulatmay be adopted. These laws and regulationsconagr issues such as the collection
and use of data from Web site visitors and relgtédhcy issues, pricing, content, copyrights, omlgambling, distribution and the quality of
goods and services. The enactment of any additlanal or regulations may impede the growth of titerhet and the Internet infrastructure
market, which could decrease the revenue of ounpacompanies and place additional financial bosden them.

Laws and regulations directly applicable to elemit@wommerce or Internet communications are becgnriare prevalent. For example,
Congress recently enacted laws regarding onlingragit infringement and the protection of infornmaticollected online from children.
Although these laws may not have a direct advdifseteon our business or those of our partner caonigsa they add to the legal
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and regulatory burden faced by Internet infrastrteetompanies. Other specific areas of legisladtevity are:

Taxes. Congress recently enacted a three-year oniorat ending on October 21, 2001, on the appbecatf "discriminatory" or "special”
taxes by the states on Internet access or on pioednd services delivered over the Internet. Cawgierther declared that there would be no
federal taxes on electronic commerce until the@rttie moratorium. However, this moratorium doesprevent states from taxing activities
or goods and services that the states would otkerlaave the power to tax. Furthermore, the moratodoes not apply to certain state taxes
that were in place before the moratorium was edacte

Online Privacy. Both Congress and the Federal T@aemission are considering regulating the extemttich companies should be able to
use and disclose information they obtain onlinenflconsumers. If any regulations are enacted, laténfrastructure companies may find
certain marketing activities restricted. The Feb@rade Commission has issued regulations enfortingChildren's Online Privacy Protect
Act, which take effect on April 21, 2000. Theseutkagions make it illegal to collect information oré from children under the age of 13
without first obtaining parental consent. Thesaufatons also require Web site operators to allawepts to inspect and remove their
children's information from any database. Complkawith these regulations could pose a significamiaistrative burden for Web site
operators whose products and services are targetddldren or may be attractive to children. Aldte European Union has directed its
member nations to enact much more stringent priyaotection laws than are generally found in thététhStates, and has threatened to
prohibit the export of certain personal data totethiStates companies if similar measures are rogitad. Such a prohibition could limit the
growth of foreign markets for United States Interiné&astructure companies. The Department of Commes negotiating with the European
Union to provide exemptions from the European Uniegulations, but the outcome of these negotiationsicertain.

Regulation of Communications Facilities. To somterk the rapid growth of the Internet in the Udiftates has been due to the relative lack
of government intervention in the marketplace faeinet access. Lack of intervention may not camtiim the future. For example, several
telecommunications carriers are seeking to haeedehmunications over the Internet regulated byFéderal Communications Commission

in the same manner as other telecommunicationgssnAdditionally, local telephone carriers haetitioned the Federal Communications
Commission to regulate Internet service providera manner similar to long distance telephone earand to impose access fees on these
providers. Some Internet service providers areingehk have broadband Internet access over cabtersg regulated in much the same
manner as telephone services, which could slovdéiptoyment of broadband Internet access serviasalgse of these proceedings or others,
new laws or regulations could be enacted whichacburden the companies that provide the infragtreabn which the Internet is based,
thereby slowing the rapid expansion of the mediuhits availability to new users.

Other Regulations. The growth of the Internet aiedteonic commerce may lead to the enactment oEmstiingent consumer protection laws.
The Federal Trade Commission may use its existirigdiction to police electronic commerce acti\stiand it is possible that the Federal
Trade Commission will seek authority from Congresgegulate certain online activities.

Generally applicable laws may affect us and outngaircompanies. The exact applicability of manyhefse laws to the Internet infrastructure
market, however, is uncertain.

PROPRIETARY RIGHTS

Our partner companies assert various forms ofl@utlal property protection with respect to softeyaieb sites and other materials. These
materials may constitute an important part of cantper companies' assets and competitive stren@tirspartner companies rely on a
combination of patent,
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trademark, copyright and trade secret laws, asagetionfidentiality agreements and non-competeeageats to establish and protect their
proprietary rights in their intellectual property.

We cannot be certain that the steps our partnepaaias have taken to protect their proprietaryrinftion will be adequate. Policing
unauthorized use of technology is difficult. Additally, our partner companies' intellectual propemty become known to, or independently
developed by, third parties. The laws of other ¢oes may afford our partner companies little orpmotection of their intellectual property.
Any litigation to enforce intellectual property hitg could result in substantial cost to our partmenpanies.

COMPETITION
Competition from Other Capital Providers

Although we believe our network structure bolstaus ability to attract Internet infrastructure caanpes, competition for acquiring interest
Internet infrastructure companies remains inteAsehe market for Internet infrastructure grows,ex@ect that competition will intensify.
We face competition from numerous other capitaljglers seeking to acquire interests in Intemaddited businesses, including publicly tra
Internet companies, investment partnerships, laogporations, and other capital providers who aler support services to companies.

Traditionally, venture capital and private equityrfs have dominated investment in emerging teclgyotmmpanies, and many of these types
of competitors may have greater experience anadiahresources than us. In addition to competitiom venture capital and private equity
firms, several public companies, as well as privat@panies, devote significant resources to pragidiapital together with other resources to
Internet companies. Additionally, corporate stratégvestors, including Fortune 500 and other digant companies, are developing Internet
strategies and capabilities. Many of these compstiiave greater financial resources and brand meoognition than we do, and the barriers
to entry for companies wishing to provide capitadl @ther resources to entrepreneurs and their émget@chnology companies are minimal.
We expect that competition from both private antligucompanies with business models similar to@mun will intensify. Furthermore,

private venture capital firms and other capitaimiters who also offer support services to compawies do not plan to go public can avoid
regulation under the Investment Company Act eitlyehaving less than 100 beneficial owners of teeaurities, other than short-term paper,
or by limiting the owners of their securities tateén qualified purchasers. This exemption from lineestment Company Act will provide
these competitors with more flexibility regardifggir investment strategies, allowing them to tadkeaatage of more opportunities or, in sc
cases, permitting them to invest in companies orerfavorable terms to the companies than we aestalffer. Any of these competitors
could limit our opportunities to acquire interestsiew partner companies. If we cannot acquirerodittg interests in attractive companies,
our strategy to build a collaborative network oftpar companies will not succeed.

Competition Facing our Partner Companies

Competition for Internet products and servicesiisrise. As the market for business-to-businesgrelec commerce grows, we expect that
competition will intensify. Our partner companieslwncounter competition from existing companikattoffer competitive solutions and
additional companies that develop competitive sohgtin the future. Our partner companies' compestimay develop Internet products or
services that are superior to, or have greater ehadceptance than, the solutions offered by otn@acompanies. If our partner companies
are unable to compete successfully against theipetitors, our partner companies may fail. In dddijtour partner companies may compete
with each other for Internet infrastructure oppnoities. If this type of competition develops, it yndeter companies from partnering with us
and limit our business opportunities.
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Many of our partner companies will have to compgainst companies with greater brand recogniti@hgraater financial, marketing and
other resources. Our partner companies may beliaadvantage in responding to their competitoiisiny strategies, technological advances,
advertising campaigns, strategic partnerships amer énitiatives.

FACILITIES

We own the office park in which our corporate hegtters and administrative offices are located ayWe, Pennsylvania. Our headquarters
building is subject to a $3.6 million mortgage hegrinterest at 9.75% per annum, which amortizes a/30 year term ending 2022 and is
callable by the lender at any time beginning in200e believe the properties are in good conditind repair and are adequate for the
particular operations for which they are used. Addally, we lease approximately 2,400 square d¢efffice space in Palo Alto, California.

EMPLOYEES

As of February 15, 2000, excluding our partner canm@s, we had approximately 80 employees. We censiar relationships with our
employees to be good. None of our employees arered\by collective bargaining agreements.

LEGAL MATTERS
We are not a party to any material legal proceeding
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MANAGEMENT
EXECUTIVE OFFICERS, KEY EMPLOYEES AND DIRECTORS

Our executive officers, key employees and directiisr ages and their positions for the last frears are as follows:

DIRECTOR,
EXECUTIVE OFFICER OR
KEY EMPLOYEE

NAME AGE POSITION(S) SINCE
Warren V. Musser.................. 73  Chairman of the Board and Chief 1953
Executiv e Officer
Harry Wallaesa.................... 49  Presiden t, Chief Operating Officer 1999
and Dire ctor

Jerry L. Johnson.................. 52 Executiv e Vice President 1995

Stephen J. Andriole, Ph.D......... 50 Senior V ice President and Chief 1997
Technolo gy Officer

Gerald A. Blitstein............... 40  Senior V ice President and Chief 2000
Financia | Officer

Michael G. Bolton................. 56  Senior V ice President 1999

John K. Halvey..........c......... 39 SeniorV ice President 1999

E. Michael Forgash... 42 Vice Pre sident 1998

Michael W. Miles.................. 42  Senior V ice President and Chief 1992
Accounti ng Officer

James A. Ounsworth................ 57  Senior V ice President, General 1991
Counsel and Secretary

Robert E. Keith.................. 58 Vice Cha irman of the Board 1996

J. Edward Coleman................. 48  Chief Ex ecutive Officer of 1999
CompuCom

Thomas C. Lynch................... 57 Presiden t and Chief Operating 1998
Officer of CompuCom

Judith Areen..........c........... 55 Director 1997

Vincent G. Bell, Jr............... 74  Director 1956

Walter W. Buckley lll............. 39 Director 2000

Michael J. Emmi................... 57 Director 1998

Robert A. Fox..... ... 70  Director 1981

Jack L. Messman................... 59 Director 1994

Russell E. Palmer................. 65 Director 1989

John W. Poduska, Sr., Ph.D........ 62 Director 1987

Heinz C. Schimmelbusch, Ph.D...... 55 Director 1989

Hubert J.P. Schoemaker, Ph.D...... 49  Director 1993

Carl J. YankowsKi................. 51 Director 1999

Warren V. Musser has served as Chairman and CRexfuiive Officer since 1953. Mr. Musser is Chairnoéithe Board of Cambridge
Technology Partners (Massachusetts), Inc. and CGmpuSystems, Inc. He is also a Director of DocuQnternational, Inc. and Sanchez
Computer Associates, Inc. and a trustee of BranggWealty Trust. Mr. Musser serves on a varietyit, educational and charitable boa
of directors, and serves as Vice President/DevedmpnCradle of Liberty Council, Boy
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Scouts of America, Vice Chairman of The Easterrhfietogy Council, and Chairman of the Pennsylvamigriership on Economic
Education.

Harry Wallaesa became a Director of Safeguard briey 1999 and President and Chief Operating &ffa¢ Safeguard in March 1999. Mr.
Wallaesa served as President and Chief ExecutifieeDbf aligne incorporated, which he co-founded 996, until Safeguard acquired a
majority of the company in March 1996. From 19838895, Mr. Wallaesa was the Chief Information Gdfiand Vice President of
Management Information Systems at Campbell Soupp@om a global manufacturer and marketer of brarfoed products. Mr. Wallaesa is
the Chairman of the Board of CompuCom Systems,dnd.a Director of Bowne, Inc., Redleaf Group Llatigne incorporated, iMedium,
Inc., Allied Resource Corporation, Pennsylvaniadaray of Fine Arts, Atlas Commerce and UniversityPehnsylvania Health Systems.

Jerry L. Johnson was promoted to Executive VicesiBent in March 1999 and leads our Communicatioastjize. He served as Senior Vice
President from September 1995 until March 199%rRd joining Safeguard, Mr. Johnson served at Usstnc., a regional Bell operating
company, from 1985 through 1995, most recently iae YPresident of Network Technology Services, &din of US West, Inc. Mr. Johnson
is the Chairman of the Board of Pac-West Telecoinm, and a Director of OAO Technology Solutions;.| Extant, Inc., SOTAS, Inc.,
QuestOne Decision Sciences Corporation and Vitta/blés, Inc.

Stephen J. Andriole, Ph.D. joined Safeguard in Detd 997 from CIGNA Corporation, where he was SeWioe President for Technology
Strategy and Chief Technology Officer from 1993.897. From 1990 to 1995, he was a Professor ofrirdtion Systems and Computer &
Electrical Engineering at Drexel University. Duritige 1970s, Dr. Andriole was Director of Cyberngfiechnology at the Defense Advanced
Research Projects Agency (ARPA), the agency thatldped much of the infrastructure for the Interiat Andriole is a Director of

iMedium, Inc., aligne incorporated, Integrated Wiss, Inc., USDATA Corporation, Broadreach Consgltaimd STORM Systems.

Gerald A. Blitstein was hired as Senior Vice Presidand Chief Financial Officer on February 28, @08rom 1994 until joining Safeguard,
Mr. Blitstein was a Managing Director of Paineweblmeorporated. While a Managing Director at Paiebter, Mr. Blitstein served as
Managing Director, Executive Assistant to the Cimain from 1994-1996, Managing Director of Reengiimgefrom 1997- 1998, and
Managing Director of Global Equities 1998-2000.

Michael G. Bolton was appointed to the positiorsehior Vice President in April 1999. Since Janued98, Mr. Bolton has served as the
Managing Director of Pennsylvania Early Stage Ragtnone of Safeguard's affiliated private equityds. From February 1972 to July 1998,
Mr. Bolton was the founding Chief Executive of tBen Franklin Technology Center located at LehiglvErsity, Vice President of Lehigh
University, co-founder of the NEPA Venture Fundsd @urrently serves as a Director of several teldgysoriented start-up companies.

John K. Halvey was appointed a Senior Vice Presioedune 1999 and leads our eServices practida:. orjoining Safeguard, Mr. Halvey
was a partner in the law firm, Milbank, Tweed, Hadand McCloy from 1994 to June 1999, where hethvadiead of its Intellectual Property
and Business Technology Group. Mr. Halvey is a @oeof OPUS360 Corporation, the Basketball NetwldrliC, PrivaSeek, Inc., Zero to
Five LLC and TechSpace LLC.

E. Michael Forgash has been Vice President sinoealg 1998 and leads our Software practice. Poigoihing Safeguard, Mr. Forgash was
President and Chief Executive Officer of Creativalfilnedia from August 1996 to October 1997. He wasrumental in reshaping Creative
Multimedia, Inc. from a developer and marketer @fisumer CD-ROMSs into an Internet business-to-bsgsicempany. From November 1994
to July 1996, he was president of Continental Hhealte in Overland Park, Kansas, a leading supplidepartmental healthcare information
systems and consulting in the United States andaBdgMr. Forgash is a Director of Internet Cap&abup, Inc., US Interactive, Inc.,
eMerge
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Interactive, Inc., Who? Vision Systems, Inc., XLsWin, Inc., Integrated Visions, Inc., 4anything.cbro., and fob.com Inc., and Chairman of
RealTIME Media, Inc.

Michael W. Miles has been Senior Vice Presidentesifanuary 1998. In February 2000 Mr. Miles wasethour Chief Accounting Officer.
He served as Vice President and Chief Financiat&ffrom January 1997 until February 2000 andbeen with Safeguard since 1984 in
various financial positions, including Vice Presitand Corporate Controller.

James A. Ounsworth has served as Vice Presidesrgtdey and General Counsel since December 199Wasgromoted to Senior Vice
President in November 1995. Prior to joining SafeduMr. Ounsworth was a partner in the Philadelpév firm of Pepper, Hamilton &
Scheetz, and before that he was a nuclear engiméer U.S. Navy. Mr. Ounsworth is a Director ofrif@am Enterprise Solutions, Inc.,
TechSpace LLC and Owosso Corporation.

Robert E. Keith, Jr. was appointed Vice ChairmathefBoard in February 1999. Mr. Keith has beenaadfjing Director of TL Ventures and
its predecessor funds since 1988. He has serveéteaglent since 1991, and as Chief Executive Offitece February 1996, of Technology
Leaders Management, Inc., a private equity capibagement company that is a subsidiary of Safdgivr Keith is Chairman of Internet
Capital Group, Inc. and a Director of CambridgeAreslogy Partners (Massachusetts), Inc., SunSolnceand US Interactive, Inc.

J. Edward Coleman has been Chief Executive Offi€€@ompuCom Systems, Inc. since December 1999 alir@etor of CompuCom since
February 2000. Prior to that time, Mr. Coleman edras Business Development Executive and Direétiotanketing for Computer Services
Corporation, an information technology services pany, since March 1995. From September 1993 ursiickl 1995, Mr. Coleman was
Executive Vice President of McCallister's Techni8alvices, Inc., a provider of systems integrasiervices.

Thomas C. Lynch has been the President and Chiefafipg Officer of CompuCom Systems, Inc. sinceddaiger 1999. From October 1998
until becoming President, Mr. Lynch had servedra&xecutive Vice President and Chief Operating @ffiof CompuCom. Prior to that time,
Mr. Lynch was Senior Vice President of SafeguangeiNovember 1995. Mr. Lynch retired from the IN&@vy as an Admiral after 31 years,
including serving as Superintendent of the U.S.&llé&cademy from 1991 through 1994 and Directohef Navy Staff from 1994 through
1995. Mr. Lynch is a trustee of the U.S. Naval Asrag Foundation, and is a Director of CompuCom, ejdénteractive, Inc. and Sanchez
Computer Associates, Inc.

Judith Areen has been Executive Vice Presidentd@r Center Affairs and Dean of the Law Center, etown University, since 1989 and
has been a Professor of Law at Georgetown Uniyessite 1976. Ms. Areen is a Director of MCIl Worla@, Inc.

Vincent G. Bell, Jr. is President of Verus Corpmanat a management investment firm he formed in 18&fore 1987, Mr. Bell was Chairman
of the Board and Chief Executive Officer of SafeguBusiness Systems, Inc., an information systeangany.

Walter W. Buckley, Ill, was elected as a directarkebruary 10, 2000. Mr. Buckley is a co-founded has served as President, Chief
Executive Officer and a director of Internet Calp@aoup, Inc. since March 1996. Prior to co-fourgdinternet Capital Group, Mr. Buckley
worked for Safeguard as Vice President of Acquisgifrom 1991 to February 1996. Mr. Buckley is &bior of Breakaway Solutions, Inc.,
e-Chemicals, Inc., PrivaSeek, Inc., Sky Alland Maitkg, Inc., Syncra Software, Inc., VerticalNet;.land Who?Vision Systems, Inc.

Michael J. Emmi has been Chairman of the Boardsieat and Chief Executive Officer of Systems & Quter Technology Corporation, a
provider of computer software and services, sineg ¥985. Mr. Emmi is a Director of CompuCom Systeims. and CDI Corp.

Robert A. Fox has been Chairman and Chief Exec@ifieer of R.A.F. Industries, Inc., a private irstment company which acquires and
manages a diversified group of operating compaariglsventure
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capital investments, since 1980. Mr. Fox is a Doeof Zany Brainy, Inc. He is a Trustee of the Wnsity of Pennsylvania and the Wistar
Institute.

Jack L. Messman has been Chief Executive Offic&@arhbridge Technology Partners (Massachusetts)since 1999. From April 1991 ur
1999, Mr. Messman was Chairman and Chief Exec@iffieer of Union Pacific Resources Group Inc., aergy company. From May 1988
to April 1991, Mr. Messman was Chairman and Chieddutive Officer of USPCI, Inc., a provider of hedaus waste services and a
subsidiary of Union Pacific Corporation. Mr. Messma a Director of Cambridge Technology Partneragbhchusetts), Inc., Metallurg, Inc.,
Novell, Inc., Tandy Corp. and USDATA Corporatic

Russell E. Palmer is Chairman and Chief Executiffec€ of The Palmer Group, a corporate investnignt he organized in 1990. From
1983 to June 1990, Mr. Palmer was Dean of The Whathool of the University of Pennsylvania. Frod74 to 1983, he was Managing
Partner and Chief Executive Officer of Touche R&s30. (now Deloitte & Touche). Mr. Palmer is a Diter of Allied-Signal, Inc., Federal
Home Loan Mortgage Corporation, GTE Corporationnéjavell International Inc. and The May Departmetar& Company.

John W. Poduska, Sr., Ph.D. has served as Chamfm@asivanced Visual Systems, Inc., a provider ofiglization software, since 1992.
Before 1992, Dr. Poduska was President and Chietlikve Officer of Stardent Computer, Inc., a cotepmanufacturer, from December
1989 to December 1991. From December 1985 to Deeett89, Dr. Poduska was founder, Chairman andf Exiecutive Officer of Stellar
Computer, Inc., a computer manufacturer and thegmessor of Stardent Computer. Dr. Poduska isectir of Cambridge Technology
Partners (Massachusetts), Inc., Union Pacific RessuGroup, Inc., XL Vision, Inc. and eMerge Intgie, Inc.

Heinz C. Schimmelbusch, Ph.D. has served as Preéside Chief Executive Officer of Safeguard Intéioraal Group, Inc. since 1994. Dr.
Schimmelbusch also serves as managing directoafegBard International Fund, L.P., a Safeguardiat#id private equity fund and is
Chairman of: Allied Resource Corporation, a comppuassuing technology-oriented, early-stage investrogportunities in process
industries; Metallurg, Inc., New York, a global drewer and supplier of high quality metal alloys apdcialty metals; Becancour Silicon Inc.,
Montreal, Quebec, a silicon metal producer; and Atazuum Technology AG, Frankfurt, Germany, a glahgiplier of industrial vacuum
technology. From 1973 to 1993, Dr. Schimmelbusch associated with Metallgesellschaft AG, a raw mi@ecompany of which he served
as Chairman of the Executive Board from March 1@8Becember 1993.

Hubert J. P. Schoemaker, Ph.D. is Chairman, Chietdtive Officer and founder of Neuronyx Inc., atechnology company he founded in
1999. Prior to that, Dr. Schoemaker served as Gtzairof the Board and co-founder of Centocor, ladiotechnology company from 1987 to
1994,

Carl J. Yankowski has been Chief Executive OffisePalm, Inc., a leading global provider of handhedmputing devices since December
1999. Prior to joining Palm, he was President ahetfExecutive Officer of the Reebok Division ankkeEutive Vice President of Reebok
International Ltd., a leading worldwide designegrketer and distributor of sports, fithess and abfaotwear, apparel and equipment. Bef
joining Reebok in September 1998, from DecembeB18Yanuary 1998 Mr. Yankowski was President amef@®perating Officer of Son
Electronics, Inc., a diversified company that mésladectronic products for consumer, broadcastiaghastrial use in the United States. From
December 1988 to November 1993, Mr. Yankowski veldous senior management positions with Polaratpb@ration, his last position
being that of Chairman of the Asia-Pacific regibir. Yankowski is a Director of Avidyne, Inc. andtt4 Networks Inc.
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EXECUTIVE COMPENSATION

The following table provides summary informatiomcerning the compensation earned by our chief dixecafficer and other executive
officers employed by us during the fiscal year ehBecember 31, 1999.

ANNUAL

SALARY B
YEAR ($)(1) (

Warren V. Musser............ 1999 $413,731 $
Chairman of the Board and 1998 305,000
Chief Executive Officer 1997 290,000
Harry Wallaesa.............. 1999 $330,770 $1,
President, Chief Operating 1998 -
Officer and Director(7) 1997 --
Stephen J. Andriole,

Ph.D.ooviiiiiiieens 1999 $260,577 $
Senior Vice Presidentand 1998 -
Chief Technology Officer(7) 1997 --
John K. Halvey.............. 1999 $150,000 $
Senior Vice President(7) 1998 -

1997 -
Jerry L. Johnson............ 1999 $283,462 $
Executive Vice President 1998 240,000
1997 210,000
James A. Ounsworth..........
Senior Vice President,

General

Counsel and Secretary

1998 221,000
1997 210,000

1999 $267,115 $

SUMMARY C

OMPENSATION TABLE

LONG TERM COMPENSATI

COMPENSATION AWARDS

SECURITIES
RESTRICTED UNDERLYING
OTHER STOCK OPTIONS/

ONUS COMPENSATION AWARD(S) SARS

Y ®»E) GG

827,500 $53,920 0 0

305,000 60,193 0 0

290,000 63,004 0 0

386,176 - 0 1,590,000

730,151 $ -- 0 90,000

635,713 - 0 210,000

416,469 - 60,000

182,000 - 0 60,000

169,760 - 0 90,000

610,498 - 0 60,000

154,700 - 0 60,000

147,000 - 0 60,000

TERM
INCENTIVE ALL OTHER
PAYOUTS COMPENSATION

®6G)  ®)6)

12,000
$10,970

$321,179  $20,746

- $8,398

$905,722  $19,896
38,258 19,895
0 19,620
$905,722  $22,562

38,258 33,621
0 23,009

(1) Includes compensation that has been deferreadebgamed officers under voluntary savings plans.

(2) Includes discretionary payouts under our LomgAT Incentive Plan which were made to each of et executive officers with the

exception of Mr. Musser.

(3) For Mr. Musser, this amount includes persorsal of our plane in all years. Mr. Musser's usénefgilane increased starting in 1997
following a determination by the board of directogguiring him to travel on the company plane iadtef commercial aircraft whenever

possible for safety reasons.

(4) In May 1999, we released the shares of resttistock of Internet Capital Group, Inc. previouslyarded to Mr. Johnson and Mr.
Ounsworth upon the satisfaction of the conditiohthe grant.

(5) The 1999 payout represents the value of sladriggernet Capital Group, Inc., U.S. Interactilmg., and Pac-West Telecomm, Inc.
distributed to Messrs. Andriole, Johnson and Oumgwoased on their limited partnership interestSafieguard 98 Capital L.P.

(6) For 1999, all other compensation includes theing amounts.

DEFINED C

NAME PENSI
Warren V. MUSSETr..........ccccveenneen. $7
Harry Wallaesa.............cccoece.... $7
Stephen J. Andriole..................... $7
John K. Halvey....... $6
Jerry L. Johnson....... $7
James A. Ounsworth..........cc..ce.... $7

ONTRIBUTION COMPANY MATCH LIFE INSURAN CE
ON PLAN VOLUNTARY SAVINGS PLAN PREMIUMS PAI D
,200 $4,800 $ O

,200 $ - $ 3,770

,200 $4,800 $ 8,746

,750 $ - $1,648

,200 $4,800 $ 7,896

,200 $4,800 $10,562

(7) Messrs. Wallaesa, Andriole and Halvey becanse@tive officers in March 1999, January 1999 ameJ1099, respectively.
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SAFEGUARD SCIENTIFICS, INC. 1999 EQUITY COMPENSATIO N PLAN

The Safeguard Scientifics, Inc. 1999 Equity Compéina Plan authorizes the issuance of up to 9,@@0sbares of our common stock, suk
to adjustment as discussed below. The maximum nuoftshares that may be granted to any individuaing) any calendar year is 1,500,C
If options or stock appreciation rights grantedemithe plan terminate, expire or are canceledefied, exchanged or surrendered without
being exercised, or if a restricted stock awargasformance unit is forfeited, those shares willindbe available for purposes of the 1999
Plan. The 1999 Plan is not qualified under secfidh(a) of the Internal Revenue Code and is notestiltp the provisions of the Employee
Retirement Income Security Act.

OPTION GRANTS DURING THE YEAR ENDED DECEMBER 31, 1999

POTENTIAL REALIZABL E VALUE AT
ASSUMED ANNUAL R ATES OF
STOCK PRICE APPREC IATION FOR
INDIVI DUAL GRANTS OPTION TERM Q)
NUMBER OF % OF TO TAL
SECURITIES OPTIONS/ SARS EXERCISE
UNDERLYING GRANTED TO ORBASE
OPTIONS/SARS EMPLOYEE SIN PRICE EXPIRATION
NAME GRANTED(#)(2) FISCALY EAR ($/SH)(3) DATE 5%($) 10%($)
Warren V. Musser......... 0 0 % - -- -- -
Harry Wallaesa........... 1,500,000(4) 37.65 % $12.3542 3/1/07 $8,847,870 $2 1,192,187
90,000 2.26 % 45.4687  12/15/07 1,953,835 4,679,775
Stephen J. Andriole,
Ph.D...coooovrernn. 30,000 .75 %  $26.3437  4/15/07 $ 337,338 $ 903,791
60,000 1.51 % 45.4687  12/15/07 1,302,557 3,119,850
John K. Halvey........... 150,000 3.76 % $20.0938 6/15/07 $1,439,084 $ 3,446,857
60,000 1.51 % 45.4687  12/15/07 1,302,557 3,119,850
Jerry L. Johnson......... 60,000 151 %  $45.4687 12/15/07 $1,302,557 $ 3,119,850
James A. Ounsworth....... 60,000 151 %  $45.4687 12/15/07 $1,302,557 $ 3,119,850

(1) These values assume that the shares apprati#ie compounded annual rate shown from the giatetuntil the end of the option term.
These values are not estimates of future stocle griowth of Safeguard. Executives will not benefitess our common stock price increases
above the stock option exercise price.

(2) The options have an eight-year term and ve¥t 2&ch year commencing on the first anniversathefrant. If an executive retires on or
after his 65th birthday, the options will becom#yfwested on his retirement date. Certain of th#ams reported in the above table may be
exercised at any time. If an executive exercisegsted options and his employment is terminatedyag repurchase the unvested shares at
the exercise price. The option exercise price neagdid in cash, by delivery of previously acquisbdres, subject to certain conditions, same
day sales (that is, a cashless exercise througbka) or such other method as the compensatiomitieg may approve. The compensation
committee may modify the terms of outstanding amjancluding acceleration of the exercise date.

(3) All options have an exercise price equal toftiemarket value of the shares subject to eatioon the grant date.
(4) This includes 300,000 options granted outsidexasting option plans to Mr. Wallaesa in 1999thg Company.
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The following table sets forth information aboutiop exercises by each of the officers named irstimamary compensation table.

YEAR-END STOCK OPTION VALUES
DECEMBER 31, 1999

NUMBER OF SECURITIES VALUE OF UNEX ERCISED
UNDERLYING UNEXERCISED IN-THE-MO NEY
OPTIONS/SARS AT FISCAL OPTIONS/SARS A T FISCAL
SHARES YEAR-END(#) YEAR-END($ )(1)
ACQUIREDON  VALUE = eemmmmmmmmiees mmmeeeeee e
NAME EXERCISE(#) REALIZED( $) EXERCISABLE UNEXERCISABLE EXERCISABLE UN EXERCISABLE
Warren V. Musser.......... 0 - - 0 0 - -
Harry Wallaesa............ 0 - - 0 1,590,000 $ 0% 63,766,464
Stephen J. Andriole,

Ph.D..ocoeiriiiin, 37,500 $ 462,95 2 45,000 187,500 $1,981,404 $ 5,675,622
John K. Halvey............ 0 - - 0 210,000 $ 0 $ 5,667,801
Jerry L. Johnson.......... 88,152 $1,847,21 1 229,620 150,000 $10,651,936 $ 4,537,812
James A. Ounsworth........ 240,000 $4,518,01 2 465,000 135,000 $23,501,028 $ 3,885,000

(1) Value is calculated using the difference betwéhe option exercise price and the year-end stoicke, multiplied by the number of shares
subject to an option. The year-end stock price $&3333 per share.

SAFEGUARD SCIENTIFICS, INC. LONG-TERM INCENTIVE PLA N

Beginning in 1997, we established one or more éthpartnerships to hold all acquisitions approvetimade by Safeguard during any given
year. Under our lor-term incentive plan, participants may purchaserests in these limited partnerships. We allocatetb a 10% interest
for purchase by the participants for 1997 and 1@88up to a 12.5% interest for 1999. Safeguardn8fits, through a wholly-owned
subsidiary acting as the general partner of eadimgrahip, retains approximately a 90% interestdanh partnership for 1997 and 1998 and
approximately an 87.5% interest for each partnprghll999. Partnership interests vest 25% each geaerally starting on July 1 in the year
following the acquisition. The compensation comegthas the authority to accelerate vesting. A pestip will generally distribute the
securities it holds to its partners after fiveda years, but may distribute securities earliéméfcompany has completed an initial public
offering or has been sold. We must receive two sithe cost of the equity securities of a compard/rapayment of any loans to the comp
before the limited partners receive any of the g8es of the company. If that threshold is meg timited partners will receive distributions
approximately 10% to 12.5% of the equity securititthe company. The percentages allocated du®®§ 1o each named executive office
each partnership are included in the followingeabl

LONG-TERM INCENTIVE PLAN

PERFORMANCE OR
OTHER PERIOD

UNTIL
PERCENTAGE  MATURATION
NAME/PARTNERSHIP INTEREST OR PAYOUT
Warren V. Musser 0%(1) -
Harry Wallaesa
Safeguard 99 Capital LP 1.1250% 5 years
Safeguard Partners Capital Il L.P. 1.1250% 10 years
Stephen J. Andriole, Ph.D.
Safeguard 99 Capital LP 0.8310% 5 years
Safeguard Partners Capital Il L.P. 0.8310% 10 years
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PERFORMANCE OR
OTHER PERIOD

UNTIL
PERCENTAGE  MATURATION

NAME/PARTNERSHIP INTEREST OR PAYOUT
John K. Halvey

Safeguard 99 Capital LP(2).....ccoovcvveeeeeeee 0.5000% 5 years

Safeguard Partners Capital Il L.P.(2)...cc...... ... 0.5000% 10 years
Jerry L. Johnson

Safeguard 99 Capital LP..........ccoovvvevcceeeee. 0.8310% 5 years

Safeguard Partners Capital Il L.P.....cccccccc... 0.8310% 10 years

James A. Ounsworth
Safeguard 99 Capital LP - 0.8310% 5 years
Safeguard Partners Capital I L.P................ .. 0.8310% 10 years

(1) Mr. Musser did not participate in the plan ptio the year 2000, but will participate in 200@@hereafter.

(2) The percentage allocable to Mr. Halvey perrhiis to participate only in those acquisitions apei and made by Safeguard on or after
June 1, 1999.
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CERTAIN SHAREHOLDERS
The following table sets forth certain informatiggarding beneficial ownership of our common staslof February 15, 2000 by:

- each person (or group of affiliated persons) wghknown by us to own more than five percent ofdhestanding shares of our common
stock;

- each of our directors and our executive officeamed in the summary compensation table; and
- all of our executive officers and directors agaup.

Beneficial ownership is determined in accordandd wie rules of the SEC and generally includesngptir investment power with respect to
securities. Unless otherwise noted, we believeahgtersons named in the table have sole votingsate investment power with respect tc
shares beneficially owned by them. All figures ird# shares of our common stock issuable upon eeeofioptions or warrants exercisable
within 60 days of February 15, 2000. These optams warrants are deemed to be outstanding andheriedicially owned by the person
holding them for the purpose of computing the petage ownership of that person but are not treaseslitstanding for the purpose of
computing the percentage ownership of any othesqmer

PERCENT
NUMBER OF BENEFICIALLY OWNED
SHARES

NAME AND ADDRESS OF 5% BENEFICIAL BENEFICIALLY BEFORE AFTER
OWNERS, DIRECTORS AND EXECUTIVE OFFICERS OWNED THE OFFERING THE OFFERING
Warren V. MUSSEl....uuvveveieiiiieeeeiesieeeee 9,167,343(1) 8.7%

800 The Safeguard Building

435 Devon Park Drive

Wayne, PA 19087
Robert E. Keith, Jr. ..o 175,077(2) *
Judith Areen — 26,550 *
Vincent G. Bell, Jr. coeeevviiiiiiiee L 1,455,579(3) 1.4%
Steven J. Andriole......ccooveveveveeeeeniienieee L 88,791 *
Walter W. Buckley, IlI.... —— 18,000 *
Michael J. Emmi............ e ———— 10,875 *
Robert A. Fox......... ——— 250,875(4) *
John K. Halvey......coovvvviiciiees L 600 *
Jerry L. Johnson..... e ———————— 282,582 *
Jack L. Messman........ccccovvvvevcinvivineenens 160,875 *
James A. Ounsworth.........cceevvvvvivveveeee. L 803,115 *
Russell E. Palmer............. — 89,610 *
John W. Poduska, Sr. ....ccccccceevvvvvivviccceeee. L 547,875 *
Heinz C. Schimmelbusch......ccccccccceevvvvvineeees L 12,471 *
Hubert J.P. Schoemaker.......cccccccceeeeeeeeees L 137,370 *
Harry Wallaesa......c.ccocovveeviineeenicce. L 926,898 *
Carl J. YankOWSKi.....ccovouvviveiiiiiiieeeeeeees L - --
All executive officers and directors as a group (23

PEISONS) ittt eieeeeeee 14,755,011 13.8%

* | ess than 1%.

(1) Includes 233,100 shares held by a charitahladation established by Mr. Musser and 115,500eshaeld by two trusts of which Mr.
Musser is a co-trustee.

(2) Includes 900 shares held by his spouse. Mithkdisclaims beneficial ownership of the shares Il his spouse.

(3) Includes 337,704 shares held by a charitahladation established by Mr.
Bell.

(4) Includes 15,000 shares held by a charitabladation established by Mr.
Fox.
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DESCRIPTION OF CAPITAL STOCK
The following summarizes the terms of our capitatk.
AUTHORIZED AND OUTSTANDING CAPITAL STOCK

- 500,000,000 shares of common stock, par valug, $udthorized and 104,943,726 shares outstandinfRebruary 15, 2000 (after
adjustment for a 3-for-1 split of our common stedfective as of March 13, 2000); and

- 1,000,000 shares of preferred stock, par valued®1@uthorized, 150,000 shares of which have designated Series A Junior Participa
Preferred Stock and reserved for issuance in ctiomewith our shareholders' rights plan.

COMMON STOCK
Voting
In elections to the Board:

- Cumulative voting rights -- shareholders arettattito cast that number of votes equal to the rermobshares that they own multiplied by
the number of directors to be elected.

On all other matters except as described underéi®uggority voting requirements” below:
- One vote for each share held of record; and
- Action taken by the vote of majority of votes ttas
Dividends
- Subject to the rights of holders of preferreccktentitled to receive ratably declared dividerais]
- The board may only declare dividends out of Isgabailable funds.
Additional Rights

- Subject to the rights of holders of preferreccktentitled to receive ratably net assets whiehaaailable after payment of our debts, upon
our liguidation, dissolution or winding;

- No redemption rights;

- No sinking fund rights; and

- No conversion rights.

The rights and preferences of our common sharef®#te subject to the rights of any series of prefestock we may issue.
PREFERRED STOCK

By resolution of the board, we may, without anyttier vote by our shareholders, authorize and iasugggregate of 850,000 additional sh

of preferred stock. The preferred stock may beeidsn one or more classes or series. With respesdch class or series, the board may
determine the designation and the number of shaotisg rights, preferences, limitations and spedggts, including any dividend rights,
conversion rights, redemption rights and liquidatpmeferences. Because of the rights that may dneten, the issuance of preferred stock
delay or prevent a change of control. In conneotiith our shareholders' rights plan, we have dedipha series of preferred stock as Series
A Junior Participating Preferred Stock. See "Shalddrs' Rights Plan" on page 61 of this Prospectus.
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SUPERMAJORITY VOTING REQUIREMENTS

The vote by the holders of 80% of the voting poafeall shares of stock entitled to vote in the gtecof directors is required for any of the
following actions:

- the merger or consolidation of Safeguard Scimstibr any subsidiary of Safeguard Scientifics;

- the sale or other disposition of substantiallyofbur or any our subsidiary's assets; or

- the sale or lease of our assets or any assatsyadf our subsidiaries if:

- the assets have a fair market value in exce$8,600,000; and

- the other party owns at least 5% of any clagsapftal stock of Safeguard Scientifics.

This 80% voting requirement, however, is not aglle in the following circumstances:

- our board approved the agreement relating tdréresaction prior to the time the other party amepliits 5% interest; or
- our board, acting, prior to the time the othemtyacquired its 5% interest, approved the transact

This 80% voting requirement can only be amenda@pealed with the approval by the vote of the haldé 80% of the voting power of all
shares of stock entitled to vote in the electiodicdctors.

PENNSYLVANIA ANTI-TAKEOVER LAWS

The Pennsylvania corporate law contains provisapmicable to publicly held Pennsylvania corponagithat may be deemed to have an anti-
takeover effect. Some of these provisions whichegpdicable to Safeguard are described below.

Under Section 1715 of the Pennsylvania corporate directors of the corporation are not requiredetgard the interests of the shareholders
as being dominant or controlling in considering biest interests of the corporation. The directoay wonsider, to the extent they deem
appropriate, such factors, including:

- the effects of any action upon any group affettgduch actions including shareholders, employagspliers, customers and creditors of
corporation and upon communities in which office®ther establishments of the corporation are kxtat

- the short term and long term interests of the @@ton, including benefits that may accrue todbeporation from its long term plans and
possibility that these interests may be best sebyatie continued independence of the corporation;

- the resources, intent and conduct of any persekisg to acquire control of the corporation; and
- all other pertinent factors.

Section 1715 further provides that any act of thart) of directors, a committee of the board omatividual director relating to or affecting
acquisition or potential or proposed acquisitiortofitrol to which a majority of disinterested dias have assented will be presumed to
satisfy the standard of care set forth in the P@uasia corporate law, unless it is proven by clead convincing evidence that the
disinterested directors did not consent to suclinegbod faith after reasonable investigation. Assult of this and the other provisions of the
Pennsylvania corporate law, directors are providigd broad discretion with respect to actions tinaty be taken in response to acquisitior
proposed acquisitions of corporate control.

Chapter 25, Subchapter F of the Pennsylvania catpdaiw is designed to regulate certain businestowmtions between most publicly
traded Pennsylvania corporations and interestetsbklers. In
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general, Subchapter F prohibits the consummati@nomerated business combination transactionsglarfive year moratorium period. The
moratorium period does not apply to:

- business combinations with persons who becaneedistied shareholders with the approval of the bokditectors;
- business combinations that were approved pritinéalate on which the shareholder became an stésfshareholder;

- business combinations approved by a majorityigihterested shareholders at a meeting at leas thionths after the interested shareholder
acquires at least 80% of the outstanding votingksifothe consideration paid to other holders of outstanding securities satisfies fair price
requirements set forth in Subchapter F of the Rdwaisia corporate law; and

- business combinations approved by all of the éislabf the outstanding shares.

The moratorium period runs from the date on whighihterested shareholder becomes an interesteehsider. Generally a shareholder
becomes an interested shareholder the date thehshder first acquires beneficial ownership of 268nore of our voting shares. After the
moratorium period, the corporation can undertakasiness combination with an interested sharehaldigrupon approval of disinterested
shareholders holding a majority of the voting skarein a transaction approved by shareholderssttéadfies the fair price provisions referred
to above.

Section 1715 and Subchapter F may discourage opeketpurchases of our common stock or a nonndgdttander or exchange offer for
our common stock of a corporation and, accordinglgty be considered disadvantageous by a sharehaldewould desire to participate in
any such transactions. In addition, Section 171bSubchapter F may have a depressive effect opribe of our common stock.

SHAREHOLDERS' RIGHTS PLAN

We have a shareholders' rights plan. Under thegdah shareholder of record on March 24, 2000 vedehe right to purchase 1/1000 of a
share of our Series A Junior Participating Prete8eock at the rate of one right for each shamuofcommon stock held as of the close of
business on March 24, 2000. Each 1/1000 of a sifayar Series A Junior Participating Preferred 8tiscdesigned to be equivalent in voting
and dividend rights to one share of our commonkstdhe rights will be exercisable only if a persmrgroup acquires beneficial ownership of
15% or more of our common stock or commences atemidexchange offer that would result in such@@e or group owning 15% or more
of our common stock. If the rights do become exatalie, our shareholders, other than the sharelsaldatr caused the rights to become
exercisable, will be able to exercise each riglareéxercise price of $300 and receive sharesrat@amon stock having a market value e

to approximately twice the exercise price. As darahtive to paying the exercise price in casthefdirectors of Safeguard so determine,
shareholders may elect to exercise their rights aitdout the payment of any exercise price, reedialf the number of shares of common
stock that would have been received had the exeprise been paid in cash.

Although our shareholders' rights plan is desigh&teprotect shareholder interest if we are cortrdwith coercive or unfair takeover tacti
it may have a depressive effect on the price ofcomnmon stock or discourage or prevent takeovearqwals which a holder of common stock
may consider desirable.

TRANSFER AGENT AND REGISTRAR
The Transfer Agent and Registrar with respect tocommon stock is ChaseMellon Shareholder ServicésC.
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NOTICE TO CANADIAN INVESTORS
RESALE RESTRICTIONS

The distribution of our common stock in Canadadmb made on a private placement basis. Accordjragly resale of our common stock
must be made in accordance with an exemption fremegistration and prospectus requirements ofcgipé securities laws. Purchasers of
our common stock are advised to seek legal advioe o any resale of our common stock.

REPRESENTATION BY PURCHASERS

Confirmations of the acceptance of offers to pusehaur common stock will be sent to purchasersainada who have not withdrawn their
offers to purchase prior to the issuance of sucfiicoations. Each purchaser who receives a purctasrmation will, by the purchaser's
receipt thereof, be deemed to represent to Safdgmentifics and the dealer from whom such purelamfirmation is received that such
purchaser is entitled under applicable provinagiusities laws to purchase our common stock wittioeithenefit of a prospectus qualified
under such securities laws.

RIGHTS OF ACTION (ONTARIO PURCHASERS ONLY)

Ontario. Our common stock being offered are thdseforeign issuer and Ontario purchasers willnegeive the contractual right of action
prescribed by section 32 of the Regulation underS@curities Act (Ontario). As a result, Ontarioghasers must rely on other remedies that
may be available, including common law rights di@tfor damages or rescission or rights of actiader the civil liability provisions of the
U.S. federal securities laws.

ENFORCEMENT OF LEGAL RIGHTS

All of Safeguard Scientifics' directors and offisend the experts named herein may be locatedleufsinada and, as a result, it may not be
possible for Canadian purchasers to effect senfiggocess within Canada upon Safeguard Scientifigich persons. All or a substantial
portion of our assets and such persons may beslbcaitside of Canada and, as a result, it mayepboissible to satisfy a judgment against us
or such persons in Canada or to enforce a judgoi#ained in Canadian courts against us or suclopsmsutside of Canada.

NOTICE TO BRITISH COLUMBIA RESIDENTS

A purchaser of our common stock to whom the Sdearct (British Columbia) applies is advised thias required to file with the British
Columbia Securities Commission a report within a9<of the sale of any of our common stock acquised in this offering. Such report
must be filed in the form attached to the Britistl@nbia Securities Commission Blanket Order BOR/#85a copy of which may be
obtained from us. Only one such report must be filerespect of the same date and under the samspamtus exemption.
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UNDERWRITING
GENERAL

We intend to offer our common stock in the U.S. &athada through a number of underwriters. Mergith¢h, Pierce, Fenner & Smith
Incorporated, Deutsche Bank Securities, Inc., LehBrthers Inc. and Prudential Securities Incorfgatare acting as representatives of ¢

of the underwriters. Subject to the terms and danth set forth in the purchase agreement amorgdghe underwriters, we have agreed to
sell to each of the underwriters, and each of tideawriters, severally and not jointly, has agreedurchase from us the number of shares of
our common stock set forth opposite its name below.

NUMBER
UNDERWRITER OF SHARES

Merrill Lynch, Pierce, Fenner & Smith Incorporated. =~ ........
Deutsche Bank Securities Inc. .......cocccveeeeee Ll
Lehman Brothers InC. ....cccovvvvvvvivices
Prudential Securities Incorporated........ccccc.... . ...

In the purchase agreement, the several underwhiters agreed, subject to the terms and conditieifogh therein, to purchase all of the
shares of common stock being sold under the tefrtieeqourchase agreement if any of the sharesmfroon stock being sold under the
purchase agreement are purchased. In the everdeshalt by an underwriter, the purchase agreemenides that, in certain circumstances,
the purchase commitments of the nondefaulting umdiers may be increased or the purchase agreemanbe terminated.

We have agreed to indemnify the underwriters agaimse liabilities, including liabilities under ti&ecurities Act, or to contribute to
payments that the underwriters may be requiredakenin respect to those liabilities.

The shares of common stock are being offered bgekeral underwriters, subject to prior sales, whsrand if issued to and accepted by
them, subject to approval of certain legal matbgrsounsel for the underwriters and certain otloeditions. The underwriters reserve the
right to withdraw, cancel or modify such offer aodeject orders in whole or in part.

COMMISSIONS AND DISCOUNTS

The representatives have advised us that they peapdially to offer the shares of our common kttxthe public at the public offering price
set forth on the cover page of this prospectus tamértain dealers at such price less a concessibim excess of $ per share of common
stock. The underwriters may allow, and such deafexg reallow, a discount not in excess of $ peressbdicommon stock on sales to certain
other dealers.

The following table shows the per share and tatalip offering price, underwriting discount to baig by us to the underwriters and the
proceeds before expenses to us. This informatipreisented assuming either no exercise or fullagseby the underwriters of their over-
allotment options.

PER SHARE WITHOUT OPTION WITH OPTION
Public offering price........c..cccceveu.n. $ $ $
Underwriting discount.............c........... $ $ $
Proceeds, before expenses, to Safeguard
Scientifics, INC. ..c..coceeeveeiiiieen, $ $ $
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OVER-ALLOTMENT OPTION

We have granted an option to the underwriters,aisaile for 30 days after the date of this progmedb purchase up to an aggregate of
1,500,000 additional shares of common stock apthdic offering price set forth on the cover padé¢his prospectus, less the underwriting
discount. The underwriters may exercise this opsiolely to cover over-allotments, if any, made loa $ale of the common stock offered
hereby. To the extent that the underwriters exerntis option, each underwriter will be obligatsdbject to certain conditions, to purchase a
number of additional shares of common stock prégoate to such underwriter's initial amount refégtin the foregoing table.

NO SALES OF SIMILAR SECURITIES

We, and our executive officers and directors hayreed, with some exceptions, without the prior teritconsent of Merrill Lynch on behalf
of the underwriters, not to directly or indirectly:

- offer, pledge, sell, contract to sell, sell apfion or contract to purchase, purchase any omtiarontract to sell, grant any option, right or
warrant for the sale of, or otherwise dispose dfamsfer any shares of our common stock, or séesiconvertible into or exchangeable or
exercisable for our common stock, whether now owgrddter acquired by the person executing theeagest or with respect to which the
person executing the agreement has or later asqihieepower of disposition, or file a registrat&iatement under the Securities Act relating
to any of the foregoing, except for any registnatstatement on Forms S-4 or S-8 or any succesgordpother registration statement relating
to shares of our common stock issued in conneegtitinan acquisition of an entity or business oresthusiness combination, or shares of our
common stock issued in connection with stock optionther employee benefit plans; or

- enter into any swap or other agreement that feasisin whole or in part, the economic consequeariaavnership of our common stock,
whether any such swap or transaction is to besselty delivery of our common stock, or other sdimgj in cash or otherwise.

These restrictions may apply for 90 days.
PRICE STABILIZATION AND SHORT POSITIONS

Until the distribution of our common stock is cormad, rules of the SEC may limit the ability of thederwriters and certain selling group
members to bid for and purchase our common stoslarAexception to these rules, the representadieegermitted to engage in certain
transactions that stabilize the price of our commsimek. Such transactions consist of bids or puwesdor the purpose of pegging, fixing or
maintaining the price of our common stock.

If the underwriters create a short position in coimmon stock in connection with the offering, tisatif they sell more shares of common
stock than are set forth on the cover page offfispectus, the representatives may reduce thetmbgition by purchasing common stock in
the open market. The representatives may alsoteleetiuce any short position by exercising alpart of the overllotment option describe
above. Purchases of our common stock to stabtbzgrice or to reduce a short position may causetite of our common stock to be higher
than it might be in the absence of such purchases.

Neither we nor any of the underwriters makes apyasentation or prediction as to the direction agnitude of any effect that tl
transactions described above may have on the gficer common stock. In addition, neither we noy afthe underwriters makes any
representation that the representatives or therteathgers will engage in such transactions orsthett transactions, once commenced, will
not be discontinued without notice.
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LEGAL MATTERS

The validity of our common stock offered herebyl Wi passed upon for us by Morgan, Lewis & BockiuP, Philadelphia, Pennsylvania.
Certain legal and regulatory matters in conneatiith the offering will be passed upon for the uvddters by Davis Polk & Wardwell, New
York, New York. Davis Polk & Wardwell is also aogims special Investment Company Act counsel tandslze underwriters.

EXPERTS

The consolidated financial statements of Safeg8aientifics, Inc. as of December 31, 1999 and 1888for each of the years in the three
year period ended December 31, 1999 have beerdextlin the registration statement and the congeliiinancial statements and sched:
as of and for each of the years in the three yedog ended December 31, 1998 have been incorgblbgteeference herein in reliance upon
the reports of KPMG LLP, independent certified peiblccountants, appearing elsewhere herein, and tingoauthority of said firm as experts
in accounting and auditing.

The audited financial statements of Cambridge Teldyy Partners (Massachusetts), Inc. as of anthéotwo years ended December 31,
1998, not separately presented in this prospeltiyg been audited by PricewaterhouseCoopers LdBpandent accountants, whose report
thereon appears herein. Such financial statemtentise extent they have been included in the fifstatements of Safeguard Scientifics,
Inc., have been so included in reliance on thentegfesuch independent accountants given on theosity of said firm as experts in auditing
and accounting.

WHERE YOU CAN FIND ADDITIONAL INFORMATION

We are subject to the informational requirementthefSecurities Exchange Act and we file repontsxy and information statements and
other information with the Commission. You may reaudi copy all or any portion of the reports, praexyl information statements or other
information we file at the Commission's princip#fice in Washington, D.C., and copies of all or grart thereof may be obtained from the
Public Reference Section of the Commission, 45thBtreet, N.W., Washington, D.C. 20549, and aGbmmission's regional offices
located at Citicorp Center, 500 West Madison Strgeite 1400, Chicago, lllinois 60661 and at 7 \Wdrtade Center, 13th Floor, New York,
New York 10048 after payment of fees prescribethieyCommission. Please call the Commissior-800-SEC-0330 for further information
on operation of the public reference rooms. The @@sion also maintains a World Wide Web site wipotivides online access to reports,
proxy and information statements and other inforomategarding registrants that file electronicailgh the Commission at the address
http://www.sec.gov.

We have filed with the Commission a Registratioat&nent on Form S-under the Securities Act with respect to the comistock to be so

in this offering. This prospectus does not contdimf the information set forth in the registratistatement and the exhibits to the registration
statement. For further information with respecBtdeguard Scientifics and our common stock offéxeeby, reference is made to the
registration statement and the exhibits filed par of the registration statement. Statementsadoed in this prospectus concerning the
contents of any contract or any other documenttihatbeen filed as an exhibit to the registrattatesnent are not necessarily complete;
reference is made in each instance to the copyaif sontract or any other document filed as anlgito the registration statement. Each
such statement is qualified in all respects by sefdrence to such exhibit. The registration statetmincluding exhibits thereto, may be
inspected without charge at the locations descrétrxe, or obtained upon payment of fees preschlgatie Commission.

The SEC allows us to "incorporate by referencedrimiation into this prospectus, which means thataredisclose important information to
you by referring you to another document filed sefedy with the SEC. The information incorporatedreference is deemed to be part of
prospectus, except for any information supersegedfbrmation in this prospectus. This prospecheorporated by reference the documents
set forth below that we have previously filed witie SEC. These documents contain important infoaomathout us, our business and our
finances.
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The documents that we are incorporating by refereme:

- Our Annual Report on Form 10-K for the year enBedember 31, 1998, as amended;

- Our Quarterly Reports on Form 10-Q for the quaresmded March 31, 1999, June 30, 1999 and Septe36b&999, as amended; and
- Our Current Reports on Form 8-K, dated Febru&n2®00 and May 25, 1999, as amended.

Any documents which we file pursuant to Section@}3L3(c), 14 or 15(d) of the Exchange Act after date of this prospectus but before the
end of any offering of securities made under thaspectus will also be considered to be incorpdratereference.

If you request, either orally or in writing, we Wirovide you with a copy of any or all documentsiet are incorporated by reference. We
will provide such documents to you free of chatgé,will not include any exhibits, unless thoseibkh are incorporated by reference into
document. You should address written requestsdoumhents to: Safeguard Scientifics, Inc., 435 DeRark Drive, Building 800, Wayne, F
19087, (888) 733-1200, Office of Investor Relations
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INDEPENDENT AUDITORS' REPORT

The Board of Directors and Shareholders
Safeguard Scientifics, Inc:

We have audited the accompanying consolidated balsineets of Safeguard Scientifics, Inc. (the "Camgp) and subsidiaries as of
December 31, 1999 and 1998, and the related cdasedl statements of operations, shareholdersyegoinprehensive income and cash
flows for each of the years in the three-year gkdnded December 31, 1999. These consolidatedcfadastatements are the responsibility of
the Company's management. Our responsibility &xfiress an opinion on these consolidated finastaééments based on our audits. We did
not audit the financial statements of a nonsubsidiasestee. The Company's ownership interestigittvestee company at December 31,
1998 was $35.2 million and its equity in earninghis investee was $7.9 million for the year en@etember 31, 1998. The financial
statements of this investee were audited by othdit@s whose report has been furnished to uspandpinion, insofar as it relates to the
amounts included for this investee, is based saelthe report of the other auditors.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedbhat we plan and perform the audit
to obtain reasonable assurance about whethemthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audits and the report of the other auditors proeideasonable basis for our opinion.

In our opinion, based on our audits and the repfdttte other auditors, the consolidated finandialesnents referred to above present fairly, in
all material respects, the financial position ofeégaard Scientifics, Inc. and subsidiaries as afddeber 31, 1999 and 1998, and the results of
their operations and their cash flows for eacthefytears in the three-year period ended Decemhdr9®B, in conformity with generally
accepted accounting principles.

KPMG LLP

Philadelphia, Pennsylvania
February 28, 2000
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REPORT OF INDEPENDENT ACCOUNTANTS

The Board of Directors and Stockholders
of Cambridge Technology Partners (Massachusetts), |

In our opinion, the consolidated balance sheetthedelated consolidated statements of operatgioskholders' equity and cash flows pre
fairly, in all material respects, the financial fim of Cambridge Technology Partners (Massachs)séhc. (the "Company") at December
31, 1998, and the results of its operations ancaish flows for each of the two years in the pednded December 31, 1998 in conformity
with accounting principles generally accepted i thited States. These financial statements areetiponsibility of the Company's
management; our responsibility is to express aniopion these financial statements based on outsaide conducted our audits of these
statements in accordance with auditing standardergly accepted in the United States, which regthiat we plan and perform the audit to
obtain reasonable assurance about whether thecfal@tatements are free of material misstatenf@ntaudit includes examining, on a test
basis, evidence supporting the amounts and diselssn the financial statements, assessing theuatiog principles used and significant
estimates made by management, and evaluating dralbfinancial statement presentation. We belignag our audits provide a reasonable
basis for the opinion expressed above.

PricewaterhouseCoopers LLP

Boston, Massachusetts

February 2, 1999, except for Note R,
as to which the date

is March 29, 1999
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SAFEGUARD SCIENTIFICS, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS
Current Assets
Cash and cash equivalents
Trading securities
Accounts receivable, less allowances ($5,604-1999
$4,769-1998)
Inventories
Prepaid expenses and other current assets

Total current assets

Property and equipment, net.............c.cc..c...
Ownership interests in and advances to partner comp
Available-for-sale securities
Excess of cost over net assets of businesses acquir

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Current maturities of long-term debt
Accounts payable
Accrued expenses
Deferred taxes

Total current liabilities...........cccccceee...
Long-term debt..........oooiiiiiiiiiiis
Deferred taxes....
Minority interest.................
Other long-term liabilities
Convertible subordinated notes

Commitments and contingencies

SHAREHOLDERS' EQUITY
Preferred stock, $10.00 par value; 1,000,000 and 55
shares authorized in 1999 and 1998, respectively.
Common stock, $0.10 par value -- authorized 500,000
100,000,000 shares in 1999 and 1998, respectively
104,749,317 and 98,398,026 shares issued and outs
in 1999 and 1998, respectively...................
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income
Treasury stock, at cost (3,758,985 shares-1998)....

Total shareholders' equity

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

See notes to consolidated financial statements.

DECEMBER 31,

1999 1998

(IN THOUSANDS EXCEPT SHARE AND
PER SHARE AMOUNTS)

......... $ 49,813 $ 6,257
......... - 143,103
. 259,383 296,003
......... 129.826 138,551
......... 16,488 5,006
......... 455,510 589,010
......... 56,234 96,840
anies.... 529,381 218,999
......... 302,940 84.977
ed,

......... 119,288 65,137
......... 36,526 13,727
......... $1,499,879  $1,068,690
......... $ 11,019 $ 2,366
......... 183,781 161,700
......... 126.871 124578
......... - 48,375
......... 321,671 337,019
......... 14,532 205,044
......... 110,556 12,562
......... 102,808 98,544
......... 175.611 1,317
......... 200,000 71,345
423

,000 and

ianding

......... 10,475 9,840
......... 133,969 55,910
......... 385.120 261,594
......... 45,137 37.204
......... - (21,779)
......... 574,701 342,859
......... $1,499,879  $1,068,690




SAFEGUARD SCIENTIFICS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

YEAR ENDED DECEMBER 31,

1999 1998 1997
(IN THOUSANDS EXCEPT PER SHARE AMOUNTS)

REVENUE

Product sales..........ccoverierieninnnenne . $2,621,124  $1,994,965 $1,724,220

Service sales... ... 318,234 280,178 261,005

Other......cooiiiiiiieiiiee s .. 13,912 11,949 10,458
Total revenue.........cccoocveveeiiiiiereennns ... 2,953,270 2,287,092 1,995,683
OPERATING EXPENSES

Cost of sales -- product............cccceuveeee. ... 2,398,613 1,787,370 1,534,310

Cost of sales -- service...........cccueeeennee ... 207,208 185,561 164,882

Selling and service............. . ... 167,881 172,349 136,646

General and administrative.............c......... ... 143,683 96,647 87,538

Depreciation and amortization.................... ... 36,778 21,738 18,132

ReStructuring........cccooeveveeiiiiieeeenns 387 16,437 -
Total operating eXpenses.........cccvvvveeeeeeenn.. ... 2,954,550 2,280,102 1,941,508

(1,280) 6,990 54,175

Gains on issuance of stock by partner companies.... ... 175,662 3,782 5,772
Other income, Net..........ccccveeviiiveeinnnnnn. ... 107,290 189,883 21,085
Interest iNCOMe.........oocuveeeiiiiinienien. 4,839 2,742 2,474
Interest eXPense........occuveeeeriieeeeieinnnn. ... (35,557) (29,720) (22,359)
INCOME BEFORE INCOME TAXES, MINORITY INTEREST AND

EQUITY INCOME (LOSS).....cceeeiiiieieeiiianenn. ... 250,954 173,677 61,147
INCOME tAXES...cceiiiiiiieeeiieee e ... (66,514) (61,424) (14,336)
Minority interest. (8,936) () (25,727)
Equity income (loss) (51,978) (2,083) 417
NET INCOME.......ccoiiiiiiiiiiiiie e ... $ 123,526 $ 110,123 $ 21,501

..$ 122 $ 115 $ 023
.$ 116 $ 107 $ 0.22

101,134 95,499 93,747
110,910 104,742 95,988

See notes to consolidated financial statements.
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SAFEGUARD SCIENTIFICS, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

ACCUMULATED
COMMON STOCK ADDITIONAL OTHER TR EASURY STOCK
------------------ --- PAID-IN RETAINED COMPREHENSIVE -----
SHARES AMOU NT CAPITAL EARNINGS INCOME SHA RES AMOUNT TOTAL
(IN THOUSANDS EXCEPT SHARE AMOUNTS)

BALANCE -- DECEMBER 31, 1996... 98,398,026 $9, 840 $29,006 $129,970 $7,360 6,69 5,487 $ (7,165) $169,011
Netincome..........ccccoeeee. 21,501 21,501
Stock options exercised, net... 618 (2,01 1,947) 2,035 2,653
Tax benefit of stock option

EXErCISES....ocveriiariins 3,166 3,166
Repurchase of common stock..... 1,17 1,731 (9,488) (9,488)
Conversion of convertible

subordinated notes........... 9,731 (1,16 4,393) 1,279 11,010
Subsidiaries' equity

transactions................. 871 871
Other comprehensive income..... 8,346 8,346
BALANCE -- DECEMBER 31, 1997... 98,398,026 9, 840 43,392 151,471 15,706 4,69 0,878 (13,339) 207,070
Net income..........cccceueee. 110,123 110,123
Stock options exercised, net... (1,935) (1,20 4,893) 4,201 2,266
Tax benefit of stock option

EXErCISes..........cceeuunn. 1,869 1,869
Repurchase of common stock..... 2,29 5,000 (18,672) (18,672)
Conversion of convertible

subordinated notes........... 13,189 (2,02 2,000) 6,031 19,220
Subsidiaries' equity

transactions................. (605) (605)
Other comprehensive income..... 21,588 21,588
BALANCE -- DECEMBER 31, 1998... 98,398,026 9, 840 55,910 261,594 37,294 3,75 8,985 (21,779) 342,859
Net income 123,526 123,526
Stock options exercised, net... 735,597 74 1,700 (81 5,808) 6,136 7,910
Tax benefit of stock option

EXErCISES....ccvvriianiins 7,051 7,051
Issuance of common stock for

acquisition.................. 8,781 (1,32 4,554) 7,721 16,502
Repurchase of common stock..... 15 0,000 (2,695) (2,695)
Conversion of convertible

subordinated notes........... 5,615,694 561 60,384 (1,76 8,623) 10,617 71,562
Subsidiaries' equity

transactions................. 143 143
Other comprehensive income..... 7,843 7,843
BALANCE -- DECEMBER 31, 1999... 104,749,317 $10, 475 $133,969 $385,120 $45,137 - $ - $574,701

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

YEAR ENDED DECEMBER 31,

1999 1998 1997

(IN THOUSANDS)

NET INCOME.....ccooiiiiiiiiiiiiiiceeeeee $123,526 $110,123 $21,501
OTHER COMPREHENSIVE INCOME (LOSS), BEFORE TAXES:
Unrealized holding gains........ccoccevvceeeeee. Ll 59,631 43,676 10,706
Reclassification adjustments.........ccocceeeeeee. Ll (47,565) (10,103) 1,940
RELATED TAX (EXPENSE) BENEFIT:
Unrealized holding gains.......ccccceeevveeee. L (20,871) (15,591) (3,640)
Reclassification adjustments.........ccocceeeeeee. L 16,648 3,606 (660)
OTHER COMPREHENSIVE INCOME.........cccooovvvivees s 7,843 21,588 8,346
COMPREHENSIVE INCOME........ccoooviniiniinene v, $131,369 $131,711 $29,847

See notes to consolidated financial statements.
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SAFEGUARD SCIENTIFICS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES

Net iNnCOME.......ccvvveiiriiiieeeee e

Adjustments to reconcile to net cash provided by
operating activities:
Depreciation and amortization....................
Deferred income taxes..........ccccoevvveeennnne
Equity (income) 10SS.......ccuveeeiiiiiieeane
Gain on issuance of stock by partner companies...
Other income, net..
Minority interest........cccccceveeeeeeeninnnnnns

Changes in assets and liabilities, net of effect of
acquisitions:
Accounts receivable, net............ccccceee
INVENTONIES......evveieiviiiee e
Accounts payable, accrued expenses, and other....

Net cash provided by operating activities.....
INVESTING ACTIVITIES
Proceeds from sales of available-for-sale securitie
Proceeds from sales of partner company ownership
INErestS.......oovviiiieiiiiee e
Advances to partner companies............ccccueeee.
Repayment of advances to partner companies.........
Acquisitions of ownership interests in partner
companies and subsidiaries, net of cash acquired.
Acquisitions by subsidiaries, net of cash acquired.
Proceeds from sale of building.....................
Capital expenditures...................
Other, Net.......ooociieeiiiiecees

Net cash used in investing activities.........
FINANCING ACTIVITIES
Borrowings on revolving credit facilities..........
Repayments on revolving credit facilities..........
Borrowings on long-term debt...............cc......
Repayments on long-term debt
Proceeds from issuance of convertible subordinated

Repurchase of Company common stock.
Issuance of Company common stocK...................
Issuance of subsidiary common stock................

Net cash provided by (used in) financing
ACHVItIES...evveiiieie e

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT S...

Cash and cash equivalents at beginning of period...

CASH AND CASH EQUIVALENTS AT END OF PERIOD

See notes to consolidated financial statements.

YEAR ENDED DECEMBER 31,

1999

1998 1997

(IN THOUSANDS)

... $ 123,526 $110,123 $ 21,501

36,778 21,738 18,132
45,397 28,909 (2,566)
51,978 2,083 (417)
(175,662) (3,782) (5,772)
(107,290) (189,883) (21,085)
5,151 28 15,436
41,595 (32,301) 210,578
102,922 68,840 35,498
3,952 71,182 (120,593)
128,347 76,937 150,712
S... 53,565 3,319 6,438
84,522 91,519 64,880
(56,417) (32,161) (23,163)
8,150 7,689 1,582
(212,294) (112,903) (56,831)
(141,253) (49,679) -
45,466 - -
(10,191) (17,582) (31,314)
(7,931)  (1,988) 449
(236,383) (111,786) (37,959)
1,181,552 796,257 858,450
(1,342,272) (743,503) (976,216)
- 909 3,987
(28,295) (3,178)  (4,155)
... 200,000 - -
ted
(6,178) - -
139,309 -- --
(2,695) (18,672)  (9,488)
7,910 2,266 2,653
2,261 1,645 4,517
151,592 35,724  (120,252)
43,556 875  (7,499)
6,257 5,382 12,881
... $ 49813 $ 6,257 $ 5,382




SAFEGUARD SCIENTIFICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. SIGNIFICANT ACCOUNTING POLICIES
DESCRIPTION OF THE COMPANY

Safeguard Scientifics, Inc. (the Company) is adead incubating and operating what it believestheepremier developing technology
companies in the Internet infrastructure markehwifocus on three sectors; software, communicationl eServices. The Company believes
that its experience developing technology compaitieexpertise in and focus on the Internet infragure business, and the reach of netv
enables it to identify and attract companies whih greatest potential for success in the Intenfedstructure market and to assist these
companies in becoming market leaders.

PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include to®ants of the Company and its majority-owned glibges, including CompuCom
Systems, Inc. (CompuCom), Tangram Enterprise Swistilnc. (Tangram), aligne, incorporated (aligiejsta Knowledge Systems, Inc.
(Arista) and SOTAS, Inc. (SOTAS). The various ietds that the Company acquires in its partner carepare accounted for under three
broad methods: consolidation, equity and cost. dg@icable accounting method is generally deterthiveessed on the Company's voting
interest in a partner company. In 1997, the Comptgblished limited partnerships to hold its owhgyr interests in partner companies. The
Company allocates 10.0% to 12.5% interest in tipasmerships for purchase by Company employeesCbinepany is the sole general
partner and retains the remaining interest. Distidims to limited partners are subject to the admeent of certain thresholds.

Consolidation. Partner companies in which the Comhirectly or indirectly owns more than 50% of thetstanding voting securities are
generally accounted for under the consolidatiorhmebf accounting. Under this method, a partnerpaomg's results of operations are
included within the Company's consolidated statedmehoperations. All significant intercompany agots and transactions have been
eliminated. Participation of other partner compahgreholders in the income or losses of a congelidaartner company is reflected in the
caption "minority interest" in the Company's coidated statements of operations.

Equity Method. Partner companies whose resulteiareonsolidated, but over whom the Company exescsggnificant influence, are
generally accounted for under the equity methoacegbunting. Whether or not the Company exerciggsfgiant influence with respect to a
partner company depends on an evaluation of sefaatalrs including, among others, representatiotherpartner company's Board of
Directors and ownership level, which is generalB08b6 to 50% interest in the voting securities @ flartner company, including voting rig
associated with the Company's holdings in commuoefepred and other convertible instruments in tagrer company. Under the equity
method of accounting, a partner company's restiltperations are not reflected within the Compangissolidated statements of operations;
however, the Company's share of the income or $oskthe partner company is reflected in the captemuity income (loss)" in the
consolidated statements of operations. The Compaaytying value for a partner company accountedrioer the equity method includes
the unamortized excess of the cost of the Compamgkest in the partner company over its equitthimunderlying net assets determined at
the date of acquisition. This excess is amortized straight-line basis generally over ten yeatsiamcluded in "equity income (loss)" in the
consolidated statements of operations.

Cost Method. Partner companies not consolidatettoounted for under the equity method are accountachder the cost method of
accounting. Under the cost method, the Compangiestf the income or losses of such companiestignluded in the Company's
consolidated statements of operations.
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SAFEGUARD SCIENTIFICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

The Company periodically evaluates the carryingi@adf its ownership interests in each of its partmenpanies for possible impairment
based on achievement of business plan objectiviésnilastones, the value of each ownership inténetste partner company relative to its
carrying value, the financial condition and progpexf the partner company, and other relevant facfithe business plan objectives and
milestones the Company considers include, amongraitachievement of planned financial results; detign of capital raising activities;
hiring of key employees; and the value at whictejpehdent third parties have or have committedwteshin its partner companies.
Management then determines whether there has Ipegther than temporary impairment in the carryiatye of its ownership interest in the
partner companies. Impairment charges are recagjinizie consolidated statement of operations.riédve cost basis of a partner company is
not written-up if circumstances suggest the valuda® partner company has subsequently recovered.

CASH AND CASH EQUIVALENTS

The Company considers all highly liquid instrumentth an original maturity of 90 days or less & thme of purchase to be cash equivale
At December 31, 1999, cash and cash equivalentistaf commercial paper and other deposits treateadily convertible into cash.

MARKETABLE SECURITIES

Marketable securities consist of common stock hefaublicly traded companies. Marketable securiéiesstated at market value as
determined by the most recently traded price oheacurity at the balance sheet date. All marketabturities are defined as trading
securities or available-for-sale securities untlergrovisions of Statement of Financial AccountBigndards No. 115, "Accounting for
Certain Investments in Debt and Equity Securities."

Management determines the appropriate classificatigts holdings in marketable securities at fheetof purchase and reevaluates such
determination at each balance sheet date. Avaifablsale securities are carried at fair value glaen quoted market prices, with the

unrealized gains and losses, net of tax, repoedseparate component of shareholders' equitgdingaecurities are carried at fair value,
based on quoted market prices, with the unreal®tdjain or loss included in "other income, netthia consolidated statements of operati

RECEIVABLES SECURITIZATION

CompuCom has an agreement with a financial ingiituhat allows CompuCom to sell, without recouem®] on a revolving basis, an interest
in a portion of its accounts receivable. In accamawith Statement of Financial Accounting Standadd. 125, "Accounting for Transfers
and Servicing of Financial Assets and Extinguishtmef Liabilities" (SFAS 125), these transactions accounted for as a sale of receival
Sales of receivables are reflected as a reduatidadcounts receivable less allowances" on thedatidaded balance sheets. CompuCom is
retained as servicer of the receivables; howeliercost to service the receivables is not material.

FINANCIAL INSTRUMENTS

The Company's financial instruments, principallgltaaccounts receivable, accounts payable, andetexpenses, are carried at cost which
approximates fair value due to the short-term niigtof these instruments. The Company's long-teett ds carried at cost which
approximates fair value as the debt bears intatasttes approximating current market rates. Thevédue of the Company's forward sales
contracts on its Tellabs holdings is $179 millibased on the amount the Company would have togtgrminate these contracts. At
December 31, 1999, the market value of the Compamyivertible subordinated notes was approxim&452 million based on quoted
market prices.
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SAFEGUARD SCIENTIFICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

The Company may selectively enter into agreementsduce the impact of stock market volatility tsmawnership in publicly traded
companies. These may include agreements to pageatst a possible decline in the market valudefarticular company. The Company
does not enter into agreements for trading or dpéee purposes. The counterparties to these agmenare major financial institutions.

INVENTORIES

Inventory consisted primarily of product inventdrgld by CompuCom. Inventory is stated at the logfeaverage cost or market. The
Company continually assesses the appropriatendhs afventory valuations considering obsoleteywstooving and non-salable inventory.

PROPERTY AND EQUIPMENT

Property and equipment are stated at cost lessradated depreciation and amortization. Provisiandiepreciation and amortization is based
on the estimated useful lives of the assets (mgkland leasehold improvements, 3 to 40 years; imarghand equipment, 3 to 12 years) and
is computed using the straight-line method.

EXCESS OF COST OVER NET ASSETS OF BUSINESSES ACQUIRD

Goodwill is amortized on a straight-line basis geailg over 3 to 20 years. Accumulated amortizatecember 31, 1999 and 1998, was
$40.8 million and $29.1 million, respectively. TBempany periodically evaluates goodwill for indioas of impairment based on the
forecasted undiscounted cash flow from the relatesiness activity (including possible proceeds feosale of the business).

IMPAIRMENT OF LONG-LIVED ASSETS AND LONG-LIVED ASSE TS TO BE DISPOSED OF

The Company reviews long-lived assets and certintifiable intangibles for impairment whenevermgeor changes in circumstances
indicate that the carrying amount of an asset nudyoa recoverable. Recoverability of assets todde &nd used is measured by a comparison
of the carrying amount of an asset to forcastedsendnted cash flows expected to be generatedebgdbet. If such assets are considered to
be impaired, the impairment to be recognized issueal by the amount by which the carrying amounhefassets exceeds the fair value of
the assets.

REVENUE RECOGNITION

Product sales are generally recognized upon shipwi#mprovisions made for anticipated returns, ethhistorically have not been material.
Service sales are generally recognized when tivécees rendered or ratably if performed over a/iercontract period. Administrative
service fees (presented as other revenue) reprelsaiges to partner companies for operational asthigement services provided through a
team of Safeguard professionals. Administrativeiserfees are recognized ratably over the termraohedministrative service fee contract.

The Company adopted Statement of Position (SOF2) S@ftware Revenue Recognition for software tratisas entered into beginning
January 1, 1998. The adoption of this SOP did ageta material impact on the Company's revenueyriaon policies. CompuCom derives
software revenues in connection with the sale odg®al computers with standard installed softwaekpges. These revenues are recognized
as a component of product revenues as computeshigmged. Tangram recognizes revenue from softliG@eses, postcontract customer
support (PCS) and related consulting services. Revrom software license agreements and prodies sse recognized upon delivery,
provided that all of the following conditions are&ma non-cancelable license agreement has beeedsithe software has been delivered; no
significant production, modification or customizatiof the software is required; the vendor's
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SAFEGUARD SCIENTIFICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

fee is fixed or determinable; and collection of tesulting receivable is deemed probable. In sofvearangements that include rights to
software products, specified upgrades or gatewR@S§, and/or other services, the Company allochte®tal arrangement fee among each
deliverable based on vendor-specific objective eva®. Revenue from maintenance agreements arenieedgatably over the term of the
maintenance period, generally one year. Consudtihijtraining services, which are not consideredrdis to the functionality of the softwe
products, are recognized as the respective seraieggerformed.

VENDOR PROGRAMS

CompuCom receives volume incentives and rebates éertain manufacturers related to sales of cepaiducts which are recorded as a
reduction of cost of sales when earned. CompuCsmrakeives manufacturer reimbursements for cefrtaiimng, promotional, and
marketing activities that offset the expenses ireiby CompuCom.

STOCK-BASED COMPENSATION

The Company applies Accounting Principles Boardn@pi No. 25, "Accounting for Stock Issued to Emm@eg” (APB 25) for stock options
and other stock-based awards while disclosing @nm#& net income and net income per share as fathealue method had been applied in
accordance with Statement of Financial Accountitep&ards No. 123, "Accounting for Stock-Based Camsption” (SFAS 123).

GAINS OR LOSSES ON ISSUANCE OF STOCK BY PARTNER COMPANIES

At the time a partner company accounted for undeiconsolidation or equity method of accountingsséd common stock at a price different
from the Company's book value per share, the Coypahare of the partner company's net equity ahari§at that time, the partner
company is not a newly-formed, non-operating entityr a research and development, start-up or derent stage company, nor is there
question as to the partner company's ability tdinoe in existence, the Company records the chanige share of the partner company's net
equity as a gain or loss in its consolidated statgmof operations (note 12). Otherwise, the irsaareflected in "subsidiaries' equity
transactions” in the Company's consolidated statésred shareholders' equity.

If gains have been recognized on issuances ofsidiaty's stock and shares of the subsidiary dseesquently repurchased by the subsidiary
or by the Company, gain recognition does not oocuissuances subsequent to the date of a repurahtisseuch time as shares have been
issued in an amount equivalent to the number afndased shares. Such transactions are reflectsglity transactions, and the net effect of
these transactions is reflected in the consolidstaments of shareholders' equity.

DEFINED CONTRIBUTION PLANS

Defined contribution plans are contributory andeoeligible employees of the Company and certaisisliaries. The Company and certain
subsidiaries generally match from 50% to 75% offitst 4% to 6% of employee contributions to thetns. Additionally, the Company
makes annual contributions to a non- contributafing:d contribution pension plan based on 4.5% mdirticipant's eligible compensation.
Amounts expensed relating to these plans wereri8libn, $2.7 million and $1.9 million in 1999, 18%nd 1997, respectively.
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SAFEGUARD SCIENTIFICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
INCOME TAXES

Income taxes are accounted for under the assdiadnility method whereby deferred tax assets aalilities are recognized for the estimated
future tax consequences attributable to differemetaeen the financial statement carrying amouhéxisting assets and liabilities and their
respective tax bases. Deferred tax assets antitiebare measured using enacted tax rates ictdffe the year in which the temporary
differences are expected to be recovered or sefilegleffect on deferred tax assets and liabilities change in tax rates is recognized in
income in the period that includes the enactmetd.da

NET INCOME PER SHARE

Net income per share (EPS) is computed on net iragsing the weighted average number of common sloartstanding during each ye
Diluted EPS includes common stock equivalents @smti-dilutive) which would arise from the exeecof stock options and conversion of
other convertible securities and is adjusted, fliapble, for the effect on net income of such saations. Diluted EPS calculations adjust net
income for the dilutive effect of common stock aliénts and convertible securities issued by the@amy's public subsidiaries or equity
affiliates.

COMMON STOCK

On February 28, 2000, the Board of Directors appdos three-for-one stock split to the Company'settaders of record on March 13, 2000.
All share and per share data have been restatefl¢ot a three-for-one split of the Company's camnrmtock as if the stock split had occurred
as of December 31, 1996.

ACCOUNTING ESTIMATES

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect amounts reported ifinaacial statements and accompanying notes. Aotsalts could differ from those
estimates.

RECLASSIFICATIONS
Certain prior year amounts have been reclassifiegbform to the current year presentation.
COMPREHENSIVE INCOME

Comprehensive income is the change in equity afsiness enterprise during a period from transastiond other events and circumstances
from non-owner sources. Excluding net income, tbenffany's source of other comprehensive incomeis fret unrealized appreciation on
cost method holdings classified as available-fde-dReclassification adjustments result from treognition in net income of unrealized gains
or losses that were included in comprehensive irconprior periods.

SEGMENT INFORMATION

At December 31, 1998, the Company adopted Stateafiétihancial Accounting Standards No. 131, "Discies about Segments of an
Enterprise and Related Information” (SFAS 131) Wwhigquires companies to present financial and gese segment information.

RECENT ACCOUNTING PRONOUNCEMENTS

Statement of Financial Accounting Standards No, 188counting for Derivative Instruments and Hedpifuctivities" (SFAS 133) will
require that an entity recognize all derivativegitiser assets or
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SAFEGUARD SCIENTIFICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

liabilities in the statement of financial positiand measure those instruments at fair value. Toeuating for changes in the fair value of a
derivative will depend on the intended use of thevditive and the resulting designation. SFAS 18Bbe effective for the Company in 20(
The Company is currently evaluating the impactBAS 133.

The Company does not expect the adoption of oreantly issued accounting pronouncements to haign#icant impact on the Company's
results of operations, financial position or caskws.

2. BUSINESS COMBINATIONS
ACQUISITIONS BY THE COMPANY

In February 1999, the Company acquired an 80% gatimnership in aligne in exchange for 1.3 millidvages of the Company's common
stock with a market value of $16.5 million. aligsean information technology management-consultimg that assists its clients in
optimizing investments in technology.

In June 1999, the Company acquired a 75% votingeositip in SOTAS for $9.4 million and assumed cartiaibilities. SOTAS develops,
markets and sells telecommunications technologyraladed products and services.

ACQUISITIONS BY SUBSIDIARIES

In May 1999, CompuCom purchased from ENTEX InfoiovaServices, Inc. certain assets of its Technolgguisition Services Division
(Entex) in a cash transaction. This acquisition stasctured as an asset purchase. Under the tdrins agreement, CompuCom paid
approximately $137 million and assumed certainiliizds for the acquired assets, which consistedharily of inventory, certain fixed assets
and the Erlanger, Kentucky distribution center. iigal purchase price allocation for this acqtigsi is preliminary and may be adjusted
upon completion of the final valuation work.

During 1998, CompuCom completed the acquisitionBathFlex, Inc., Computer Integration Corporatiang ECC Il Corporation, entities
engaged in the sale of microcomputers and relaedces and solutions. The purchase consideratindor these acquisitions was cash of
approximately $27 million, $17 million and $5 mili, respectively. In addition, CompuCom assumdilliiees in connection with these
acquisitions of approximately $22 million, $71 ridti and $3 million, respectively.

These transactions were accounted for as purchasesccordingly, the consolidated financial staets reflect the operations of these
companies since the date of acquisition. The Compad its subsidiaries allocated the purchase poitke assets and liabilities acquired
based on estimated fair value as of the date afisitign. The acquisitions resulted in goodwillagfproximately $110 million which is being
amortized over periods ranging from ten to twerggrng.

The following unaudited pro forma financial infortian (in thousands except per share amounts) pietiem combined results of operations
of the Company as if the acquisitions had occuadf January 1, 1998, after giving effect to deréaljustments, including amortization of
goodwill, increased interest expense on debt rélet¢he acquisitions, and related income tax &gfethe pro forma results of operations are
not indicative of the actual results that would éaecurred had the acquisitions been consummatbe aeginning of the period presented
and is not intended to be a projection of futusatts.
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YEAR ENDED DECEMBER 31,

1999 1998
REVENUES.....ciiiiiiiiiiiiiiicieeee e, $3,577,199 $4,404,852
NetinCOMe....cccvvvveiieiieecceee e $ 117,705 $ 95,064
Net income per share -- diluted.............co.... .. $ 110 $ 0.93

3. FINANCIAL INSTRUMENTS

In 1999, the Company entered into two forward salgracts related to 3.4 million shares of its radd in Tellabs. The Company pledged
these shares of Tellabs for three years and imregeeived approximately $139 million of cash.tidé¢ end of the term, the Company has the
option to deliver cash or Tellabs shares with a@aletermined by the stock price of Tellabs at nitgturhe number of Tellabs shares to be
delivered at maturity ranges from 2.7 million td 8aillion shares (or the cash value thereof). Talaility of $149.4 million related to these
transactions is included in "other long-term ligkak" on the consolidated balance sheets.

In August 1999, the Company completed the pledg@l aff its remaining holdings in Tellabs undenfaird sale contracts that expire in 2002.
As a result of the restrictions on the sale of ¢h&sares under these contracts, the Company chémgetassification of these holdings to
available-for-sale at that time. Therefore, the @any's holdings in Tellabs are included in non-entiassets under the caption "available-for-
sale securities" as of December 31, 1999.

4. OWNERSHIP INTERESTS IN AND ADVANCES TO PARTNEROBMPANIES

The following summarizes the Company's ownershigrasts in and advances to partner companies aexbfor under the equity method or
cost method of accounting (in thousands). The osltiprinterests are classified according to appleabcounting methods at December 31,
1999 and 1998. Market value reflects the priceuifligly traded holdings at the close of busineghatespective date, and exclude warrants
that are not currently exercisable.

DECEMBER 31, 1999 DE CEMBER 31, 1998
CARRYING  MARKET VOTING CAR RYING MARKET
VALUE VALUE INTEREST VA LUE VALUE
EQUITY METHOD
Cambridge Technology Partners.......cccceecveeee. $49,181 $ 254,556 16% $3 5,248 $190,217
ChromaVision Medical Systems........ccccocevveeeeee. 13,626 81,201 27% 1 1,304 22,419
DocuCorp International.........cccoceevvcvveeeees 9,995 22,249 17% --(b) --(b)
Internet Capital Group........ccoevvvvvevcves 189,068 6,169,208 14% 1 9,183 --(a)

86,823(c) 23%

- (@)
........ 16,448 42,853 31%

6,472 16,551

OAO Technology Solutions.... 1
Sanchez Computer Associate 11,686 258,995 26% 1 0,620 91,965
Pac West Telecomm...... L 7,613 62,943 7% 8,913 --(a)
USDATA Corporation.....ccccceveevvcvescescceenees 15,920 82,406 38% 7,053 5,545
US INtEractive......uevvveevieiicicicceeeeeeeee . 9,769 107,795 13% 1 0,832 --(a)
Non-public companies........ccccoccevvveevvces 169,331 8 0,867

492,637 20 0,492
COST METHOD
Non-public companies..........ccocevvveevvces 16,266 2,867
ADVANCES TO PARTNER COMPANIES......ccccoovvveeee e, 20,478 1 5,640

$529,381 $21 8,999

(a) These companies were not publicly traded a8@I9.

(b) DocuCorp was included in available-for-saleusigies at December 31, 1998. The Company incredsewting interest in DocuCorp
during 1999.

(c) LifeF/X acquired all of the equity interestsRdcific Title/Mirage through a reverse triangutzgrger in 1999.
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Internet-related stocks have experienced signifigalatility in recent years. For example, at Debem31, 1999, the market value of the
Company's holdings in Internet Capital Group wa2 $fllion. Based on the high and low stock prize2000, through February 15, 2000,
market value of the Company's holdings in Inte@apital Group has ranged from $4.1 billion to $3ilBon.

At December 31, 1999 and 1998, the Company's ceymalue in its partner companies accounted foeutite equity method exceeded its
share of the underlying equity in the net asseioh companies by $99.1 million and $25.4 milli@spectively. This excess is being
amortized generally over a ten-year period. Amation expense of $9.5 million, $3.3 million and%illion, is included in "equity income
(loss)" in the accompanying consolidated statemeindgerations for the years ended December 319,19898 and 1997, respectively.

As of December 31, 1999 and 1998, the Company tieanees to partner companies which mature on v&dates through May 2004 and
bear interest at fixed rates between 5.3% and 8&variable rates consisting of the prime rate (8&%ecember 31, 1999) plus 1%. The
Company also has short-term advances to partnepawies of $15.0 million and $7.2 million at DecemBg&, 1999 and 1998, respectively,
which is included in "accounts receivable, lesevadinces" on the consolidated balance sheets.

The following summarized financial information feartner companies accounted for under the equithodeat December 31, 1999, 1998
1997 has been compiled from the unaudited finarstéEments of the respective partner companiesediedts certain historical adjustments
(in thousands). Revenue and net income of a pactrapany are excluded for years prior to the yéacquisition.

DECEMBER 31,

1999 1998

BALANCE SHEETS
CUITeNt @SSeLS..uvviieeciiiiee e, $2,148,361 $453,829
Non-current assetS.....ccceeeevveeeeeevevvviiieees . 1,006,726 187,797

Total @SSetS....coovvvieeeciieeiieeveeeeee $3,155,087 $641,626
Current liabilities.........ccccoevveveeevvveeece. $ 348,995 $198,683
Non-current liabilities...........c.ccccoeveeeeeee L 740,983 26,106
Shareholders' equity.......cccoovvvvvveeevenene. L 2,065,109 416,837

Total liabilities and shareholders' equity....... ... $3,155,087 $641,626

YEAR ENDED DECEMBER 31,

1999 1998 1997

RESULTS OF OPERATIONS
Revenue:

Public companies........cccevveviiiiceeneee. $1,074,315 $792,320 $574,267

Non-public companies.........cccoccvvvvvvvvvenen. L 135,262 49,734 41,797
$1,209,577 $842,054 $616,064

Netincome (I0SS).....cccevvveviiiiiieeiceeaee $(185,748) $ 7,503 $ 11,857
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5. AVAILABLE-FOR-SALE SECURITIES

Available-for-sale securities consisted of thedwling (in thousands):

DEC EMBER 31, 1999 DECEMBER 31, 1998

CARRY ING MARKET CARRYING  MARKET

VALU E VALUE VALUE VALUE
Tellabs.....ccoooiiiiiiiiee, $212, 731 $216595 $ (@) $ --(a)
Diamond Technology Partners................. 710 57,436 3,120 21,337
First Consulting Group.............cccueee. 9, 115 9,023 8,490 11,308
ALt 1, 457 1,532 2,035 32,299
Brandywine Realty Trust...........c.cc...... 8, 561 8,177 8,561 8,926
DocuCorp International..................... --(b) -(b) 3,226 8,035
Other public companies.............ccc...... 6, 480 10,177 2,177 3,072
Unrealized appreciation..................... 63, 886 57,368

$302, 940 $84,977

(a) At December 31, 1998, Tellabs is included iading securities" on the consolidated balancetshégee note 3)

(b) In 1999, the Company acquired an additionalenship interest in DocuCorp. As a result, Docudsr@ccounted for under the equity
method at December 31, 1999.

6. PROPERTY AND EQUIPMENT

Property and equipment consisted of the followinglousands):

DECEMBER 31,

1999 1998
Land, building and improvements..........cccceee... ... $36,642 $ 75,204
Machinery and equipment..........ccoceevvvceeeee. L 67,904 65,128

104,546 140,332
Accumulated depreciation and amortization.......... ... (48,312) (43,492)

$56,234 $96,840

In 1999, CompuCom sold its corporate headquarigitdibg in a sale/leaseback transaction for appnately $40 million. The proceeds from
the sale were used to pay down CompuCom's long-detrh As part of the transaction, CompuCom entereda 20-year operating lease on

the building.
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7. LONG-TERM DEBT
The following is a summary of long-term debt (iotisands):

DECEMBER 31,

1999 1998
Parent Company and Other Recourse Debt
Revolving credit facilities..........ccccceeeeeeee. L $ - $108,107
Other. i 25,325 15,874

25,325 123,981
Subsidiary Debt (Non-Recourse to Parent)

COMPUCOM..ceiiiieeee e - 83,429
Other. i 226 --

226 83,429
Total debt....coocvieiiiiieee 25,551 207,410
Current maturities of long-term debt............ .~ ... (11,019) (2,366)
Long-term debt........ccoveevveeviiniceeeees $ 14,532  $205,044

The Company has available $200 million under itskt@volving credit facilities. Of the $200 millio150 million matures in May 2002.
Borrowing availability under the facility is based the fair market value of the Company's holdiofysertain publicly traded companies (the
"Pledged Securities"). The remaining $50 milliomusecured, with availability limited to the leseé$50 million or 10% of the value of the
Pledged Securities. The $50 million facility matune April 2000. The Company intends to renew tB@ fillion bank revolving credit
facility in 2000. The bank revolving credit facylibears interest at the prime rate and/or, at hrafgany's option, at LIBOR (approximately
5.82% at December 31, 1999) plus 1.25% and is sutgjea commitment fee ranging from 0.2% to 0.3%heunused potion. There were no
borrowings outstanding under the facilities at Deber 31, 1999. The Company borrowed a maximum 46%Lmillion and $123.2 million
during 1999 and 1998, respectively. The creditlifaes generally require some or all of the follaygi the maintenance of specified levels of
tangible net worth, debt to tangible net worth aetlincome, specified interest coverage ratios liamthtions on the amount available for
acquisitions, dividends and capital expenditures.

During 1999, the Company had revolving credit itie with certain partner companies whereby thenany borrowed up to $20 million
from these partner companies on a revolving basigate that varies with the Company's effectivedwing rate. As of December 31, 1999,
there were no borrowings under these facilities.

Other longterm debt includes mortgage obligations and baeditfacilities of consolidated partner companigsese obligations bear inter
at rates ranging from 7.75% to 9.75%.

At December 31, 1999, CompuCom has a $200 milliorkimg capital facility and a $250 million receilab securitization facility. The $200
million working capital facility bears interestatate of LIBOR plus an agreed upon spread anecisred by certain assets of CompuCom.
This facility is fully available subject to a bowing base and compliance with certain financialestants and ratios. As of December 31,
1999, CompuCom had sufficient collateral to endbtie fully utilize the working capital facility, red there were no amounts outstanding as of
December 31, 1999. The working capital facilityleé reduced by $25 million in May 2000, and masgtireMay 2002. The securitization
facility allows CompuCom to sell, without recoura®, interest in its accounts receivable on a remnglbasis and is accounted for as a sale of
accounts receivable in accordance with SFAS 126.€ffective rate on the $250 million receivablesusitization is based on a designated
short-term interest rate (6.26% at
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December 31, 1999) plus an agreed upon spreadseébigitization matures in May 2002, and is sulijeciertain covenant compliance. The
securitization facility was fully utilized at Decéxer 31, 1999.

Aggregate maturities of long-term debt during fetyears are (in millions): $11.0 -- 2000; $0.8002; $1.0 -- 2002; $1.2 -- 2003; $1.0 --
2004; and $10.6 -- thereafter.

8. CONVERTIBLE SUBORDINATED NOTES

In June 1999, the Company issued $200 million ofca¥tvertible subordinated notes (1999 notes) daoe 16, 2006. Interest is payable semi-
annually. The 1999 notes are redeemable in whaie jpart at the option of the Company on or afterel18, 2002, for a maximum of 102.5%
of face value depending on the date of redemptiohsaibject to certain restrictions. The 1999 natesconvertible into the Company's
common stock subject to adjustment under certaidlitions including rights offerings and Safeguatd&cription Programs to the Compal
shareholders. Pursuant to the terms of the 19984\ tite conversion rate of the Notes at Decemhet@P was $25.0147 per share.

In April 1999, the Company notified the holderstsfpreviously issued convertible subordinated 8¢1996 notes) of its intent to redeem alll
of the outstanding 1996 notes on June 2, 199%ditlers converted the 1996 notes into common stack999, 1998 and 1997, $71.3
million, $19.5 million and $11.3 million of noteespectively, were converted into 7.4 million, tadlion and 1.2 million shares, respective
of the Company's common stock. The Company recardslareholder's equity the principal amount ef¢bnverted notes, as well as
forfeited interest and a proportionate share ofréi@ed unamortized deferred financing charges.

9. ACCRUED EXPENSES
Accrued expenses consisted of the following (iruands):

DECEMBER 31,

$35,351 $ 23,569
24,083 18,903

Accrued payroll and payroll taxes..................
Accrued cost of software and license:

Accrued restructuring charge..............ccce.. . 1,800 14,088
ACCIUEA tAXES...oveeiiiiiie i - 13,643

L 1 =Y ORI 65,637 54,375
Totaloiioiiiiii e $126,871 $124,578

10. SHAREHOLDERS' EQUITY
COMMON STOCK

The Company repurchased approximately $3 millicsh &0 million of its common stock in the open maiikel999 and 1998, respectively,
at an average price of $17.97 in 1999 and $8.1D@8. The Company is authorized to purchase up edditional $16 million at December
31, 1999.

PREFERRED STOCK

Shares of preferred stock, par value $10 per shagesoting and are issuable in one or more saiitbsrights and preferences as to dividends,
redemption, liquidation, sinking funds, and coni@rsletermined by the Board of Directors. Durin@99the Company approved an increase
in the number of authorized blank check prefertedls At December 31, 1999, there were one milibares authorized and none
outstanding.
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SHAREHOLDERS' RIGHTS PLAN

In February 2000, the Company adopted a sharelsldigits plan. Under the plan, each shareholdegatfrd on March 24, 2000 will receive
the right to purchase 1/1000 of a share of the Gy Series A Junior Participating Preferred Stidke rate of one right for each share of
the Company's common stock then held of recordn BA000 of a share of the Company's Series A giRdadicipating Preferred Stock is
designed to be equivalent in voting and divideigthts to one share of the Company's common stoakrights will be exercisable only if a
person or group acquires beneficial ownership & 1B more of the Company's common stock or commseadender or exchange offer that
would result in such a person or group owning 15%more of the Company's common stock. If the rigltdecome exercisable, the
Company's shareholders, other than the sharehdltrsaused the rights to become exercisable pwilible to exercise each right at an
exercise price of $300 and receive shares of thepaay's common stock having a market value equappooximately twice the exercise
price. As an alternative to paying the exercisegin cash, if the directors of the Company sordatee, shareholders may elect to exercise
their rights and, without the payment of any exarqirice, receive half the number of shares of comstock that would have been received
had the exercise price been paid in cash.

STOCK BASED COMPENSATION

In 1999, the Company's shareholders approved 8@ Equity Compensation Plan, which provides forghant of stock options, restricted
stock awards, stock appreciation rights and perdmice units to employees, directors, and consultamtilly, 9,000,000 shares were
reserved for issuance. Prior to this approval kstqations were granted under the 1990 Stock ORian. Additionally, in 1999, the Compa
granted 300,000 options outside of existing opfilams. Generally, outstanding options vest over j@ars after the date of grant and expire
eight years after the date of grant. To the exaéatvable, all grants are incentive stock optioNsoptions granted under the plans to date
have been at prices which have been equal to thméaket value at the date of grant. At Decemierl®99, the Company reserved 13.9
million shares of common stock for possible futissiance under its stock option plans. Severalidiabbigs and most partner companies also
maintain stock option plans for their employees dinelctors.

At December 31, 1999, 1998 and 1997, outstanditigrgpto purchase approximately 214,000, 240,0@01a506,000 shares of common
stock at an average price of $34.01, $11.79 andB$Jfer share were anti-dilutive and are not inetlish the calculations of diluted EPS,
because the options' exercise price was greateittieaaverage market price of common shares fdr empective period.

Option activity is summarized below (in thousangsept per share amounts):

1999 1998 1997
WEIGH TED WEIGHTED WEIGHTED
AVERA GE AVERAGE AVERAGE
EXERC ISE EXERCISE EXERCISE
SHARES PRIC E SHARES PRICE SHARES PRICE
Outstanding at beginning of
(V=L | SRR 4,791 $7. 36 5211 $586 6,234 $361
Options granted................... 4,056  27. 59 936 9.12 1,050 10.53
Options exercised................. (1,615) 5. 58 (1,323) 2.04 (2,019 1.52
Options canceled.................. (135) 10. 12 (33) 11.99 (54) 7.63
Outstanding at end of year........ 7,097  $19. 28 4791 $7.36 5211 $586
Options exercisable at year-end... 1,865 2,589 2,601
Shares available for future
(o] 7= 14 | AP 6,759 1,518 2,421
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The following summarizes information about the Camys stock options outstanding at December 319:199

OPTIONS OUTSTANDING OPTIONS EXERCISABLE
WEIGHTED AVERAGE WEIGHTED WEIGHTED
RANGE OF NUMBER REMAINING AVERAGE NUMBER AVERAGE
EXERCISE OUTSTANDING CONTRACTUAL LIFE EXERCISE EXERCISABLE EXERCISE
PRICES (IN THOUSANDS)  (IN YEARS) PRICE (IN THOUSANDS) PRICE
$0.90-$1.92 474 1.80 $1.35 474 $1.35
7.00- 9.75 1,406 5.51 8.27 806 7.83
10.33- 11.27 1,103 5.52 10.80 551 10.84
11.96- 14.21 1,648 7.08 12.37 34 13.25
20.09- 30.98 919 7.49 23.88 0 0.00
45.47 1,547 7.96 45.47 0 0.00
$ 0.90- $45.47 7,097 6.42 $19.28 1,865 $7.17

The Company, its subsidiaries, and its partner @nigs accounted for under the equity method applB &5 and related interpretations in
accounting for stock option plans. Had compensatast been recognized consistent with SFAS 123Cthapany's consolidated net income
and income per share would have been reduced fréh®rma amounts indicated below (in thousandepkper share amounts):

YEAR ENDED DECEMBER 31,

1999 1998 1997

Consolidated net income........... Asreported.... .. $123,526 $110,123 $21,501
Pro forma..... L. $110,057 $99,411 $17,314

Income per share

BasiC.....cccooveeiiiiiiiene Asreported.... L. $ 122 $ 115 $ 0.23
Pro forma..... L. $ 109 $ 104 $ 0.18

Diluted........c.cccevveenneen. Asreported.... . $ 116 $ 1.07 $ 0.22
Pro forma..... L. $ 104 $ 097 $ 0.18

Per share weighted average fair value of stock opti ons

issued on date of grant.........cccccoeveeeeeee. L $ 1595 $ 4.38 $ 4.99

The following range of assumptions were used byQbmpany, and its subsidiaries, and its compartesuamted for under the equity method
to determine the fair value of stock options grernite1999, 1998 and 1997 using the Black-Scholé®pricing model:

YEAR ENDED DECEMBER 31,

1999 1998 1997
COMPANY
Dividend yield..............c.......... 0% 0% 0%
Expected volatility.................... 60% to 7 5% 48% 45%
Average expected option life........... 5yea rs 5years 5 years
Risk-free interest rate................ 5.3% to 6. 6% 4.4%105.8% 5.9% to 6.0%

YEAR ENDED DECEMBER 31,

1999 1998 1997
SUBSIDIARIES AND EQUITY METHOD
COMPANIES
Dividend yield...........cc.cceoenn. 0% 0% 0%
Expected volatility.................... 0% to 10 0% 0%to100% 0% to 100%
Average expected option life........... 4to5yea rs 4to6years 4to6 years
Risk-free interest rate................ 5.0% to 6. 6% 4.2%1t05.9% 5.9% to 6.8%
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11. RESTRUCTURING

In October 1998, CompuCom's Board of Directors apgd a restructuring plan designed to reduce Corapu€cost structure by closing
certain facilities and reducing CompuCom's workéors a result, CompuCom recorded a restructuttidgge in the amount of $16.4 millic
The following table provides a detail of the char@y category as a roll forward of the restrucyidccrual through December 31, 1999 (in
thousands):

RESTRUCTUR ING ACCRUAL AT CASH ACCRUAL A T
CHARGE 12/31/98 OUTLAYS OTHER  12/31/99
Lease termination costs................ $ 7,259 $6,415 $5175 $ -  $1,240
Employee severance and related
benefits........ccccooiiiiinenn. 3,804 2,986 2,293 133 560
Disposal of assets, net of proceeds.... 3,044 2,907 - 2,907
Other....ooovvniiiiiiiece, 2,330 1,780 1,780 -
Total.eoiieeiieeee e $16,437 $14,088  $9,248 $3,040 $1,800

The $1.8 million and $14.1 million accrued at Debem31, 1999 and 1998 are reflected in "accrueemrsgs" on the Company's consolid:
balance sheet. CompuCom recorded approximatelyrilllidn of additional costs relating to the restiuring primarily due to additional
expenses for disposal of assets and other charges.

The lease termination costs represents the estincatts for 65 facilities throughout the countnetther fulfill CompuCom's obligation und
a signed lease contract, the net expense expectedihcurred to sublet certain facilities, or éstimated amount to be paid to terminate the
lease contract before the end of the term. Emplegegerance and related benefits represents timeagst costs for a reduction in workforce
that included 457 associates in sales, serviceadministration, and 2 executive officers. Othetrteguring charges primarily consists of
costs incurred to ship fixed assets to CompuCogasljuarters. The remaining accrual relates todsekethat have not been sublet or
terminated and the remaining severance paymeits toade to an executive officer in 2000.

The remaining restructuring accrual at Decemberl9%9 is not expected to differ significantly framotual amounts to be paid.
12. GAINS ON ISSUANCE OF STOCK BY PARTNER COMPANIES
Gains on issuance of stock by partner companiesisten of the following (in thousands):

YEAR ENDED DECEMBER 31,

1999 1998 1997

Internet Capital Group........c..ccoeeevveevennen. ... $172934 $ - B -
Cambridge Technology Partners............cc....... 326 3,598 3,57
Other ...t e 2,402 184 2,193

$175,662 $3,782 $5,772

Gains on issuance of stock by partner companiesisten primarily of issuance by Internet Capitab@ of 31 million shares of its common
stock in its IPO in August 1999, seven million #saof its common stock in a secondary public affgrn December 1999, and approxima
three million in private placements and acquisgicompleted in the fourth quarter of 1999. Thegctefain represents the increase in the
Company's share of Internet Capital Group's neity@s a result of its stock issuances. The Compaayided for deferred income taxes
resulting from the gain on issuance of stock bgrmét Capital Group.
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The Company recorded gains on stock issued by Gdgei echnology Partners as a result of employaeksiption exercises. The Compe
provided for deferred income taxes resulting fréwa gain on issuance of stock by Cambridge.

13. OTHER INCOME, NET
Other income, net, consists of the following (indkands):

YEAR ENDED DECEMBER 31,

1999 1998 1997

Gain on the Coherent/Tellabs merger................ . $ - $245261 %
Unrealized gain (loss) on Tellabs stock............ . 78,163 (48,549)
Gain on sale of Diamond stockK...................... . 41,108 - 4,954
Gain on sale of Internet Capital Group stock....... . 9,332 -
Gain on sale of Pac-West stocK..................... . 7,113
Gain on sale of Cambridge Technology Partners

StOCK. e . - 15,016 15,209
Gain on sale of other public holdings.............. . 7,383 2,677 2,720
Gain on distributions from private equity funds.... . 4,590 9,945 2,261
Gain on First Consulting Group/Integrated Systems

Consulting Group Merger.........ccccceevuveeenn. . - 6,586
Other, primarily impairment charges................ . (40,399) (41,053) (4,059)

$107,290 $189,883 $21,085

In August 1998, Tellabs acquired Coherent, andtimpany received approximately 7 million shareguged for May 1999 two-for-one
stock split) of Tellabs in exchange for all of @sherent shares. The market value of the Tellahestreceived on the date of exchange was
used to determine the gain. Subsequent to the meéhgeCompany's holdings in Tellabs were refledtetthe Company's results of operations
as an unrealized gain (loss). In August 1999, the@any completed the pledge of all its holding$éllabs under forward sale contracts that
expire in 2002. As a result of the restrictionstlom sale of these shares under these contractSptn@any changed the classification of these
holdings to available-for-sale. Therefore, charigdbe fair value of the Company's remaining Tedlabldings are now recorded as an
adjustment to other comprehensive income in shédehs equity.

For the years ended December 31, 1999, 1998 and 89 Company recorded impairment charges of $3l®n, $35.8 million and $12.3
million, respectively, for the other than temporadscline in the carrying value of certain partn@mpanies.

14. INCOME TAXES
The provision (benefit) for income taxes is comgdi®f the following (in thousands):

YEAR ENDED DECEMBER 31,

1999 1998 1997

CUIMTENL....viieiiee et .. $21,117 $32,515 $16,902
Deferred........cccoovvveeeieeieiiiiiinn, ... 45397 28,909 (2,566)

$66,514 $61,424 $14,336

State taxes on income included above............... .. $ 565 $ 776 $2,235
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Total income tax expense differed from the amouantaputed by applying the U.S. Federal income téx0835% to income before income

taxes as a result of the following:

YEAR ENDED DECEMBER 31,

1999 1998 1997

Statutory tax provisSion.......ccceeeveveeeeeveneee L 35.0% 35.0% 35.0%
Increase (decrease) in taxes resulting from:
Non-deductible goodwill amortization............. . ... 1.0 09 34
Book/tax basis difference on securities sold..... ... 1.7y (©.4) -
State taxes, net of federal tax benefit........ . ... 02 04 41
Income taxed at rates other than statutory rate.. ... 05 (0.1) (2.5

35.0% 35.8% 40.0%

The tax effects of temporary differences that gise to significant portions of the non-currentateéd tax assets and deferred tax liabilities

are presented below (in thousands):

DECEMBER 31,

1999 1998

Deferred tax assets:
Subsidiary/investee carrying values............... .~ .. $ 22,010 $ 3,656
Accounts receivable and inventories, reserves and t ax

capitalized COStS.....vvvvuviiiiiiiieieeeeeeees 14,152 17,132
Other..ioiiiiieeeee 3,400 15,865
Gross deferred tax assetS.....cccooevveeevvceeeees L. 39,562 36,653
Less valuation allowance...........cccoocvveeeee. . -- (850)
Deferred tax assets......cccoovvvveeviciveeennees L. 39,562 35,803
Deferred tax liabilities:
Subsidiary/investee carrying values.......ccc...... ... (123,709) (16,472)
Accelerated depreciation..........cccoeeeevvceeeee. L (626) (3,252)
Unrealized appreciation on holdings.........c....... ... (24,943) (20,075)
Other.iiiiiiie e (840) (8,566)
Deferred tax liabilities..........cccococeeeeeeee. L (150,118) (48,365)
Net deferred tax liabilities..........ccccceeeeeeee. L $(110,556) $(12,562)

At December 31, 1998, the above table excludedd®ddlion of current deferred tax liabilities atiritable to the difference between the book

basis and tax basis of the Company's holdings liad%

The valuation allowance at December 31, 1998, edltd the uncertainty surrounding the realizatibtaw benefits attributable to the
difference between the book basis and tax basisrtdin of the Company's partner holdings. Tax fisneelating to changes in the valuation
allowance for deferred tax assets are reported ascame tax benefit in the consolidated statemehtgperations in the period recognized.

The Company has not recognized a deferred taxitiafor the difference between the book basis &ndbasis of its holdings in the common
stock of its subsidiaries (such difference relg@sarily to unremitted income of the subsidiarjdgcause the Company does not expect this
basis difference to become subject to tax at therpdevel. The Company believes it can implementain tax strategies to recover its bas

these subsidiaries tax-free.
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15. NET INCOME PER SHARE
The calculations of EPS were (in thousands excepsipare amounts):

YEAR ENDED DECEMBER 31,

1999 1998 1997

Basic EPS:
Net iNCOME.......ccoviiiiiiiiiieiee e . $123,526 $110,123 $21,501
Average common shares outstanding.................. . 101,134 95,499 93,747
BasiC EPS.....ccoiiiieieee e, .$ 122 $ 115 $ 0.23
Diluted EPS:
Net iNCOME.......cooeiiiiiiiiiieiee e . $123,526 $110,123 $21,501
Effect of: Public holdings(a)...........c.ccuue.... . (595) (606)  (328)
Dilutive securities(b)................... . 5,178 2,967 --
Adjusted net income...........ccccoceeviieiiinne . $128,109 $112,484 $21,173
Average common shares outstanding.................. . 101,134 95,499 93,747
Effect of: Dilutive options...............cc...... . 2,605 1,662 2,241
Dilutive securities(b)................... . 7,171 7,581 -
Average number of common shares assuming dilution.. . 110,910 104,742 95,988
Diluted EPS........cocoiiiiieeiieeiieeeee s .$ 116 $ 1.07 $ 0.22

(a) Represents the dilutive effect of public compaommon stock equivalents and convertible seeutiti

(b) For the year ended December 31, 1997, the &¢888ertible subordinated notes were anti-dilutiherefore, they do not impact the
calculation of diluted EPS in 1997.

16. RELATED PARTY TRANSACTIONS

The Company charges administrative service feesrtain partner companies for strategic and opmratisupport that it provides in the
normal course of its business. These servicesarerglly provided by the Company's employees atsidaiconsultants. In 1999, 1998 and
1997, the Company received $1.9 million, $2.1 milland $2.2 million, respectively, for these sersicThe costs related to these services are
included in general and administrative expenses.

The Company's partner companies have transactiaghe inormal course of business with other partoarpanies. For example, CompuCom
incurred consulting related expenses of $3.5 mnilfar services provided by other Safeguard partperpanies. Additionally, in 1999, the
Company leased space to certain partner companies.

During 1999, the Company repaid aggregate indebtiof $20 million under revolving credit facilgiéo certain partner companies. There
were no borrowings under these revolving credillifees at December 31, 1999.

In 1999, the Company purchased 367,866 sharesrmgfr@im for approximately $800,000 from an officed afirector of Tangram.

In 1999, the Company loaned an officer of the Camygg500,000 evidenced by a term note receivabterdst on the note accrues at the
prime rate (8.5% at December 31, 1999), and priad@pd interest on the notes is due in July 2002909, the Company loaned an officer
and a director of CompuCom $806,078 to exercise Litom stock options. Interest on the note accruasate of 4.3%

F-24



SAFEGUARD SCIENTIFICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

per annum, and principal on the note is due on Beee 31, 2001. Also in 1999, CompuCom loaned oritsaffficers $625,950 to exercise
CompuCom stock options. Interest on the note ascatia rate of 5.7% per annum, and the loan idNdwember 2000.

In 1998, the Company loaned an officer and direafdhe Company $500,000 evidenced by a term remteivable. The note was fully repaid
in March 1999. Also in 1998, CompuCom loaned twiicefs and directors $796,875 and $2.0 million eniced by term notes receivable.
Interest on the notes accrue at rates of 4.3% d®d per annum, respectively. Principal on the nteie on December 31, 2001, and
October 22, 2001, respectively. The loan proceezt®e wsed to exercise stock options.

17. COMMITMENTS AND CONTINGENCIES

The Company and its subsidiaries are involved hioua claims and legal actions arising in the cadjncourse of business. In the opinion of
management, the ultimate disposition of these msattédl not have a material adverse effect on toenany's consolidated financial position
or results of operations.

The Company and its subsidiaries conduct a podfadts operations in leased facilities and leasashinery and equipment under leases
expiring at various dates to 2019. Total rentalezge under operating leases was $12.4 million,7&hillion and $10.2 million in 1999, 1998
and 1997, respectively. Future minimum lease paysn@mder non-cancelable operating leases withalroti remaining terms of one year or
more at December 31, 1999, are (in millions):

$12.0 -- 2000; $10.3 -- 2001; $8.8 -- 2002; $7.2003 and $6.1 -- 2004.

At December 31, 1999, the Company was contingaitligated for approximately $29 million of guaramommitments. In addition, the
Company has committed capital of approximately $&l8on to various partner companies and privataity funds, to be funded over the
next several years.

The Company has informed the staff of the Federatl@ Commission (FTC) of the Company's inadveffghire to file Premerger
Notification Forms under the Hi-ScottRodino Antitrust Improvements Act of 1976 in conti@e with acquisitions of stock of certain part
companies. The FTC has not informed the Company afether they intend to seek a fine from the Canygn connection with the failure
to file timely Forms for these transactions. Beeaoisthe early stage of our discussions of thigassith the staff of the FTC, we are unabl
estimate the amount, if any, of the Company's aiteriability to the FTC.

Because many of its parther companies are not iyamrned subsidiaries, changes in the value ofGbmpany's interests in partner
companies and the income or loss attributablegmtbould require the Company to register undetrthestment Company Act unless it tal
action to avoid being required to register. Howetlee Company believes it can take steps to aveitigorequired to register under the
Investment Company Act which would not adversefgctfits operations or shareholder value.

18. PARENT COMPANY FINANCIAL INFORMATION

The Company's consolidated financial statementthivyears ended December 31, 1999, 1998 and &8@¢trcertain entities accounted for
under the consolidated method of accounting asigésa in Note 1.

Parent company financial information is providegtesent the financial position and results of apjens of the Company as if the
consolidated companies were accounted for undexdbity method of accounting for all periods presdrduring which the Company owned
its interest in these companies.
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BALANCE SHEETS

DECEMBER 31,

1999 1998
Assets
Cash..i e $ 33,536 $ 1,486
Trading SECUNtI€S....ccovvvciiiieeiiiiieeeeeeee -- 143,103
Other current @ssets......ccccvvvvvvvvvvenenes 39,204 29,280
Ownership interests in and advances to partner
COMPANIES...cceeeveiiiiiiiiiieeeeeeaeeeee 687,925 348,237
Available-for-sale securities.............ceeee..— L 302,940 84,977
Other..cooiiii e 45,584 30,212
Total @SSetS....cccvvvevcieeiie e $1,109,189 $637,295

Liabilities and Shareholders' Equity
Current liabilitieS....ccccccovvvvvevceneene L $ 35,621 $80,824

Long-termdebt.....ccoveveeiviiiiiiieee 14,354 123,115
Other long-term liabilities............cccoeeec.. . 284,513 19,152
Convertible subordinated notes.........cccc...... .~ .. 200,000 71,345
Shareholders' equity..........oooevevvvvveeeee 574,701 342,859

Total liabilities and shareholders' equity........ ... $1,109,189 $637,295

The carrying value of its less than wholly ownetsidiaries, primarily CompuCom, Tangram, aligne,T®S and Arista at December 31,
1999, and CompuCom and Tangram at December 31,dr@98cluded in "ownership interests in and adearto partner companies."

The carrying value and market value of CompuColetember 31, 1999 was $128 million and $116 millrespectively. The carrying
value and market value of Tangram at December @49 Was $4 million and $85 million, respectively.

STATEMENTS OF OPERATIONS

YEAR ENDED DECEMBER 31,

1999 1998 1997

REVENUE.....coviiiie e $14,849 $12,769 $27,289
Operating eXpensSes.....ccccoeeevevevvvccvvveeneees 51,343 25,868 38,239
(36,494) (13,099) (10,950)
Gain on issuance of stock by partner companies..... ... 175,662 3,782 5,772
Otherincome, Net......ccccovvevviceeeniceeeee 107,290 189,883 18,253
Interest, Net....cccceeeviiiiiiiiiic s (6,764) (7,587) (4,234)
Income before income taxes and equity income (loss) ... 239,694 172,979 8,841
INCOME taXES..covvvveeeeieiiiiciieeeeeeeee (61,884) (61,010) (2,213)
Equity income (I0SS)....cccvvveeviiiiieeeiccs (54,284) (1,846) 14,873
NetinCOME....cccvvvveiiiieee e $123,526 $110,123 $21,501

The Company's share of the income or losses of Q@om and Tangram for 1999, 1998 and 1997 and al§®&AS and Arista for 1999 ¢
reflected in the caption "equity income (loss)".
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19. SUPPLEMENTAL NON-CASH FINANCING AND INVESTING BATIVITIES

During the years ended December 31, 1999, 1998 89d, the Company converted $12.9 million, $10.8ani and $3.5 million,
respectively, of advances to partner companiesantaership interests in partner companies. Addéiignin 1999, in connection with the
reverse merger of Pacific Title/Mirage into LifeF/fke Company received warrants convertible inforaximately 10 million shares of
LifeF/X in exchange for conversion of all of thetstanding debt of Pacific Title/Mirage.

Interest paid in 1999, 1998 and 1997 was $39.3anjli$31.5 million and $21.9 million, respectivebdf,which $7.3 million, $4.9 million and
$5.8 million in 1999, 1998 and 1997, respectivedyated to the Company's convertible subordinateds

Cash paid for taxes in the years ended December9®B, 1998 and 1997 was $36.6 million, $9.8 millamd $13.5 million, respectively.

As discussed in Note 2, the Company acquired areship interest in aligne in exchange for approxétyal.3 million shares of the
Company's common stock.

In 1999, $71.3 million of convertible subordinateates (1996 notes) were converted into 7.4 millibares of the Company's common stock.

During the years ended December 31, 1999, 1998 88d, the Company received stock distributions fitsnmterests in venture funds witt
fair value of $4.3 million, $1.8 million and $1.9illion, respectively.

During the year ended December 31, 1998, the Coyngarhanged all of its holdings in Coherent anédnated Systems Consulting Group
for shares of Tellabs and First Consulting Groeppectively.

20. OPERATING SEGMENTS

The Company's reportable segments determined or@dacce with SFAS 131 are General Safeguard OpamtPartner Company
Operations, and CompuCom Operations. General Safé@dperations represents the expenses of provatiiategic and operational support
to the Company's partner companies, and the redabadnistrative costs. General Safeguard Operatitstsincludes the effect of transactions
and other events incidental to the Company's ovaigiaterests in our partner companies and the Gayip operations in general. Partner
Company Operations reflect operations of all partmenpanies other than CompuCom. CompuCom Opegatiftect the results of
operations of CompuCom.
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The following summarizes information related to @@mpany's segments. All significant intersegmetitsly has been eliminated. Assets
the owned or allocated assets used by each oppsmgment.

YEAR ENDED DECEMBER 31,

1999 1998 1997

SUMMARY OF CONSOLIDATED NET INCOME

General Safeguard Operations..........c..cceeeeeeee. e $ 158,553 $ 109,689 $ 3,599
Partner Company Operations..... — e (42,739) 358 (210)
CompuCom OperationS........occoveeevvcveeeenneees . 7,712 76 18,112

$ 123,526 $ 110,123 $ 21,501

GENERAL SAFEGUARD OPERATIONS

REVENUE. ..o $ 13912 $ 11,949 $ 10,458

Operating expenses
General and administrative..........ccceeeeeeee. L 43,429 24,413 22,308
Depreciation and amortization.........ccccc...... L. 7,914 1,443 1,309
Total operating eXpenses........ccoeeeeccceeee 51,343 25,856 23,617

(37,431)  (13,907) (13,159)

Gain on issuance of stock by partner companies... ... 175,662 3,782 5,772
Otherincome, Net......ccccoccvvevvvccenenneee 107,290 189,883 18,253
Interest, Net....cccvveeiiiiiiieeeeeee (7,193) (7,964) (4,656)
Income before income taxes.........cccoeeeeeeeee. Ll 238,328 171,794 6,210
INCOME tAXES..uuviiiiiiiiieiee e (79,775) (62,105) (2,611)

Net Income from General Safeguard Operations....... ... $ 158,553 $ 109,689 $ 3,599

PARTNER COMPANY OPERATIONS
REVENUE.......cooviieiiiecee e $ 27,469 $ 20,678 $ 35,423
Operating expenses

Costof Sales.......oooevvvvvvveviiiieeeeee. 8,082 2,426 16,935

Selling and service............. - 8,875 8,087 7,895
General and administrative..........cccceeeeeee. 13,572 5,309 6,476
Depreciation and amortization.........ccccc...... .. 5,497 2,872 4,316
Total operating eXpenses........cceeeccveeeee e 36,026 18,694 35,622
(8,557) 1,984 (199)
Interest, Net....occvveeiiiiiiiieeeeeee (330) (272) (282)
Income (loss) before income taxes, minority inter est and
equity income (l0SS)...cccovevvcvvveeeaiceees (8,887) 1,712 (481)
INCOME taXeS....ovvveiiiiiei e 18,192 729 (146)
Minority interest......ccccveveeeeeveviiiiieeeee (66) -- --
Equity income (I0SS)......cccovvvvvvvvveveenene (51,978) (2,083) 417
Net Income (Loss) from Partner Company Operations.. ... $ (42,739) $ 358 $ (210)
COMPUCOM OPERATIONS
REVENUE......oiiiiiii it $2,911,889 $2,254,465 $1,949,802
Operating expenses
Costof Sales......cooovvvvciieiiiiiieeeeeee 2,597,739 1,970,505 1,682,257
Selling and service............. - 159,006 164,262 128,751
General and administrative..........cccceeeeeee. 86,682 66,925 58,754
Depreciation and amortization.........ccccc...... .. 23,367 17,423 12,507
ReStruCturing.....cccvveveeeeeieeeeeeeieieeceeeee 387 16,437 --
Total operating eXpenses........cccocceeeeeeveeee . 2,867,181 2,235,552 1,882,269

44,708 18,913 67,533

Otherincome, Net......ccccoccvveevvcvenenneee - - 2,832
Interest, Net....ocovveeiiiiiiieeeeeee (23,195) (18,742) (14,947)
Income before income taxes and minority interest. ... 21,513 171 55,418
INCOME tAXES..uvviiiiiiiiieiee e (4,931) (48) (11,579)
Minority interest......cccccveveeeeeveveiiiceeeee (8,870) 47  (25,727)

Net Income from CompuCom Operations................. ... $ 7,712 % 76 $ 18,112
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DECEMBER 31,

1999 1998
ASSETS
GENERAL SAFEGUARD OPERATIONS
Cash and cash equivalents............ccooceeeeeee. L $ 33536 $ 1,486
Other i 84,788 59,492

PARTNER COMPANY OPERATIONS

Trading SeCUntieS.......cooovvevvciieciiceees - 143,103
Ownership interests in and advances to partner comp anies.... 529,381 218,999
Available-for-sale securities.........cccceeeeeee. L 302,940 84,977
Other. i 45,927 15,170

$1,499,879 $1,068,690

21. SUBSEQUENT EVENTS

In February 2000, the Company announced the sapmbximately 2.2 million shares of its commorcktéor $100 million to Textron Inc.
in a private transaction.

From January 1, 2000 through February 15, 200Guweed $46 million of commitments made prior to Beber 31, 1999. Additionally,
from January 1, 2000 through February 15, 2000cevemitted $163 million and funded $46 million taya@e ownership interests in or me
advances to new and existing partner companies.
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22. QUARTERLY FINANCIAL DATA

The following table presents unaudited supplemgrgaarterly financial data for the years ended Damer 31, 1999 and 1998 (in thousands,
except per share data):

THREE MONTHS ENDED,

M ARCH 31 JUNE 30 SEPT.30 DEC.31
1999
REVENUE.......coiiiiiaiiiieiiie e $ 502,892 $812,582 $900,658 $737,138
Net Income Before Income Taxes, Minority
Interest and Equity Income (L0SS)............. 41,670 26,472 30,027 152,785
Net INCOME.....ccueviiiieiiieieeeee e 24,148 11,513 9,317 78,548
Net Income Per Share
BasSiC......oovveiiiiieiec $ 025 $ 011 $ 0.09 $ 0.75
Diluted........coovviiiiiieiiiee $ 024 $ 011 $ 0.09 $ 0.70
1998
REVENUE.......coiiiiiaiiieeiiee e $ 444,666 $605,646 $611,829 $624,951
Net Income Before Income Taxes, Minority
Interest and Equity Income (L0SS)............. 10,037 10,781 97,096 55,763
Net INCOME.....ccueviiiieiiieiieecee e 5,060 6,026 59,242 39,795
Net Income Per Share
BasSiC......oovveiiiiieiec $ 005 $ 006 $ 062 $ 0.42
Diluted........coooviiiiiiiiiiie $ 005 $ 006 $ 057 $ 0.39

Net income per share calculations for each of thaters is based on the weighted average numlsdranés outstanding in each peri

Diluted income per share calculations adjust nedrime for the dilutive effect of public investee aaon stock equivalents and convertible
securities. The Company's 1996 convertible subatdihnotes are anti-dilutive for the three montideel March 31, 1998 and June 30, 1998.
The Company's 1999 convertible subordinated nigsadd in June 1999) are anti-dilutive for the ¢hmonths ended June 30, 1999 and
September 30, 1999. Therefore, the sum of the gpsamay not necessarily equal the year to datenoeine per share.
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PART Il
INFORMATION NOT REQUIRED IN PROSPECTUS
ITEM 13. OTHER EXPENSES OF ISSUANCE AND DISTRIBUTION

The expenses to be paid by Safeguard in connesttbrthe distribution of the securities being reégied, other than underwriting discounts
and commissions, are as follows:

AMOUNT(1)

SEC Registration Fee........cooovvvvvvvvveee.
The New York Stock Exchange Filing Fee............. ...
The New York Stock Exchange Listing Fee............. ...
Accounting Fees and EXpenses.........ccccoeeeeeeee.
Blue Sky Fees and EXpenses......cccccceeeeeeveeeee i
Legal Fees and EXPeENSesS.....cccccccveveeeeeeenes
Trustee, Transfer Agent and Registrar.............. ...
Fees and EXpenses.......cooccevvvveeeenicanns
Printing and Engraving Expenses.......ccccceeeeeee.

(1) All amounts are estimates except the SEC fifeey The New York Stock Exchange filing fee an& New York Stock Exchange listing
fee.

ITEM 14. INDEMNIFICATION OF DIRECTORS AND OFFICERS

Sections 1741 and 1742 of the Pennsylvania Busi@egsoration Law of 1988, as amended (the "PBChr)yide that a business corporat
may indemnify directors and officers against lisigis they may incur as such provided that theipaer person acted in good faith and in a
manner he or she reasonably believed to be inptoopposed to, the best interests of the corparatind, with respect to any criminal
proceeding, had no reasonable cause to believa hisr conduct was unlawful. In general, the potwendemnify under these sections does
not exist in the case of actions against a diremtafficer by or in the right of the corporatidrthie person otherwise entitled to
indemnification shall have been adjudged to bddiab the corporation unless it is judicially detémed that, despite the adjudication of
liability but in view of all the circumstances dfet case, the person is fairly and reasonably edtiti indemnification for specified expenses.
The corporation is required to indemnify directarsl officers against expenses they may incur iardéhg actions against them in such
capacities if they are successful on the meritgtloerwise in the defense of such actions.

Section 1713 of the PBCL permits the shareholdeezibpt a bylaw provision relieving a director (hot an officer) of personal liability for
monetary damages except where (i) the directobheached the applicable standard of care andu@h sonduct constitutes self-dealing,
willful misconduct or recklessness. The statutevigles that a director may not be relieved of ligypilor the payment of taxes pursuant to any
federal, state or local law or responsibility underiminal statute.

Section 1746 of the PBCL grants a corporation baatiority to indemnify its directors, officers aather agents for liabilities and expenses
incurred in such capacity, except in circumstaraesre the act or failure to act giving rise to theam for indemnification is determined by a
court to have constituted willful misconduct orkkxssness.

Safeguard's Articles of Incorporation (filed as EB#h3.1 hereto) provide that a director or offiedrSafeguard shall not be personally liable
for monetary damages as such (including, withauitdition, any judgment, amount paid in settlempatalty, punitive damages or expense
of any nature (including, without limitation, attmys' fees and disbursements)) for any action takeany failure to take any
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action, unless the director or officer has breaairefdiled to perform the duties of his or her offiunder the Articles or the bylaws of
Safeguard or applicable provisions of law and tteabh or failure to perform constitutes self-degliwillful misconduct or recklessness
provided that such limitation on monetary damageeschot relieve a director or officer of liabilityr the payment of any taxes pursuant to
local, state or federal law, or liability or resgdrility pursuant to any criminal statute.

Section 6 of Article Il of the bylaws of Safegudfited as Exhibit 3.2 hereto) also limits the margtliability of directors for any action
taken, or any failure to take any action, unlessdinector has breached or failed to perform théedwf his or her office. The limitation on
monetary liability does not extend to breachesuty d@onstituting self-dealing, willful misconduct recklessness and does not relieve a
director of liability for the payment of any taxgsrsuant to local, state or federal law, or lidpibr responsibility pursuant to any criminal
statute.

Article VIII of the bylaws provides, except as egpsly prohibited by law, an unconditional righiridemnification for expenses and any
liability paid or incurred by any director or ofic of Safeguard, or any other person designateatébipoard of directors as an indemnified
representative, in connection with any proceedmghich the indemnified representative may be imedlas a party or otherwise, by reason
of the fact that such person is or was servinghimdemnified capacity, including without limitatidiabilities resulting from any actual or
alleged breach or neglect of duty, error, misstatenor misleading statement, negligence, grossgegle or act giving rise to stricter
products liability, except where such indemnifioatis expressly prohibited by applicable law or vehihe conduct of the indemnified
representative has been determined to constituifeivmisconduct, recklessness or self-dealingisight in the circumstances to bar
indemnification against liabilities arising frometlieonduct.

Safeguard has a directors' and officers' liabitigurance policy that affords directors and officesth insurance coverage for losses arising
from claims based on breaches of duty, negligesrter and other wrongful acts.

The Purchase Agreement filed as Exhibit 1.1 toRggistration Statement provide for indemnificatinthe underwriters of Safeguard and
its officers and directors for certain liabilitiasising under the Securities Act of 1933, as ameén(lke "Securities Act") or otherwise.

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) Exhibits
EXHIBIT
NUMBER DOCUMENT
1.1 Purchase Agreement**
3.1 Amended and Restated Articles of Incorpor ation of
Safeguard***
3.2 By-laws of Safeguard, as amended****
4.1 Form of Shareholder Rights Agreement, dat ed February 28,
2000, by and between Safeguard and ChaseM ellon Shareholder

Services, LLC as rights agent.*****
5.1 Opinion of Morgan, Lewis & Bockius LLP**
23.1 Consent of KPMG LLP*
23.2  Consent of PricewaterhouseCoopers LLP*

23.9 Consent of Morgan, Lewis & Bockius LLP (c ontained in Exhibit
5.1)

23.10 Consent of Davis, Polk & Wardwell**

24.1  Power of Attorney (included on signature page)

27.1 Financial Data Schedule*

* Filed herewith.
** To be filed by amendment.
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*** Incorporated by reference to Safeguard's AnrRaport on Form 10-K (No.
1-5620) for the year ended December 31, 1996 fietMarch 31, 1997.

**xxx |ncorporated by reference to Safeguard's Gant Report on Form 8-K filed on February 29, 2000.
(b) Financial Statement Schedules
None.

Schedules have been omitted since they are noireelgqor are not applicable or the required infoiiprais shown in the financial statements
or related notes.

ITEM 16. UNDERTAKINGS

Insofar as indemnification for liabilities arisimgpder the Securities Act may be permitted to dines;tofficers and controlling persons of the
Registrant pursuant to the foregoing provisiongtberwise, the Registrant has been advised ththeiopinion of the SEC such
indemnification is against public policy as expegb the Securities Act and is, therefore, unardable.

In the event that a claim for indemnification agaisuch liabilities (other than the payment by Regjistrant of expenses incurred or paid by a
director, officer or controlling person of the R&tgant in the successful defense of any actiohosyproceeding) is asserted by such director,
officer or controlling person in connection withethecurities being registered, the Registrant willess in the opinion of its counsel the
matter has been settled by controlling precedeiing to a court of appropriate jurisdiction theegtion whether such indemnification by it is
against public policy as expressed in the Secarfigt and will be governed by the final adjudicatif such issue.

The undersigned Registrant hereby undertakes:

(1) That, for purposes of determining any liabilityder the Securities Act, the information omithexin the form of prospectus filed as part of
this Registration Statement in reliance upon R@@Aand contained in a form of prospectus filedhry Registrant pursuant to Rule 424(b)
(1) or (4) or 497(h) under the Securities Act sballdeemed to be part of this registration statémeof the time it was declared effective.

(2) That, for purposes of determining any liabililyder the Securities Act, each post-effective aimamnt that contains a form of prospectus
shall be deemed to be a new registration stateraaiing to the securities therein, and the offgifisuch securities at that time shall be
deemed to be the initial bona fide offering thereof

(3) That, for purposes of determining any liabililyder the Securities Act, each filing of the régist's annual report pursuant to Section 13
(a) or 15(d) of the Securities Exchange Act of 198lamended, (the "Exchange Act") (and, whereaglpe, each filing of an employee
benefit plan's annual report pursuant to Sectiqa)1&f the Exchange Act) that is incorporated Hgmence in this Registration Statement s
be deemed to be a new registration statementrrgladithe securities offered therein, and the oféeof such securities at that time shall be
deemed to be the initial bona fide offering thereof
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SIGNATURES

Pursuant to the requirements of the SecuritiesoA&B33, the registrant certifies that it has readbe grounds to believe that it meets all the
requirements for filing on Form S-3 and has dulyseal this registration statement to be signedsonehalf by the undersigned, thereunto
duly authorized, in the Town of Wayne, County oeSter, Commonwealth of Pennsylvania on the 29thofi&ebruary, 2000.

Safeguard Scientifics, Inc.

By: /'s/ WARREN V. MJSSER

VWarren V. Misser
Chai rman and Chi ef Executive
O ficer

Pursuant to the requirements of the SecuritiesoA&B33, this amendment to the Registration Statednas been signed by the following
persons in the capacities and on the dates indicate

EACH PERSON IN SO SIGNING ALSO MAKES, CONSTITUTESN® APPOINTS HARRY WALLAESA, JAMES A. OUNSWORTH
AND GERALD A. BLITSTEIN, AND EACH OF THEM ACTING

ALONE, AS HIS OR HER TRUE AND LAWFUL ATTORNEY-IN-FET, WITH FULL POWER OF SUBSTITUTION, TO EXECUTE
AND CAUSE TO BE FILED WITH THE SECURITIES AND EXCHNGE

COMMISSION PURSUANT TO THE REQUIREMENTS OF THE SERUIES ACT OF 1933, AS AMENDED, ANY AND ALL
AMENDMENTS AND POST-EFFECTIVE AMENDMENTS TO THIS REESTRATION STATEMENT, AND INCLUDING ANY
REGISTRATION STATEMENT FOR THE SAME OFFERING THABITO BE EFFECTIVE UPON FILING PURSUANT TO RULE 462
(B) UNDER THE SECURITIES ACT, WITH EXHIBITS THERET@ND OTHER DOCUMENTS IN CONNECTION THEREWITH, ANI
HEREBY RATIFIES AND CONFIRMS ALL THAT SAID ATTORNEYIN-FACT OR HIS OR HER SUBSTITUTE OR SUBSTITUTES
MAY DO OR CAUSE TO BE DONE BY VIRTUE HEREOF.

SIGNATURE TITLE DATE

/sl WARREN V. MUSSER Chairman of the Board and Chief February 28, 200 0
Executive Officer

Warren V. Musser

/sl HARRY WALLAESA President, Chief Operating February 28, 200 0
Officer and Director

Harry Wallaesa

/sl GERALD A. BLITSTEIN Senior Vice President and Chief February 28, 200 0
Financial Officer

Gerald A. Blitstein

/s ROBERT E. KEITH Vice Chairman of the Board February 28, 200 0

Robert E. Keith

/s/ JUDITH A. AREEN Director February 28, 200 0

Judith A. Areen

/s/ VINCENT G. BELL, JR. Director February 28, 200 0

Vincent G. Bell, Jr.

/sl WALTER W. BUCKLEY, Il Director February 28, 200 0

Walter W. Buckley, llI
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SIGNATURE

/s MICHAEL J. EMMI

Michael J. Emmi

/sl ROBERT A. FOX

Robert A. Fox

/sl JACK L. MESSMAN

Jack L. Messman

/sl RUSSELL E. PALMER

Russell E. Palmer

/s JOHN W. PODUSKA, SR., PH.D.

John W. Poduska, Sr., Ph.D.

/s/ HEINZ C. SCHIMMELBUSCH, PH.D.

Heinz C. Schimmelbusch, Ph.D.

/sl HUBERT J.P. SCHOEMAKER, PH.D.

Hubert J.P. Schoemaker, Ph.D.

/sl CARL J. YANKOWSKI

Carl J. Yankowski

Director

Director

Director

Director

Director

Director

Director

Director

DATE

February 28, 200

February 28, 200

February 28, 200

February 28, 200

February 28, 200

February 28, 200

February 28, 200

February 28, 200
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**** |Incorporated by reference to Safeguard Scifosi Current Report on Form

8-K filed on February 29, 200!



Exhibit 23.1
Consent of Independent Accountants

The Board of Directors and Shareholders
Safeguard Scientifics, Inc.:

We consent to the use of our reports included hexed incorporated by reference herein and todfegence to our firm under the headings
"Selected Financial Data" and "Experts" in the pexsus.

Philadelphia, PA
February 28, 200



Exhibit 23.2
Consent of Independent Accountants

We hereby consent to the incorporation by referémtleis Registration Statement of Safeguard Sifiest Inc. on Form S-3 of our report
dated February 2, 1999, except for Note R, as totwihe date is March 29, 1999, relating to thafficial statements of Cambridge

Technology Partners (Massachusetts), Inc., whiglears in Safeguard Scientifics, Inc.'s Annual Repor-orm 10-K for the year ended
December 31, 1998. We also consent to the refeiteneg under the heading "Experts" in such RedistréStatement.

Boston, Massachusetts
February 22, 200



ARTICLE 5

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD END DEC 31 199
CASH 49,81
SECURITIES 0
RECEIVABLES 264,98
ALLOWANCES 5,60¢
INVENTORY 129,82t
CURRENT ASSET¢ 455,51(
PP&E 104,54t
DEPRECIATION 48,31:
TOTAL ASSETS 1,499,87!
CURRENT LIABILITIES 321,67:
BONDS 214,53:
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 10,47¢
OTHER SE 564,22¢
TOTAL LIABILITY AND EQUITY 1,499,87!
SALES 2,621,12.
TOTAL REVENUES 2,953,27
CGS 2,398,61.
TOTAL COSTS 2,605,82.
OTHER EXPENSE¢ 0
LOSS PROVISION 0
INTEREST EXPENSE 35,557
INCOME PRETAX 250,95:
INCOME TAX 66,51+
INCOME CONTINUING 123,52t
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 123,52t
EPS BASIC 1.22
EPS DILUTED 1.1¢€
End of Filing
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