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SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-Q

Quarterly Report Pursuant to Section 13 or 15(d)

of the Securities Exchange Act of 1934
For Quarter Ended March 31, 2003

Commission File Number 1-5620

SAFEGUARD SCIENTIFICS, INC.

(Exact name of registrant as specified in its @rart

Pennsylvania 23-1609758
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification Number)

800 The Safeguard Building
435 Devon Park Drive Wayne, P£ 19087
(Address of principal executive offices) (Zip Code)

(610) 293-0600
Registrant’s telephone number, including area code

Indicate by check mark whether the Regist(anhas filed all reports required to be filed scson 13 or 15 (d) of the Securities and
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wejuired to file such reports) and
(2) has been subject to such filing requirementsHe past 90 days.

Yes M No O

Indicate by check mark whether the Registiman accelerated filer (as defined in ExchangeRAde 12b-2).
Yes M No O

Number of shares outstanding as of April 25, 2003
Common Stock 119,310,523
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SAFEGUARD SCIENTIFICS, INC.

CONSOLIDATED BALANCE SHEETS

March 31, December 31,
2003 2002

(in thousands except per share data)

(unaudited)
ASSETS
Current Asset
Cash and cash equivale $ 250,94¢ $ 254,77¢
Restricted cas 1,632 3,63¢
Shor-term investment 7,984 9,98¢
Trading securitie 76€ 832
Accounts receivable, less allowances ($3,- 2003; $3,52:- 2002) 125,52¢ 179,66¢
Inventories 26,32’ 30,18!
Prepaid expenses and other current a: 14,61( 13,04¢
Total current asse 427,79t 492,12!
Property and equipment, r 38,14( 38,61(
Ownership interests in and advances to affili 77,69: 74,85¢
Available-for-sale securitie 4,474 4,54¢
Intangible assets, n 17,20¢ 18,58(
Goodwill, net 206,51: 206,81!
Deferred taxe 847 1,21C
Note receivabl« related party 13,75 14,48:
Other 15,36¢ 17,433
Total Assets $ 801,78t $ 868,66t
| |
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Current maturities of lor-term deb $ 12,04: $ 11,517
Accounts payabl 90,59¢ 121,79:
Accrued expenses and deferred reve 94,37: 116,66¢
Total current liabilities 197,01: 249,97¢
Long-term debt 2,221 1,99¢
Minority interest 129,62( 130,38«
Other lon¢-term liabilities 15,55( 14,03:
Convertible subordinated not 200,00( 200,00t
Commitments and contingenci
Shareholder Equity
Preferred stock, $10.00 par value; 1,000 sharésened — —
Common stock, $0.10 par value; 500,000 shares anglilp 119,450 shares issued and
outstanding in 2003 and 20 11,94¢ 11,94¢
Additional paic-in capital 738,28 738,28.
Accumulated defici (492,40¢) (476,86
Accumulated other comprehensive incc 2,47¢ 2,522
Treasury stock, at cost (136 shi-2003; 33 shar-2002) (39¢) (129
Unamortized deferred compensat (2,517 (3,480
Total shareholde’ equity 257,38: 272,27
Total Liabilities and Shareholde Equity $ 801,78t $ 868,66t
| |

See Notes to Consolidated Financial Statements.
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SAFEGUARD SCIENTIFICS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Three Months Ended March 31,

2003 2002

(in thousands, except per share data)

(unaudited)

Revenue

Product sale $260,31: $262,76°
Service sale 109,48 82,46:
Other 89¢ 5,57¢

Total revenue 370,69¢ 350,80
Operating Expense

Cost of sale-product 235,90¢ 233,25¢
Cost of sale-service 72,54¢ 54,92(
Selling and servic 34,87t 29,48
General and administrati\ 30,724 34,63¢
Depreciation and amortizatic 7,87¢ 7,401

Total operating expens 381,93: 359,70(

(11,239 (8,896

Other income (loss), ni 4,191 (5,53))
Impairment- related party (Note 1¢ (659) —
Interest incomt 1,032 2,02(
Interest and financing expen (3,449 (7,46%)
Loss before income taxes, minority interest, eqlagg and change in accounting

principle (10,113 (29,877)
Income taxe: (1,397 (1,119
Minority interest (20 (841)
Equity loss (4,029 (18,907
Net loss before change in accounting princ (15,539 (40,739
Cumulative effect of change in accounting princifNete 3) — (21,390
Net Loss $(15,539) $(62,12¢)

Basic Loss Per Shar
Prior to cumulative effect of change in accountimigciple $ (0.1%) $ (0.39)

Cumulative effect of change in accounting princ (0.1¢)
$ (0.19 $ (0.59
L] L]

Diluted Loss Per Shar
Prior to cumulative effect of change in accoungimignciple $ (0.19 $ (0.3%)
Cumulative effect of change in accounting princ — (0.1¢)
$ (019 $ (0.59
| |
Weighted Average Shares Outstanc- Basic and Dilutel 118,16: 117,52

See Notes to Consolidated Financial Statements.
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SAFEGUARD SCIENTIFICS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Months Ended March 31,

2003 2002
(in thousands)
(unaudited)
Net cash used in operating activit $ (4,86)) $(28,28¢)
Investing Activities
Proceeds from sales of availe-for-sale and trading securiti 49 13,16
Proceeds from sales of and distributions fromiaféis 5,252 9,211
Advances to affiliate — (2,247)
Repayment of advances to affilia 753 —
Acquisitions of ownership interests in affiliatasdasubsidiaries, net of cash acqui (5,670 (5,09¢)
Repayments of advances to related p 72 1,372
Increase in restricted cash and s-term investment — (1,609
Decrease in restricted cash and s-term investment 4,004 —
Capital expenditure (3,889 (2,147
Other, ne (347 (53%)
Net cash provided by investing activiti 231 12,12¢
Financing Activities

Borrowings on revolving credit facilitie 1,34¢ 6,62¢
Repayments on revolving credit faciliti — (7,157
Borrowings on lon-term debt 80 56¢
Repayments on loi-term debt (69¢) (78€)
Issuance of subsidiary common st 72 42(
Net cash provided by (used in) financing activi 80C (319
Net Decrease in Cash and Cash Equival (3,830) (16,477
Cash and Cash Equivalents at beginning of pe 254,77¢ 298,09!
Cash and Cash Equivalents at end of pe $250,94¢ $281,61¢
| |

See Notes to Consolidated Financial Statements.
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SAFEGUARD SCIENTIFICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2003

1. GENERAL

The accompanying unaudited interim Consolidl&®mancial Statements were prepared in accordaitheaccounting principles generally
accepted in the United States of America and ttegim financial statements rules and regulationthefSEC. In the opinion of management,
these statements include all adjustments (congistity of normal recurring adjustments) necessanaffair presentation of the Consolidated
Financial Statements. The interim operating resrksnot necessarily indicative of the resultsaféull year or for any interim period. Certain
information and footnote disclosures normally imgd in financial statements prepared in accordaiitteaccounting principles generally
accepted in the United States of America have beadensed or omitted pursuant to such rules andaggns relating to interim financial
statements. The Consolidated Financial Statemealisded in this Form 10-Q should be read in corjonovith Management'’s Discussion
and Analysis of Financial Condition and Result©gpkrations and the Company’s Consolidated Finast&kements and Notes thereto
included in the Company’s 2002 Annual Report omfr@0-K.

2. BASIS OF PRESENTATION

The Consolidated Financial Statements incthdeaccounts of the Company and all subsidiarieghich it directly or indirectly owns
more than 50% of the outstanding voting securifié'e Company’s whollypwned subsidiaries include Alliance Consulting Gréwssociates
Inc. ("Alliance Consulting”). The Company’s Congstdied Statements of Operations and Cash Flowsrakmle the following majority-
owned subsidiaries:

For the three months ended March 31,

2003 2002

Agari Mediaware Agari Mediaware

ChromaVision Medical Systen Aptas (through March 200:
CompuCom Systernr CompuCom Systerr

Mantas Pacific Title and Arts Studi

Pacific Title and Arts Studi Protura Wireless (since January 20
Protura Wireles SOTAS

SOTAS Tangram Enterprise Solutio

Tangram Enterprise Solutiol

The Company’s Consolidated Balance Sheetsimttude the following majority-owned subsidiaregsboth March 31, 2003 and
December 31, 2002:

Agari Mediaware
ChromaVision Medical Systen
CompuCom Systernr

Mantas

Pacific Title and Arts Studi
Protura Wireles

SOTAS

Tangram Enterprise Solutiol




SAFEGUARD SCIENTIFICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
MARCH 31, 2003

3. RECLASSIFICATIONS
Certain prior year amounts have been recladsié conform to the current year presentation.

The Company adopted SFAS 142, “Goodwill andeDtntangible Assets” during the three months dnlime 30, 2002, effective
January 1, 2002. In accordance with the provisioBFAS 142, the Company recorded a cumulative effea change in accounting principle
in the Consolidated Statements of Operations, tieguh an increase in the Company’s net loss by.&#nillion for the three months ended
March 31, 2002.

4. GOODWILL AND OTHER INTANGIBLE ASSETS

Under the transition provisions of SFAS 14 €ompany was required to test existing goodwil mtangible assets with indefinite
useful lives for impairment as of January 1, 2002 Company completed the required testing dutiegsecond quarter of 2002. As a result,
the Company reported a $21.8 million goodwill intpgént loss in the Business and IT services rempirit (a component of the Strategic
Initiative segment), arising from the initial apgtion of SFAS 142 which required the carrying antaf goodwill be compared to the fair
value. The fair value of that reporting unit wasetlmined by estimating the present value of futagh flows and by reviewing the valuations
of comparable public companies.

Gooduwill balances are consistent with the Dawer 31, 2002 balances. There is an immateriahase price adjustment related to the
recent acquisition of Alliance Consulting, whichinsluded in the strategic initiative segment (Nb4g.

The following is a summary of changes in taeying amount of goodwill by segment:

Strategic

Initiative Legacy Total

Companies Companies CompuCom Segments

(in thousands)
(unaudited)

Balance at December 31, 2C $91,33: $10,58¢ $104,88¢ $206,81!
Acquisitions (302 — — (302
Balance at March 31, 20( $91,03¢ $10,58¢ $104,88¢ $206,51:

| | | |

Intangible assets with definite useful lives amortized over their respective estimated usiees to their estimated residual values. The
following table provides a summary of the Comparngtangible assets with definite useful lives:

March 31, 2003

Gross
Amortization Carrying Accumulated
Period Value Amortization Net
(in thousands)
(unaudited)

Custome-related 6- 11 years $15,46" $ 9,70( $ 5,76
Contrac-related 2 - 3 years 2,84( 1,601 1,23¢
Technolog-related 2-17 years 14,301 4,10¢ 10,20:
Total $32,61¢ $15,40¢ $17,20¢
I I I




SAFEGUARD SCIENTIFICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
MARCH 31, 2003

December 31, 2002

Gross
Amortization Carrying Accumulated
Period Value Amortization Net

(in thousands)
Custome-related 6- 11 years $15,46" $ 9,10% $ 6,36(
Contrac-related 2 - 3 years 2,84( 1,38 1,45¢
Technolog-related 2-17 years 14,07: 3,30¢ 10,76:
Total $32,37¢ $13,79¢ $18,58(
| | |

Amortization expense related to intangibleeéssias $1.6 million and $1.0 million for the thraenths ended March 31, 2003 and 2002,
respectively. The following table provides estinabfiature amortization expense related to intangasigets:

Total

(in thousands)

(unaudited)
Remainder of 200 $ 4,611
2004 5,52¢
2005 3,61¢
2006 1,48¢
2007 and thereaftt 1,967
$17,20¢
[ |

5. NEW ACCOUNTING PRONOUNCEMENTS

In August 2001, the FASB issued Statementimdificial Accounting Standards No. 143, “AccountingAsset Retirement Obligations”.
SFAS 143 requires entities to record the fair vaila liability for an asset retirement obligatiornthe period in which it is incurred. The
Company has adopted SFAS 143 as of January 1, Z8@3adoption did not have any significant impacite financial statements.

In July 2002, the FASB Issued SFAS No. 146;¢dunting for Costs Associated with Exit or DisdoAetivities,” which addresses the
financial accounting and reporting of expensegedlto restructurings initiated after 2002, andli@gfo costs associated with an exit activity
(including a restructuring) or with a disposal ofigj-lived assets. Those activities can includeiakiting or reducing product lines,
terminating employees and contracts, and relocaisugt facilities or personnel. Under SFAS No.ld@pmpany will record a liability for a
cost associated with an exit or disposal activihewthe liability is incurred and can be measutddiavalue. The provisions of SFAS
No. 146 are effective prospectively for exit orpisal activities initiated after December 31, 2002 adoption of this statement had no e
on the Company’s financial statements.

In November 2002, the FASB issued FASB Intetiaition No. 45, “Guarantor’'s Accounting and Discl@sRequirements for Guarantees,
Including Indirect Guarantees of Indebtedness be@t, an Interpretation of FASB Statements No75a8d 107 and rescission of FASB
Interpretation No. 34”. The Interpretation expandshe disclosure requirements to be made in mtanid annual financial statements. The
disclosure requirements are effective for finanstatements of both interim and annual periodsehdtafter December 15, 2002. The
Interpretation also requires that a liability meaaslat fair value be recognized for guarantees éwbae probability of payment on the
guarantee is remote. The provision for initial igguition and measurement should be applied on gpotise basis to guarantees issued or
modified after December 31, 2002. The Company abite provisions of FASB Interpretation No. 4®&3anuary 1, 2003. The adoption
did not have a material impact on the Company’arfaial statements.
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SAFEGUARD SCIENTIFICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
MARCH 31, 2003

In November 2002, the Emerging Issues Taskd~(fEITF) reached a consensus on Issue No. 00AZtptinting for Revenue
Arrangements with Multiple Deliverables.” This igsaddresses the appropriate accounting by vendoerangements that will result in the
delivery of multiple products, services and/or t&to assets that may occur over a period of tithe.Issue is effective for revenue
arrangements entered into in fiscal periods begmafter June 15, 2003. The Company is currentiyuating the impact of the adoption of
this consensus on the Company’s consolidated finbsimtements.

In January 2003, the FASB issued Interpratalo. 46, which addresses the consolidation bynassi enterprises of variable interest
entities as defined in the Interpretation. Thermtetation applies immediately to variable intesantvariable interest entities created after
January 31, 2003, and to variable interest in bégitnterest entities obtained after January 30320he Company is currently evaluating the

impact of the adoption of this consensus on the @my's consolidated financial statements.

6. COMPREHENSIVE LOSS

Comprehensive loss is the change in equitylmisiness enterprise from transactions and otletg and circumstances from non-owner
sources. Excluding net loss, the Company’s soufrcemprehensive loss is from net unrealized apptixgi (depreciation) on its holdings
classified as available-for-sale. Reclassificafdjustments result from the recognition in net lofssnrealized gains or losses that were

included in comprehensive loss in prior periods.

The following summarizes the components of pahensive loss, net of income taxes:

Three Months Ended March 31,

2003 2002
(in thousands)
(unaudited)
Net Loss $(15,539) $(62,12¢)
Other Comprehensive Income (Loss), Before Ta
Unrealized holding gains (losses) in availi-for-sale securitie 26 (260)
Reclassification adjustmer (200 55k
Related Tax (Expense) Bene
Unrealized holding (gains) losses in availi-for-sale securitie 9) 91
Reclassification adjustmer 35 (199
Other Comprehensive Income (Lo (48) 192
Comprehensive Los $(15,58)) $(61,93¢)
I I




SAFEGUARD SCIENTIFICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
MARCH 31, 2003

7. OWNERSHIP INTERESTS IN AND ADVANCES TO AFFIL IATES

The following summarizes the carrying valughef Company’s ownership interests in and advatweffiliates accounted for under the
equity method or cost method of accounting. Theexainip interests are classified according to appl& accounting methods at March 31,
2003 and December 31, 2002.

March 31, December 31,
2003 2002

(in thousands)

(unaudited)
Equity Method
Public Companie $23,41¢ $23,18:
Non-Public Companie 5,232 5,057
Private Equity Fund 34,88’ 36,37%
63,537 64,61t
Cost Methoc
Non-Public Companie 10,29: 6,42(
Private Equity Fund 3,86: 3,82¢
$77,69: $74,85¢
I |

The market value of the Company’s public comgsaccounted for under the equity method wasn§iflidn at March 31, 2003 and
$53 million at December 31, 2002.

8. DEBT

In May 2002, the Company entered into a remgleredit facility providing for borrowings andsisances of letters of credit and guarantees
of up to $25 million. This credit facility matur@s May 2003 and bears interest at the prime ra@b04 at March 31, 2003) for outstanding
borrowings. The credit facility is subject to arused commitment fee of 0.125% which is subjecethuction based on deposits maintaine
the bank. The facility requires cash collateralada two times any amounts outstanding underdlgitly. This facility provides the
Company additional flexibility to implement its ategy and support its companies. The Company resthéveefacility for a one year period in
May 2003 under the same terms. As of March 31, 28G8andby letter of credit totaling $0.1 milliams outstanding. As of March 31, 2003,
guarantees totaling $8.0 million related to twatgic initiative company’s credit facilities wesatstanding.

Parent company and other recourse debt inslpdmarily mortgage obligations ($3.7 million),ftacredit facilities ($6.8 million) and
capital lease obligations ($0.4 million). Theseigdions bear interest at fixed rates between 4.25%86, and variable rates at prime rate
(4.25% at March 31, 2003) plus 0.5%.

At March 31, 2003, CompuCom has a $25 milimrking capital facility and a $100 million receblas securitization facility. The
working capital facility, which initially had a Mag002 maturity date but has been extended to a2088 maturity date, bears interest at
LIBOR plus an agreed upon spread and is securediey on CompuCom'’s assets. CompuCom expectsitawéhe working capital facility
during the second quarter of 2003. Availability enthe facility is subject to a borrowing base akdtion. As of March 31, 2003, availability
under the working capital facility was $25 milliaith no outstanding amounts. The securitizationlifgts pricing is based on a designated
short-term interest rate plus an agreed upon splidadsecuritization allows CompuCom to sell, oroagoing basis, its trade accounts
receivable to a consolidated, wholly owned spgmigpose subsidiary (SPS). The SPS has sold angcsti certain conditions, may from
time to time sell an undivided ownership interesthe pool of purchased receivables to financigiitintions. As collections reduce receival
balances sold, CompuCom may sell interests in mewivables to bring the

10




SAFEGUARD SCIENTIFICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
MARCH 31, 2003

amount available up to the maximum allowed. Thedessare reflected as reductions of Accounts ratégvon the Consolidated Balance
Sheets and are included in net cash provided bsatipg activities on the Consolidated StatemenitSadh Flows. The proceeds from the sale
of receivables are used primarily to fund workigital requirements. The investors in the secetieceivables have no recourse to the
Company’s or CompuCom’s assets as a result of detledaults. The Company and CompuCom accounhéset transactions in accordance
with SFAS 140, “Accounting for Transfers and Seinicof Financial Assets and Extinguishments of iliees,” and meet the sales criteria
stated in Paragraph 9 of SFAS 140. Amounts outsigras sold receivables as of March 31, 2003 ctetsiaf two certificates totaling $59
million. Within the context of the securitizatiogach certificate is issued from a separate faciich facility set at $50 million. One

$50 million facility, with an October 2003 maturithate, has one certificate issued for $50 millibme other $50 million facility with an
October 2005 maturity date has one certificateeidgor $9 million. Both facilities are subject to@puCom’s compliance with selected
financial covenants and ratios.

Subsidiary debt includes bank credit faciit{80.6 million), term loans ($2.1 million) and ¢aplease obligations ($0.7 million) of
consolidated companies. These obligations beareisttat fixed rates ranging between 7% and 10.9%4variable rates consisting of the pri
rate (4.25% at March 31, 2003) plus 1%.

Aggregate maturities of long-term debt in fetyears are (in millions): $11.8 - 2003; $2.1 620$0.3 - 2005; $0.1- 2006; and $0.0 -
thereafter.

9. STOCK-BASED COMPENSATION

Incentive or non-qualified stock options, rieted stock awards, stock appreciation rightsfqrerance units and other stock-based awards
may be granted to Company employees, directorgansultants under the 2001 Associates Equity Cosgiem Plan and 1999 Equity
Compensation Plan. Generally, outstanding opti@ss$ over four years after the date of grant andrexgight years after the date of grant. All
options granted under the plans to date have tgaicas which have been equal to the fair markéter at the date of grant. At March 31,
2003, the Company reserved 14.2 million share®wofraon stock for possible future issuance undexdtsty compensation plans. Several
subsidiaries and most of our companies also maiigiity compensation plans for their employeesdirattors.

Option activity is summarized below:

Weighted
Average
Shares Exercise Price
(In thousands)
Outstanding at December 31, 2( 11,40¢ $8.5C
Options grante: 30C 1.31
Options canceled/forfeite 277) 3.11
Outstanding at March 31, 20 11,427 $8.44
|
Options exercisable at end of per 6,662
Shares available for future gre 2,79t
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SAFEGUARD SCIENTIFICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
MARCH 31, 2003

The following summarizes information about @@mpany’s stock options outstanding at March 8032

Options Outstanding Options Exercisable
Weighted Average Weighted Weighted
Number Remaining Average Average
Range of Outstanding Contractual Life Exercise Exercisable Exercise
Exercise Prices (In thousands) (In years) Price (In thousands) Price
$ 128 - %21z 2,98( 7.2 $ 1.6¢ 274 $ 2.1z
217 - 4.7¢ 2,121 6.4 3.7¢ 707 4.0¢
5.28 - 7.0C 2,66( 5.7 5.3¢8 2,17 5.3%
7.1C - 14.8¢ 2,594 3.1 11.1¢ 2,57¢ 11.2(
20.0C - 30.9¢ 49C 4.¢ 28.61 39t 28.7¢
33.1¢ - 50.9¢ 57€ 4.3 45.61 534 45.3¢
$ 1.2F - $50.9¢ 11,42% 5.t $ 8.44 6,662 $11.9¢
— —

In January 2002, the Company issued 0.5 millieares of restricted stock in exchange for stmtions that were canceled. The restricted
stock had a value of $2.0 million on the date efngrand vests in accordance with the terms ofafead canceled stock options. In addition,
during 2001 and 2002, the Company issued 0.4 miliod 1.3 million shares of restricted stock to kyges with a value on the date of grant
of $2.1 million and $4.5 million, respectively, whiwas recorded as deferred compensation. Thisctest stock vests over periods ranging
from two to four years. Compensation expense isgeized on a straight-line basis over the vestigopl and is reduced to the extent that a
participant forfeits shares of restricted stoclereed prior to vesting. The deferred compensattmrge is unaffected by future changes in the
price of the common stock.

Total compensation expense for restrictedksigguances was $0.8 million and $1.0 million foe three months ended March 31, 2003
2002, respectively. Unamortized compensation expeglated to restricted stock issuances at Marcl2@13 is $2.5 million.

In addition to the restricted stock grantcdssed above, the Company issued 0.9 million afrded stock units to senior executives in
December 2002Deferred stock units are payable in stock on afon@ne basis. Payments in respect of the defest@zk units are
distributable not earlier than one year after thsting. The value of these deferred stock units$tas million based on the fair value of the
stock as of the date of grant. The deferred stodts west over four years. During the three moetided March 31, 2003, $0.1 million of
expense was recorded related to the deferred stttk The related liability of $0.2 million is ihmed in Other Long-Term Liabilities on the
Consolidated Balance Sheets.

The Company applies Accounting Principles Ba@apinion No. 25, “Accounting for Stock Issued tmioyees” (APB 25) and related
interpretations for stock options and other stoakedn awards while disclosing pro forma net inconterget income per share as if the fair
value method had been applied in accordance witte®ent of Financial Accounting Standards No. 128counting for Stock-Based
Compensation” (SFAS 123).

In December 2002, the FASB issued SFAS No, 1&ounting for Stock-Based Compensation-Transitand Disclosure”. SFAS 148
provides alternative methods of transition for &umtary change to the fair value based method obaating for stock-based employee
compensation. SFAS 148 also amends the disclosgtérements of Statement 123 to require prominesetakures in both annual and
interim financial statements about the method ebaating for stock-based employee compensatiorttamdffect of the method used on
reported results. The interim disclosure provisiareseffective for financial reports containingdintial statements for interim periods
beginning after December 15, 2002 as such haveiheerporated below.
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SAFEGUARD SCIENTIFICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

MARCH 31, 2003

Consolidated net lo¢ As reporte:
Deduct: Total stock based employee compensatioaresg

determined under fair value based method for adirds; net of

related tax effect

Pro forma
Loss per shar
Basic As reporte:
Pro forma
Diluted As reporte:
Pro forma

Per share weighted average fair value of stoclonptissued on dat
of grant

13

Three Months Ended March 31,

2003 2002

(in thousands, except per share data)

$(15,539) $(62,129)
(2,609) 1,292
$(18,14) $(60,830)
$ (0.19 $ (0.59
$ (0.1 $ (0.59)
$ (0.19 $ (0.59
$ (0.16) $ (0.59)
$ 0.9t $ 247




SAFEGUARD SCIENTIFICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
MARCH 31, 2003

The following range of assumptions were usgthk Company, its subsidiaries and its compargesunted for under the equity methoc
determine the fair value of stock options grantednd) the three months ended March 31, 2003 an@ 280hg the Black-Scholes option-
pricing model:

Three Months Ended March 31,

2003 2002
Company

Dividend yield 0% 0%
Expected volatility 95% 90%
Average expected option li 5 years 5 years
Risk-free interest rat 2.5% 5.C%

Three Months Ended March 31,

2003 2002
Subsidiaries and Equity Method Companies

Dividend yield 0% 0%
Expected volatility 0%-212% 0%-212%
Average expected option li 4-8 years 4-8 years
Risk-free interest rat 2.33%-3.67%0 2.55%-5.68%

10. INCOME TAXES

The Company’s consolidated income tax expessarded for the three months ended March 31, 263%1.4 million, net of a recorded
valuation allowance of $6.0 million. The Compangaeled a valuation allowance against its deferaedassets since it is more likely than
that these assets will not be realized in futui@ye
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11. NET LOSS PER SHARE

The calculations of net loss per share were:

Three Months Ended March 31,

2003 2002
(in thousands except per share data)
(unaudited)
Basic:
Net loss prior to cumulative effect of change in@mting principle $(15,539) $(40,739)
Cumulative effect of change in accounting princi — (21,390
Net loss after cumulative effect of change in actimg principle $(15,539) $(62,12¢)
| |
Average common shares outstanc 118,16: 117,52:
Basic prior to cumulative effect of change in aaating principle $ (0.19 $ (0.39
Cumulative effect of change in accounting princi — (0.1¢)
Basic after cumulative effect of change in accaumprinciple $ (0.19 $ (0.59
L] L]
Diluted:
Net loss prior to cumulative effect of change is@mting principle $(15,53¢) $(40,73%)
Effect of public holding: (58¢€) (469)
Adjusted net los $(16,12% $(41,20)
| |
Average common shares outstanc 118,16: 117,52
Diluted prior to cumulative effect of change in aonting principle $ (0.19 $ (0.39
L] L]
Net loss after cumulative effect of change in actimg principle $(15,539) $(62,12¢)
Effect of public holding: (58¢€) (541)
Adjusted net los $(16,12%) $(62,669)
| |
Average common shares outstanc 118,16 117,52
Diluted after cumulative effect of change in acdinm principle $ (0.19 $ (0.59
L] L]

If a consolidated or equity method public camp has dilutive options or securities outstanddilgited net loss per share is computed first
by deducting from net loss the income attributabléhe potential exercise of the dilutive optiomsecurities of the company. This impact is
shown as an adjustment to net loss for purposealofilating diluted net loss per share.

The computation of average common sharesangstg for the three months ended March 31, 20032802, excludes 1.2 million and
1.7 million shares of non-vested restricted stedkich will be included in the computation when thest.
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Approximately 0.1 million and 0.9 million wéited average common stock equivalents relatedtk siptions were excluded from the
denominator in the calculation of diluted loss gleare for the three months ended March 31, 20028608 because their effect was anti-
dilutive. Approximately 8.3 million shares represeg the weighted average effect of assumed coiorers the convertible subordinated
notes were excluded from the denominator in theutaion of diluted loss per share for the threethe ended March 31, 2003 and 2002,
because their effect was anti-dilutive.

12. PARENT COMPANY FINANCIAL INFORMATION
The Company’s Consolidated Financial Statemmsftect certain entities accounted for undercitnesolidation method of accounting.

Parent company financial information is pr@ddo present the financial position and resultsperations of the Company as if the less
than wholly owned consolidated companies (see Rpteere accounted for under the equity method obawting for all periods presented
during which the Company owned its interest in ¢heesmpanies. Parent company financial statementotidate the financial statements of
the Company’s wholly-owned subsidiaries, includiiiance Consulting.

Parent Company Balance Sheets

March 31, December 31,
2003 2002

(in thousands)

(unaudited)
Assets
Cash and cash equivalel $ 98,89¢ $112,71-
Restricted cas 1,632 3,63¢
Shor-term investment 7,98¢ 9,98¢
Trading securitie 76€ 832
Other current asse 29,15 27,52(
Total current asse 138,43: 154,68t
Ownership interests in and advances to affili 264,85¢ 259,85:
Available-for-sale securitie 4,47¢ 4,54¢
Note receivabl«- related party 13,75 14,48:
Goodwill, net 73,92¢ 74,22¢
Other 10,21« 11,52¢
Total Assets $505,65: $519,32:
| |
Liabilities and Shareholde Equity

Current liabilities $ 32,497 $ 32,60¢
Long-term debt 36€ 53¢
Other lon¢-term liabilities 15,40¢ 13,90:¢
Convertible subordinated not 200,00( 200,00(
Shareholder equity 257,38: 272,27.
Total Liabilities and Sharehold¢ Equity $505,65: $519,32.
| |
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Parent Company Statements of Operations

Three Months Ended March 31,

2003 2002

(in thousands)

(unaudited)
Revenue $ 24,001 $ 13,54
Operating expense
Cost of sale: 16,37+ 6,64¢
Selling 3,56¢ 792
General and administrati 11,90« 12,44¢
Depreciation and amortizatic 1,26¢ 473
33,10¢ 20,36:
(9,10¢) (6,819
Other income (loss), ni 4,191 (3,457%)
Impairment- related part (659) —
Interest income 691 1,60¢
Interest and financing expen (2,76€) (6,199¢)
Loss before income taxes and equity | (7,657 (14,869
Income taxe: (D) —
Equity loss (7,887 (25,44
Net loss before change in accounting princ (15,539 (40,319
Cumulative effect of change in accounting princi — (21,81Y
Net loss $(15,539 $(62,129)
I I

The Company'’s share of income or losses dé#s than wholly owned consolidated subsidiasegflected in Equity Loss.
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Parent Company Statements of Cash Flows

Three Months Ended March 31,

2003 2002
(in thousands)
(unaudited)
Net cash used in operating activit $(11,93) $(11,75%)
Investing Activities
Proceeds from sales of trading securi 49 13,167
Proceeds from sales of and distributions fromiaféis 5,252 9,211
Advances to affiliate — (2,247)
Repayments of advances to affilia 1,40 —
Acquisitions of ownership interests in affiliatasdasubsidiaries, net of cash
acquirec (12,349 (11,696
Capital expenditure (163) (76)
Repayments of advances to related p 72 1,37
Increase in restricted cash and s-term investment — (1,609
Decrease in restricted cash and s-term investment 4,004 —
Other, ne — (75)
Net cash (used in) provided by investing activi (1,737 8,05:
Financing Activities
Borrowings on revolving credit facilitie 19¢ —
Repayments on loi-term debt (352) (69
Net cash used in financing activiti (15¢€) (69)
Net Decrease in Cash and Cash Equival (13,819 (3,779
Cash and Cash Equivalents at beginning of pe 112,71. 171,53:
Cash and Cash Equivalents at end of pe $ 98,89¢ $167,75
L] L]
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13. OPERATING SEGMENTS

Our reportable segments include i) Strategjitative Companies, which include those compaimiashich we maintain controlling interest
and are strategically and operationally engagel thi¢ goal of accelerating value creation; ii) Leg&ompanies in which we generally have
less than a controlling interest or which do noédlly fall within our strategic initiatives; anii)iCompuCom, which represents the results of
our subsidiary, CompuCom.

In periods prior to 2003, our reportable segtmevere Strategic Private Company Operations, Rhigate Company and Funds
Operations, Public Company Operations (excludingpy@aCom), and CompuCom Operations. All prior peribdge been restated to confc
to the current-year presentation. The developmetiteocurrent segments corresponds to the impleaatientof our refinement in strategic
focus announced in early 2003, and represents reamag’s view of the Company’s operations.

The following tables reflect our consolidatgabrating data by reportable segments. Each segnudidies the results of the consolidated
companies and records our share of income or Idesestities accounted for under the equity mettf@sgment results also include
impairment charges, gains or losses related tdigpmsition of the companies and the mark to maskétading securities. All significant
intersegment activity has been eliminated. Accalyinsegment results reported exclude the effettamfsactions between us and our
subsidiaries.

Other items, which include corporate expemrsgsincome taxes, are reviewed by management indepeof segment results.
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Three Months Ended March 31, 2003

Revenue
Product sale
Service sale
Other

Operating expenst
Cost of sale- product
Cost of sale- service
Selling and servic
General and administrati
Depreciation and amortizatic

Total operating expens

Other income, ne
Impairment- related party
Interest incom:

Interest and financing expen

Net income (loss) before income tax
minority interest, and equity lo:

Income taxe:

Minority interest

Equity loss

Net Income (Loss

Segment Asset
March 31, 200!

December 31, 200

Strategic
Initiative Legacy Total Consolidated
Companies Companies ~ CompuCom Segments Other Items Results
(in thousands)
(unaudited)
$ 1,85 $ 1,041 $257,41¢ $260,31: $ — $260,31:
29,79( 6,82( 72,87¢ 109,48 — 109,48
53 75¢ — 811 88 89¢
31,69¢ 8,61¢ 330,29° 370,61: 88 370,69!
23¢€ 36¢ 235,29¢ 235,90¢ — 235,90t
18,86( 3,361 50,32¢ 72,54¢ — 72,54¢
13,22¢ 1,73¢ 19,91( 34,87¢ — 34,87¢
6,40¢ 1,782 14,93¢ 23,12: 7,60z 30,72«
2,44( 1,08: 4,18( 7,708 17¢ 7,87¢
41,16¢ 8,33¢ 324,65: 374,15! 7,771 381,93.
(9,474 28¢ 5,64t (3,542 (7,689 (11,239
— 4,13¢ — 4,13¢ 55 4,191
— — — — (65¢) (65¢)
23 1 31¢ 34z 69C 1,032
(173 (42) (409 (616) (2,829) (3,444)
(9,622) 4,38( 5,56( 316 (10,43) (10,119
— — — — (1,392 (1,392
1,921 18 (2,119 (10) — (10)
— (3,98¢) — (3,98¢) (36) (4,022
$ (7,70) $ 57 $ 3,446 $ (3,68) $(11,859 $(15,539
L] I I L] I I
$160,75. $105,39! $398,46( $664,60f $137,17¢ $801,78t
— — — — — —
$163,39( $103,22: $447,49: $714,10¢ $154,56( $868,66!
L] I I L] I I
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Three Months Ended March 31, 2002

Strategic
Initiative Legacy Total Consolidated
Companies Companies CompuCom Segments Other Items Results
(in thousands)
(unaudited)
Revenue
Product sale $ 35¢ $ 3,13¢ $259,26¢ $262,76° $ — $262,76°
Service sale 8,352 6,432 67,67¢  82,46: — 82,46:
Other — 5,52¢ — 5,52¢ 45 5,57¢
Total revenue 8,711 15,10C 326,94¢ 350,75¢ 45 350,80
Operating expenst
Cost of sale- product 42 67€ 232,53t 233,25¢ — 233,25¢
Cost of sale- service 6,87¢ 3,922 44,12(  54,92( — 54,92(
Selling and servic 3,552 2,80( 23,13t 29,48 — 29,48
General and administratiy 2,67¢ 8,63¢ 17,55¢  28,87: 5,76z 34,63
Depreciation and amortizatic 40¢ 1,86¢ 4,78 7,06( 341 7,401
Total operating expens 13,55¢ 17,907 322,13t 353,59° 6,10: 359,70(
(4,84%) (2,807%) 4,81( (2,83¢) (6,05¢) (8,89¢)
Other loss, ne (16) (5,515 — (5,53)) — (5,537
Interest incom 23 13 567 603 1,417 2,02(
Interest and financing expen (10¢€) (28€) (87€) (1,269 (6,197 (7,46%)
Net income (loss) before income tax
minority interest, equity loss and change
accounting principlt (4,949 (8,597 4,501 (9,039 (20,839 (29,872)
Income taxe: — — — — (1,119 (1,11¢)
Minority interest 15¢ 62C (1,620 (841) — (841)
Equity loss (1,967 (16,77 — (18,749 (163%) (18,907
Net income (loss) before change
accounting principlt (6,752) (24,749 2,881 (28,619 (12,119 (40,73%)
Cumulative effect of change in accounting
principle (21,81%) — 428 (21,390 — (21,390
Net Income (Loss $(28,567) $(24,74¢) $ 3,30¢ $(50,009 $(12,119 $(62,129
| I | | | |
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Three Months Ended March 31,

2003 2002

(in thousands)

(unaudited)
Other Items
Corporate operatior $(10,467) $(11,007)
Income tax expens (1,397) (1,119
$(11,859) $(12,119
| |

14. BUSINESS COMBINATIONS
Acquisitions by the Compan

In December 2002, the Company acquired 100#dl@ince Consulting for $54.5 million in cash paalthe selling shareholders and
$1.2 million in transaction related costs. Alliar@ensulting is an IT consulting firm that architeeind implements digital enterprise strate
for its clients by building and integrating infortitan technology across every line of business. Chmpany has not completed the allocation
of the purchase price of the acquisition of Alliar@onsulting. Therefore, the allocation of the pase price could be adjusted once the
valuation of assets acquired and liabilities asslimeompleted.

In February 2003, the Company acquired aduifishares of ChromaVision Medical Systems for #8an. As a result of this purchase of
additional shares, the Company increased its owieirs ChromaVision by 6% to 62%. The Company hatscompleted the allocation of
purchase price related to this additional investmen

In June 2002, the Company acquired a majortgership interest in ChromaVision Medical Systéars16.2 million in cash, including
$9.8 million used to purchase shares of preferreckdrom existing shareholders. In July and Aud@92, the Company acquired additional
shares of ChromaVision for $1.2 million. Chroma¥iss product, Automated Cellular Imaging Systenufssantially improves the accuracy,
sensitivity and reproducibility of cell imaging. @ Company’s allocation of aggregate purchase joicthe acquisition is summarized in the
table below (in millions):

Fixed Asset: $ 1.7
Identifiable Intangible: 5.2
Acquired Ir-Process Research and Developn 1.1
Goodwill 9.2
Total Purchase Pric $17.2

|

The total identifiable intangible assets of $5.8iom will be amortized over their weighted averageeful lives (4 years) and the total fixed
assets will be depreciated over their weightedageuseful lives (4 years). The acquired in-processarch and development costs were
charged to earnings in the fourth quarter of 2002 amount was determined by identifying researofepts for which technological
feasibility has not been established and for withere is no alternative future use. In-Process Ré&esented five projects in process at
ChromaVision relating to software and hardware imrpments and related applications development wbigldefinition, may not have an
alternative future use.
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In April 2002, the Company acquired a majodtynership interest in Mantas for $14.5 millioncesh. Mantas provides comprehensive
monitoring and analysis of financial transactiomsiétect and discover behaviors of interest thratggsoftware products. The Company’s
allocation of the aggregate purchase price folattwiisition was $4.9 million to identifiable intablg assets, which are being amortized over
a four year period and $9.6 million to goodwill.

In January 2002, the Company acquired a mgjownership interest in Protura Wireless for $4lion in cash. Protura has developed
patent-pending technology that makes it possibiedétiular manufacturers to switch from cumbersaxgernal antennas to Protura internal
antennas without losing performance. The Compadyndt complete an allocation of purchase pricénefdcquisition of Protura Wireless ¢
to the reduction of carrying value to zero witHue first year of majority ownership.

These transactions were accounted for as pseshand, accordingly, the Consolidated Finant@&é®ents reflect the operations of these
companies from the respective acquisition dates.

Pro Forma Financial Information

The following unaudited pro forma financialdrmation presents the combined results of opanatad the Company as if the acquisitions
had occurred as of the beginning of the periodsgmed, after giving effect to certain adjustmeintsuding amortization of intangibles with
definite useful lives, increased interest and faiag expense on debt related to the CompuCom dtignsand related income tax effects.
The pro forma results of operations are not indieadf the actual results that would have occubhrad the acquisitions been consummated at
the beginning of the period presented and arentenhdled to be a projection of future results.

Three Months Ended March 31, 2002

(In thousands, except per share data)

Total revenue $376,84(
Net loss $(64,28%)
Diluted loss per shai $ (0.59

The effect of acquisitions in the first quarter2003 is not material to the Company’s 2003 opegatasults.
15. RELATED PARTY TRANSACTIONS

In October 2000, the Company guaranteed centairgin loans advanced by a third party to Mr. 8éuisthen the Chief Executive Officer
of the Company. The securities subject to the maagcount included shares of the Compamgmmon stock. The Company entered into
guarantee arrangement to maintain an orderly tgacharket for its’ equity securities, to maintaisi kompliance posture with the Investment
Company Act of 1940, and to avoid diversion of dttention of a key executive from the performantcki® responsibilities to the Company.
In May 2001, the Company entered into a $26.5 amlloan agreement with Mr. Musser, the former CEK® proceeds of the loan were used
to repay the margin loans guaranteed by Safegunabdtiober 2000. The purpose of the May 2001 loaeeagent was to eliminate the
guarantee obligations and to provide for direct sewior access to Mr. Musser’s assets as colldtartie loan.

The loan bears interest at the default anraialof 9% and became payable on a limited basdaooary 1, 2003. Safeguard sent
Mr. Musser a demand notice in January 2003 andnwiogpayment was received, a default notice. Igurarion with the original loan,
Mr. Musser granted the Company security interesteturities and real estate as collateral. At Bédez 31, 2002, the Company impaired the
loan by $11.4 million to the value of the collatetet we held. At March 31, 2003, the Company ingsaired the loan by $0.7 million to the
estimated value of the collateral that the Comgaalgs. Based on the information available to us,Gompany also concluded that
Mr. Musser may not have sufficient personal aseesatisfy the outstanding balance due under the Vehen the loan becomes full recourse
against
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Mr. Musser on April 30, 2006. The Company will cione to evaluate the value of the collateral todheying value of the note on a quart
basis.

16. COMMITMENTS AND CONTINGENCIES
Safeguard Scientifics Securities Litigation

On June 26, 2001, the Company and Warren \&skly the Company’s former Chairman, were nameifndants in a putative class
action filed in federal court in Philadelphia. Pi#ifs allege that defendants failed to disclosa tir. Musser had pledged some or all of his
Safeguard stock as collateral to secure margitintgad his personal brokerage accounts. Plaingifisge that defendants’ failure to disclose
the pledge, along with their failure to discloseesal margin calls, a loan to Mr. Musser, the gotga of certain margin debt and the
consequences thereof on Safeguard’s stock prickated the federal securities laws. Plaintiffs gdlelaims under Sections 10(b) and 20(a) of
the Securities Exchange Act of 1934.

On August 17, 2001, a second putative clagsrawas filed against the Company and Mr. Mussseging claims similar to those brought
in the first proceeding. In addition, plaintiffs fine second case allege that the defendants tailddclose possible or actual manipulative
aftermarket trading in the securities of Safegumodmpanies, the impact of competition on prospectsne or more of Safeguard’s
companies and the Company’s lack of a superiomiessiplan.

These two cases have been consolidated filvefuproceedings under the name “In Re: Safegueimhffics Securities Litigation” and the
Court has approved the designation of a lead [ifflaamtd the retention of lead plaintiffs’ couns&he plaintiffs have filed a consolidated and
amended complaint. On May 23, 2002, the defendaetsa motion to dismiss the consolidated and aedrcomplaint for failure to state
claim upon which relief may be granted. On Octdber2002, the Court denied the defendants’ motiorsmiss, holding that, based on the
allegations of plaintiffs’ consolidated and amendethplaint, dismissal would be inappropriate a fhhncture. On December 20, 2002,
plaintiffs filed with the Court a motion for classrtification. On March 14, 2003, the defendaredfbriefs with the Court opposing class
certification. The Court has not yet ruled on plifis’ motion.

While the outcome of this litigation is uneer, the Company believes that it has valid defetslaintiffs’ claims and intends to defend
the lawsuit vigorously.

Other

The Company and its subsidiaries are involaedarious claims and legal actions arising inahéinary course of business. In the opinion
of management, the ultimate disposition of thes#ermawill not have a material adverse effect an@mpany’s consolidated financial
position or results of operations.

In connection with its ownership interesteantain affiliates, the Company has guarantee®4friillion at March 31, 2003, of which
$20 million relates to guarantees of our consodidatompanies. A total of $9 million of debt asstadawith its guarantees have been reco
on the consolidated companies’ Balance Sheetsaamntherefore reflected in the Company’s Consadid@&alance Sheet at March 31, 2003.
Additionally, we have committed capital of approairaly $37 million, including commitments made iopryears to various affiliates, to be
funded over the next several years, including agprately $12 million which is expected to be fundikding the next twelve months.

In the fourth quarter of 1998 and the firsadgar of 2000, CompuCom effected restructuring pldesigned to reduce its cost structure. At
March 31, 2003, $1.1 million related to leasen@uded in Accrued Expenses and Deferred Reventleeo@onsolidated Balance Sheets.
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We have received distributions as both a gémertner and a limited partner from certain pevaquity funds. Under certain
circumstances, we may be required to return agodr all the distributions it received as a gehpaatner to the fund for further distribution
to the fund’s limited partners (the “clawbackAssuming the Funds in which we are a general padresliquidated or dissolved on March
2003 and assuming for these purposes the onlylistns from the funds are equal to the carryiatug of the funds on the March 31, 2003
financial statements, the maximum clawback we waadequired to return for our general partneregeis approximately $6 million.
Management estimates its liability to be approxehea$5.5 million. This amount is reflected in “OtHeong-Term Liabilities” on the
Consolidated Balance Sheets.

Our ownership in the general partner of thed&iwhich have potential clawback liabilities rafigen 19-30%. The clawback liability is
joint and several, such that we may be requirddnd the clawback for other general partners shthdgl default. The Funds have tal
several steps to reduce the potential liabilitiesusd other general partners default, includinghivtiding all general partner distributions in
escrow and adding rights of set-off among certaimdé. We believe our liability due to the defadlbther general partners is remote.
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Item 2. Management's Discussion and Analysis of Financiab@dition and Results of Operations

The statements contained in this QuarterlydRepat are not historical facts are forward-logkstatements within the meaning of the
Private Securities Litigation Reform Act of 19951€Ee statements involve certain risks, uncertaimtinel other factors that could cause actual
results to be materially different than those conglated by these statements. These risks and aimtés include the factors described
elsewhere in this report and in our filings witke tBEC. We do not assume any obligation to updatécaward-looking statements or other
information contained in this Quarterly Report.

Certain amounts for prior periods in the Cdidsted Financial Statements, and in the discuss@ow, have been reclassified to conform
with current period presentations.

General

We are an operating company that seeks tdecteag-term value by taking controlling interestand developing our companies through
superior operations and management. Currently,ave hcquired and operate businesses that provaiedss decision and life science
software-based product and service solutions tieg neached the “time-to-volume” stage of develomimEme-to-volume is the process of
building an efficient company around a commerciglbble product with distribution channels, salad aarketing organization, and a
corporate infrastructure that has the capabilityrmwv rapidly and achieve market success. We peothid resources to address the challenges
facing our companies and enable these companiapitalize on their potential opportunities. Thesgources include capital, management
and operational expertise. We believe that our ggpee in developing and operating technology carmgsaenables us to identify and attract
companies with the greatest potential for succerds@assist these companies to become marketrteade create value for us and our
shareholders. Our existing strategic subsidianeas on one or more of the following vertical maskéinancial services, healthcare and
pharmaceutical, manufacturing, retail and distitytand telecommunications. We may acquire ofineg-to-volume technology companies
complementary to our companies and markets. Weoalsoa humber of legacy companies.

Many of our companies that we account for urike equity method or consolidation method araretogy+elated companies with limit
operating histories that have not generated sigifirevenues and have incurred substantial ldsg®®r periods. We expect these losses to
continue in 2003. In addition, we expect to congino acquire interests in more technology-relatedmanies that may have operating losses
when we acquire them. We also expect certain okagisting companies to continue to invest in tipeaducts and services and to recognize
operating losses related to those activities. Assalt, Safeguard’s operating losses attributablestcorporate operations, its equity accounted
subsidiaries and its consolidated subsidiariesccoahtinue to be significant. It is reasonably fllssthat the impairment factors evaluated by
management will change in subsequent periods, dhetnwe operate in a volatile business environmEmis could result in additional
material impairment charges in future periods. flnancial results are also affected by acquisitiondispositions of our subsidiaries or
equity or debt interests in our subsidiaries. Thesmgsactions have resulted in significant volgtilin our financial results which we expect\
continue during 2003.

Net Results of Operations

Our reportable segments include i) Strategjitative Companies, which includes those compaimesghich we maintain controlling
interest and are strategically and operationallyaged with the goal of accelerating value creatipihegacy Companies in which we
generally have less than a controlling interestloich do not directly fall within our strategic ftidtives; and iii) CompuCom, which represe
the results of our subsidiary, CompuCom.
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At March 31, 2003, we had ownership in 20 companidgsch were classified into the following segments

Strategic Initiative Legacy
Companies Companies CompuCom
Consolidated Agari Mediaware (70% Pacific Title anc CompuCom (59%
Alliance Consulting (100%)(e Arts Studio (84%
ChromaVision (62% Protura (56%
Mantas (63% Tangram (58%

SOTAS (75%)

Equity DocuCorp (22%
eMerge (16%
Internet Capital Group (13%
Kanbay (30%
Nextone (30%
QuestOne (33%
Sanchez (24%
Zer0to5ive (33%

Cost BatellePharma (12%
Pac-West Telecomm (7%
Realtime Media (9%

(&) On January 1, 2003, aligne and Lever8 Solutieai® merged into Alliance Consultir

The percentages above reflect our voting oshiprat March 31, 2003. Although we own less th@¥ 2f the voting stock of some of
these companies, we accounted for these companigne @quity method as we believe we have thetalbiiexercise significant influence
based on our representation of each company’s lodatidectors and other factors.

In periods prior to 2003, our reportable segtmevere Strategic Private Companies, Other Pri@ampanies and Funds, Public Compa
(excluding CompuCom) and CompuCom. All prior pesidve been restated to conform to the culyeat-presentation. The developmen
the current segments corresponds to the impleniemtat the refinement of our strategic focus anremehin early 2003, and represents
management’s view of our operations.

Each segment includes the results of the dimladed companies and records our share of incantesses for entities accounted for under
the equity method. Segment results also includaimpent charges, gains or losses related to thosiison of our companies and the mar|
market of trading securities. All significant indegment activity has been eliminated. Accordingggment results reported exclude the effect
of transactions between us and our subsidiaries.

Other items, which include corporate operaiand income taxes, are reviewed by managemergéndent of segment results. Corporate
expenses include the costs of providing operatmusmanagement support to our companies.

The Company’s operating results by segment arellsvk:

Three Months Ended March 31,

2003 2002

(in thousands)

(unaudited)

Strategic initiative companie $ (7,70)) $ (6,752)
Legacy companie 57& (24,749
CompuCorr 3,44¢ 2,881
Total segment (3,680 (28,619
Corporate operatior (10,467 (12,009
Cumulative effect of change in accounting princi — (21,390
Income tax expens (1,397 (1,119
$(15,539) $(62,129)

I I
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Strategic Initiative Companies

Three Months Ended March 31,

2003 2002

(in thousands)

(unaudited)
Revenue $31,69¢ $ 8,711
Total operating expens 41,16¢ 13,55¢
(9,479 (4,845
Other loss, ne — (16)
Interest incom 23 23
Interest and financing expen 177 (10€)
Minority interest 1,921 15¢
Equity loss — (1,96%)
(7,70 (6,752)
Cumulative effect of change in accounting princi — (21,81YH
$(7,707) $(28,567)
| |

Revenue for the software and service companahsding Mantas, SOTAS and Alliance is deriveohfr software license sales (including
proprietary software developed by the companieshvis customized to meet the client’s needs), softwnaintenance contracts, post-
contract customer support and business and IT torgservices. Revenue for ChromaVision, whicimiduded as a life science company, is

primarily derived from fees charged each time th€lS® proprietary automated cellular imaging syste used and, occasionally, upon the
sale of an ACIS® system.

Revenue . Revenue increased $22.9 million for the three ttmended March 31, 2003 compared to the prior yedod. Of this increase,
$15.2 million relates to Alliance Consulting subsent to consolidating their results in December2dhe remaining increase primarily
relates to sales by Mantas and ChromaVision sulesgda consolidating their results in April 200ailune 2002.

Operating Expenses . Operating expenses increased $27.6 million feittinee months ended March 31, 2003 compared toritveyear
period. Of this increase, $14.9 million relate#\tiance Consulting subsequent to consolidatingrttesults in December 2002. The

remaining increase primarily relates to operatirngemses at Mantas and ChromaVision subsequenngnlidating their results in April 2002
and June 2002.

Equity Loss . Equity loss for the three months ended March2B02 includes our share of ChromaVision's and Mgirmesults of

operations. We acquired a controlling interest imanaVision in June 2002 and Mantas in April 2082 .a result, we consolidated
ChromaVision’s and Mantas’ results starting in $keeond quarter of 2002.

Cumulative Effect of Change in Accounting Principle . In connection with the transitional impairmerdttperformed upon adoption of
SFAS 142, we were required to test existing goddwitl intangible assets with indefinite useful fer impairment as of January 1, 2002.

We completed the required testing during the secpraditer of 2002. As a result, we recorded a $&1ilion goodwill impairment loss show
as a cumulative effect of a change in accountimgciple.

Legacy Companies

Three Months Ended March 31,

2003 2002

(in thousands)
(unaudited)

Revenue $8,61¢ $ 15,10(
Operating expenst 8,33¢ 17,90:

28t (2,8079)
Other income (loss), ni 4,13¢ (5,51%)
Interest incom 1 13
Interest and financing expen 42 (28€)
Minority interest 182 62C

Equity loss (3,989 (16,777
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Revenue for the legacy segment, which incliRiasfic Title and Arts Studio, Tangram and manageincompanies of private equity funds
is derived from software license sales of Tangraasset tracking software, software maintenanceactst post-contract customer support,
consulting services, film title and special effes¢svices and management fees from the privateyefyuds.

Revenue. Revenue decreased by $6.5 million for the threethsanded March 31, 2003 as compared to the peigogh This decrease
primarily relates to the sale of our interest jprivate equity fund management company ($4.9 nmjland Aptas ($1.1 million), whose
revenue was included in March 31, 2002.

Operating Expenses. Operating expenses decreased by $9.6 million fothtee months ended March 31, 2003 as compaitbe farior
period. Of the total decrease, $6.8 million reldatethe sale of our interests in a private equitydf management company ($4.8 million) and
Aptas ($2.0 million), whose results were consokdzat March 31, 2002. The remaining decrease pitimatates to decreases in operating
expenses of Pacific Title, Protura and Tangram. dd@ease is a result of restructuring and cosaument measures implemented in 2002.

Other Loss, Net.

Three Months Ended March 31,

2003 2002

(in thousands)
(unaudited)

Gain on sale of companies, 1 $4,20¢ $ 4,631

Distribution from private equity func — 48€

Unrealized gain on Tellabs and related forward satgracts, ne — 71%

Unrealized loss on other trading securi (64) (7,709

Impairment charge — (3,660)

Other 4 16

$4,13¢ $(5,515)

| |

Gain on sale of companies for the three moatiteed March 31, 2003 includes a $3.0 million galated to the sale of a company in 1997
and a $0.9 million gain related to the sale of gipo of our interest in a legacy company. Gairsafe of companies for the three months
ended March 31, 2002 is primarily comprised of @3$#6illion gain related to the release of escrowesteeds from the sale of a private
company in 2000 and was offset by $1.2 milliondsdes associated with sales of certain public hgiprimarily Palm.

During 2002, we recorded a gain of $0.7 millielated to our holdings in Tellabs. This amowflects a $15.9 million gain on the change
in the fair value of the hedging contract, redubga $15.2 million loss on the change in fair vadfi¢he Tellabs holdings.

Impairment charges reflect certain equity fradd judged to have experienced an other than teanpdecline in value. We also have
recorded impairment charges for certain holding®aoted for under the cost method determined te leaperienced an other than tempo
decline in value in accordance with our existing§jgyoregarding impairment of long-lived assets.

Equity Loss. Equity loss fluctuates with the number of compasiesounted for under the equity method, our votiwgership percentage
in these companies and the net results of opemtbthese companies. Equity loss decreased $1ili@mfior the three months ended
March 31, 2003 as compared to the prior year pe@ddhe total decrease, $8.3 million relates tpamment charges on affiliates accounted
for under the equity method. A total of $3.4 mitliof the decrease is due to discontinuing the ciegrof equity losses of companies where
we no longer have ownership interests. A total@83nillion of the decrease is due to discontinuthmgrecording of equity losses of
companies whose carrying value was reduced to xatbgnize our share of losses to the extent we &&ost basis in the equity investee,
or we have outstanding commitments or guarantdesrdmaining decline is due to increased earnihgseréain companies.
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Certain amounts recorded to reflect our sbathe income or losses of our companies accouoteghder the equity method are based on
estimates and on unaudited results of operatiottsose companies and may require adjustments ifuthee when audits of these entities are
made final.

CompuCom

Three Months Ended March 31,

2003 2002

(in thousands)
(unaudited)

Revenue $330,29° $326,94¢
Cost of Sale: 285,62 276,65t
44,67( 50,29(

Other operating expens 39,02¢ 45,48(
5,64t 4,81(

Interest incomt 31¢ 567
Interest and financing expen (409 (87¢)
Minority interest (2,119 (1,620
3,44¢ 2,881

Cumulative effect of change in accounting princi — 42¢
$ 3,44¢ $ 3,30¢

I L]

Revenue for CompuCom is derived from prodat#s which include sales of technology produatsipherals and software-related
products and licenses and business and IT services.

Revenue. Revenue, which consists of product revenue andcgergvenue, increased $3.3 million or 1.0% forttiree months ended
March 31, 2003 as compared to the same periodd@.20f the total increase, $5.2 million or 7.7% a#tsibutable to service revenue
partially offset by a decrease of $1.9 million or% related to product revenue. CompuCom attribilteproduct revenue decrease to general
economic conditions that have continued to hamperathd for the product it sells. As a result of #genomic slowdown, product purchases
and IT projects continue to be delayed, downsizethocelled. The increase in service revenue wasapity due to an increase in services
provided to the federal government and contracsaltimg services, partially offset by decreasefieltl engineering and services directly
related to the sale of product.

Cost of Sales/Gross Margin. Product gross margin for the three months endeaviadt, 2003 was 8.6% compared to 10.3% for the same
period in 2002. CompuCom believes this decreapdrizarily due to a decrease in the amount of vendarme and other incentives earne
the first quarter of 2003 as compared to the fjtgtrter of 2002. Service gross margin for the timeaths ended March 31, 2003 was 30.9%
compared to 34.8% for the same period in 2002.ddueease was primarily the result of an increasevwer margin services to the federal
government and continued pricing pressure.

Due to economic and competitive conditionsm@aCom expects to experience continued pressubethnrevenue and gross margin, the
result of which may be lower revenue and relatedgmargin when compared to the comparable priar yeriod or previous quarter.

Other Operating Expenses. Other operating expenses decreased 14.2% for iibe thonths ended March 31, 2003 as compared &athe
period in 2002. CompuCom attributes this decreasts bwn cost management efforts related to geHind service expenses and general and
administrative expenses, including personnel ateda@ costs and infrastructure costs.

Interest Income . Interest income decreased for the three monttisceNarch 31, 2003 as compared to the same periddd2.
CompuCom attributes the decline to a decreasdendst earned on available cash for the three rmamttled March 31, 2003 as compared to
the same prior year period, primarily as a resid decline in interest rates.

Interest and Financing Expense. Interest and financing expense decreased for tke thonths ended March 31, 2003 as compared to the
prior year period. The decrease is primarily du€dmpuCom’s continued improvement in the
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management of working capital and the effect ofdoeffective interest rates in the first quarteR003 as compared to the first quarter of
2002.

Reconciling Items

Corporate Operations

Three Months Ended March 31,

2003 2002

(in thousands)

(unaudited)

General and administrative costs, $ (6,720) $ (4,769
Stocl-based compensatic (7949 (959)
Depreciation and amortizatic (a7%) (341)
Interest incom 69C 1,413
Interest expens (2,82¢) (6,19%)
Other (640 (1639)
$(10,467) $(11,007)

| |

Income tax expens $ (1,399 $ (1,11¢)
| |

Our general and administrative expenses copsimarily of employee compensation, insurancdsioe services such as legal, accounting
and consulting, and travel-related costs. Genemdlaaministrative expenses increased $2.0 millio2003 when compared to 2002. The
increase is due to increased directors and officgity insurance premiums, compensation costated to individuals hired in 2002 and
severance costs.

As discussed in Note 9, we issued sharesstficted stock to employees in 2002. The valuéde$¢ shares is recognized as expense on a
straight-line basis over the vesting period.

Interest expense decreased $3.4 million irB2@en compared to 2002. The decreased expense i® dhe inclusion in 2002 of the
accretion of the obligation and amortization of tlest of the two forward sale contracts on ouratlholdings entered into in March and
August of 1999 with no similar expense in 2003thesforward sale contracts were settled in 2002rést expense for the three months el
March 31, 2002 also included interest on the mgpdar the corporate headquarters, which was soldctober 2002. There is no similar
expense included for the three months ended MatcRCBO3.

Interest income decreased $0.7 million in 26®&n compared to 2002. The decrease is primalited to interest income on a note
receivable from a related party. In January 2008 rnote went into default and we will not recortéiest income on the note until the carry
value is paid in full.

Income Taxes. Our consolidated income tax benefit recorded ferttiiee months ended March 31, 2003, was $1.4omjlliet of recorded
valuation allowance of $6.0 million. We have re@itd valuation allowance to reduce our deferrec@sset to an amount that is more likely
than not to be realized in future years. Our cddatéd effective tax rate before valuation alloweadecreased to 33.1% for the three months
ended March 31, 2003 compared to 34.2% for thesthrenths ended March 31, 2002. This rate diffemnfthe federal statutory rate due to
miscellaneous non-deductible expenses.

Liquidity And Capital Resources

We funded our operations with proceeds frolessaf and distributions from affiliates, salesawhilable-for-sale and trading securities,
sales of non-strategic assets and, in 2002, efard. Other sources of liquidity which have beglized by Safeguard in prior periods
include sales of Safeguard equity, issuance ofgsafel debt or operating cash flow from our whollyned business and IT service
companies. Our ability to generate liquidity froades of affiliates, sales of available-for-sale &nadling securities, and Safeguard equity and
debt issuances has been adversely affected byettiaelin the US markets and other factors.

Proceeds from sales of and distributions fedfitiates were $5 million and $9 million for thbree months ended March 31, 2003 and
2002. Proceeds from sales of available-for-saletaatting securities were $0 and $13 million for theee months ended March 31, 2003 and
2002.
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In May 2002, we entered into a credit agredrpenviding for borrowings, issuances of lettercddit and guarantees of up to $25 milli
We occasionally use letters of credit to providesactional support to our companies. This creditify matures in May 2003 and bears
interest at the prime rate for outstanding borr@sirThe credit facility is subject to an unused rotment fee of 0.125% which is subject to
reduction based on deposits maintained at the Barfacility requires cash collateral equal to timoes any outstanding amounts under the
facility. This facility provides us additional fléxlity to implement our strategy and support oampanies. We have renewed the facility fi
one year period in May 2003 under the same termblakch 31, 2003, a standby letter of credit ofidillion was outstanding. As of
March 31, 2003, guarantees totaling $8 milliontetleto two strategic initiative company’s creditifdies were outstanding.

The transactions we enter into in pursuitwf strategy could impact our liquidity at any pdimtime. As we seek to acquire technology-
related companies, we may be required to expendaslr or incur debt which will decrease our liqyidConversely, as we dispose of our
interests in companies that are no longer strategianay receive proceeds from such sales whicldéocrease our liquidity. From time to
time we are engaged in discussions concerning sitigais and dispositions which, if consummated J¢édmpact our liquidity, perhaps
significantly.

Our cash and cash equivalents at March 313 26@ other internal sources of cash flow are explto be sufficient to fund our cash
requirements for the next twelve months, includiogimitments to our existing affiliates, our curreperating plan to acquire interests in
new affiliates and our general corporate requiregsen

In October 2000, we guaranteed certain mdaogins advanced by a third party to Mr. Musser, timenChief Executive Officer of
Safeguard. The securities subject to the margiowaddncluded shares of our common stock. We edtiertte this guarantee arrangement to
maintain an orderly trading market for Safeguartjsity securities, to maintain Safeguardompliance posture with the Investment Com
Act of 1940, and to avoid diversion of the attentad a key executive from the performance of higpamsibilities to Safeguard. In May 2001,
we entered into a $26.5 million loan agreement WMthMusser, the former CEO. The proceeds of tlaa lvere used to repay the margin
loans guaranteed by Safeguard in October 2000puitgose of the May 2001 loan agreement was to editeithe guarantee obligations and
to provide for direct and senior access to Mr. Mu'ssassets as collateral for the loan.

The loan bears interest at an annual defatétaf 9% and became payable on a limited basi&mpnary 1, 2003. Safeguard sent
Mr. Musser a demand notice in January 2003 andpwiogpayment was received, a default notice. Ipurarion with the original loan,
Mr. Musser granted us security interests in seegrand real estate as collateral. Based on theniation available to us, we also concluded
that Mr. Musser may not have sufficient personakssto satisfy the outstanding balance due uhédoan when the loan becomes full
recourse against Mr. Musser on April 30, 2006. Atrh 31, 2003, we have impaired the loan by $0llfomito the estimated value of the
collateral that we hold. We will continue to evakuthe value of the collateral to the carrying eatdi the note on a quarterly basis.

In connection with our ownership interestgéntain affiliates, we have guarantees associatdbdvarious forms of debt including lines of
credit, term loans, performance bonds, equipmestele and mortgages. Of our total guarantees offfitdn at March 31, 2003, $20 million
relates to guarantees of our consolidated compahitstal of $9 million of debt associated with auarantees has been recorded on the
consolidated companies’ Balance Sheets and arefthereflected in the Company’s Consolidated BedaBheets at March 31, 2003.
Additionally, we have committed capital of approxzirely $37 million, including commitments made ioptyears to various affiliates, to be
funded over the next several years, including agprately $12 million, which is expected to be fudde the next twelve months.

We have received distributions as both a gémeartner and a limited partner from certain pevaquity funds. Under certain
circumstances, we may be required to return agodr all the distributions it received as a gehpaatner to the fund for further distribution
to the fund’s limited partners (the “clawbackAssuming the Funds in which we are a general padresliquidated or dissolved on March
2003 and assuming for these purposes the onlyldisons from the funds is equal to the carryintuesof the funds on the March 31, 2003
financial statements, the maximum clawback we waadequired to return for our general partneregeis approximately $6 million.
Management estimates its liability to be approxehea$5.5 million. This amount is reflected in “OtHeong-Term Liabilities” on the
Consolidated Balance Sheets.

Our ownership in the general partner of thed&iwhich have potential clawback liabilities rafigen 19-30%. The clawback liability is
joint and several, such that we may be requirddnd the clawback for other general partners shthdgl default. The Funds have tal
several steps to reduce the potential liabilitiesudd other general partners default, includinghivtiding all general partner distributions in
escrow and adding rights of set-off among certaimdf. We believe our liability under the defaulbtiier general partners is remote.

In June 1999, the Company issued $200 mithioh% convertible subordinated notes due June 086 2nterest is payable semi-annually.
The notes are redeemable in whole or in part abptien of the Company on or after June 18, 2002,
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for a maximum of 102.5% of face value dependinghendate of redemption and subject to certainiotistns. At the note holdes’option, the
notes are convertible into our common stock sulieatjustment under certain conditions. Pursuatti¢ terms of the notes, the conversion
rate of the notes at March 31, 2003 was $24.113Bin€ipal amount per share. The closing pricewwf@dmmon stock on March 31, 2003
was $1.41. The note holder’'s may also require &mse of the notes upon certain events, includitesof all or substantially all of our
common stock or assets, liquidation, dissolutioa change in control. If the note holders do netilo convert the notes to common stock
prior to their maturity, we believe, through theeeution of our stated strategy, including busirgresvth at our subsidiaries and the sale from
time to time of various holdings, we will eithendeathe ability to repurchase or refinance the notéstanding on the due date in accordance
with their terms.

CompuCom maintains separate, independentdingrarrangements, which are non-recourse to usendecured by certain assets of
CompuCom. During recent years, CompuCom has uilzenk financing arrangements and internally geadrunds to fund its cash
requirements.

At March 31, 2003, CompuCom has a $25 millimrking capital facility and a $100 million receblas securitization facility. The
working capital facility, which initially had a Mag002 maturity date but has been extended to a2088 maturity date, bears interest at
LIBOR plus an agreed upon spread and is securediey on CompuCom'’s assets. CompuCom expectaiear¢he working capital facility
during the second quarter of 2003. Availability anthe facility is subject to a borrowing base ahtion. As of March 31, 2003, availability
under the working capital facility was $25 millierith no outstanding amounts. The securitizationlifgts pricing is based on a designated
short-term interest rate plus an agreed upon splidadsecuritization allows CompuCom to sell, oroagoing basis, its trade accounts
receivable to a consolidated, wholly owned spgmipose subsidiary (SPS). The SPS has sold angcsti certain conditions, may from
time to time sell an undivided ownership interasthie pool of purchased receivables to financisiitutions. As collections reduce receival
balances sold, CompuCom may sell interests in meeivables to bring the amount available up tanthgimum allowed. These sales are
reflected as reductions of Accounts receivablenenGonsolidated Balance Sheets and are includeeticash provided by operating activit
on the Consolidated Statements of Cash Flows. Tdmwepds from the sale of receivables are used phyma fund working capital
requirements. The investors in the securitizedivabées have no recourse to Safeguard’s or CompuCassets as a result of debtors
defaults. Safeguard and CompuCom account for tiln@ssactions in accordance with SFAS 140 and rheesdles criteria stated in Paragr
9 of SFAS 140. Amounts outstanding as sold recéagads of March 31, 2003 consisted of two certifisaotaling $59 million. Within the
context of the securitization, each certificatessied from a separate facility, each facilityae$50 million. One $50 million facility, with an
October 2003 maturity date, has one certificategdgor $50 million. The other $50 million facilityith an October 2005 maturity date has
one certificate issued for $9 million. Both faéés are subject to CompuCom’s compliance with $etefinancial covenants and ratios.

CompuCom'’s liquidity is impacted by the doNemiume of certain manufacturers’ customer specélzate programs. Under these
programs, CompuCom is required to pay a higheialmimount for product and then claim a rebate ftbenmanufacturer to reduce the final
cost. These rebates are then passed on to themarstothe form of reduced sales price. The catbeocdf these rebates can take an extended
period of time. Due to these programs, CompuComitil cost for the product is often higher thar #ales price. The amounts due from
manufacturers under such customer specific rebatgrams are recorded as a reduction to Accountalpayn the Consolidated Balance
Sheets and a reduction of Cost of sales in the @idlated Statements of Operations. As of March2®D3 and December 31, 2002,
CompuCom was owed approximately $9.3 million an8.8Inillion, respectively, under these vendor relmabgrams. These outstanding
amounts are included as a reduction to Accountsalitayn the Consolidated Balance Sheets.

In addition, CompuCom participates in cerfaiagrams provided by various suppliers that endtdteearn volume incentive dollars. The
incentives are generally earned by achieving qugrsales targets. The amounts earned under thegeams are recorded as a reduction to
cost of sales when earned. The Company also recearalor reimbursements that offset certain trginimomotional and marketing costs
incurred by the Company. These amounts are reca@slédtcounts receivable on the Consolidated Bal&heets, and any amounts received
in excess of the actual amounts incurred are recbad a reduction of Cost of sales in the Congdelii§tatements of Operations. As of
March 31, 2003 and December 31, 2002, CompuCornowasl approximately $2.4 million and $3.3 millioespectively, under these
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supplier incentive programs.

CompuCom’s ability to make distributions t® $hareholders is limited by restrictions in CompomG financing agreements and
CompuCom'’s working capital needs. We do not comsiiampuCom’s liquidity to be a source of liquidtty us.

Net cash used in operating activities was $4lBon for the three months ended March 31, 266@1pared to $28.3 million for the same
prior year period. The decrease was due primasithé¢ decrease in net loss. Net cash providedussting activities was $0.2 million for the
three months ended March 31, 2003 compared to $d@lian for the same prior year period. Includedhe three months ended March 31,
2003 are the proceeds related to the sale of Relhich totaled $13.1 million. Proceeds from saleamd distributions from affiliates declined
to $5.3 million for the three months ended MarchZ103 from $9.2 million for the comparable perind®002. A total of $3.0 million related
to a sale of a company in 1997 and $1.0 millioates to the sale of a portion of our interest prigate company is included for the three
months ended March 31, 2003. A total of $6.0 millielated to the release of escrowed proceedsthersale of a private company in 2000
and $1.8 million related to the sale of our intemedAtlas was included for the three months enlliedch 31, 2002.

Consolidated working capital decreased to $88Mlon at March 31, 2003 compared to $242 millanDecember 31, 2002. The decrea
primarily attributable to cash expended relateddquisitions of ownership interests in affiliatesl aubsidiaries, partially offset by proceeds
from sales of and distributions from affiliates.

Our general operations are not capital intensind capital expenditures in any year normallynet be significant in relation to our
overall financial position. There were no matecapital asset purchase commitments at March 313.200

There were no significant changes in the camepts of contractual cash obligations and othemeerial commitments during the quarter
ended March 31, 2003.

Recent Accounting Pronouncements
See Note 5 to the Consolidated Financial Btaiss.
Factors That May Affect Future Results

Forward-looking statements in this report #make made from time to time by us through ourazemianagement team are made pursuant
to the safe harbor provisions of the Private SéegrLitigation Reform Act of 1995. Factors thautdbcause actual results to differ materially
from results anticipated in forward-looking statertseare described in our SEC filings, including Aanual Report on Form 10-K for the
year ended December 31, 2002. These factors indudeare not limited to, the followin

. The performance of our companies, which facesr&lch as intense competition, rapid changes imtdagy and customer
demands, frequent new product introductions anfdirstpidistribution channels

. Many of our companies have a history of operaliisges or limited operating histories, no histrjarofits and financing
requirements that they may not be able to safidfgse affiliates may not have operating incomeedimcome in the future and
their financial results may vary dramatically fromarter to quarte

. We may have problems raising money we need ifuttoee to fund the needs of our companies andakenacquisitions of
affiliates.

. We may incur significant costs to avoid investinempany status and may suffer adverse conseguérieemed to be an
investment compan

. Our strategy of creating long-term value for sbareholders by taking controlling interests in dadeloping our strategic

companies requires capital. Our ability to genecafgital is dependent, in part, on the strengtthefpublic and private capital
markets for technology related companies and otetred
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of activity in the mergers and acquisitionarket in the relevant industry, as well as on #iirements of the Federal securities
laws regulating the sale of securiti

. Our financial results are likely to vary dramatig from quarter to quarter depending upon varieusnts. These events include the
financial results of our affiliates and the waytttiee partner companies are reflected in our ciuei@d financial statements, sale
partner companies or our interests in partner comegaand distributions from private equity fundsiehiwe manage or in which we
have an interes

. Our stock price may be subject to significantfilation because the value of some of our partopanies fluctuates and because
of market conditions generall

ltem 3. Quantitative and Qualitative Disclosures About MakRisk

We are exposed to equity price risks on thekatable portion of our securities. These secwritielude equity positions in companies in
the technology industry, many of which have experéal significant volatility in their stock pricdsistorically, we have not attempted to
reduce or eliminate our market exposure on seear{gxcept the Tellabs transactions which were tataghin August 2002). Based on
closing market prices at March 31, 2003, the faarket value of our holdings in public securitiessvegproximately $182 million . A 20%
decrease in equity prices would result in an apprate $36 million decrease in the fair value of publicly traded securities. At March 31,
2003, the value of the collateral securing the Mu$zan, included $5.6 million of equity securitids20% decrease in the fair value of these
securities would result in a charge of approxima$dl.1 million.

At March 31, 2003, we had outstanding $200ionilof fixed rate notes due in June 2006. Basettamsactions for these notes in the
secondary market, these notes have a fair market @ March 31, 2003 of approximately $143 million

CompuCom is exposed to interest rate risk grilmthrough its receivables securitization andkireg capital facilities. CompuCom
utilizes borrowings on these facilities to meewitsrking capital and other financing needs. At Mia8d, 2003, the securitization facility had
borrowings of approximately $59 million, and therere no borrowings on the working capital facilifyCompuCom'’s effective interest rate
were to increase by 100 basis points, or 1.00%, g@om’s annual financing expense would increasg®h§ million based on CompuCosn’
average balances utilized under its facilities miyithe three months ended March 31, 2003. Our siidhés increase would be approximately
$0.4 million after deduction for minority interdsit before income taxes.

Item 4. Controls and Procedures

(&) Evaluation of disclosure controls and procedufé& Company’s Chief Executive Officer and its GHimancial Officer, after
evaluating the effectiveness of the Company’s digale controls and procedures (as defined in Exgghéct Rules 13a-14(c) and
15-d-14(c)) as of a date within 90 days of filingte of the quarterly report (the “Evaluation Datéiave concluded that as of the
Evaluation Date, the Company'’s disclosure contaold procedures were adequate and effective toetisar material information
relating to the Company would be made known to thgrothers within the Company, particularly durthg period in which this
quarterly report was being prepar

(b) Changes in internal controls: There were no ficant changes in the Company’s internal controlg@ther factors that could

significantly affect the Company’s internal confraind procedures subsequent to the Evaluation Bat@ny significant
deficiencies or material weaknesses in such inteaarols and procedures requiring correctiveandi
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PART II
OTHER INFORMATION
Item 1. Legal Proceedings
Safeguard Scientifics Securities Litigatio

On June 26, 2001, the Company and Warren \&skly the Company’s former Chairman, were nameig#ndants in a putative class
action filed in federal court in Philadelphia. Pl@ifs allege that defendants failed to disclosa tir. Musser had pledged some or all of his
Safeguard stock as collateral to secure margitintgad his personal brokerage accounts. Plaingifiisge that defendants’ failure to disclose
the pledge, along with their failure to discloseesal margin calls, a loan to Mr. Musser, the gotga of certain margin debt and the
consequences thereof on Safeguard’s stock prickted the federal securities laws. Plaintiffs gdl€laims under Sections 10(b) and 20(a) of
the Securities Exchange Act of 1934.

On August 17, 2001, a second putative clagsrawas filed against the Company and Mr. Mussseging claims similar to those brought
in the first proceeding. In addition, plaintiffs fine second case allege that the defendants tailddclose possible or actual manipulative
aftermarket trading in the securities of Safeguaompanies, the impact of competition on prosgectsne or more of Safeguard’s
companies and the Company’s lack of a superiomiegsiplan.

These two cases have been consolidated fibrefuproceedings under the name “In Re: Safegueishtifics Securities Litigation” and the
Court has approved the designation of a lead [iffaamtd the retention of lead plaintiffs’ couns&he plaintiffs have filed a consolidated and
amended complaint. On May 23, 2002, the defendaatsa motion to dismiss the consolidated and aedrcomplaint for failure to state
claim upon which relief may be granted. On Octdb&r2002, the Court denied the defendants’ motiortismiss, holding that, based on the
allegations of plaintiffs’ consolidated and amendethplaint, dismissal would be inappropriate a fhhcture. On December 20, 2002,
plaintiffs filed with the Court a motion for classrtification. On March 14, 2003, the defendaredfbriefs with the Court opposing class
certification. The Court has not yet ruled on plifis’ motion.

While the outcome of this litigation is uneern, the Company believes that it has valid defetselaintiffs’ claims and intends to defend
the lawsuit vigorously.

Item 6.  Exhibits and Reports on Form 8-K
(@) Exhibits

10.1 First Amendment to Loan Agreement dated May 9, 280a8nd among Comerica Bank - California,
Safeguard Delaware, Inc. and Safeguard Scienf{iietaware), Inc

99.1 Certification Pursuant to 18 U.S.C. Section 1350adopted pursuant to Section 906 of the Sarb@mézsy
Act of 2002

99.2 Certification Pursuant to 18 U.S.C. Section 1350adopted pursuant to Section 906 of the Sarb@mésy
Act of 2002

(b) Reports on Form 8-K. No reports on Form 8-K havenbied by the registrant during the three morghded
March 31, 2003
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SIGNATURES

Pursuant to the requirements of the Secuiltiehange Act of 1934, the Registrant has duly @adisis report to be signed on its behalf by
the undersigned thereunto duly authorized.

SAFEGUARD SCIENTIFICS, INC
(Registrant

Date: May 13, 2003 /sl Anthony L. Craig

Anthony L. Craig
Chief Executive Officer and President

Date: May 13, 2003 /sl Christopher J. Davis

Christopher J. Dav
Managing Director and Chief Financial Officer
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CERTIFICATION

I, Anthony L. Craig, certify that:

6.

I have reviewed this quarterly report on Forn-Q of Safeguard Scientifics, Inc

Based on my knowledge, this quarterly report da®scontain any untrue statement of a materialdaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

Based on my knowledge, the financial statememtd,other financial information included in thisagierly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
quarterly report

The registrant’s other certifying officers andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and we ha

a) designed such disclosure controls and procedaressure that material information relating to tégistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this quarterly
report is being prepare

b) evaluated the effectiveness of the registrangslasure controls and procedures as of a datenwdth days prior to the filing date of
this quarterly report (th*Evaluation Dat"); and

c) presented in this quarterly report our conclusiabout the effectiveness of the disclosure canainltl procedures based on our
evaluation as of the Evaluation Da

The registrant’s other certifying officers anldave disclosed, based on our most recent evalyatidhe registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing thevedent function):

a) all significant deficiencies in the design or ggi@n of internal controls which could adverseffieet the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audigmmg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that involmesnagement or other employees who have a sigmifioée in the registrant’s
internal controls; an

The registrant’s other certifying officers anldave indicated in this quarterly report whethenatr there were significant changes in
internal controls or in other factors that coulghgiicantly affect internal controls subsequentite date of our most recent evaluation,
including any corrective actions with regard tongigant deficiencies and material weaknes

SAFEGUARD SCIENTIFICS, INC.

Date: May 13, 200 /sl ANTHONY L. CRAIG

Anthony L. Craig
Chief Executive Officer
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CERTIFICATION

I, Christopher J. Davis, certify that:

6.

I have reviewed this quarterly report on Forn-Q of Safeguard Scientifics, Inc

Based on my knowledge, this quarterly report da®scontain any untrue statement of a materialdaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

Based on my knowledge, the financial statememtd,other financial information included in thisagierly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
quarterly report

The registrant’s other certifying officers andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and we ha

a) designed such disclosure controls and procedaressure that material information relating to tégistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this quarterly
report is being prepare

b) evaluated the effectiveness of the registrangslasure controls and procedures as of a datenwdth days prior to the filing date of
this quarterly report (th*Evaluation Dat"); and

c) presented in this quarterly report our conclusiabout the effectiveness of the disclosure canainltl procedures based on our
evaluation as of the Evaluation Da

The registrant’s other certifying officers anldave disclosed, based on our most recent evalyatidhe registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing thevedent function):

a) all significant deficiencies in the design or ggi@n of internal controls which could adverseffieet the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audigmmg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that involmesnagement or other employees who have a sigmifioée in the registrant’s
internal controls; an

The registrant’s other certifying officers anldave indicated in this quarterly report whethenatr there were significant changes in
internal controls or in other factors that coulghgiicantly affect internal controls subsequentite date of our most recent evaluation,
including any corrective actions with regard tongigant deficiencies and material weaknes

SAFEGUARD SCIENTIFICS, INC.

Date: May 13, 2003 /sl CHRISTOPHER J. DAVIS

Christopher J. Dav
Chief Financial Officer
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Exhibit 10.1

FIRST AMENDMENT
TO
LOAN AGREEMENT

This First Amendment to Loan Agreement is exdento as of May 9, 2003 (the “Amendment”), bylamong COMERICA BANK —
CALIFORNIA (“Bank”) and SAFEGUARD DELAWARE, INC. (Safeguard Delaware”) and SAFEGUARD SCIENTIFICS (P&UARE),
INC. (“Safeguard Scientifics”; Safeguard Sciensfend Safeguard Delaware are sometimes referr@utteidually, as a “Borrower” and
collectively, the “Borrowers”).

RECITALS

Borrowers and Bank are parties to that celtagn Agreement dated as of May 10, 2002, as andeftde “Agreement”)The parties desi
to amend the Agreement in accordance with the tefrttis Amendment.

NOW, THEREFORE, the parties agree as follows:

1. The following defined terms in Sectibd of the Agreement are hereby amended in théiregnto read as follows:
“Revolving Maturity Date” means M8y2004.

2. Section 2.1(b)(i) of the Agreementésdby amended in its entirety to read as follows:

(i) Subject to theerhs and conditions of this Agreement, at any fimer to the Revolving Maturity Date, Bank agrees
to issue or cause to be issued letters of credihfoaccount of Borrowers (each, a “Letter of @remhd collectively, the “Letters of
Credit”) in an aggregate outstanding face amouhtamexceed the Revolving Line minus the aggregateunt of the outstanding
Advances at any time, provided that the aggregate &mount of all outstanding Letters of Creditlsia exceed Ten Million Dollars
($10,000,000). All Letters of Credit shall be, orrh and substance, acceptable to Bank in its seteedion and shall be subject to the
terms and conditions of Bank’s form of standardligpfion and letter of credit agreement (the “Apption”), which Borrower hereby
agrees to execute, including Bank’s standard fealdq 0.5% per annum of the face amount of eadtetef Credit. On any drawn but
unreimbursed Letter of Credit, the unreimbursedamhshall be deemed an Advance under Section 2R(ay to the Revolving
Maturity Date, Borrowers shall secure in cash hligations under any outstanding Letters of Crediterms acceptable to Bar

3. Section 6.4 of the Agreement is heratmgnded to read as follows:

6.4 Impairment Charges. Impairmardrges relating to Private Partner Companies@maulative basis during the term of this
Agreement, excluding mandatory FASB 142 chargesl] sbt exceed $50,000,000 between May 9, 2003\ 8, 2004

4. Unless otherwise defined, all initiadigpitalized terms in this Amendment shall be dsdd in the Agreement. The Agreement, as
amended hereby, shall be and remain in full formeffect in accordance with its respective termd lzereby is ratified and confirmed in all
respects. Each Borrower ratifies and reaffirmscinatinuing effectiveness of the Agreement andrelruments, documents and agreements
entered into in connection with the Agreement.

5. Each Borrower represents and warrduatisthe Representations and Warranties containtéietiAgreement are true and correct as of
the date of this Amendment, and that no Event dallehas occurred and is continuing.

6. This Amendment may be executed in twmore counterparts, each of which shall be deesmeatiginal, but all of which together
shall constitute one instrument.




7. As a condition to the effectivenesshis Amendment, Bank shall have received, in fortd substance satisfactory to Bank, the
following:

(a) this Amendment, duly executed by Borrow

(b) corporate resolutions to borrow, duly axed by each Borrowe

(c) an Affirmation and Amendment of Guararyly executed by Safeguard Scientifics, I
(d) corporate resolutions to guaranty, dulgated by Safeguard Scientifics, Ir

(e) an amount equal to all Bank Expenses mecuthrough the date of this Amendment;

(f) such other documents, and completion ehsether matters, as Bank may reasonably deem segesr appropriate
[ REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK]
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IN WITNESS WHEREOF, the undersigned have eteztthis Amendment as of the first date above anitt

SAFEGUARD DELAWARE, INC.

By: /d Christopher J. Davis

Title: Managing Director and CFO

SAFEGUARD SCIENTIFICS
(DELAWARE), INC.

By: /d Christopher J. Davis

Title: Managing Director and CFO
COMERICA BANK-CALIFORNIA

By : /9 Sacy Arrigo

Title: Vice President






Exhibit 99.1

Certification Pursuant to 18 U.S.C. Section 1350,saAdopted Pursuant to Section 906
of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report of Safegucientifics, Inc. (the “Company”) on Form 10-Q the quarter ended March 31, 2003 as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), I, Anthony L. @reChief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. Section01 3% adopted pursuant to Section 906 of the Sask@nley Act of 2002, that:

1. The Report fully complies with the requirementsettion 13(a) of the Securities Exchange Act 0f41985 U.S.C. 78m(a)); ar

2. The information contained in the Report fairhegents, in all material respects, the financiab@mn and results of operations of the
Company.

SAFEGUARD SCIENTIFICS, INC

Date: May 13, 2003 /sl ANTHONY L. CRAIG

Anthony L. Craig
Chief Executive Officer
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Exhibit 99.z

Certification Pursuant to 18 U.S.C. Section 1350,saAdopted Pursuant to Section 906
of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report of Safegucientifics, Inc. (the “Company”) on Form 10-Q the quarter ended March 31, 2003 as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), I, ChristopheDdvis, Chief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. Section01 3% adopted pursuant to Section 906 of the Sask@nley Act of 2002, that:

1. The Report fully complies with the requirementseétion 13(a) of the Securities Exchange Act 041985 U.S.C. 78m(a)); ar

2.  The information contained in the Report fairlggents, in all material respects, the financiablt@mn and results of operations of
the Company

SAFEGUARD SCIENTIFICS, INC

Date: May 13, 2003 /s/ CHRISTOPHER J. DAVIS

Christopher J. Dav
Chief Financial Officer

41



