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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 the Quarter Ended March 31, 2009
Commission File Number 1-5620
Safeguard Scientifics, Inc.
(Exact name of registrant as specified in its charter)

Pennsylvania 23-1609753
(State or other jurisdiction of (LR.S. Employer ID No.)
incorporation or organization)

435 Devon Park Drive
Building 800
Wayne, PA 19087
(Address of principal executive offices) (Zip Code)

(610) 293-0600

Registrant s telephone number, including area code
Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of
the Securities and Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant
was required to file such reports) and (2) has been subject to such filing requirements for the past 90 days. Yes p No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). Yes
oNoo
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definitions of large accelerated filer , accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer p Non-accelerated filer o Smaller reporting
company o
(Do not check if a smaller
reporting company)
Indicate by check mark whether the Registrant is a shell company (as defined in Exchange Act Rule 12b-2). Yes o No
b
Number of shares outstanding as of May 8, 2009
Common Stock 122,029,312
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SAFEGUARD SCIENTIFICS, INC.
CONSOLIDATED BALANCE SHEETS

ASSETS
Current Assets:
Cash and cash equivalents
Cash held in escrow and restricted cash
Marketable securities
Restricted marketable securities
Accounts receivable, less allowances ($7,173 2009; $8,045 2008)
Prepaid expenses and other current assets

Total current assets

Property and equipment, net

Ownership interests in and advances to companies
Goodwill

Cash held in escrow and restricted cash

Other

Total Assets

LIABILITIES AND SHAREHOLDERS EQUITY
Current Liabilities:
Current portion of credit line borrowings
Current maturities of long-term debt
Accounts payable
Accrued compensation and benefits
Accrued expenses and other current liabilities

Total current liabilities
Long-term debt

Other long-term liabilities
Convertible senior debentures

Commitments and contingencies

Shareholders Equity:

Preferred stock, $0.10 par value; 1,000 shares authorized

Common stock, $0.10 par value; 500,000 shares authorized; 122,029 and
121,589 shares issued and outstanding in 2009 and 2008, respectively
Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive income (loss)

Treasury stock, at cost

Table of Contents

March 31,
2009

December 31,

2008

(In thousands except per share data)

(unaudited)

$ 89,049
7,747
6,434

25,486
3,345

132,061
14,240
82,929
12,729

1,976
1,088

$ 245,023

$ 5,887
607

4,098

4,334

8,169

23,095
1,152
9,302

86,000

12,203
771,357
(678,952)

(28)

$

75,051
6,433
14,701
1,990
20,465
1,507

120,147
12,369
85,561
12,729

501
1,095

232,402

14,104
263
3,337
5,758
8,285

31,747
345
9,600
86,000

12,159
763,323
(669,526)

(29)
(1,217)
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Total Safeguard Scientifics, Inc. shareholders equity 110,580 104,710
Noncontrolling interest in subsidiary 14,894
Total shareholders equity 125,474 104,710
Total Liabilities and Shareholders Equity $ 245,023 $ 232,402
See Notes to Consolidated Financial Statements.
3
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SAFEGUARD SCIENTIFICS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue

Operating Expenses:
Cost of sales
Selling, general and administrative

Total operating expenses

Operating loss

Other income (loss), net
Recovery related party
Interest income

Interest expense

Equity loss

Net loss from continuing operations before income taxes
Income tax (expense) benefit

Net loss from continuing operations
Income (loss) from discontinued operations, net of tax

Net loss
Net (income) loss attributable to noncontrolling interest

Net loss attributable to Safeguard Scientifics, Inc.

Basic and Diluted Income (LLoss) Per Share:

Net loss from continuing operations attributable to Safeguard Scientifics,

Inc. common shareholders

Net income (loss) from discontinued operations attributable to Safeguard

Scientifics, Inc. common shareholders

Net loss attributable to Safeguard Scientifics, Inc. common shareholders

Shares used in computing basic and diluted income (loss) per share

Amounts attributable to Safeguard Scientifics, Inc. common shareholders:

Loss from continuing operations

Table of Contents

Three Months Ended March 31,

2009 2008

(In thousands except per share data)

$

(Unaudited)

22,447

8,966
17,009
25,975

(3,528)
(245)

157
(926)
(5,513)
(10,055)
(10,055)

1,500

(8,555)
871)

(9,426)

(0.08)

(0.08)

121,645

(10,321)

$

15,886

7,397

13,956

21,353
(5,467)

360

1

929
(1,374)
(6,614)
(12,165)
(12,165)
(7,078)

(19,243)
389

(18,854)

(0.10)

(0.05)

(0.15)

122,996

(11,778)

6
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Income (loss) from discontinued operations 895 (7,076)
Net loss attributable to Safeguard Scientifics, Inc. $ (9,426) $ (18,854)

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows from Operating Activities:
Cash flows from operating activities of continuing operations
Cash flows from operating activities of discontinued operations

Net cash used in operating activities

Cash Flows from Investing Activities:

Advances to partner companies

Acquisitions of ownership interests in partner companies and funds, net of
cash acquired

Repayment of note receivable-related party, net

Increase in marketable securities

Decrease in marketable securities

Increase in restricted cash, net

Capital expenditures

Cash flows from investing activities of discontinued operations

Net cash provided by (used in) investing activities

Cash Flows from Financing Activities:

Borrowings on revolving credit facilities

Repayments on revolving credit facilities

Borrowings on term debt

Repayments on term debt

Issuance of subsidiary equity, net

Cash flows from financing activities of discontinued operations
Net cash provided by (used in) financing activities

Net Increase (Decrease) in Cash and Cash Equivalents

Changes in Cash and Cash Equivalents from, and advances to Acsis, Alliance
Consulting and Laureate Pharma included in assets of discontinued operations

Cash and Cash Equivalents at beginning of period

Cash and Cash Equivalents at end of period

Table of Contents

Three Months Ended March 31,

2009

$ (6,816)

(6,816)

(250)
(3,268)
(5,783)
14,050

(1,953)
(1,783)

1,013

15,945
(24,162)

(64)
28,082

19,801

13,998

13,998

75,051

$ 89,049

$

2008
(In thousands)
(Unaudited)

(3,437)
(2,871)

(6,308)

(2,841)
1

(2,224)
296

(1,550)
(2,091)

(8,409)

10,543
(15,540)

322
(2,419)

217
(216)
(7,093)

(21,810)

1,019
(20,791)

96,201

75,410

8
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See Notes to Consolidated Financial Statements.
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SAFEGUARD SCIENTIFICS, INC.
CONSOLIDATED STATEMENT OF SHAREHOLDERS EQUITY

(In thousands)
(Unaudited)
Safeguard Scientifics, Inc. Shareholders
Accumulated
Other
Comprehensive Additional
Accumulated Income  Common Stock Paid-In  Treasury StockNoncontrolling
Total Deficit (Loss) Shares Amount Capital Shares Amount Interest
(In thousands)

Balance
December 31,
2008 $104,710 $(669,526) $ (29) 121,589 $12,159 $ 763,323 929 $(1,217) $
Net income
(loss) (8,555) (9,426) 871
Impact of
subsidiary equity
transactions 28,082 14,059 14,023
Issuance of
restricted stock,
net 71 440 44 (1,190) (929) 1,217
Stock-based
compensation
expense 1,165 1,165
Other
comprehensive
income 1 1
Balance
March 31,2009 $125474 $(678,952) $ (28) 122,029 $12,203 $ 777,357 $ $ 14,894

Table of Contents 10
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SAFEGUARD SCIENTIFICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. GENERAL
The accompanying unaudited interim Consolidated Financial Statements of Safeguard Scientifics, Inc. (the Company )
were prepared in accordance with accounting principles generally accepted in the United States of America and the
interim financial statements rules and regulations of the SEC. In the opinion of management, these statements include
all adjustments (consisting only of normal recurring adjustments) necessary for a fair presentation of the Consolidated
Financial Statements. The interim operating results are not necessarily indicative of the results for a full year or for
any interim period. Certain information and footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the United States of America have been condensed or
omitted pursuant to such rules and regulations relating to interim financial statements. The Consolidated Financial
Statements included in this Form 10-Q should be read in conjunction with Management s Discussion and Analysis of
Financial Condition and Results of Operations included elsewhere in this Form 10-Q and included together with the
Company s Consolidated Financial Statements and Notes thereto included in the Company s 2008 Annual Report on
Form 10-K.
2. BASIS OF PRESENTATION
The Consolidated Financial Statements include the accounts of the Company and its partner companies in which the
Company owned more than 50% of the outstanding voting securities during the periods presented.
During the three months ended March 31, 2009, the Company s voting interest in Cellumen, Inc. ( Cellumen ) increased
to 51.4%, on an as-converted basis, from 40.3%. Due to the substantive participating rights of the minority
shareholders in the significant operating decisions of Cellumen, the Company continues to account for its holdings in
Cellumen under the equity method. See Note 15 for additional information.
The Company s Consolidated Statements of Operations and Cash Flows for the three months ended March 31, 2009
and 2008 include Clarient, Inc. ( Clarient ) in continuing operations. During 2008, certain consolidated partner
companies were sold and are reported in discontinued operations. See Note 3.
3. DISCONTINUED OPERATIONS
Clarient Technology Business
In March 2007, Clarient sold its technology business and related intellectual property to Carl Zeiss Microlmaging, Inc.
( Zeiss ) for an aggregate purchase price of $12.5 million. The $12.5 million consisted of $11.0 million in cash and an
additional $1.5 million in contingent purchase price, subject to the satisfaction of certain post-closing conditions
through March 2009. During March 2009, Clarient received correspondence from Zeiss which acknowledged the
satisfaction of the post-closing conditions and the related $1.5 million payment due. In April 2009, Clarient received
$1.5 million from Zeiss which was recorded in income from discontinued operations within the Consolidated
Statement of Operations for the three months ended March 31, 2009.
Acsis, Alliance Consulting and Laureate Pharma
In May 2008, the Company consummated a transaction (the Bundle Sale ) pursuant to which it sold all of its equity and
debt interests in Acsis, Inc. ( Acsis ), Alliance Consulting Group Associates, Inc. ( Alliance Consulting ), Laureate
Pharma, Inc. ( Laureate Pharma ), ProModel Corporation ( ProModel ) and Neuronyx, Inc. ( Neuronyx ) (collectively, th
Bundle Companies ).
Of the companies included in the Bundle Sale, Acsis, Alliance Consulting and Laureate Pharma were consolidated
partner companies; Neuronyx and ProModel were minority-owned partner companies. The Company has presented
the results of operations of Acsis, Alliance Consulting and Laureate Pharma as discontinued operations for all periods
presented.
In the first quarter of 2008, the Company recognized an impairment loss of $3.6 million to write down the aggregate
carrying value of the Bundle Companies to the total anticipated proceeds, less estimated costs to complete the Bundle
Sale.

Table of Contents 11
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SAFEGUARD SCIENTIFICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The gross proceeds to the Company from the Bundle Sale were $74.5 million, of which $6.4 million was placed in
escrow pending expiration of a claims period (see Note 16), plus amounts advanced to certain of the Bundle
Companies during the time between the signing of the Bundle Sale agreement and its consummation. Guarantees of
certain Bundle Company credit facilities by the Company of $31.5 million were eliminated upon the closing of the
Bundle Sale.

Results of all discontinued operations were as follows:

Three Months Ended March 31,

2009 2008
(In thousands)
(unaudited)
Revenue $ $ 33,697
Operating expenses (36,190)
Impairment of carrying value (3,634)
Other (493)
Loss from operations (6,620)
Gain (loss) on disposal, net of tax 1,500 (458)
Income (loss) from discontinued operations $ 1,500 $ (7,078)

4. SUBSIDIARY EQUITY TRANSACTION
On March 25, 2009, Clarient entered into a stock purchase agreement with Oak Investment Partners XII ( Oak ),
pursuant to which Clarient agreed to sell up to an aggregate of 6.6 million shares of its Series A Convertible Preferred
Stock in two or more tranches for aggregate consideration of up to $50.0 million. Each preferred share is initially
convertible, at any time, into four shares of Clarient s common stock, subject to adjustments. The initial closing of the
Oak private placement occurred on March 26, 2009, at which time Clarient issued an aggregate of 3.8 million
preferred shares for aggregate consideration of $29.1 million. After paying closing fees and legal expenses, Clarient
used the proceeds to repay in full and terminate its revolving credit agreement with a bank and repay a portion of the
outstanding balance of its credit facility with the Company. Upon the consummation of the initial closing, the
Company s ownership of issued and outstanding voting securities (on an as-converted basis) decreased to 50.2%.

Upon the second closing which is expected to occur in May 2009, Clarient will sell an additional 1.4 million preferred
shares for approximately $10.9 million. The second closing is contingent upon Clarient complying with all of the
conditions for closing as set forth in the purchase agreement, including Clarient s obligation to obtain stockholder
approval of the issuance of the preferred shares. Clarient expects to use a portion of the proceeds from the second
closing to repay in full and terminate the subordinated revolving credit line provided by the Company and to use the
remainder to support its working capital requirements.

The Company has accounted for the change in the Company s ownership interest in Clarient as an equity transaction.
As aresult, the Company recorded a $14.1 million credit to additional paid-in capital in the first quarter of 2009 which
represents the Company s increase in its investment in Clarient as a result of the Oak investment. In addition, the
Company recorded an additional noncontrolling interest of $14.0 million which represents the increase in
noncontrolling interests as a result of the Oak investment. Upon the second closing, the Company s ownership of
issued and outstanding voting securities, on an as-converted basis, is expected to decrease from 50.2% to 47.3% and
the Company will deconsolidate its holdings in Clarient at the date.

Table of Contents 13
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SAFEGUARD SCIENTIFICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

5. MARKETABLE SECURITIES
Marketable securities included the following:

March 31, December 31,

2009 2008
(In thousands)

(unaudited)
Held-to-maturity:
Commercial paper $ 1,296 $ 1,551
Restricted U.S. Treasury securities 1,990
U.S. Treasury Bills 1,992 499
Government agency bonds 2,846 351
Certificates of deposit 300 12,300

$ 6,434 $ 16,691

As of March 31, 2009, the contractual maturities of the marketable securities were less than one year.
Held-to-maturity securities are carried at amortized cost, which, due to the short-term maturity of these instruments,
approximates fair value using quoted prices in active markets for identical assets or liabilities, defined as Level 1
inputs under SFAS No. 157.
6. RECENT ACCOUNTING PRONOUNCEMENTS
In April 2008, the Financial Accounting Standards Board ( FASB ) issued FASB Staff Position ( FSP ) FAS 142-3,
Determination of the Useful Life of Intangible Assets. FSP FAS 142-3 amends the factors that should be considered in
developing renewal or extension assumptions used to determine the useful life of a recognized intangible asset under
Statement 142. FSP FAS 142-3 is effective for fiscal years beginning after December 15, 2008. The adoption of FSP
FAS 142-3 did not have a material impact on the Company s Consolidated Financial Statements.
In November 2008, the FASB s Emerging Issues Task Force ( EITF ) reached a consensus on EITF Issue No. 08-6,
Equity Method Accounting Considerations . EITF 08-6 continues to follow the accounting for the initial carrying value
of equity method investments in APB Opinion No. 18, The Equity Method of Accounting for Investments in Common
Stock , which is based on a cost accumulation model and generally excludes contingent consideration. EITF 08-6 also
specifies that other-than-temporary impairment testing by the investor should be performed at the investment level and
that a separate impairment assessment of the underlying assets is not required. An impairment charge by the investee
should result in an adjustment of the investor s basis of the impaired asset for the investor s pro-rata share of such
impairment. In addition, EITF 08-6 reached a consensus on how to account for an issuance of shares by an investee
that reduces the investor s ownership share of the investee. An investor should account for such transactions as if it had
sold a proportionate share of its investment with any gains or losses recorded through earnings. EITF 08-6 also
addresses the accounting for a change in an investment from the equity method to the cost method after adoption of
Statement 160. EITF 08-6 affirms the existing guidance in APB 18, which requires cessation of the equity method of
accounting and application of SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities , or
the cost method under APB 18 as appropriate. EITF 08-6 is effective for fiscal years beginning on or after
December 15, 2008. The adoption of EITF 08-6 did not have a material impact on the Company s Consolidated
Financial Statements.
In June 2008, the EITF ratified Issue No. 07-5, Determining Whether an Instrument (or Embedded Feature) Is Indexed
to an Entity s Own Stock ( EITF 07-5 ). EITF 07-5 clarifies how to determine whether certain instruments or features
were indexed to an entity s own stock. The consensus will replace EITF 01-6 as a critical component of the literature
applied to evaluating financial instruments for debt or equity classification and embedded features for bifurcation as
derivatives. EITF 07-5 is effective for financial statements issued for fiscal years beginning after December 15, 2008,
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and interim periods within those fiscal years. The Company is currently analyzing the impact on the Company s
Consolidated Financial Statements.
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SAFEGUARD SCIENTIFICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

In May 2008, the FASB issued FSP No. APB 14-1, Accounting for Convertible Debt Instruments That May Be Settled
in Cash upon Conversion (Including Partial Cash Settlement) ( FSP APB 14-1 ). FSP APB 14-1 requires the issuer of
convertible debt instruments with cash settlement features to separately account for the liability and equity
components of the instrument. The debt is recognized at the present value of its cash flows discounted using the
issuer s nonconvertible debt borrowing rate. The equity component is recognized as the difference between the
proceeds from the issuance of the note and the fair value of the liability. FSP APB 14-1also requires an accretion of
the resultant debt discount over the expected life of the debt. The adoption of FSP APB 14-1 did not have any impact
on the Company s Consolidated Financial Statements because the convertible senior debentures issued by the
Company do not include any cash settlement features within the scope of FSP APB 14-1.
In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations ( SFAS 141(R) ). SFAS
No. 141(R) significantly changes the accounting for business combinations. Under SFAS No. 141(R), an acquiring
entity will be required to recognize all the assets acquired and liabilities assumed in a transaction at the
acquisition-date at fair value with limited exceptions. SFAS No. 141(R) further changes the accounting treatment for
certain specific items, including:

Acquisition costs will be generally expensed as incurred;

Noncontrolling interests (formerly known as minority interests  see SFAS No. 160 discussion below) will be

valued at fair value at the acquisition date;

Acquired contingent liabilities will be recorded at fair value at the acquisition date and subsequently

measured at either the higher of such amount or the amount determined under existing guidance for

non-acquired contingencies;

In-process research and development (IPR&D) will be recorded at fair value as an indefinite-lived intangible

asset at the acquisition date;

Restructuring costs associated with a business combination will be generally expensed subsequent to the

acquisition date; and
Changes in deferred tax asset valuation allowances and income tax uncertainties after the acquisition date generally
will affect income tax expense.
SFAS No. 141(R) includes a substantial number of new disclosure requirements. SFAS No. 141(R) applies
prospectively to business combinations for which the acquisition date is on or after January 1, 2009.
In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements
an amendment of ARB No. 51 ( SFAS No. 160 ). SFAS No. 160 establishes new accounting and reporting standards
for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. Specifically, this statement
requires the recognition of noncontrolling interests (minority interests) as equity in the consolidated financial
statements and separate from the parent s equity. The amount of net income attributable to noncontrolling interests will
be included in consolidated net income on the face of the income statement. SFAS No. 160 clarifies that changes in a
parent s ownership interest in a subsidiary that does not result in deconsolidation are treated as equity transactions if
the parent retains its controlling financial interest. In addition, this statement requires that a parent recognize a gain or
loss in net income when a subsidiary is deconsolidated. Such gain or loss will be measured using the fair value of the
noncontrolling equity investment on the deconsolidation date. SFAS No. 160 also includes expanded disclosure
requirements regarding the interests of the parent and its noncontrolling interest. SFAS No. 160 is effective for fiscal
years beginning after November 15, 2008.
On January 1, 2009, the Company adopted the provisions of SFAS No. 160. As a result, the Company now reflects the
portion of equity (net assets) of its consolidated partner companies not attributable, directly or indirectly, to the
Company as a noncontrolling interest within equity, separate from the equity of the Company. Losses attributable to
the noncontrolling interest that exceed its basis in the subsidiary s equity result in a deficit noncontrolling interest
reflected in the Consolidated Balance Sheet. Revenue, expenses, gains, losses, net income or loss are reported in the
Consolidated Statements of Operations at the consolidated amounts, which include the amounts attributable to the
owners of the parent and noncontrolling interest.
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SAFEGUARD SCIENTIFICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
All changes in the Company s ownership interest while it retains control of its consolidated partner companies are
accounted for as equity transactions. Therefore, no gain or loss shall be recognized in the Consolidated Statement of
Operations. In addition, the carrying amount of the noncontrolling interest shall be adjusted to reflect the change in
ownership interest. Any difference between the fair value of the amounts received and the amounts by which the
noncontrolling interest is adjusted is recognized by the Company as additional paid in capital. See Note 4.
7. COMPREHENSIVE LOSS
Comprehensive loss is the change in equity of a business enterprise from transactions and other events and
circumstances from non-owner sources. Excluding net loss, the Company s sources of comprehensive loss are from
foreign currency translation adjustments.
The following summarizes the components of comprehensive loss:

Three Months Ended March 31,

2009 2008
(In thousands)
(unaudited)

Net loss $ (8,555) $ (19,243)
Other comprehensive income (loss), before taxes:

Foreign currency translation adjustments 1 1
Total comprehensive loss (8,554) (19,242)
Comprehensive (income) loss attributable to the noncontrolling interest (871) 389
Comprehensive loss attributable to the Company $ (9,425) $ (18,853)

8. LONG-TERM DEBT AND CREDIT ARRANGEMENTS
Consolidated long-term debt consisted of the following:

March 31, December 31,

2009 2008
(In thousands)
(unaudited)

Consolidated partner company credit line borrowings (guaranteed by the
Company) $ $ 9,000
Consolidated partner company credit line borrowings (not guaranteed by the
Company) 5,887 5,104

5,887 14,104
Capital lease obligations and other borrowings 1,759 608

7,646 14,712
Less current maturities (6,494) (14,367)
Total long-term debt, less current portion $ 1,152 $ 345

11
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SAFEGUARD SCIENTIFICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
On February 6, 2009, the Company entered into a new loan agreement which provides the Company with a revolving
credit facility in the maximum aggregate amount of $50 million in the form of borrowings, guarantees and issuances
of letters of credit (subject to a $20 million sublimit). Actual availability under the credit facility will be based on the
amount of cash maintained at the bank as well as the value of the Company s public and private partner company
interests. This credit facility bears interest at the prime rate for outstanding borrowings, subject to an increase in
certain circumstances. Other than for limited exceptions, the Company is required to maintain all of its depository and
operating accounts and not less than 75% of its investment and securities accounts at the bank. The credit facility
matures on December 31, 2010. In conjunction with the execution of the loan agreement, the Company is terminating
its prior revolving credit facility.
Availability under the Company s new revolving credit facility at March 31, 2009 was $50.0 million.
In connection with the sale of CompuCom Systems, Inc. ( CompuCom ) in 2004, the Company provided a letter of
credit to the landlord of CompuCom s Dallas headquarters, which letter of credit will expire on March 19, 2019, in an
amount equal to $6.3 million. At March 31, 2009, the required cash collateral, pursuant to the Company s prior
revolving credit facility, was $6.3 million, which amount was included within Cash and cash equivalents on the
Consolidated Balance Sheet as of that date.
On March 26, 2009, Clarient fully repaid the $9.8 million outstanding balance under its $12.0 million revolving credit
agreement with a bank, using a portion of the proceeds from a private placement of its equity securities (see Note 4).
The bank facility was terminated at such time. Clarient continues to maintain a $2.3 million standby letter of credit
with the bank which, beginning March 26, 2009, was fully supported by a restricted cash account in the same amount.
The letter of credit is for the benefit of the landlord of Clarient s leased facility in Aliso Viejo, California.
On July 31, 2008, Clarient entered into a secured credit agreement with a finance company, which was amended on
February 27, 2009 to extend its maturity date to January 31, 2010. The secured credit agreement is a revolving facility
under which Clarient may borrow up to $8.0 million, secured by Clarient s accounts receivable and related assets. The
secured credit agreement s maturity date may be extended to January 31, 2011 upon the satisfaction of certain
conditions, including (i) the absence of any continuing event of default and (ii) the extension or refinancing of the
subordinated revolving credit line Safeguard provides to Clarient under terms which are satisfactory to the lender in its
sole discretion.
During the three months ended March 31, 2009, our efforts continued in addressing the material weaknesses in our
internal control over financial reporting. The steps we have undertaken in 2009 are discussed in Item 9A in our
Annual Report on Form 10-K for the year ended December 31, 2008. We are in the process of evaluating the design
and operating effectiveness of our internal control over financial reporting, which as a result of our remediation plan,
include certain enhanced controls within the accounts receivable, revenue and billing processes.
Outstanding borrowings under the secured credit agreement were $5.9 million at March 31, 2009. The amount which
Clarient is entitled to borrow under the secured credit agreement at a particular time is based on the amount of
Clarient s qualified accounts receivable and certain liquidity factors. Clarient had no additional availability as of
March 31, 2009. As a result of the February 2009 amendment, borrowings under the secured credit agreement bear
interest at annual rate equal to 30-day LIBOR (subject to a minimum annual rate of 2.50% at all times) plus an
applicable margin of 6.0% during 2009 and 2010. Clarient is required to pay a commitment fee of 0.75% per year on
the daily average of unused credit availability and a collateral monitoring fee of 0.40% per year on the daily average
of outstanding borrowings.
The February 2009 amendment eliminated the previous minimum adjusted EBITDA covenant and replaced it with a
covenant that requires Clarient to maintain a fixed charge coverage ratio as defined in the agreement on a cumulative
annualized basis of 1.0 through June 30, 2009, 1.1 through September 30, 2009, and 1.2 through December 31, 2009.
The February 2009 amendment also increased the capital expenditure limit to $7.5 million in each fiscal year and
increased the minimum level of excess liquidity as defined in the agreement, from $2.0 million to $3.0 million.
As of March 31, 2009, excluding the convertible senior debentures discussed in Note 9 below, the Company s debt
matures as follows:
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(In thousands)
$ 440
6,560
496
150
$ 7,646
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
9. CONVERTIBLE SENIOR DEBENTURES
In February 2004, the Company completed the sale of $150 million of 2.625% convertible senior debentures with a
stated maturity of March 15, 2024 (the 2024 Debentures ). Interest on the 2024 Debentures is payable semi-annually.
At the debentures holders option, the 2024 Debentures are convertible into the Company s common stock through
March 14, 2024, subject to certain conditions. The conversion rate of the debentures is $7.2174 of principal amount
per share. The closing price of the Company s common stock at March 31, 2009 was $0.55. The 2024 Debentures
holders have the right to require the Company to repurchase the 2024 Debentures on March 21, 2011, March 20, 2014
or March 20, 2019 at a repurchase price equal to 100% of their face amount, plus accrued and unpaid interest. The
2024 Debentures holders also have the right to require repurchase of the 2024 Debentures upon certain events,
including sale of all or substantially all of our common stock or assets, liquidation, dissolution, a change in control or
the delisting of the Company s common stock from the New York Stock Exchange if the Company were unable to
obtain a listing for its common stock on another national or regional securities exchange. Subject to certain conditions,
the Company may redeem all or some of the 2024 Debentures commencing March 20, 2009. The Company has
repurchased $64.0 million in face value of the 2024 Debentures. At March 31, 2009, the market value of the
$86.0 million outstanding 2024 Debentures was approximately $63.6 million, based on quoted market prices as of
such date.
As required by the terms of the 2024 Debentures, after completing the sale of CompuCom in October 2004, the
Company escrowed $16.7 million for interest payments through March 15, 2009 on the 2024 Debentures. Following
the March 15, 2009 interest payment, the escrow account balance is $0.0 million.
10. STOCK-BASED COMPENSATION
Classification of Stock-Based Compensation Expense
Stock-based compensation expense from continuing operations was recognized in the Consolidated Statements of
Operations as follows:

Three Months Ended March 31,

2009 2008
(In thousands)
(unaudited)
Cost of sales $ 33 $ 36
Selling, general and administrative 1,132 761
$ 1,165 $ 797

The Company

The fair value of the Company s stock-based awards to employees was estimated at the date of grant using the
Black-Scholes option-pricing model. The risk-free rate was based on the U.S. Treasury yield curve in effect at the end
of the quarter in which the grant occurred. The expected term of stock options granted was estimated using the
historical exercise behavior of employees. Expected volatility was based on historical volatility measured using
weekly price observations of the Company s common stock for a period equal to the stock option s expected term.

13
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
During the three months ended March 31, 2009, the Company issued 1.2 million restricted shares to employees. The
restricted shares were issued in lieu of cash for of a portion of the 2008 management incentive plan payment earned by
certain senior employees. The restricted shares issued vest 25% on the first anniversary of grant and the remaining
75% thereafter in 24 equal monthly installments over the next two years.
The Company issued 109,000 and 36,000 deferred stock units during the three months ended March 31, 2009 and
2008, respectively, to non-employee directors for fees earned during the preceding quarter. For the three months
ended March 31, 2009, all non-employee directors were required to defer at least 25% of directors fees earned in the
period and may have elected to defer up to 100% of directors fees earned. For prior periods, certain directors elected
to defer all or a portion of directors fees earned. Deferred stock units issued to directors in lieu of directors fees are
100% vested at the grant date; matching deferred stock units equal to 25% of directors fees deferred vest one year
following the grant date or, if earlier, upon reaching age 65. Deferred stock units are payable in stock on a one-for-one
basis. Payments in respect of the deferred stock units are generally distributable following termination of employment
or service, death or permanent disability.
Total compensation expense for deferred stock units and restricted stock was approximately $0.1 million, and
$0.0 million for the three months ended March 31, 2009 and 2008, respectively.
The Company issued no stock option awards to employees during the three months ended March 31, 2009 and 2008,
respectively.
At March 31, 2009, the Company had outstanding options that vest based on three different types of vesting
schedules:
1) market-based;

2) performance-based; and

3) service-based.
Market-based awards entitle participants to vest in a number of options determined by achievement by the Company
of certain target market capitalization increases (measured by reference to stock price increases on a specified number
of outstanding shares) over an eight-year period. The requisite service periods for the market-based awards are based
on the Company s estimate of the dates on which the market conditions will be met as determined using a Monte Carlo
simulation model. Compensation expense is recognized over the requisite service periods using the straight-line
method but is accelerated if market capitalization targets are achieved earlier than estimated. During the three months
ended March 31, 2009, no options vested based on achievement of market capitalization targets. The Company
recorded $0.2 million and $0.2 million of compensation expense related to these awards during the three months
ended March 31, 2009 and 2008, respectively. Depending on the Company s stock performance, the maximum number
of unvested shares at March 31, 2009 attainable under these grants was 7.8 million shares.
Performance-based awards entitle participants to vest in a number of options determined by achievement by the
Company of target capital returns based on net cash proceeds received by the Company on the sale, merger or other
exit transaction of certain identified partner companies over an eight-year period. Vesting may occur, if at all, once per
year on the anniversary date of the grant. The requisite service periods for the performance-based awards are based on
the Company s estimate of when the performance conditions will be met. Compensation expense is recognized for
performance-based awards for which the performance condition is considered probable of achievement.
Compensation expense is recognized over the requisite service periods using the straight-line method but is
accelerated if capital return targets are achieved earlier than estimated. Compensation expense of $0.1 was recognized
related to these awards during the three months ended March 31, 2009. The maximum number of unvested shares at
March 31, 2009 attainable under these grants was 2.0 million shares.
All other outstanding options are service-based awards that generally vest over four years after the date of grant and
expire eight years after the date of grant. Compensation expense is recognized over the requisite service period using
the straight-line method. The requisite service period for service-based awards is the period over which the award
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
Consolidated Partner Company
The fair value of the Company s consolidated partner company stock-based awards issued to employees during the
three months ended March 31, 2009 and 2008 was estimated at the date of grant using the Black-Scholes
option-pricing model. The risk-free rate was based on the U.S. Treasury yield curve in effect at the end of the quarter
in which the grant occurred. The expected term of stock options granted was estimated using the historical exercise
behavior of employees. Expected volatility for Clarient, the Company s publicly held consolidated partner company,
was based on historical price volatility measured using weekly price observations of Clarient s common stock for a
period equal to the stock option s expected term.
During the three months ended March 31, 2009, Clarient granted 1.1 million stock options. The options have four-year
vesting terms and ten-year contractual terms. The fair value of these options at the date of grant was based on the
following assumptions: a risk-free rate of 2.1%, an expected stock option term of five years, a dividend yield of 0.0%
and expected five year volatility of 70%. Clarient estimates forfeitures of stock options using historical exercise
behavior of its employees. For purposes of this estimate, Clarient identified two groups of employees and estimated
the forfeiture rates for these groups to be 5% and 8% for the first three months of 2009. Clarient recorded $0.6 million
and $0.3 million of stock-based compensation expense during the three months ended March 31, 2009 and 2008,
respectively.
11. INCOME TAXES
The Company s consolidated income tax expense (benefit) was $0.0 million for both the three months ended March 31,
2009 and 2008. The Company has recorded a valuation allowance to reduce its net deferred tax asset to an amount that
is more likely than not to be realized in future years. Accordingly, the benefit of the net operating loss that would have
been recognized in 2009 and 2008 was offset by a valuation allowance.
On January 1, 2007, the Company adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes-
an Interpretation of FASB Statement No. 109 ( FIN 48 ). During the three months ended March 31, 2009, the Company
had no material changes in uncertain tax positions.
12. NET LOSS PER SHARE
The calculations of net loss per share attributable to Safeguard Scientifics, Inc. common shareholders were:

Three Months Ended March 31,

2009 2008
(In thousands except per share data)
(unaudited)

Basic and Diluted:
Loss from continuing operations $ (10,321) $ (11,778)
Income (loss) from discontinued operations 895 (7,076)
Net loss attributable to Safeguard Scientifics, Inc. $ (9,426) $ (18,854)
Average common shares outstanding 121,645 122,996
Net loss per share from continuing operations $ (0.08) $ (0.10)
Net income (loss) per share from discontinued operations (0.05)
Net loss per share $ (0.08) $ (0.15)
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outstanding common shares and vested deferred stock units (DSUs).

15

Table of Contents 27



Edgar Filing: SAFEGUARD SCIENTIFICS INC - Form 10-Q

Table of Contents

SAFEGUARD SCIENTIFICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

If a consolidated or equity method partner company has dilutive stock options, unvested restricted stock, DSUs,
warrants or securities outstanding, diluted net loss per share is computed by first deducting from net loss, the income
attributable to the potential exercise of the dilutive securities of the company. This impact is shown as an adjustment
to net loss for purposes of calculating diluted net loss per share.
The following potential shares of common stock and their effects on income were excluded from the diluted net loss
per share calculation because their effect would be anti-dilutive:

At March 31, 2009 and 2008 options to purchase 20.0 million and 21.4 million shares of common stock,

respectively, at prices ranging from $0.65 to $6.57 per share, were excluded from the calculations.

At March 31, 2009 and 2008, unvested restricted stock units and DSUs convertible into 1.4 million and

0.1 million shares of stock, respectively, were excluded from the calculations.

At March 31, 2009 and 2008, a total of 11.9 million and 17.9 million shares related to the Company s 2024

Debentures (see Note 9) representing the weighted average effect of assumed conversion of the 2024

Debentures were excluded from the calculations.
13. PARENT COMPANY FINANCIAL INFORMATION
Parent company financial information is provided to present the financial position and results of operations of the
Company as if its consolidated partner company, Clarient, (see Note 2) was accounted for under the equity method of
accounting for all periods presented during which the Company owned its interest in Clarient.
Parent Company Balance Sheets

March 31, December 31,

2009 2008
(In thousands)
(unaudited)

Assets:

Cash and cash equivalents $ 84,346 $ 73,213
Cash held in escrow  current 6,433 6,433
Marketable securities 6,434 14,701
Restricted marketable securities 1,990
Other current assets 543 356
Total current assets 97,756 96,693
Ownership interests in and advances to companies 109,553 105,955
Cash held in escrow  long-term 476 501
Other 1,228 1,364
Total Assets $ 209,013 $ 204,513
Liabilities and Shareholders Equity:

Current liabilities $ 6,992 $ 8,173
Long-term liabilities 5,441 5,630
Convertible senior debentures 86,000 86,000
Total Safeguard Scientifics, Inc. shareholders equity 110,580 104,710
Total Liabilities and Shareholders Equity $ 209,013 $ 204,513
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Parent Company Statements of Operations

Operating expenses
Other income (loss), net
Recovery related party
Interest income

Interest expense

Equity loss

Net loss from continuing operations before income taxes
Income tax benefit
Equity income (loss) attributable to discontinued operations

Net loss attributable to Safeguard Scientifics, Inc.

Parent Company Statements of Cash Flows

Net cash used in operating activities

Cash Flows from Investing Activities
Advances to partner companies
Repayment of advances to partner companies

Acquisitions of ownership interests in partner companies and funds, net of

cash acquired

Repayment of note receivable-related party, net
Increase in marketable securities

Decrease in marketable securities

Decrease in restricted cash

Capital expenditures

Net cash provided by (used in) investing activities
Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at beginning of period

Cash and Cash Equivalents at end of period

Table of Contents

Three Months Ended March 31,

2009 2008
(In thousands)
(unaudited)

$ (4,362) $ (5.297)

(245) 360

1

156 925
(735) (1,055)
(5,135) (6,712)
(10,321) (11,778)
895 (7,076)

$ (9,426) $ (18,854)

Three Months Ended March 31,
2009 2008
(In thousands)
(unaudited)
$ (4,177) $ (3,069)

(6,050) (14,571)
15,500
(3,268) (2,841)
1
(5,783) (2,224)
14,050 296
861
(6)
15,310 (19,345)
11,133 (22,414)
73,213 94,685
$ 84,346 $ 72,271
30
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
14. OPERATING SEGMENTS
As of March 31, 2009 the Company held an interest in one consolidated partner company, Clarient, and 16
non-consolidated partner companies. The Company s reportable operating segments are as follows: i) Clarient, its
publicly traded consolidated partner company, ii) Life Sciences and iii) Technology.
The Life Sciences segment included the following partner companies as of March 31, 2009: Advanced BioHealing,
Alverix, Avid Radiopharmaceuticals, Cellumen, Garnet BioTherapeutics, Molecular Biometrics, NuPathe, Rubicor
and Tengion.
The Technology segment included the following partner companies as of March 31, 2009: Advantedge Healthcare
Solutions, Authentium, Beyond.com, Bridgevine, GENBAND, Portico Systems and Swaptree.
Results of the Life Sciences and Technology segments reflect the equity income (loss) of their respective equity
method partner companies, other income (loss) associated with cost method partner companies and the gains or losses
on the sale of their respective partner companies.
Management evaluates the Clarient segment performance based on revenue, operating income (loss) and income
(loss) before income taxes. Management evaluates the Life Sciences and Technology segments performance based on
net income (loss) which is based on the number of partner companies accounted for under the equity method, the
Company s voting ownership percentage in these partner companies and the net results of operations of these partner
companies and any impairment charges or gain (loss) on sale of partner companies.
Other Items include certain expenses which are not identifiable to the operations of the Company s operating business
segments. Other Items primarily consist of general and administrative expenses related to corporate operations,
including employee compensation, insurance and professional fees, including legal and finance, interest income,
interest expense, other income (loss) and equity income (loss) related to private equity fund holdings. Other Items also
include income taxes, which are reviewed by management independent of segment results.
The following tables reflect the Company s consolidated operating data by reportable segment. Segment results include
the results of Clarient, the Company s consolidated partner company, impairment charges, gains or losses related to the
disposition of partner companies (except those reported in discontinued operations) and the Company s share of
income or losses for entities accounted for under the equity method. All significant intersegment activity has been
eliminated in consolidation. Accordingly, segment results reported by the Company exclude the effect of transactions
between the Company and its consolidated partner company.
Revenue is attributed to geographic areas based on where the services are performed or the customer s shipped to
location. A majority of the Company s revenue is generated in the United States.
As of March 31, 2009 and December 31, 2008, the Company s assets were primarily located in the United States.
Segment assets in Other items included primarily cash, cash equivalents and marketable securities of $90.8 million
and $87.9 million at March 31, 2009 and December 31, 2008, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
The following represents segment data from continuing operations:

Three Months Ended March 31, 2009

Total
Life Total Other Continuing
Clarient Sciences Technology  Segments Items Operations
(In thousands)
(unaudited)
Revenue $ 22447 $ $ $ 22447 $ $ 22,447
Operating income (loss) 834 834 (4,362) (3,528)
Net income (loss) from
continuing operations before
income taxes 644 (3,424) (2,079) (4,859) (5,196) (10,055)
Segment Assets:
March 31, 2009 62,727 33,958 40,971 137,656 107,367 245,023
December 31, 2008 48,283 36,225 41,050 125,558 106,844 232,402
Three Months Ended March 31, 2008
Total
Life Total Other Continuing
Clarient Sciences Technology  Segments Items Operations
(In thousands)
(unaudited)
Revenue $ 15886 $ $ $ 1588 $ $ 15,886
Operating loss (170) (170) (5,297) (5,467)
Net loss from continuing
operations before income
taxes (485) (4,386) (2,114) (6,985) (5,180) (12,165)
Other Items
Three Months Ended March 31,
2009 2008
(In thousands)
(unaudited)

Corporate operations $ (5,196) $ (5,180)

Income tax benefit
$ (5,196) $ (5,180)

15. BUSINESS COMBINATIONS

Acquisitions by the Company 2009

In March 2009, the Company increased its ownership interest in Bridgevine, Inc. ( Bridgevine ) to 24.4% from 21.1%
for $2.0 million in cash. The Company had previously acquired an interest in Bridgevine in August 2007 for
$8.0 million in cash. Bridgevine is an internet media company that enables online consumers to shop for special offers

as well as compare and purchase digital services and products such as internet, phone, VoIP, TV, wireless, music,
entertainment and more. The Company accounts for its holdings in Bridgevine under the equity method. The
difference between the Company s cost and its interest in the underlying net assets of Bridgevine was allocated to
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on the Consolidated Balance Sheet.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
In February 2009, the Company provided additional funding to Cellumen as part of an up to $2.5 million convertible
note financing to be funded in five tranches. As part of this financing, the Company has agreed to provide Cellumen
up to $1.0 million (subject to certain conditions), $0.3 million of which the Company funded at the initial closing. The
Company previously acquired an interest in Cellumen in June 2007, paying $6.0 million in cash for shares of
Cellumen s Series B preferred stock. In conjunction with the convertible note financing, the Series B preferred stock
conversion price was adjusted, and will receive further adjustments upon the closing of future tranches, increasing the
economic and voting interest of the Series B preferred stock in Cellumen. After the funding of the initial tranche of
convertible notes, the Company s voting interest in Cellumen increased to 51.4%, on an as-converted basis, from
40.3%. Due to the substantive participating rights of the minority shareholders in the significant operating decisions of
Cellumen, the Company continues to account for its holdings in Cellumen under the equity method. Cellumen delivers
proprietary services and products to support drug discovery and development.
In February 2009, the Company deployed an additional $0.9 million in Molecular Biometrics, Inc. ( Molecular
Biometrics ), maintaining a 37.8% ownership interest. The Company had previously acquired an interest in Molecular
Biometrics in September and December 2008, for $3.5 million in cash, including the conversion into equity interests
of $1.9 million previously advanced to the company. Molecular Biometrics is a metabolomics company developing
novel clinical tools for applications in personalized medicine to more accurately characterize biologic function in
health and disease. The Company accounts for its holdings in Molecular Biometrics under the equity method.
16. COMMITMENTS AND CONTINGENCIES
The Company and its partner companies are involved in various claims and legal actions arising in the ordinary course
of business. While in the current opinion of the Company the ultimate disposition of these matters will not have a
material adverse effect on the Company s consolidated financial position or results of operations, no assurance can be
given as to the outcome of these actions, and one or more adverse rulings could have a material adverse effect on the
Company s consolidated financial position and results of operations or that of its partner companies.
Not including the Laureate Lease Guaranty described below, the Company had outstanding guarantees of $3.8 million
at March 31, 2009.
The Company has committed capital of approximately $6.8 million, including conditional commitments to provide
non-consolidated partner companies with additional funding and commitments made to various private equity funds in
prior years. These commitments will be funded over the next several years, including approximately $6.5 million
which is expected to be funded during the next 12 months.
Under certain circumstances, the Company may be required to return a portion or all the distributions it received as a
general partner of certain private equity funds (the clawback ). The maximum clawback the Company could be
required to return due to its general partner interest is approximately $3.6 million of which $2.5 million was reflected
in Accrued expenses and other current liabilities and $1.1 million was reflected in Other long-term liabilities on the
Consolidated Balance Sheet at March 31, 2009.
The Company s ownership in the funds which have potential clawback liabilities ranges from 19-30%. The clawback
liability is joint and several; such that the Company may be required to fund the clawback for other general partners
should they default. The funds have taken several steps to reduce the potential liabilities should other general partners
default, including withholding all general partner distributions and placing them in escrow and adding rights of set-off
among certain funds. The Company believes its potential liability due to the possibility of default by other general
partners is remote.
Notwithstanding the closing of the Bundle Sale, the Company remains a guarantor of Laureate Pharma s Princeton,
New Jersey office facility lease (the Laureate Lease Guaranty ). Such guarantee may extend through the office lease
expiration in 2016 under certain circumstances. However, the Company is entitled to indemnification in connection
with the continuation of such guaranty. As of March 31, 2009, scheduled lease payments to be made by Laureate
Pharma over the remaining lease term equaled $8.6 million.
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As described in Note 3, in connection with the Bundle Sale, an aggregate of $6.4 million of the gross proceeds of the
sale were placed in escrow pending the expiration of a predetermined notification period, subject to possible extension
in the event of a claim against the escrowed amounts. On April 25, 2009, the purchaser in the Bundle Sale notified the
Company of claims being asserted against the entire escrowed amounts. The Company does not believe that such
claims are valid. The proceeds being held in escrow will remain there until the dispute over the claims have been
settled or determined pursuant to legal process.

In October 2001, the Company entered into an agreement with Mr. Musser, its former Chairman and Chief Executive
Officer, to provide for annual payments of $0.7 million per year and certain health care and other benefits for life. The
related current liability of $0.8 million was included in Accrued expenses and the long-term portion of $3.3 million
was included in Other long-term liabilities on the Consolidated Balance Sheet at March 31, 2009.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
Cautionary Note Concerning Forward-Looking Statements
This Quarterly Report on Form 10-Q contains forward-looking statements that are based on current expectations,
estimates, forecasts and projections about Safeguard Scientifics, Inc. ( Safeguard or we ), the industries in which we
operate and other matters, as well as management s beliefs and assumptions and other statements regarding matters
that are not historical facts. These statements include, in particular, statements about our plans, strategies and
prospects. For example, when we use words such as projects, expects, anticipates, intends, plans, believe:
estimates, should, would, could, will, opportunity, potential or may, variations of such words or o
convey uncertainty of future events or outcomes, we are making forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Our
forward-looking statements are subject to risks and uncertainties. Factors that could cause actual results to differ
materially, include, among others, managing rapidly changing technologies, limited access to capital, competition, the
ability to attract and retain qualified employees, the ability to execute our strategy, the uncertainty of the future
performance of our partner companies, acquisitions and dispositions of companies, the inability to manage growth,
compliance with government regulation and legal liabilities, additional financing requirements, labor disputes and the
effect of economic conditions in the business sectors in which our partner companies operate, all of which are
discussed in Item 1A. Risk Factors in Safeguard s Annual Report on Form 10-K and updated, as applicable, in
Item 1A. Risk Factors below. Many of these factors are beyond our ability to predict or control. In addition, as a result
of these and other factors, our past financial performance should not be relied on as an indication of future
performance. All forward-looking statements attributable to us, or to persons acting on our behalf, are expressly
qualified in their entirety by this cautionary statement. We undertake no obligation to publicly update or revise any
forward-looking statements, whether as a result of new information, future events or otherwise, except as required by
law. In light of these risks and uncertainties, the forward-looking events and circumstances discussed in this report
might not occur.
Business Overview
Safeguard s charter is to build value in growth-stage technology and life sciences businesses. We provide capital as
well as a range of strategic, operational and management resources to our partner companies. Safeguard participates in
expansion financings, corporate spin-outs, management buy-outs, recapitalizations, industry consolidations and
early-stage financings. Our vision is to be the preferred catalyst for creating great technology and life sciences
companies.
We strive to create long-term value for our shareholders by helping our partner companies in their efforts to increase
market penetration, grow revenue and improve cash flow in order to create long-term value. We concentrate on
companies that operate in two categories:
Life Sciences including companies focused on molecular and point-of-care diagnostics, medical devices and
regenerative medicine/specialty pharmaceuticals; and
Technology including companies focused on healthcare information technology, financial services information
technology and new media and internet-based businesses.
Principles of Accounting for Ownership Interests in Partner Companies
We account for our interests in our partner companies and private equity funds using three methods: consolidation,
equity or cost. The accounting method applied is generally determined by the degree of our influence over the entity,
primarily determined by our voting interest in the entity.
Consolidation Method. We account for our partner companies in which we maintain a controlling financial interest,
generally those in which we directly or indirectly own more than 50% of the outstanding voting securities, using the
consolidation method of accounting. Upon consolidation of our partner companies, we reflect the portion of equity
(net assets) in a subsidiary not attributable, directly or indirectly, to the Company as a noncontrolling interest in the
Consolidated Balance Sheet. The noncontrolling interest is presented within equity, separately from the equity of the
Company. Losses attributable to the Company and the noncontrolling interest may exceed their interest in the
subsidiary s equity. As a result, the noncontrolling interest shall continue to be attributed its share of losses even if that
attribution results in a deficit noncontrolling interest balance as of each balance sheet date. Revenue, expenses, gains,
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Equity Method. We account for partner companies whose results are not consolidated, but over whom we exercise
significant influence, using the equity method of accounting. We also account for our interests in some private equity
funds under the equity method of accounting, depending on our respective general and limited partner interests. Under
the equity method of accounting, our share of the income or loss of the company is reflected in Equity Loss in the
Consolidated Statements of Operations. We report our share of the income or loss of the equity method partner
companies on a one quarter lag.
When the carrying value of our holding in an equity method partner company is reduced to zero, no further losses are
recorded in our Consolidated Statements of Operations unless we have outstanding guarantee obligations or have
committed additional funding to the equity method partner company. When the equity method partner company
subsequently reports income, we will not record our share of such income until it equals the amount of our share of
losses not previously recognized.
Cost Method. We account for partner companies which are not consolidated or accounted for under the equity method
using the cost method of accounting. Under the cost method, our share of the income or losses of such partner
companies is not included in our Consolidated Statements of Operations. However, the effect of the change in market
value of cost method partner company holdings classified as trading securities is reflected in Other income (loss), net
in the Consolidated Statements of Operations.
Critical Accounting Policies and Estimates
Accounting policies, methods and estimates are an integral part of the Consolidated Financial Statements prepared by
management and are based upon management s current judgments. These judgments are normally based on knowledge
and experience with regard to past and current events and assumptions about future events. Certain accounting
policies, methods and estimates are particularly important because of their significance to the financial statements and
because of the possibility that future events affecting them may differ from management s current judgments. While
there are a number of accounting policies, methods and estimates affecting our financial statements, areas that are
particularly significant include the following:

Revenue recognition;

Allowance for doubtful accounts and bad debt expense;
Impairment of long-lived assets;

Goodwill impairment;

Impairment of ownership interests in and advances to companies;
Income taxes;

Commitments and contingencies; and

Stock-based compensation.
Revenue Recognition
During the three months ended March 31, 2009 and 2008, our revenue from continuing operations was attributable to
Clarient.
Revenue for Clarient s diagnostic testing and interpretive services is recognized at the time of completion of such
services. Clarient s services are billed to various payors, including Medicare, health insurance companies and other
directly billed healthcare institutions and patients. Clarient reports revenue from contracted payors, including certain
health insurance companies and healthcare institutions, based on the contracted rate or, in certain instances, Clarient s
estimate of such rate. For billings to Medicare, Clarient utilizes the published fee schedules, net of standard discounts
commonly referred to as contractual allowances . Clarient reports revenue from non-contracted payors, including
certain insurance companies and patients, based on the amount expected to be collected for services provided.
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Allowance for Doubtful Accounts and Bad Debt Expense

An allowance for doubtful accounts is recorded for estimated uncollectible amounts due from various payor groups
such as Medicare and private health insurance companies. The process for estimating the allowance for doubtful
accounts associated with Clarient s diagnostic services involves significant assumptions and judgments. Specifically,
the allowance for doubtful accounts is adjusted periodically, based upon an evaluation of historical collection
experience. Clarient also reviews the age of receivables by payor class to assess its allowance at each period end. The
payment realization cycle for certain governmental and managed care payors can be lengthy; involving denial, appeal
and adjudication processes, and is subject to periodic adjustments that may be significant. Accounts receivable are
periodically written off when identified as uncollectible and deducted from the allowance for doubtful accounts after
appropriate collection efforts have been exhausted. Additions to the allowance for doubtful accounts are charged to
bad debt expense with Selling, general and administrative expense in the Consolidated Statements of Operations.
Impairment of Long-Lived Assets

We test long-lived assets, including property and equipment and amortizable intangible assets, for recoverability
whenever events or changes in circumstances indicate that we may not be able to recover the asset s carrying amount.
We evaluate the recoverability of an asset by comparing its carrying amount to the undiscounted cash flows expected
to result from the use and eventual disposition of that asset. If the undiscounted cash flows are not sufficient to recover
the carrying amount, we measure any impairment loss as the excess of the carrying amount of the asset over its fair
value.

The carrying value of net property and equipment at March 31, 2009 was $14.2 million.

Impairment of Goodwill

We conduct an annual review for impairment of goodwill as of December 15t and as otherwise required by
circumstances or events. Additionally, on an interim basis, we assess the impairment of goodwill whenever events or
changes in circumstances would more likely than not reduce the fair value of a reporting unit below its carrying
amount. Factors that we consider important which could trigger an impairment review include significant
underperformance relative to historical or expected future operating results, significant changes in the manner or use
of the acquired assets or the strategy for the overall business, significant negative industry or economic trends, or a
decline in a company s stock price for a sustained period.

We test for impairment at a reporting unit level (which for us is the same as an operating segment). If we determine
that the fair value of a reporting unit