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ITEM 1. BUSINESS

The information in this report contains forward#agy statements within the meaning of Section 27A o
the Securities Act of 1933, as amended, and Se2fiéhof the Securities Exchange Act of 1934, asraiee.
Such statements are based upon current expectdt@mriavolve risks and uncertainties. Any statetsen
contained herein that are not statements of hestbfact may be deemed to be forward-looking states For



example, words such as "may," "will," "should," tissates," "predicts," "potential,” "continue," "ategy,"
"believes," "anticipates,” "plans," "expects," @ntls" and similar expressions are intended to iigefiorward-
looking statements. Our actual results and thenginoif certain events may differ significantly frahe results
discussed in the forwardoking statements. Factors that might cause ofriborte to such a discrepancy inclu
but are not limited to, the effect of the SeptenitieEvents (as defined below) on our operatiorduding in
particular the loss of hundreds of eSpeed, Caritagérald, L.P. and TradeSpark employees, our dichit
operating history, the possibility of future lossesl negative cash flow from operations, the eféécharket
conditions, including volume and volatility, ancetburrent global recession on our business, olityatai enter
into marketing and strategic alliances, to hire pansonnel, to expand the use of our electroniesysto
induce clients to use our marketplaces and servigdgo effectively manage any growth we achiend,@her
factors that are discussed under "Risk Factor#iimAnnual Report on Form 10-K. The following dission is
qualified in its entirety by, and should be read@mjunction with, the more detailed information fegth in our
financial statements and the notes thereto apgealsewhere in this filing.

Overview of Our Business

We are a leader in developing and deploying elaatrmarketplaces and related trading technology tha
offers traders access to the most liquid, efficamd neutral financial markets in the world. Werape multiple
buyer, multiple seller real-time electronic markates for the global capital markets, including Weeld's
largest government bond markets and other fixednrecand financial marketplaces. Our suite of matkee
tools provides end-to-end transaction solutiongterpurchase and sale of financial and non-fireneibducts
over our global private network or via the Internet

Our products enable market participants to transasiness instantaneously, more effectively aridveer
cost than in traditional voice-based brokerage etarlOur systems were built to support multipledsayand
sellers in interactive marketplaces, in a compjetelutral, efficient and real-time environment2B03, we
processed approximately 5.6 million electronic $&ations, totaling more than $42 trillion of tractsanal
volume. Our clients include most of the largeseéhncome and foreign exchange trading firms, major
exchanges and leading equities trading firms instbed. We have offices in the U.S., U.K. and Adiat
collectively can transact trading 24 hours a dayyad the world. We believe we offer one of the tmobust,
large-scale, instantaneous and reliable transaptiocessing systems in the world. Our global peivatwork
permits market participants to view information aecute transactions in a fraction of a second. Ou
proprietary software provides an end-to-end sahytiocluding front-end applications, transactiong@ssing
engines, credit and risk management tools and béide and clearance modules, enabling straighitthh
processing.

We commenced operations in March 1999 as a divisidPantor Fitzgerald Securities, a subsidiary of
Cantor Fitzgerald, L.P. (Cantor). Our initial foouas the global government bond markets of thedyorl
specifically, U.S., Europe, Canada and Japan. €ationship with Cantor, a leading global inter{de&roker
in the fixed income markets and the former leadehé U.S. government bond voice-brokerage business
enabled us to become the leader in what today wsider our core electronic marketplaces, the gowent
bond markets of the world. Our goal is to offer thiérange of financial products currently tradedoday's
global capital markets, which includes wholesatediincome, foreign exchange, futures, optionseandties.

In 2001, we entered the Canadian fixed income nankeugh our investment in and technology agreei
with Freedom International Brokerage (Freedom)|¢aeling Canadian inter-dealer

broker of fixed income products and other capitadpcts. During 2004, we plan to extend our presémthe
world's government bond markets by focusing owreffon several government bond product extensions,
including U.S. agencies, off-the-run and when-islssecurities and treasury spreads. Additionallyplea to
move beyond government bonds to focus on new ptedbat were rolled out in 2003. These producthige
foreign exchange, interest rate swaps, mortgagkeldasecurities, equities, and CBOT futures. We plan to
leverage our electronic marketplace expertise apdtation to sell software products and servicescdy to
participants in these marketplaces.

Our revenues consist primarily of transaction faed Software Solutions fees, and we market oulicasv
to clients, partners and prospects. We do notaiskown capital in transactions or extend credintorket
participants.

We have organized our business in four categodessa multiple liquid and commoditized industrieghe
financial services markets. These four categoresare products, product extensions and enhandemen
eSpeed Software Solutiofd" sales and new product rollouts. We offer our présiand services to participal
in the financial markets.

Our objective is to be the leading provider of inactechnology and interactive marketplaces forvtioeld's
capital markets, where we believe there is a snbatapportunity for electronic trading. Specifiyawe
believe we are well-positioned to take advantagia@farge opportunities throughout the fixed inegfioreign
exchange, futures, and equities markets of thedvvee believe that the scalability and extendipitif our
eSpeed suite of products enable us to introduce new marked distribute products and services more quickly
cost effectively and seamlessly than our compaetitor

As a result of the terrorist attacks of Septemtgr2001, our offices in the World Trade Center were
destroyed and we lost 180 of our employees, innlydiany members of our senior management (the iBbpte
11 Events). The loss of these assets and emplayekthe need to relocate our employees have nebativ
impacted our business. See "Risk Factors".

The Industry

Historically, the trading of financial and nonfir@al products has been an inefficient process. Byyi
selling or trading activity is traditionally effesd through either (1) a central physical locatli® a trading pit
or auction house, where market participants hawetess the market through this central locatidtsor
members; (2) a bilateral arrangement with a buyeetler; or (3) several layers of middlemen arldggersons
who assist in handling orders. Each of these appesais labor and time intensive, which adds tadthect and
indirect cost of the product being bought or sold.

Additional inefficiencies of transaction executimelude lack of reatime price information, small dispar:
groups of interested buyers and sellers, limitgdidlity and problems associated with executingesaas market



prices change. As more transactions occur andcjaatits extend credit to each other, there arecaddies
to both buyers and sellers because of the lackifisticated risk management tools. Also, aftenyadr sell
order is executed, there are the additional tabksoording, accounting, tracking, delivering afehhcially
settling the transaction. Each of these tasksridmnanually, can add potential cost and errdnétocess as
additional participants or systems enter the tretiwa cycle.

Electronic marketplaces have emerged as effecta@nsof conducting transactions and creating msrket
In an electronic marketplace, substantially althef participants' actions are facilitated througtekectronic
medium, such as a private electronic network or tive Internet, which effectively eliminates theeddor actue
face-to-face or voice-to-voice participant inteaict reducing the inefficiencies inherent in a pbgsmarket.
Additionally, businesses are recognizing onlinentteds as an efficient means of distribution of tipeoducts to
their customers.

Many financial exchanges worldwide, including cerexchanges in France, Germany, Japan, Sweden,
Switzerland and the United Kingdom, are now pdstiat completely electronic. Various electronic ketplace
have been implemented to address the varied néélds broad business-to-business initiatives, idiclg
marketplaces aimed at the procurement of finishetlg or services, as well as neutral marketplaurethé
trading of commodity or commodity-like goods. We

believe the trading of most commodity-like produet require capabilities found in the financiabnkets,
including realtime pricing, futures and other hedging capabgited robust interactive trading. Additionally,
believe companies will seek to outsource onlinatahs for the electronic distribution of their pects to avoid
the difficulty and cost of developing and maintagntheir own online solutions.

Our Solution

Our electronic marketplace end-to-end solutionudek real-time and auction-based transaction psoags
credit and risk management tools and back-end psirag and billing systems, all accessible through o
privately managed global high-speed data netwodkaver the Internet. Because of the scale and abidipt of
our system, our products have applications acrdsead range of companies, industries and vertical
marketplaces, including any global capital markatplinvolving multiple buyers and multiple selldrs.
addition, we license our software to provide a cletgpoutsourced solution to our clients, enablmnt to
distribute their branded products to their custantierough online offerings and auctions, includimyate and
reverse auctions, and request-for-quote capaBili@air products enable market participants to #retrisusiness
instantaneously, more effectively and at lower cost

Our Market Focus
Financial Markets

Wholesale fixed income The global fixed income market is the larg@saricial market in the world.
The Bond Market Association estimates that, inut®. alone, as of 2003, there were $21.9 trillibfixed
income securities outstanding with approximatel§3Billion of volume traded daily. The Associatialso
reports that in the U.S. Treasury securities matkete is $434 billion a day in trading just amaheg reporting
primary dealers and their clients. According to liternational Swaps and Derivatives Associatiba,dlobal
market for interest rate swaps, interest rate aptand currency swaps had over $82.7 trillion itiomal value
outstanding as of June 2003.

Foreign exchange  The trading of currencies in all monetary paggresents the largest trading volume
market in the world. The Bank for International tehents has estimated the daily volume tradeblen t
traditional foreign exchange markets to have bele6 8illion as of April 2001.

Futures and options  Futures and options trading is a leading fimgractivity throughout the world,
with contracts traded on a wide variety of finahaiatruments, commodities and indexes. Accordmthe
Futures Industry Association, Inc., in 2002, ov&9billion futures and options contracts were édh the
world's futures and options markets. Currentlyigaificant volume of futures trading is still beiigne on open
outcry exchanges, but there has been a signifioamement towards the conversion of these markets to
electronic trading. To date, we believe the mostsssful initiatives have been made in Europe. @lieve that
there is significant opportunity in the continuemheersion of these markets to electronic netwasksh as our
own.

Equity order-routing.  According to the 2003 third quarter StatistiR@port by Securities Industry News,
over 750 billion shares were traded in the equitiesket as of September 30, 2003. Our order-rousystem
allows equity market participants multiple poinfeatry and simultaneous access to the world'k&irg
exchanges, market makers and ECNs. By enterinmétket as the low-cost provider, we believe thatetwill
be an incremental revenue opportunity within theitées marketplace.

Limitations of the traditional financial market

While the traditional financial market facilitataading, it has the following significant shortcargs:

. limited direct access and, therefore, ineffitigrcing;

« high transaction costs and slow execution dub@émumber of people involved in a voice transacti

« difficulty in implementing program trading, espaly programs designed to automatically and
simultaneously execute multiple trades in differéut related products;



« significant expense incurred in processing, config and clearing manual processes; and

« compliance and regulatory risk associated witite transactions and non-automated audit trails.

Our Financial Markets Solution

Our products in the financial markets include UlBasury securities, European, Japanese and Canadia
sovereign bonds, mortgage-backed securities, npalibonds, interest rate swaps and options, futom®ns,
foreign exchange, repos, basis and equities tr&#egor has been a major facilitator and, in soases,
provider of liquidity in numerous financial prodsdhrough its offices in the U.S., Canada, Eurape/ssia. Ou
eSpeed system provides the only way to electronically ascBantor's marketplaces. Through our alliance with
Freedom, Cantor and six leading Canadian finatmestitutions, eSpeed also powers the electronidquta of
Freedom International Brokerage, the leading idtler broker of Canadian fixed income and othpitak
markets products.

Our private electronic network for wholesale fin@henarkets is connected to most of the largestriaial
institutions worldwide. We have installed in théi@és of our existing client base the technolodyastructure
necessary to provide price information and tradecetion on an instantaneous basis in a broad mainge
securities and financial instruments. We believeasipeed portfolio of products enables us to introduce and
distribute a broad mix of financial products and/gzes quickly, efficiently, and at a lower cosathtraditional
methods.

In our electronic marketplaces, participants malyezielectronically execute trades themselves lbr ca
brokers, who then input trade orders into the ntafideethem. In our fully electronic trades, all gés of the trade
occur electronically. The participant inputs its/lmr sell order instructions directly into our dlenic trading
system using our software, a web-browser or elsittadly through an application programming intedar
other software. Our system provides to the paditipnormally within 300 milliseconds, an on-screen
confirmation that the participant's order has besrepted. Simultaneously, an electronic confirnmatan be
sent to the participant's back office and riskeystenabling risk management capabilities andgttahrough
processing for the participant. A broker-assistadé is executed in substantially the same marmana
electronic trade, except that the participant tedeyges a broker, who then inputs the participamtieranto our
electronic marketplace system. Our U.S. GovernrBestrities marketplace is now a fully electronic
marketplace.

We also see opportunities to expand our busineisdaysing our technology to other voice brokers in
addition to Cantor, as well as to exchanges anelrdihancial institutions.

eSpeed® Products
Our products are organized in the following foutegmries:
Core products

Currently, most of our revenues are derived fraangactions in our core products. These includ®uari
United States, European, Canadian and Japanesengmg securities. Our full-service eSpeed® system,
combining all of our proprietary software and olotml high-speed private network, currently opesatesome
of the largest and most complex government bondetalaces in the world. It is designed to be exiteledo
any multiple-buyer, multiple-seller marketplace axaeh support massive liquidity and fluctuation iamy
markets. Our customers in these core productdarkatgest financial institutions in the world. Eeecustomers
access our eSpeed® system primarily through olragloigh-speed private network. In addition, thetegn for
these products is also available over the Intefet.core products enable us to operate what weueeis the
only integrated network engaged in electronic trgdn multiple products and marketplaces on a dlbbais.

Product Extensions and Enhancemer

In 2003, we began to extend our presence in thedd®rnment bond markets by focusing our effonts o
products related to U.S. Treasury securities. Tpeseucts and markets include treasury spreadsheffun,
when-issued and agency securities.

«  Treasury spreads are financial products thdetes a spread to U.S. Treasury onttilebenchmark:
the standard trading instruments in the bond maskéteasury spread is derived from the price
difference between the security being traded aadénchmark.

«  Off-the-run securities are treasury bonds artésissued before the most recent bonds and netes a
introduced. When a new on-the-run security is idsthee current on-the-run becomes an off-the-run.

*  When-issued financial instruments represent issues that will be created through the auction
process and become the new on-the-run benchmankbeA-issued instrument has been authorized
but not yet issued. Treasury securities, splitsrwd issues are all traded on a when-issued basis.

¢ AU.S. Agency security is debt issued by a Govemtni®ponsored Enterprise, such as FHLB, Fre
Mac, Fannie Mae, TVA and TAPS. U.S. Agencies pagrast and are low risk, but they are not
backed by the U.S. Government.

Additionally in 2003, we implemented three sigrdiit software enhancements to help further grow our
position in the core markets. SuperQuads, Pricedwgment and Direct Dealing were introduced to &nabr
clients to engage in the electronic trading of cane products and future product rollouts. In 2004 will
continue the roll-out of Contingent Orders, an ertea version of Price Improvement.



¢ SuperQuads is a screen configuration introdirc@®03 that is now entirely rolled out to all of
eSpeed's clients. The SuperQuads screen allovisttbduction of additional markets and product
our eSpeed® system by providing traders with tiaéstto see multiple markets and trade multiple
products at the same time.

¢ Price Improvement (PI) is an enhancement falilg products on our eSpeed® system that allows
traders the opportunity to advance their positigrslightly improving their bid or offer on the queat
market. Spreads in the benchmark market range &mpnoximately $78 per million traded for 2-yrs,
3-yrs, and 5-yrs and approximately $156 per milli@ued for 10-yrs and 30-yrs. Each Price
Improvement increment permits a trader to impraséid or offer by $2.00 per million in the second
year, and $6.00 per million, in theé® 5™, 10", and 30"years. The enhancement was designed to
make trading more efficient, bringing buyers anitese closer to the desired trading state, and
positions us to share in the revenues generatéidebiynproved trades. This product was also released
in early 2003.

« Direct Dealing allows users to put in a reqdesg quote for specific products, providing theder
with the ability to reach market participants wéth electronic request for interest in specific sities
for which the trader has defined sizes. Direct Dgamaintains the trader's anonymity, allows the
trader to determine a set amount of time for tlygiest to be filled and treats all participants digua
Direct Dealing is especially useful for tradinglémge blocks, helping to eliminate unwanted market
movement and bringing with it electronic efficiertoyless liquid markets.

«  Contingent Orders will continue to be rolled authe first half of 2004 and will allow for
simultaneous execution of multiple transactiondgs finoduct enhancement was designed to create an
outright cash market in off-the-run and when-isssecurities, while at the same time preventing
"slippage”, the difference between the estimatest abthe transaction and the amount actually paid.

eSpeed Software SolutiorSM

eSpeed Software SolutioR¥ leverages our global infrastructure, portfolio wteillectual property and
electronic trading expertise to allow customerbuid electronic marketplaces and exchanges,

enable real-time auctions, enhance debt issuartteustomize trading interfaces. eSpeed SoftwaratisosSM
takes advantage of the scalability, flexibility adctionality of our eSpeed® system to enableatients to
distribute their branded products to their custantierough online offerings and auctions, includimyate and
reverse auctions, via our trading platform and glatetwork. Using eSpeed Software Soluti8Ms customers
are able to develop a marketplace, trade with thestomers, issue debt, trade odd lots, accessgmaigading
interfaces and access our network and our intelégroperty.

We have signed Software Solutions agreements wathdRSecurities, the World Bank, the Federal Home
Loan Bank and Unisys.

*  Refco Securities operates a global securities éstbrokerage business. eSpeed Software Solifftbns
has developed a fromtad trading system for Refco Securities that ersabl® communicate its pric
for securities products to its customers.

«  For the World Bank, eSpeed's trading engine angdar&tconnect the World Bank to its dealer clie
anonymously through our internet-based, temé auction platform. This system was releasetlime
2003 and has handled over $2.8 billion of the W&dahk's interest rate swap volume to date.

¢ The Federal Home Loan Bank is a U.S. Governmspotisored enterprise and one of the largest
issuers in the global short-term securities mai®et. electronic auction-based technology began
powering the Federal Home Loan Bank's primary dist@ote auctions in August 2002.

« In April 2003, we released AutoSpeed, our autehé&rading tool that allows traders to execute
proprietary strategies in fixed income marketplatiesctly from Microsoft Excel spreadsheets. In
June 2003, we partnered with Unisys Corporations®its fixed income analytics program, @nalyst,
to release a new product, AutoSpeed@nalyst, a fa@eine program trading tool with embedded
analytics, powered by eSpeed. This product alloadetrs to model and execute market-making,
relative value, and sophisticated proprietary sg#s through one worksheet in real time.

With respect to our patents and other intellectuaperty, we have entered into long-term licensing
agreements with the InterContinentalExchange, the.Chicago Mercantile Exchange, Inc., the Bodrtrade
of the City of Chicago and the New York Mercantdechange.

New Product Rollouts

We have identified major opportunities to leverage position in our core global government bond kets
into a variety of other key financial markets. Esample, in 2003 we rolled out technology for traylin foreigr
exchange, interest rate swaps, mortgage-backedt#gLequities and futures markets.

Foreign Exchange. Launched in the summer of 2003, our foreigrherge product has opened up the
interbank wholesale market to a wider range ofigipeints, including professional trading firms, edunds,
money managers, proprietary traders and futureigéirms. By using a unique model that allows ©an
Fitzgerald International to serve as central coyetey and CLS (Continuous Linked Settlement) imilate
intra-day settlement risk, we have created a cot@lgl@anonymous platform that provides buy-sideiiasons
with access to wholesale market prices. At the same, our foreign exchange product offers bettestgs and
introduces the added features of work-up and pmiggovement to the foreign exchange marketplacées Th
product offers global, scalable and real-time mgdn U.S. Dollars, Euros, Japanese Yen, Britishriéls and
Canadian Dollars.



Interest Rate Swaps. Launched in Europe in December 2003, our istei@e swaps product provides an
electronic alternative for trading benchmark onaryte 10-year plain vanilla U.S. dollar- and Euendminated
products, which are the most high-volume, commelikiy products in the swaps market. By providingight-
through processing and targeting the inter-banketamly, we have created a market where the latgeks
can do business with each other without volumereditlimitations.

Mortgage-Backed Securities. Launched in November 2003, our mortgage-baskedrities services
target the To Be Allocated (TBA) mortgage markensisting of large sell-side firms and liquidityopiders.
Our mortgage-backed securities product is fullyrgimaous, whereas the existing voice system is 72-hame
give-up. The product also offers straight-througbcpssing and allows Excel-based traders seamiessition
through our AutoSpeed product.

Equities. In November 2003, we moved into the equitiesketawith the launch of eSpeed Equities, a
new order-routing system for the institutional eigsi market. eSpeed Equities provides an inteltigeder-
routing and execution platform that affords equitgrket participants multiple points of entry anchsitaneous
electronic access to the world's largest exchamgasset makers and ECNSs.

Futures. In December 2002, we entered into an agreemiémthe Chicago Board of Trade (the CBOT)
to distribute futures products through our eSpesg&@em, providing customers with the ability taleaoth
cash and futures in one neutral, fully-electronarketplace. By routing CBOT futures trades overeisting
eSpeed® network and providing front-end integratmour clients, our cash traders and the CBOTigés
traders have direct, instantaneous access to bartkeis. This product is available through our e8fiee
SuperQuads software. In January 2004, our eSpegst@ns was fully integrated into the CBOT and EUREX,
giving users of both exchanges direct access thre$gpeed's platform. This combination of the caghfatures
markets is a significant advantage to all tradsisgieSpeed's front end. This integration exteSpeed's
exposure and access to additional U.S. and Eurdpaders and has the potential to create greatesaver
transactions between the cash and futures markets.

Additionally, we have an agreement whereby the Newk Board of Trade, through its subsidiaries, will
provide clearing and regulatory services and wépwdvide electronic execution and related serviceshe
U.S. futures exchange, currently known as the Gaitchange®™, the first fully electronic futures exchange in
the U.S. Currently, the Cantor Excharifehas obtained regulatory authority to operate indhited Kingdom,
Denmark, Finland, France, Hong Kong, Ireland, Itdpan, Norway, Portugal and in eight German stdteis
business was suspended after the September 11sEVnite we are in the process of evaluating owir®ss
plan with respect to our operation of the Cantoctznge®™ , we are confident that our eSpeed® system will
continue to provide us with major opportunities tlee electronic trading of a broad range of futwestracts
globally, including opportunities like our futuragreement with the CBOT and EUREX.

Our eSpeef system is accessible to our clients through (1)poaprietary front-end trading software, (2)
our application programming interface (API), whisha dedicated software application linking ouents’
networks to our system, (3) the Web, via a brovrsterface or Java application, and (4) softwareettgyed in
alliances with independent software vendors. Ostesy runs on large-scale hardware located in datters in
the U.S. and the U.K. and is distributed eitherrawe multiple path global network or via the Intet through
links to multiple global Internet service providers

Our electronic marketplaces operate on a techngbtegorm and network that emphasize scalability,
performance, adaptability and reliability. Our teology platform consists of:

« our proprietary, internally developed real-timstalled global network distribution system;

«  our proprietary transaction processing softwatgch includes interactive matching auction engjne
fully integrated credit and risk management systerising engines and associated middle and back-
office operations systems;

« client interfaces ranging from Windows, Java,IX¥Nour proprietary APl and proprietary vendor
access; and

« customized inventory distribution and auctiontpcols designed to be used by our clients and
partners in their distribution and trading systems.

Together, these components enable our clientdeotéfansactions in real-time, with straight-thgbu
processing.

Network distribution syster

Our eSpeed® system contains a proprietary hub-palesdigital network. This network uses Cisco
Systems' network architecture and is operated bygd=tertified engineers. Our network's high-spesdtp of
presence comprise the major business centers ofdhd, including New York, London, Tokyo, Milan,
Chicago, Los Angeles and Toronto. Altogether, waage 24 hubs linked by over 50,000 miles of cabler
500 Cisco network devices and more than 700 highdty Sun servers and Hewitt Packard serversdddat
data centers in London and Rochelle Park, New yéhnse are able to process over 150 transactionsq@end,
per instrument or product. The redundant struabfi@ur system provides multiple backup paths areuting
of data transmission if one spoke of a hub faile. bélieve we operate one of the largest and mbsisto
interactive trading network distribution systemsrently in operation, with 295 (88%) of our persehn
dedicated to our trading technology and over 50%unfpersonnel committed to developing new products



Our distribution system accepts orders and postimgjantaneously and distributes responses, génaral
under 300 milliseconds. We estimate that our ndticurrently running at approximately 15% of ceipa

In addition to our own network system, we also iez@nd distribute secure trading information from
clients using the services of multiple, major Inttrservice providers throughout the world. Theseections
enable us to offer our products and services \@driternet to our global clients.

Transaction processing software

Most of our software applications have been dewedadpternally and are central to the success of our
eSpeed® system. Our auction and trading enginesi@pi@ real time, facilitating efficient interacti between
buyers and sellers. Our credit and risk managesystéms monitor and regulate these buyers andsseller
pricing engines provide prices for illiquid finaatproducts derived from multiple trades in othedated
financial instruments. These critical applicatiovirk together seamlessly and are supported by mialddl back
office software that verifies, confirms, report®res, tracks and, if applicable, enables theesattht of each
transaction. Our transaction processing softwarkidtes verification mechanisms at various stagebef
execution process, which result in significantlgueed manual intervention, decreased probabiligraineous
trades and more accurate execution for clients.

eSpeed® transaction engines

Our auction and transaction engines use InterabatehingSM, our proprietary rules-based method, to
process in excess of 150 transactions per secaralip#on, instrument or product. These enginegwer
developed to support trading in the largest capii@lkets in the world, such as government bonddi#ndes
contracts, and the more diverse, fragmented arabdsé intensive markets, such as U.S. municipas(with
over 1.7 million different issues), corporate boadd Eurobonds. These transaction engines arengesig be
modular and flexible to allow modification in orderapply them to other markets and auction tyjpreEurope,
for example, we have added a component that allsae process transactions and auctions in multiple
currencies simultaneously. Our transaction engiee® embedded security features and an added nirgssag
layer to provide security from unauthorized useaduition, we use encryption to protect our clights transact
business over the Internet.

We believe our marketplace expertise and rulesebsgstems provide incentives for clients to activel
participate in our marketplaces. For example, kttive Matching®™ provides incentives to participate in our
marketplaces by encouraging participants to exflusie orders to the market. In standard auctidmesjricentive
is for participants to wait until the last momemttake a bid or offer. Our priority rules encourageling
activity by giving the last successful active papant a time-based right of first refusal on tleatrsale or
purchase. In addition, in many markets we haveegirad our pricing policy to provide incentives.eTparty the
provides auction products for the market or crebdesdity (by inputting a price to buy or sell) yaless
commission (or no

commission) than the participant that consummétedrade by acting on that price. With our pricpadicies
and proprietary priority rules, our system is dasigjto increase activity and to draw participants the market
This proprietary rules-based system is adaptalde anpart of our business strategy, we intengpdydt across
other non-financial markets for multiple productslservices.

eSpeed Credit MastéiM — credit and risk management systems

Our eSpeed Credit Maste! credit and risk management systems are an impqueahbf the operation of
our electronic marketplaces. These systems (1)ragnisly monitor trades of our clients to help gnetvthem
from exceeding their credit limits, (2) automatigalrevent further trading once a client has redchere-
determined credit limit and (3) evaluate transaxdiand calculate both individual positions and eésgosure
across various products and credit limits. Our petary credit and risk management systems haweteden
made available to our global clients to enable themonitor the position of their traders and ategrated with
our Software Solutions systems so our global diean monitor the credit of their customers whogeet
directly with them online. These systems will stolient data relevant to credit and risk managersnth as
financial statements, credit documents, contadlisir@ernal analyses. These systems also enabldients to
make our electronic marketplaces available to thestomers while maintaining control of their cusess'
trading activity and risk.

eSpeed Name Give-Up Matrf — credit monitoring

Through the use of our name give-up matrix, we Enabr market participants to create counterpamgic
exposure limits to manage the counterparties whiltivthey transact in non-central counterparty ragrkin
these markets, participants settle transactiorsiljrwith other participants. Using this modulee participants
can pre-select the counterparties that they afngiilo transact with in that market. The modulspiys all
prices to market participants, and highlights anabdes execution on prices that are from approved
counterparties. Additionally, the module has feaguhat permit each participant to manage theites\of its
traders on a real-time basis.

eSpeed® pricing engines and analytics

We have developed a number of analytical softwaokstthat permit us to price products that tradiess
liquid markets and for which current pricing infaation is not readily available. For example, our MEFM
system (Multiple Order Link Engine) is a computpplcation that enables us to link multiple marketi§er
prices and create and enhance marketplaces fougisthat have limited liquidity. In our financialarkets,
MOLE SMcurrently uses data from existing cash and futoragkets to calculate pricing for transactions where
no market prices currently exist, thereby facilitgtliquidity. These multi-variable trades are extely difficult
to execute in voice-based markets due to their ¢exitp and the slow speed of manual execution.

eSpeed® middle and back-office applications

Our middle and back-office applications supporacdice, settlement, tracking and reporting of saatel
provide links to outside clearing entities. Formyéde, in the financial markets, we outsource olfillfment
services to Cantor and Freedom (for Canadian mg);kebere both parties to a trade send either @ash



securities to Cantor or Freedom and Cantor or fereeskttles the trade and sends each party theocash
securities due. Our reporting and accounting sysi@m designed to track and record all charges and
commissions for a trade. Our eSpeed® system arttlipt® automate previously paper and telephone-based
transaction processing, confirmation and othertions, substantially improving and reducing thetasnany
of our clients' back offices and enabling straitfitbugh processing.

Our Growth Strategy

Our objective is to be the world's leading providemteractive electronic marketplaces and related
software solutions to a broad range of industrebraarketplaces. We believe we can extend

our expertise in the creation of instantaneoustrelric marketplaces to a broad range of produatssanvices.
Our growth strategy to achieve this objective idelsithe following key elements:

Expand system functionality and develop new produst software and services for our existing financial
markets

We plan to continue to expand the types of findramia other products traded in our marketplaceth o
the United States and abroad. In 2003, we rolleégpmducts in foreign exchange, interest rate syayostgage-
backed securities, equities and futures. For exampe believe that our foreign exchange productimas
potential to transform the foreign exchange mabeincreasing efficiency and broadening marketipiastion.
We plan to focus on opportunities in high-volumel aammodity-like segments of the mortgage-backed
securities and interest rate swaps markets, wheléewerage highly scalable, built-and-paid-for tedbgy
infrastructure for order routing. Our goal is telide in our electronic marketplaces the full ranfénancial
products that are currently traded in today's eapiiarkets worldwide.

Leverage our eSpeed® system for use in a wide rangkadditional financial markets and other industries

Because of the scale of our system and infrastreietnd its ease of adaptability, we believe ourcesp
system has applications across a broad range déigi®) including Internet-based marketplaces foice array
of goods and services, particularly those involvimgitiple buyers and sellers. We believe we aré paitionec
to leverage the significant costs and efforts ttzate been incurred developing our eSp&egstem to quickly
create electronic markets in a wide range of prtdWe plan, over time, to serve additional marketps that
can benefit from more efficient, centralized, elenic trading facilities. We plan to continue tgpexd our
eSpeed® system across the financial markets andptioglucts.

License our software to provide a broad range of mi&et participants with an outsourced solution for
online distribution of their products

We provide a complete outsourced solution to oent$ to enable them to distribute their brandexipcts
to their customers through online offerings, auttiancluding private and reverse auctions, anectlidealing
capabilities. We are rebuilding our dedicated stdese that will focus on licensing our softwaréduimns to
existing and new clients.

Pursue strategic alliances and acquisitions

We are continually exploring opportunities to maienour growth, including acquisitions, strategic
alliances, joint ventures, private placements rigabgations or any combination of the foregoing expand our
vertical markets and generate future growth. Wesaseking to enter into joint ventures and othextstyic
alliances to create liquidity in new and existimgguct markets, to utilize our patents in such vezg and
strategic alliances and to attract new participtmtsade products in those markets. We have eragldlyis
strategy in our alliance with Freedom and in otreotventures.

Further develop product extensions and enhancements

We plan to further develop products that link Piicgrovement with Contingent Orders. We plan to
develop software and services to add new methoefeot transactions in these products, includingtgent
Order and BetterFill software enhancements to eicePmprovement feature. BetterFill is targetedaod
program traders and will be able to offer increasgeed, efficiency and cost savings to our custenwe
expect that our traditional client base will betpirtrade new products as we develop electronic etplkces for
them, and we intend to continue to convert ourt&gsglobal clients to our fully electronic platfar

Our Clients

Our clients in our financial markets include bardesalers, brokers, hedge funds and other wholesaike!
participants, hundreds of which currently parti¢gi our electronic marketplaces, including mdghe largest
bond trading firms in the world.
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We provide wholesale and retail investors accesise@lectronic marketplaces and brokerage-related
services supported by our eSp&ystem. We expect that a significant portion of dients who use brokers
will migrate to fully electronic access over thaxing years. We also expect to add clients for e®Sesdtware
SolutionsSM from a wide variety of industries. In addition, intend to build relationships with new clients,
including traditional competitors of Cantor. Wether intend to provide third parties with the isfiraicture,
including systems administration, internal netwsuapport and operations and disaster recovery ssvbat is
critical to providing fully electronic marketplacesa wide variety of products. Other than Cantarclient of
ours accounts for more than 10% of our revenues.

Sales, Marketing and Corporate Development



We promote our electronic marketplaces and sert@esr existing and prospective clients through a
combination of sales, marketing and co-marketinggaigns. We leverage our client relationships thhoa
variety of direct marketing and sales initiativesi duild and enhance our brand image through magkend
communications campaigns targeted at a diverseacelj including traders, potential partners andrhestor
and press communities. We may market to our egjstivd prospective clients through a variety of co-
marketing/cobranding initiatives with our partners. We haveigiesd our sales and marketing efforts to pror
brand awareness and educate our audience regdneimgture of our electronic marketplaces, prodacts
services and the advantages associated with tbenation of trading activities.

Our senior management staff actively works to distalstrategic relationships, develop new marketoti
technology and structure and execute investmentaequisitions. Our staff promotes eSpeed at centas,
conventions, events and speaking engagementsd¥atee both our technology and our brand name.amym
cases, these engagements are focused within spemifical markets that we intend to develop inftitare. All
of these efforts are intended to enhance our imagareness and profitability.

Software Development

We devote substantial efforts to the developmedtimprovement of our electronic marketplaces and
licensed software products. We work with our cketat identify their specific requirements and make
modifications to our software, network distributisystems and technologies that are responsivese theeds.
Our research and development efforts focus onriatefevelopment, strategic partnering, acquisiteamd
licensing. We employ over 295 technology profesaienOur technology team's objective is to develew
products and services in order to provide supetdiectronic marketplace solutions to our clients. 8\ focus
our efforts on enhancing our Internet interfacefatilitate real-time markets and comply with thaenslard
Internet security protocol and future security poatis in order to capitalize on the developmere/
commercial marketplaces. We are continuing to dgvekw marketplaces and products using our intigrnal
developed application software. In addition, weehtorged strategic alliances with third-party indegent
software vendors through which we will work to dieyesophisticated, industry specific, front-end laggtions
and products.

Competition

The development and operation of electronic matkegs are evolving. Because our business is dhyea
number of different products, we face differentdisvof competition with respect to each market pmdiuct. As
a result, competition in these marketplaces iseruly fragmented. We expect to face competitiomfeonumbe
of different sources varying in size, business cbjes and strategy, some of which are larger thamre and
have greater financial resources.

Our current and prospective competitors are nunseaou include intedealer brokerage firms, market d
and information vendors, securities and futurehiarges, electronic communications networks, crgssin
systems, consortia and marketplace infrastructudesaftware companies. On May 7, 2003, ICAP, aerigale
broker in the financial markets, completed its asitjon of the global
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trading operations of BrokerTec Global, a globaktéaionic bond trading platform, creating a morenigant
competitor for us in electronic trading of govermsecurities.

The electronic marketplace solutions we provideuoclients enable them to expand the range ofcesv
they provide to their ultimate customers, whicha@s® potential participants in our electronic nedpkaces. We
intend to structure our relationships with our tg&and conduct our operations to mitigate thergiatefor this
competition. We do not intend to use the accesise@ustomer base of our clients that we obtapraviding
our electronic marketplace solutions to competé wiese clients in other product transactions. \leve our
electronic marketplaces compete primarily on thesaf speed, functionality, efficiency, price, ®ma stability
and ability to provide market participants with @ss to liquidity. We also believe that the time ardense
required to develop and install electronic markatpb will serve as significant barriers to entrydor
competitors.

Our Intellectual Property

We have adopted a comprehensive intellectual prppeogram to protect our proprietary technologye W
currently have licenses covering five of Cantodtepts in the U.S. Two patents relate to a systedmaethod
for trading select items such as fixed income ursgnts. Two patents relate to a fixed income photfodex
processor. One patent relates to a system fordhaneote access of multiple application programstisy or
more computers. Foreign counterpart applicationsdme of these U.S. patents have been filed. i€aedes ar
exclusive, except in the event that we do not $eek are unable to provide to Cantor any requestedces
covered by the patents and Cantor elects not toregs to do so.

In April 2001, we purchased the Wagner Patent, waiddresses automated futures trading and profod
bids and offers to be placed and matched electutipidn August 2002, we entered into a Settlenfegreement
with Electronic Trading Systems Corporation (ETig former owner of the Wagner Patent, the Chicago
Mercantile Exchange, Inc. (CME) and the CBOT tmhes the litigation related to the Wagner Patentdét the
terms of the Settlement Agreement, CME and the CB@Teach pay $15.0 million to eSpeed as a licefsea
total of $30.0 million. Each $15.0 million paymentludes $5.0 million, which was received in 2088d $2.0
million per year until 2007. Of the $30.0 millioa be received by eSpeed, $5,750,000 may be p&d$o On
March 29, 2002, we entered into a long term licegpsigreement with IntercontinentalExchange, IMCE(|
granting use of our Wagner Patent to ICE. Undetehms of the agreement, ICE will pay an annuahhtyyof
$2 million per year, of which 12% is paid to ETSH will also pay to us $0.10 for each contract freaticipant:
submit to the electronic futures exchange for trgdor $0.20 for each contract contained in matcrekes on
the electronic futures exchange. The ICE agreem#éimemain in effect until February 7, 2007, or fine
duration of the life of the patent, unless certanditions are not met. In December 2002, we edtite an
agreement with the CBOT to distribute futures paidwver our eSpeed® system. In December 2003, we
entered into a Settlement Agreement with the Newk¥Ydercantile Exchange (NYMEX) to resolve the ldtgpn
related to the Wagner Patent. Under the termseoAtireement, in exchange for a license, NYMEX agtee
pay us $8.0 million in annual installments of $éhillion, beginning in December 2003 and concludim@006.
Of the $8.0 million to be received by eSpeed uride™NYMEX settlement, $1.2 million may be paid t6F&
The patent involves automated futures trading systi@ which transactions are completed by compedri



matching of bids and offers of futures contractsnorelectronic platform.

In July 2001, we purchased a patent, the Lawreaten®, which relates to the electronic trading of
municipal bonds and electronic auctions of fixecbime securities and interest rate products. Audimsed
trading allows broker-dealers and their customeisend our "bid-wanted" forms listing the availadéeurities,
then to accept bids with a final auction time. Tlavrence Patent brings additional efficiencieshi® auctioned
markets by, among other things, enabling potebtigkrs to electronically place bids securely anshgmously.

In May 2003, Cantor Fitzgerald was granted U.Seato. 6,560,580 for an Automated Auction Control
Processor. This "580 Patent" is a system and mdthraliction-based trading for specialized
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items such as fixed income instruments. The systednmethod promotes fast and reliable trade ex@tuti
market liquidity and transparency, as well as fssand neutrality in trading procedures. The paisued on
May 6, 2003, expires in 2016. We are the excluboensee of the patent. This patent is the sulgflitigation.
See "ltem 3. Legal Proceedings."

We also have an agreement to license several el patent applications relating to various othe
aspects of our electronic trading systems, inciydioth functional and design aspects. We have filadmber
of patent applications to further protect our prefary technology and innovations.

We cannot at this time determine the significarfcany of the foregoing patents, or future pateifiissued
to our business. We can give no assurance thatfahg foregoing patents will be found by a coorbe valid
and enforceable, or that any of these patents wantlthe infringed by a third party competing orlseg to
compete with our business. Our business strategyimstude licensing such patents for royaltiespjaienturing
with other marketplaces or exchanges, or exclugiusing the patents in our marketplaces.

Employees

As of December 31, 2003, we had 335 employeespofivehom are our executive officers. None of these
employees are represented by a union. We beli@tevih have good relations with our employees.

Website Access to Reports

Our Internet website address is www.espeed.conoulifr our Internet website, we make available, éfee
charge, the following reports as soon as reasorahlsticable after electronically filing them withr, furnishing
them to, the SEC: our annual report on Form 10;quarterly reports on Form 10-Q; our current repon
Form 8-K; and amendments to those reports filefdimished pursuant to Section 13(a) of the Se@ariti
Exchange Act of 1934. Our Proxy Statements forAnutual Meetings are also available through ourrtree
website. Our Internet website and the informationtained therein or connected thereto are not deeéro be
incorporated into this Annual Report on Form 10-K.

Risk Factors

In addition to the other information in this Repdkte following risk factors should be considereadedully
in evaluating us and our business.
Risks Related to Our Business

The events of September 11, 2001 have had and mantinue to have an adverse effect on our business.

Our losses

Our previous headquarters were in the World Traelet€. As a result of the September 11 Events, our
offices in the World Trade Center were destroyedi\aa lost approximately 180 of our employees, iditlg
many members of our senior management. The destnuftour assets, the loss of all those employees,
including product development personnel, and theglrie relocate the surviving employees have negjaitiv
impacted our business. In addition, although wehstive redundancy of our system, we now have tata d
centers instead of the three that we had pridnédSeptember 11 Events.

Cantor's losses

Cantor and TradeSpark lost an aggregate of 478ogm@é and equipment and systems as a result of the
September 11 Events. Cantor also lost its headgrgaBuch losses have negatively impacted our vegeand
may continue to adversely impact our revenueserfuture since, among

13

other things, Cantor is not currently trading mahghe financial products its voice brokers histaliy traded
using our eSpeefisystem. In addition, the loss of Cantor's assedsbankers will negatively affect our strategy
to convert the products that those brokers werdrigain voice-assisted transactions to productsatetraded
fully electronically over our eSpeed® system.

We may incur losses in the future.

From our inception through December 31, 2003, welsaistained a cumulative net loss of approximately
$13.3 million. While we generated operating proifitshe year 2003, as we continue to develop ostesys and
infrastructure and expand our brand recognition@ietht base through increased marketing efforesvay
incur additional losses.

If we do not expand the use of our electronic systes, or if our clients do not use our marketplacesro
services, our revenues and profitability will be adersely affected.

The success of our business plan depends, inquastyr ability to maintain and expand the netwdrk o



trading firms, dealers, banks and other finandistifutions that use our interactive electronic keglaces.
We cannot assure you that we will be able to cometito expand our marketplaces, or that we willlide &
retain the current participants in our marketplagdthough some of our agreements with market pgeints
require certain minimum payments, none of our agegs with market participants require them toaise
electronic marketplaces.

If we are unable to enter into additional marketingand strategic alliances or our current or future
strategic alliances are not successful, we may ngénerate increased trading in our electronic
marketplaces.

We expect to continue to enter into strategic afless with other market participants, such as rbtakers,
exchanges, energy companies, market makers, c@sbearinghouses, major market participants and
technology companies, in order to increase clieoéss to and use of our electronic marketplacescafiaot
assure you that we will be able to continue toreinte these strategic alliances on terms thafarerable to us,
or at all. In addition, we cannot assure you thataurrent or future strategic alliances will besessful. The
success of our current and future relationshipkdephend on the amount of increased trading inetestronic
marketplaces and the liquidity generated thereires€ arrangements may not generate the expectdzenoif
new clients or increased trading volume we areisgek

To increase awareness of our electronic marketplasewe may need to incur significant marketing
expenses.

To successfully execute our business plan, we buikt awareness and understanding of our electronic
marketplace services, software products, brandlemddaptability of our electronic marketplacesrfon-
financial vertical markets. In order to build tl&areness, our marketing efforts must succeed anmust
provide high quality services. These efforts mayuree us to incur significant expenses. We cansstige you
that our marketing efforts will be successful attthe allocation of funds to these marketing ésforill be the
most effective use of those funds.

If we experience computer systems failures or capig constraints, our ability to conduct our operations
could be harmed.

We internally support and maintain many of our catep systems and networks. Our failure to monitor o
maintain these systems and networks or, if necgsafind a replacement for this technology innadly and
cost-effective manner would have a material adveffget on our ability to conduct our operations.

We also rely and expect to rely on third partiesviarious computer and communications systems, asch
telephone companies, online service providers, pl@eessors, clearance organizations and softwate a
hardware vendors. Our systems, or those of out-{rarty providers, may fail or operate slowly, dagsone or
more of the following:
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¢ unanticipated disruptions in service to ourrie

. slower response times;

« delays in our clients' trade execution;

« failed settlement of trades;

« incomplete or inaccurate accounting, recordingrocessing of trades;

« financial losses;

« litigation or other client claims; and

¢ regulatory sanctions.

We experienced systems and telecommunicationgdaiin connection with the September 11 Events. We
cannot assure you that we will not experience aifdit systems failures in the future from power or
telecommunications failure, acts of God or wamaest attacks, human error, natural disasters, fiower loss,
sabotage, hardware or software malfunctions oratiefeomputer viruses, intentional acts of vandabsd
similar events. Any system failure that causesmériuption in service or decreases the responsageaf our
service, including failures caused by client emomisuse of our systems, could damage our repuatatusiness
and brand name.

Our current office space is temporary and a move ta new headquarters might significantly impact our
operations.

Since the destruction of our previous headquaitetfse World Trade Center, our corporate headqrsrte
has been located in office space provided by Catdirented on a short-term lease. If our busioestnues to
grow, we cannot assure you that we will have adiegoffice space for our employees or that we velidble to
extend the term of the lease on our current heatkrgaor arrange for alternative office space @soaable
terms. Furthermore, in the event that we werertd &in appropriate headquarters space, any movel Wieily
be expensive, require significant employee resauacel be potentially disruptive to our operations.

If we do not effectively manage our growth, our exting personnel and systems may be strained and our



business may not operate efficiently.

Any material growth in our business will place sfgant strain on our personnel, management systerd
resources. We expect that the number of our empkyacluding technical and management-level engasy
will increase for the foreseeable future. We musttinue to improve our operational and financiatsyns and
managerial controls and procedures, and we willneeontinue to expand, train and manage our teahn
workforce. We must also maintain close coordinatiorong our technical, compliance, accounting, fiean
marketing and sales organizations. We cannot agsuréhat we will manage our growth effectivelyddmilure
to do so could result in our business operatinfigiently.

We operate in a rapidly evolving business environnmg. If we are unable to adapt our business effectaly
to keep pace with these changes, our operations llile adversely affected.

The pace of change in our market is extremely rajgerating in such a rapidly-changing business
environment involves a high degree of risk. Ourceses will depend on our ability to adapt effecvial these
changing market conditions.

If we are unable to keep up with rapid technologickchanges, we may not be able to compete effectiyel

To remain competitive, we must continue to enhamzkimprove the responsiveness, functionality,
accessibility and features of our proprietary safwy network distribution systems and technolodibs.
financial services and e-commerce industries aaeacherized by rapid
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technological changes, changes in use and clignirements and preferences, frequent product anitee
introductions embodying new technologies and thergence of new industry standards and practice<thed
render our existing proprietary technology andesyst obsolete. Our success will depend, in parbuorability
to:

« develop and license leading technologies usefalr business;

. enhance our existing services;

« develop new services and technologies that addhe increasingly sophisticated and varied netds
our existing and prospective clients; and

« respond to technological advances and emerguhgsiry standards and practices on a cost-effective
and timely basis.

The development of proprietary electronic tradiegiinology entails significant technical, financal
business risks. Further, the adoption of new Irenmetworking or telecommunications technologiey m
require us to devote substantial resources to yadhifl adapt our services. We cannot assure yowthaitill
successfully implement new technologies or adappoaprietary technology and transactipmcessing systen
to client requirements or emerging industry stadslavWe cannot assure you that we will be ablespoed in a
timely manner to changing market conditions orrdli@quirements.

If we were to lose the services of members of maremgent and employees who possess specialized market
knowledge and technology skills, we may not be abte manage our operations effectively or develop me
electronic marketplaces.

Our future success depends, in significant parthercontinued service of Howard Lutnick, our Chrain,
Chief Executive Officer and President, and our pthecutive officers and managers and sales ahditzd
personnel who possess extensive knowledge anddiegynskills in our markets. We cannot assure ya te
would be able to find an appropriate replacemenbio Lutnick if the need should arise. Any loss or
interruption of Mr. Lutnick's services could resimtour inability to manage our operations effeelyvand/or
develop new electronic marketplaces. We have rtered into employment agreements with any of our
executive officers or other personnel. Althoughhage obtained $15 million in "key person" life inance on
the life of Mr. Lutnick, we do not have "key persdifie insurance policies on any of our other exeauiofficers
or personnel. All of the members of our senior ngamaent team are also officers, partners or key eyepk of
Cantor. As a result, they dedicate only a portibtheir professional efforts to our business andrafions. We
cannot assure you that the time these personsal&vour business and operations in the futurehgiladequate
and that we will not experience an adverse effaaiwr operations due to the demands placed on our
management team by their other professional olitigat We intend to strive to provide high qualignsces the
will allow us to establish and maintain long-terefationships with our clients. Our ability to dowdl depend,
in large part, upon the individual employees wharesent us in our dealings with clients. The mafiet
qualified programmers, technicians and sales psrisoextremely competitive and has grown more sedent
periods as electronic commerce has experiencedtigroMe cannot assure you that we will be succegasfolir
efforts to recruit and retain the required persénne

If Cantor or we are unable to protect the intellectial property rights we license from Cantor or own,our
ability to operate electronic marketplaces may be aterially adversely affected.

Our business is dependent on proprietary technaoglyother intellectual property rights. We licessene
of our patented technology from Cantor. The licesmsangement is exclusive, except in the event(t)ate are
unwilling to provide to Cantor any requested seesicovered by the patents with respect to a mdaagt@and
Cantor elects not to require us to do so, or weuaeble to provide such services or (2) we do reta@se our
right of first refusal to provide to Cantor electio brokerage services with respect to a markegplimcwhich
case Cantor retains a limited right to use therpgatand patent applications solely in connecticth wie
operation of that
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marketplace. We cannot guarantee that the conedyith are the subject of the patents and patericagipns
covered by the license from Cantor or that we orenpatentable or that issued patents are or willatid and
enforceable. Where patents are granted in the WeScan give no assurance that equivalent patettsev
granted in Europe or elsewhere, as a result ofmiffces in local laws affecting patentability aaddity.
Moreover, we cannot guarantee that Cantor's ispatghts or our issued patents are valid and ergbleeor
that third parties competing or intending to corepeith us will not infringe any of these patentgspite
precautions we or Cantor has taken or may takediegt our intellectual property rights, it is pitss that third
parties may copy or otherwise obtain and use aypritary technology without authorization. It Is@possible
that third parties may independently develop tetihgies similar to ours. It may be difficult for ts monitor
unauthorized use of our proprietary technology iatellectual property rights. We cannot assure i the
steps we have taken will prevent misappropriatiboun technology or intellectual property rights.

We use our eSpeed® registered service mark fosehgces described herein and have registered that
service mark in a number of jurisdictions arounel world. Although several existing third-party retgations
and applications for trademarks and servicemarksisting of designations similar to ours in certiuntries
have come to light, they are for goods and sentiwasare of a different type from those being i teunder our
eSpeed registered service mark. Although we are not pridgemware of any thirgparty objections to our use
registration of our eSpe&registered service mark in these countries, anié\eeive could defend against any
third-party claims asserted in these countriedh segistrations and applications could potentiaffect the
registration, and/or limit our use, of our eSp8adgistered service mark in these countries, theretpyiring us
to adopt and use another service mark for our ees\in such countries.

We have had to resort to costly litigation to protet and defend certain of our intellectual propertyrights,
and may continue to have to do so.

We have had to resort to costly litigation to enéocertain of our intellectual property rights. Wiay have
to continue to resort to litigation to protect aade secrets, determine the validity and scopkeoproprietary
rights of others or defend ourselves from claimgfifngement, invalidity or unenforceability. Weay incur
substantial costs and diversion of resources asudtrof litigation, even if we win. In the evenéwo not win,
we may have to enter into royalty or licensing agrents. We cannot assure you that an agreemend Wweul
available to us on reasonable terms, if at all.

If our software licenses from third parties are teminated, our ability to operate our business may be
materially adversely affected.

We license database and other software from thrtigs, much of which is integral to our systemd aar
business. The licenses are terminable if we breaclobligations under the license agreements.ylfcdrthese
relationships were terminated or if any of theseltharties were to cease doing business, we mdgrbed to
spend significant time and money to replace thenbed software. However, we cannot assure youttaat
necessary replacements will be available on reddeterms, if at all.

If the strength of our domain names is diluted, thevalue of our proprietary rights may decrease.

We own many Internet domain names, including "wvepezd.com.” The regulation of domain names in
the U.S. and in foreign countries may change aadtfength of our names could be diluted. We mayaable
to prevent third parties from acquiring domain nartiet infringe or otherwise decrease the valuguof
trademarks and other proprietary rights.

If we infringe on patent rights or copyrights of ohers, we could become involved in costly litigatian

Patents or copyrights of third parties may havergortant bearing on our ability to offer certaihomr
products and services. We cannot assure you thatever will be aware of all patents or copyrigtasitaining
claims that may pose a risk of infringement by praducts and services. In
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addition, patent applications in the U.S. are galheconfidential until a patent is issued. As aul¢ we cannot
evaluate the extent to which our products and sesvinay be covered or asserted to be covered ibyscla
contained in pending patent applications. In gdn#rane or more of our products or services werenfringe
patents held by others, we may be required todtoploping or marketing the products or servicesjtain
licenses to develop and market the services franhtiders of the patents or to redesign the predurcservices
in such a way as to avoid infringing on the patdaims, which could limit the manner in which wendact our
operations.

Due to intense competition, our market share and ffiancial performance could suffer.

The electronic trading and Internet-based finareial non-financial services markets are highly
competitive and many of our competitors are motab#ished and have greater financial resourcesukakve
expect that competition will intensify in the fueutMany of our competitors also have greater magrketence,
engineering and marketing capabilities and tectgiold and personnel resources than we do. As #.rasu
compared to us, our competitors may:

« develop and expand their network infrastructamed service offerings more efficiently or more
quickly;

« adapt more swiftly to new or emerging technadsgind changes in client requirements;

« take advantage of acquisitions and other oppditis more effectively;

« devote greater resources to the marketing ded$eheir products and services; and



« leverage existing relationships with clients atrdtegic partners more effectively or exploit mor
recognized brand names to market and sell theirces.

Our current and prospective competitors are nunseaod include interdealer brokerage firms, techmolo
companies and market data and information vendersyrities and futures exchanges, electronic
communications networks, crossing systems, softeangpanies, consortia, business-to-business maaketp
infrastructure companies and niche market energyofimer commodity business-to-business Internetdas
trading systems. On May 7, 2003, ICAP, an intergfelatoker in the financial markets, completed dguasition
of the global trading operations of BrokerTec Glphaglobal electronic bond trading platform, chegta more
significant competitor for us in electronic tradiofgovernment securities.

We believe that we may also face competition frangé computer software companies, media and
technology companies and some securities brokdirage that are currently our clients.

The number of businesses providing Internet-baseadial and non-financial services is rapidly girogy
and other companies, in addition to those namedeb@mve entered into or are forming joint ventures
consortia to provide services similar to those ted by us. Others may acquire the capabilitieg ssary to
compete with us through acquisitions.

In the event we extend the application of our latéive Matching®™ technology to conducting or
facilitating auctions of consumer goods and ses/ipeer the Internet, we expect to compete with lboiime anc
traditional sellers of these products and serviths. market for selling products and services tlernternet is
new, rapidly evolving and intensely competitive r@at and new competitors can launch new sites at a
relatively low cost. We expect we will potentialpmpete with a variety of companies with respeeach
product or service we offer. We may face competifiom a number of other large Internet compariies have
expertise in developing online commerce and inifating Internet traffic, which could choose tongpete with
us either directly or indirectly through affiliatie with other e-commerce companies. We cannotegysurthat
we will be able to compete effectively with suchrgzanies.

If we experience low trading volume in products, ouprofitability could suffer.

We have experienced significant fluctuations indaggregate trading volume of products being traded
our marketplaces. We expect that fluctuations éntthding volume of products traded in
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our marketplaces will occur in the future from titoetime and have a direct impact on our futurerafieg
results. This may cause significant fluctuationsum profitability when the trading volumes are low

If the strength of the dollar against the currencis in which we pay expenses continues to declinerou
profitability could suffer.

Because eSpeed is a global business, dramatic ehamgurrency rates can impact our results. For
example, the British Pound has appreciated sigmiflg since the third quarter of 2003. Significdntvnward
movements in the U.S. Dollar against currencieshith we pay expenses may have an adverse impaziron
financial results if we do not have an equivalenbant of income denominated in the same currency.

If adverse economic and political conditions occursubstantial declines in the U.S. and global finanal
services markets may result and our profitability ©uld suffer.

The global financial services business is, by @tire, risky and volatile and is directly affectgdmany
national and international factors that are beymmdcontrol. Any one of these factors may causebatantial
decline in the U.S. and global financial serviceghets, resulting in reduced trading volume andduer. Thes
events could have a material adverse effect opiitability. These factors include:

. economic and political conditions in the U.Sdatsewhere in the world;

« terrorist attacks or war;

. concerns over inflation and wavering institulnonsumer confidence levels;

« the availability of cash for investment by mutfiands and other wholesale and retail investors;

¢ fluctuating interest and exchange rates;

« legislative and regulatory changes; and

. currency values.

Our revenues may be adversely affected by changesthe U.S. Treasury markets.

Our business is highly dependent upon the volunimaofls being traded through our eSpeed® system. We
believe that we have historically led the U.S. Breg benchmark market, and our revenues are caatethin
this business. Because our business is highly atrated in the government bond markets of the world
particularly U.S. Treasuries, our business couléhijgacted by factors including debt issuance, Tugemarket
share declines and interest rate volatility. Sinhilaf we were to lose market share in the U.SaBury market,
our revenues would be adversely affected.

Because we expect to continue to expand our operaitis outside of North America, we may face special



economic and regulatory challenges that we may nbke able to meet.

We operate electronic marketplaces throughout Euesp Asia and we plan to further expand our
operations throughout these regions and othermegiothe future. There are certain risks inheirexbing
business in international markets, particularlyhie regulated brokerage industry. These risks de&lu

« less developed automation in exchanges, depiesitand national clearing systems;

« unexpected changes in regulatory requiremeati§istand other trade barriers;

« difficulties in staffing and managing foreigneyptions;

« fluctuations in exchange rates;
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« reduced protection for intellectual propertyhtisy

«  seasonal reductions in business activity dutfiregsummer months; and

«  potentially adverse tax consequences.

We are required to comply with the laws and regaiet of foreign governmental and regulatory autiesi
of each country in which we conduct business. Tinesg include laws, rules and regulations relatmgrty
aspect of the securities business, including saktfods, capital structure, record-keeping, braleater and
employee registration requirements and the conafutirectors, officers and employees. Any failusedevelop
effective compliance and reporting systems coudltén regulatory penalties in the applicablegdiction.

The growth of the Internet as a means of condudtitegnational business has also raised many legaés
regarding, among other things, the circumstanceghioh countries or other jurisdictions have ttghtito
regulate Internet services that may be availabthew citizens from service providers located eisere. In
many cases, there are no laws, regulations, judiei@sions or governmental interpretations theady resolve
these issues. This uncertainty may adversely affecability to use the Internet to expand ourriméional
operations, and creates the risk that we couldibgst to disciplinary sanctions or other penalf@dailure to
comply with applicable laws or regulations.

As we enter new markets, we may not be able to swssfully adapt our technology and marketing strateg
for use in those markets.

We are leveraging our eSpeed® system to enter rekats. \We cannot assure you that we will be able t
successfully adapt our proprietary software, etettr distribution networks and technology for useiher
markets. Even if we do adapt our software, netwarldtechnology, we cannot assure you that webeithble
to attract clients and compete successfully insugh new markets. We cannot assure you that olketirag
efforts or our pursuit of any of these opportusitiéll be successful. If these efforts are not esséul, we may
realize less than expected earnings, which in¢orrd result in a decrease in the market valueuof@ass A
common stock. Furthermore, these efforts may divemagement attention or inefficiently utilize eesources.
We intend to create electronic marketplaces forymemtical markets and extend into others, butetieno
guarantee that we will be able to do so.

If we acquire other companies, we may not be able integrate their operations effectively.

Our business strategy contemplates expansion thritnggacquisition of exchanges and other companies
providing services or having technologies and djiema that are complementary to ours. Acquisitientail
numerous risks, including:

« difficulties in the assimilation of acquired @pgons and products;

. diversion of management's attention from othesifess concerns;

« assumption of unknown material liabilities ofjaded companies;

« amortization of acquired intangible assets, Whiould reduce future reported earnings; and

«  potential loss of clients or key employees afuared companies.

We cannot assure you that we will be able to irtegsuccessfully any operations, personnel, serace
products that might be acquired in the future, amdfailure to do so could adversely affect ourfipability and
the value of our Class A common stock.

Because our business is subject to extensive goveent and other regulation, we may face restrictions
with respect to the way we conduct our operation:

The Securities and Exchange Commission, NASD Ré&guldnc., Commodity Futures Trading
Commission and other agencies extensively regthet®).S. financial industry. Our international
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operations may become subject to similar regulatiorspecific jurisdictions. Certain of our U.Sbsidiaries ar
required to comply strictly with the rules and ridions of these agencies. As a matter of publlicpothese
regulatory bodies are responsible for safeguarttiagntegrity of the securities and other finanoirkets and
protecting the interests of investors in those &rkMost aspects of our U.S. broker-dealer sudns@ti are
highly regulated, including:

« the way we deal with our clients;

«  our capital requirements;

« our financial and Securities and Exchange Corsimrisreporting practices;

*  required record keeping and record retentiorcgulares;

« the licensing of our employees; and

« the conduct of our directors, officers, emplayaad affiliates.

If we fail to comply with any of these laws, rulesregulations, we may be subject to censure, fioesse-
and-desist orders, suspension of our businessessisms of personnel or other sanctions, includévgcation
of registration as a broker-dealer. Changes in awsggulations or in governmental policies couddd a
material adverse effect on the conduct of our lessinThese agencies have broad powers to investiget
enforce compliance and punish non-compliance Vg rules and regulations. We cannot assure yatmik
and/or our directors, officers and employees welldble to fully comply with, and will not be subjeée, claims
or actions by these agencies.

The products and services we offer through ourtedaic marketplaces are likely to be regulateddnjefal
state and foreign governments. Our ability to pieviuch services will be affected by these reguriatiln
addition, as we expand our business to other atrti@rkets, it is likely that we will be subjectadditional
federal, state and foreign regulations. The impletaigon of unfavorable regulations or unfavorable
interpretations of existing regulations by countsegulatory bodies could require us to incur digant
compliance costs or cause the development of affetiarkets to become impractical.

Because we are subject to risks associated with regpital requirements, we may not be able to engage
operations that require significant capital.

The Securities and Exchange Commission, CommodityrEs Trading Commission and various other
regulatory agencies have stringent rules and régaawith respect to the maintenance of specgfiels of net
capital by regulated companies. Net capital istteworth of a broker or dealer, less deductiongéotain type
of assets. If a firm fails to maintain the requiret capital, it may be subject to suspension waation of
registration by the Securities and Exchange Comarissr Commodity Futures Trading Commission, and
suspension or expulsion by these regulators cdtifdately lead to the firm's liquidation. If theset capital
rules are changed or expanded, or if there is asuaily large charge against net capital, operatibat require
the intensive use of capital would be limited. Alear ability to withdraw capital from brokelealer subsidiarie
could be restricted, which in turn could limit aability to pay dividends, repay debt and redeempuschase
shares of our outstanding stock. A large operdtiag or charge against net capital could adveesfédget our
ability to expand or even maintain our presentlewé business, which could have a material adveffeet on
our business. In addition, we may become subjeséetaapital requirements in foreign jurisdictions.

Because brokerage services involve substantial rislof liability, we may become subject to risks of
litigation.

Many aspects of our business, and the businesses cfients, involve substantial risks of liakyjlit
Dissatisfied clients frequently make claims regagdjuality of trade execution, improperly settleaties,
mismanagement or even fraud against their servimagers. We and our clients may become subjettidee
claims as the result of failures or malfunctionsystems and services
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provided by us and third parties may seek recoagsénst us. We could incur significant legal exgsns
defending claims, even those without merit. An aslgeesolution of any lawsuits or claims againstaidd
result in our obligation to pay substantial damages

In addition, we are subject to legal proceedings@aims against Cantor and its affiliates as alted the
transactions surrounding our formation. Althougmt©ahas agreed to indemnify us against claimsabilities
arising from our assets or operations prior tofthmation transactions, we cannot assure you tt slaims or
litigation will not harm our business.

If we cannot deter employee misconduct, we may bemed.

There have been a number of highly publicized casesving fraud or other misconduct by employees i
the financial services industry in recent yearsl we run the risk that employee misconduct coultlinc
Misconduct by employees could include hiding unatited or unsuccessful activities from us. In aittese,
this type of conduct could result in unknown anchanaged risks or losses. Employee misconduct @istd
involve the improper use of confidential informatjavhich could result in regulatory sanctions aedasis



reputational harm. It is not always possible teedemployee misconduct, and the precautions wettake
prevent and detect this activity may not be effexin all cases.
We cannot predict our future capital needs or our &ility to secure additional financing.

We anticipate, based on management's experienceuaraht industry trends, that our existing cash
resources will be sufficient to meet our anticiplaterking capital and capital expenditure requiretador at
least the next 12 months. However, we believettiere are a significant number of capital intensive
opportunities for us to maximize our growth andtggic position, including, among other things,asijons,
joint ventures, strategic alliances or other inwesits. As a result, we may need to raise additifumals to:

* increase the regulatory net capital necessasypport our operations;

*  support more rapid growth in our business;

« develop new or enhanced services and products;

« respond to competitive pressures;

¢ acquire complementary technologies;

« enter into strategic alliances;

« acquire companies with marketplace or otherifipatomain expertise; and

« respond to unanticipated requirements.

We cannot assure you that we will be able to oldufitional financing when needed on terms that are
acceptable, if at all.

The market price of our Class A common stock hasdktuated and may fluctuate in the future, and futue
sales of our shares could adversely affect the magkprice of our Class A common stock.

The market price of our Class A common stock hastdiated widely since our initial public offeringd
may continue to fluctuate widely, depending upomynfactors, including our perceived prospects dned t
prospects of the financial and other business-tif@ss marketplaces in general, differences beteeeactual
financial and operating results and those expdayddvestors and analysts, changes in analysts'
recommendations or projections, seasonality, cteimggeneral valuations for Internet and e-commeetated
companies, changes in general economic or markelitians and broad market fluctuations.

Future sales of our shares also could adversetgtatie market price of our Class A common stofcut
existing stockholders sell a large number of shares we issue a large number of
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shares of our common stock in connection with ficquisitions, strategic alliances or otherwise,rharket
price of our Class A common stock could declinaiigantly. Moreover, the perception in the pubtiarket
that these stockholders might sell shares of Glassmmon stock could depress the market price ofdass A
common stock.

We have registered under the Securities Act 300@@0shares of our Class A common stock, which are
reserved for issuance upon exercise of optionstiguaumder our stock option plan. These shares eaoldl in
the public market upon issuance, subject to retnis under the securities laws applicable to esshy
affiliates. In addition, we have registered under $ecurities Act 425,000 shares of our Class Ancomstock
issuable under our stock purchase plan. We alddwiksuing new shares of our Class A common stock
connection with our matching program for our 401glgn. The maximum number of new shares we will be
issuing in connection with our 401(k) plan is $30@orth per employee per year.

Since June 9, 2002, approximately 5.9 million skafeour Class A common stock that have been
distributed to partners of Cantor as part of amletestock distribution by Cantor have been eligifor resale in
the public market subject to Rule 144(k) underSkeurities Act. The availability for sale of sualmrber of
shares may have an adverse effect on the marlet @iiour Class A common stock.

In addition, we have issued shares of our Classrngon stock, warrants and convertible preferredksto
and have granted registration rights in conneatiith certain of our strategic alliances. See "ItEBn Certain
Relationships and Related Transactions."

As of December 31, 2003, we had repurchased aregaigr of 186,399 shares of our Class A common
stock for a total of $2.1 million under our repuaish plan. The reacquired shares have been desigredsury
shares and will be used for general corporate ma&gdOur board of directors has authorized thercbpse of u
to an additional $40.0 million of our outstanding€s A common stock. We will consider making addiil
stock repurchases in 2004.

Risks Related to Our Relationship with Cantor

Because we continue to depend on Cantor's businessgents which adversely affect Cantor's business,
including a sale, dissolution, liquidation or windng-up of Cantor, may have a material adverse effecn
our revenues.

Since inception, we have recognized a significantipn of our revenues in connection with our



relationship with Cantor. Consequently, our busineas adversely affected by the effect of the Sepéz
11 Events on Cantor's business. See "—The evel@smtmber 11, 2001 have had and may continueveodra
adverse effect on our business." In addition, ghgrofuture events which adversely affect Cantau'siness or
operating results, including a sale, dissolutigquitation or winding-up of all or a material panti of Cantor's
business, could have a material adverse effecuomost significant source of revenues. We als@aageneral
creditor of Cantor to the extent that there aregaation revenues and software solutions fees oteing from
Cantor. Events that adversely affect Cantor's firediposition and its ability to remit to us ourasé of
transaction revenues and software solutions feglsl dmve a material adverse effect on our revenues.

Conflicts of interest and competition with Cantor may arise.

Various conflicts of interest between us and Cantay arise in the future in a number of areasirgab
our past and ongoing relationships, including catitipe business activities, potential acquisiti@ibusinesses
or properties, the election of new directors, paynué dividends, incurrence of indebtedness, taitens,
financial commitments, marketing functions, indetpm@irrangements, service arrangements, issuanaes of
capital stock, sales or distributions by Cantoit®thares of our common stock and the exercigeanyor of
control over our management and affairs. Our Amdratel Restated Joint Services Agreement, as clyrient
effect (the Joint Services Agreement), with Capiavides that, in some circumstances, Cantor cédatarally
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determine the commissions that will be chargediémts for effecting trades in marketplaces in vihige
collaborate with Cantor. The determination of tlaéune of commissions charged to clients does riettthe
allocation of revenues that Cantor and we share mepect to those transactions. However, in cistanctes in
which Cantor determines to charge clients lowermissions, the amount that we receive in respectioEhare
of the commissions will be correspondingly decrda&eirsuant to our Administrative Services Agreeméth
Cantor, Cantor is required to obtain for us, amotigr things, property and casualty insurance bfess than
$40 million and business interruption insuranc&28 million. Cantor has procured property insuracmeerage
for us covering our fixed assets and businessringéon insurance of at least these coverage amotlawever,
we are listed on this insurance policy as one oéis# insured parties, together with Cantor anesshof its
affiliates. This insurance policy is for aggregateounts in excess of the amounts set forth abdwe. T
Administrative Services Agreement does not proWiiehe allocation of the proceeds among the naimaged
parties. Because Cantor controls us and the aitocaf the proceeds received from insurance, Canty
allocate the proceeds among the insured partiasnanner with which we disagree and that may have a
adverse effect on our financial condition.

Four of our directors and our executive officers @ither partners and/or officers of Cantor. Siemgbus
service as an eSpeed director or officer and semscan officer, or status as a partner, of Camutoid create, or
appear to create, potential conflicts of interesemsuch directors, officers and/or partners aredavith
decisions that could have different implicationsdse and for Cantor. Mr. Lutnick, our Chairman, $ddent and
Chief Executive Officer, is the sole stockholdetitd managing general partner of Cantor. As a telgiil
Lutnick controls Cantor. As of February 12, 2004, Mutnick controlled approximately 89.2% of thenisined
voting power of all classes of our voting stock.. Matnick's simultaneous service as our Chairmaesigent
and Chief Executive Officer and his control of Gantould create or appear to create potential misfbf
interest when Mr. Lutnick is faced with decisiohattcould have different implications for us and @antor.

Because our Joint Services Agreement with Cantor Isaa perpetual term and contains non-competition
provisions and restrictions on our ability to pursie strategic transactions, this agreement may become
burdensome to our business.

Although Cantor has agreed, subject to certain itiond, not to compete with us in providing elecii®
brokerage services, Cantor is currently engageedarities transaction and other financial instmtsexecutio
and processing operations and other activitiesdtetelated to the electronic trading serviceprmeide. Our
Joint Services Agreement obligates us to perfoahrtelogy support and other services for Cantopsat,c
whether or not related to our electronic brokersgywices, sets forth the ongoing revenue sharirsgngements
between Cantor and us and subjects us and Cantontsompetition obligations. The Joint Servicesefgnent
precludes us from entering into lines of businasstiich Cantor now or in the future may engagegroviding,
or assisting any third party in providing, voicesiated brokerage services, clearance, settlemerfuifilment
services and related services, except under lincitedmstances. Although we believe Cantor haslaospto
form, acquire or commence any other operationsiairto ours, the Joint Services Agreement perméstar to
perform, in limited circumstances, electronic bnalge operations. In addition, the Joint Servicesee@ment
imposes limitations on our ability to pursue stgitealliances, joint ventures, partnerships, bussne
combinations, acquisitions and similar transacti@ecause the Joint Services Agreement has a petpetm,
even in the event of a breach by one of the pawied does not provide for modification under ésnis, this
agreement may become burdensome for us, may diggdmm focusing on our internal operations, rdager
or discourage a takeover of our company and maiy dior ability to expand our operations.

Because agreements between us and Cantor are noettesult of arm'sdength negotiations, we may receiv
lower service fees from, and pay higher service fe¢o, Cantor than we would with respect to third paty
service providers.

In connection with the formation transactions, weeed into Assignment and Assumption Agreemenmts, a
Administrative Services Agreement, a Joint Servisgeeement and several other agreements with Cantor
relating to the provision of services to each ot third parties. These
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agreements are not the result of arm's-length regots because Cantor owns and controls us. Asutr the
prices charged to us or by us for services providetker the agreements may be higher or lower thiaagthat
may be charged by third parties and the termsesfdtagreements may be generally less favorabkettean
those that we could have negotiated with thirdipsurt



Because we depend on services and access to opegatissets provided by third parties to Cantor, we @y
not have recourse against those third parties.

Many of the assets and services provided by Camtder the terms of the Administrative Services
Agreement are leased or provided to Cantor by 4pindy vendors. As a result, in the event of aulisfpetween
Cantor and a third-party vendor, we could lose s&€¢e, or the right to use, as applicable, offjzace,
personnel, corporate services and operating assefsch a case, we would have no recourse wiglectgo the
third-party vendor. Our inability to use these $&8 and operating assets for any reason, incluatfigg
termination of the Administrative Services Agreeirisgtween us and Cantor or the agreements betweeioiC
and third-party vendors, could result in seriousfiruptions of our operations.

Our reputation may be affected by actions taken byCantor and entities that are related to Cantor.

Cantor currently is our most significant client.n@a holds direct and indirect ownership and mansge
interests in numerous other entities that engagebiroad range of financial services and secungtged
activities. Actions taken by, and events involvi@gntor or these related companies which are perdei
negatively by the securities markets, or the puipinerally, could have a material adverse effeaioand could
affect the price of our Class A common stock. Iditidn, events that negatively affect the financiahdition of
Cantor may negatively affect us. These events ccalde Cantor to lose clients that may trade in our
marketplaces, could impair Cantor's ability to perf its obligations under the Joint Services Agreemthe
Administrative Services Agreement and other agregsn@antor enters into with us and could causedtaot
liguidate investments, including by selling or athise transferring shares of our common stock.

If we become subject to litigation and other leggbroceedings, we may be harmed.

From time to time, we and Cantor may become inwblwditigation and other legal proceedings relgtio
claims arising from our and their operations intleemal course of business. We cannot assure yduftbse or
other litigation or legal proceedings will not madly affect our ability to conduct our businessthe manner
that we expect or otherwise adversely affect us."8em 3. Legal Proceedings."

Risks Related to E-Commerce and the Internet

If electronic marketplaces do not continue to growwe will not be able to achieve our business objéees.

The success of our business plan depends on dity &bicreate interactive electronic marketplaf@sa
wide range of products. Historically, securitiesl @mommodities markets operated through open otitcryats
which have recently begun to be supplanted by nystems that match buyers and sellers electronicBlig
energy markets in which we participate through €&ghrk operate through phone-based and bulletirdboa
formats and have recently begun to transact eleicetly. The utilization of our products and seesalepends
on the continued acceptance, adoption and growgteafronic markets. We cannot assure you thagitwth
and acceptance of the use of electronic marketsavitinue.

If e-commerce and Internet usage does not continue grow, we will not be able to achieve our busines
objectives.

Our strategic and financial objectives would beeadely impacted if e-commerce adoption and usage do
not continue to grow. Business-to-business ushefriternet as a medium of commerce is a recemqshenon
and is subject to a high level of uncertainty. in& usage may be inhibited for a number of regsaokiding:
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. access costs;

. inadequate network infrastructure;

e security concerns;

« uncertainty of legal, regulatory and tax isscescerning the use of the Internet;

« concerns regarding ease of use, accessibildyarability;

¢ inconsistent quality of service; and

« lack of availability of cost-effective, high-spe service.

If Internet usage grows, the Internet infrastruetomay not be able to support the demands placéd an
the Internet's performance and reliability may oheclSimilarly, web sites have experienced intetians in theil
service as a result of outages and other delaygiaieg throughout the Internet network infrastruetuf these
outages or delays occur frequently, use of theeteas a commercial or business medium could gnove
slowly or decline. Even if Internet usage continteegrow, online trading in the wholesale secusitiearkets,
and in particular the fixed income securities antdifes markets, may not be accepted by our clighis.could
negatively affect the growth of our business.

Our networks and those of our third-party service poviders may be vulnerable to security risks, which
could make our clients hesitant to use our electraa marketplaces.

We expect the secure transmission of confidentfakimation over public networks to be a criticaraent
of our operations. Our networks and those of oindtparty service providers, including Cantor asdaciated
clearing corporations, and our clients may be walbke to unauthorized access, computer viruse®trea



security problems. Persons who circumvent secorégsures could wrongfully use our information or
cause interruptions or malfunctions in our operatjavhich could make our clients hesitant to ugeetectronic
marketplaces. We may be required to expend sigmificesources to protect against the threat ofrisgcu
breaches or to alleviate problems, including retprtal harm and litigation, caused by any breacAélough
we intend to continue to implement industry-staddsgcurity measures, we cannot assure you tha thos
measures will be sufficient.

Risks Related to Our Capital Structure

Because the voting control of our common stock isacentrated among the holders of our Class B commu
stock, the market price of our Class A common stockiay be adversely affected by disparate voting righ.

As of February 12, 2004, Cantor beneficially owapgroximately 88.6% of the combined voting power of
all classes of our voting stock. As long as Cabreficially owns a majority of the combined votipower of
our common stock, it will have the ability, withdie consent of the public stockholders, to eléaifahe
members of our board of directors and to controlranagement and affairs. In addition, it will i@eato
determine the outcome of matters submitted to e @bour stockholders for approval and will be ableause
or prevent a change in control of our company.driain circumstances, the shares of our Class Bremmstock
issued to Cantor upon consummation of the formatamsactions may be transferred without conversasur
Class A common stock.

The holders of our Class A common stock and ClassrBmon stock have substantially identical rights,
except that holders of our Class A common stocleatiled to one vote per share, while holderswf@lass B
common stock are entitled to 10 votes per shar@lanatters to be voted on by stockholders in gaindhis
differential in the voting rights and our ability issue additional Class B common stock could asbheaffect
the market price of our Class A common stock.

Delaware law and our charter may make a takeover obur company more difficult and dilute your
percentage of ownership of our common stock.

Provisions of Delaware law, such as its businessbioation statute, may have the effect of delaying,
deferring or preventing a change in control of campany. In addition, our Amended and
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Restated Certificate of Incorporation authorizesifisuance of preferred stock, which our boardrefctbrs can
create and issue without prior stockholder apprawal with rights senior to those of our common|stas well
as additional shares of our Class B common stodkaaarants to purchase our common stock. Any such
issuances would make a takeover of our company diffreult and may dilute your percentage ownersbiip
our common stock. Our Amended and Restated Ceatiifiof Incorporation and our Second Amended and
Restated By-Laws include provisions which resttiet ability of our stockholders to take action hytten
consent and provide for advance notice for stoakdrobroposals and director nominations. These piav
may have the effect of delaying or preventing cleangf control or management of our company, evendh
transactions would have significant benefits to gtockholders. As a result, these provisions coold the price
some investors might be willing to pay in the fetdior shares of our Class A common stock.

Delaware law may protect decisions of our board dfirectors that have a different effect on holders bour
Class A and Class B common stock.

Stockholders may not be able to challenge decidiuatshave an adverse effect upon holders of cas<CA
common stock if our board of directors acts insnderested, informed manner with respect to tdesésions,
in good faith and in the belief that it is actimgthe best interests of our stockholders. Delaweawegenerally
provides that a board of directors owes an equai tuall stockholders, regardless of class oresernd does
not have separate or additional duties to eithengof stockholders, subject to applicable provisiset forth in
a company's charter.

ITEM 2. PROPERTIES

We have offices in the U.S., U.K. and Asia. Ounpipal executive offices are located at 135 Eatt 57
Street, New York, New York. We currently occupy spaubleased by Cantor on a short-term basis. \lde pa
Cantor approximately $2.4 million in 2003 for theewof this space and we expect to continue to payhagher
rate during 2004. We and Cantor will be seekingapfiate headquarters space in the near futurela®gest
presence outside of the New York metropolitan &éa London, where we have the right to use apprasely
15,000 square feet of Cantor's existing office ep&ur right to use this space expires at theezasfi(1) the
time that Cantor's lease expires in 2016 or (2)@antor ceases to be an affiliate of ours and@asks us to
vacate. We pay Cantor approximately $1.0 millionwadly for use of this space. Additionally, we opgu
approximately 18,750 square feet of space in oncawent computing center in Rochelle Park, News&erWe
pay Cantor approximately $0.7 million annually foe use of the Rochelle Park space.

ITEM 3. LEGAL PROCEEDINGS

By Statement of Claim dated October 8, 2002, MynaicPartners, LLC (MPLLC) commenced an
arbitration before the NASD against Cantor FitzgeRartners and Howard Lutnick (the Arbitration)thdugh
MPLLC did not name eSpeed as a respondent in thigration, MPLLC seeks, among other things, (i) a
declaration that the License and Service Agreematetd January 30, 2002, between MPLLC and eSpewadlis
and void and (ii) an order directing eSpeed to beirae MPLLC for certain costs. By Order to Show €&au
signed on October 30, 2002, eSpeed, Cantor FitzhPeatners and Howard Lutnick moved for an ordayiag
the Arbitration in its entirety or, alternativelstaying the Arbitration insofar as it seeks retieectly or
indirectly against eSpeed. By decision dated Akttil2003, the court denied the motion to stay thération.
On or about March 10, 2004, MPLLC served a NoticErmry thereby triggering our 30 day period t@fén
appeal.

By Summons and Complaint dated October 30, 200@Ze@&$Bcommenced an action in New York State
Supreme Court against MPLLC seeking, among othiegs$h payment for services rendered pursuant to the
License and Service Agreement and payment for eSpskare of certain electronic revenues of MPLTI&
parties submitted to ndoinding mediation in March 2003. Although the pestengaged in informal negotiatic
of a resolution to the dispute after the mediattbe,parties recently concluded that a settlemamhat be



reached at this time.
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eSpeed patent related legal proceedings

In July 2003, we filed a patent infringement sgaimst BrokerTec USA, LLC, BrokerTec Global, LL& i
parent ICAP, PLC, Garban, LLC, its technology pd®riOM Technology and its parent company, OM AB
("BrokerTec") in the United States District Coust the District of Delaware. By So Ordered stipigiatthe
parties thereafter substituted defendant OM AB Wit AB Technology and dismissed claims against
BrokerTec Global, L.L.C. The suit centers on Brdlex's infringement of U.S. Patent No. 6,560,580dasison
May 6, 2003, which expires in 2016, with respeoitich eSpeed is the exclusive licensee. The patetects
some of eSpeed's proprietary systems and methasatfonic trading.

Among other things, eSpeed seeks an order fror@tiwet directing BrokerTec to cease operationsf it
competing electronic trading system that infring&peed's patented systems and methods. eSpeedfesked
Court to enjoin or stop BrokerTec from continuitginfringement during the pendency of the lawsua
motion for a preliminary injunction. On or aboundary 14, 2004, the Court denied eSpeed's motidhen
grounds that "a critical public interest in mainiag a fluid, competitive market for trading treassecurities"
outweighed eSpeed's "private interest in vindicpiis patent rights" during the pendency of thesiailv eSpeed
intends to vigorously litigate to protect its inésltual property rights and defend against the tagtaims. The
parties are currently engaged in discovery. A Imggis scheduled for September 3, 2004 and a jialyisr
scheduled for February 7, 2005.

On December 22, 2003, we entered into a SettleAgrement with NYMEX, to resolve the litigation
related to the Wagner Patent (United States Pakernd,903,201). The Wagner Patent deals with autedna
futures trading systems in which transactions arepteted by a computerized matching of bids andreféf
futures contracts on an electronic platform. Urttlerterms of the Settlement Agreement, NYMEX wiy$8.0
million to us over a period of three years, startivith a payment of $2.0 million that was paidlie fourth
quarter 2003, and $2.0 million payable per yearetiter until 2006. Pursuant to eSpeed's agreewitnETS,
the former owner of the Patent, eSpeed may payI5P6 of these payments, and will account for related
revenues under Software Solutions and Licensing Réth Unrelated Parties ratably over the remaitiiegof
the patent, which is approximately three yearspaw of the Agreement, all parties will be releafed the
legal claims brought against each other withoutitihg liability on the part of any party. We mag paying
ETS up to $1.2 million over time out of the amountsreceive under the Agreement in connection thiéh
settlement of the NYMEX litigation. We made oussfipayment to ETS, in the amount of $300,000, imuday
2004. The net settlement proceeds of $8 millici ise recognized as revenue ratably over the reéntairseful
life of the patent, through February 2007.

Cantor related legal proceedings

On or about December 30, 2003, we entered intolaagkettlement agreement (the Global Settlement
Agreement) with Cantor Fitzgerald, LP (CFLP), CFo@ Management, Inc. (CFGM), Market Data Corpore
(MDC), Iris Cantor, and certain of their respectaféliates, representatives and family membersdésrthe
terms of the Global Settlement Agreement, the pasettled and dismissed with prejudice all liiigz and
related actions, including claims related to (§ #ctions initiated in June 2000 in the DelawararCof
Chancery regarding the claims by Iris Cantor, apamy under the control of Iris Cantor referred ¢odin as
Cantor Fitzgerald Incorporated (CFl) and Rodnepn&isMs. Cantor's nephew-in-law (collectively, thie
Cantor Parties) with respect to eSpeed's exchaifgreod May, 2000; (ii) the action initiated on Md, 2000 in
the Delaware Superior Court, regarding the IristGaRarties claim that a $40 million payment clainsa
settlement agreement relating to previous litigati@s triggered by our initial public offering ore€ember 10,
1999; and (iii) the 1998 case filed in Delaware @iwy Court by Cantor against MDC and the Iris Gant
Parties regarding MDC's use of technology for @atebnic trading system to compete with CantorS.U.
brokerage business in violation of Cantor's pasinipragreement. These cases have been descriethihin
our annual reports on Form 10-K for the years eriglecember 31, 2001 and 2002, and in our other @ubli
filings. eSpeed and the Iris Cantor Parties
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agreed to mutual releases of any claims in conoeetith the settled actions, but we otherwise have
obligations under the Global Settlement Agreem®IRIC has also agreed not to compete with us.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

(a) We held our 2003 Annual Meeting of Stockholdgne Annual Meeting) on October 22, 2003. At the
meeting, the following directors were elected by $tockholders to hold office until the next annualeting of
stockholders or until their successors have begnalected and qualified: Howard W. Lutnick, Lee Mmaitis,
Joseph C. Noviello, Stephen M. Merkel, John H. @glWwilliam J. Moran, Henry ("Hank") Morris and Adkt
M. Weis.

(b) and (c) Set forth below is a description of thatters voted upon at the Annual Meeting, inclgdime
number of votes cast for, as well as the numbeptsds withheld and broker non-votes, as to eachimssfor
election as a director.

1. Election of eight directors, each to servel time next Annual Meeting of Stockholders andilums
successor is duly elected and qualified.

Name of Withhold Broker
Candidate For Authority Non-Votes
Howard W. Lutnick 268,830,06 10,867,92 0

Lee M. Amaitis 267,734,36 11,963,61 0



Joseph C. Noviell 269,782,47 9,915,501 0
Stephen M. Merke 267,688,43 12,029,54 0
John H. Daltor 277,280,14 2,417,83 0
William J. Moran 277,280,14 2,417,83 0
Henry Morris 277,940,40 1,757,571 0
Albert M. Weis 277,280,14 2,417,83 0

2. Atthe meeting, stockholders approved our32@@entive Bonus Compensation Plan and votes were
cast in the following manner: 273,993,156 votedtiier plan, 1,433,108 votes against the plan, 9388k
abstaining, and 4,178,394 broker non-votes.

3. At the meeting, stockholders approved our Adeel and Restated 1999 Long-Term Incentive Plan and
votes were cast in the following manner: 260,119 i&es for the plan, 15,309,459 votes againsplie,
90,992 votes abstaining, and 4,178,394 broker rutesv
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PART II

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

Price Range of Class A Common Stock

Our Class A common stock is traded on the NasdaipiNgd Market under the symbol "ESPD." For each
quarter of the prior two years and through MarcB04, the high and low sales prices for our Classmmon
stock, as reported by Nasdag, were as follows:

High Low
2002
First Quartel $12.21 $ 7.91
Second Quarte $14.1( $ 8.27
Third Quartel $11.0% $ 7.4z
Fourth Quarte $19.9( $ 9.62
2003
First Quartel $19.2( $ 9.3¢
Second Quarte $20.0( $11.44
Third Quartel $26.5¢ $16.5¢
Fourth Quarte $28.2¢ $21.42
2004
First Quarter (through March 1, 20C $25.17 $18.8(C

On March 1, 2004, the last reported closing priceus Class A common stock on the Nasdaq National
Market was $20.00 and there were 570 holders afrdeaf our Class A common stock and two holdensobrd
of our Class B common stock.

Dividend Policy

We intend to retain our future earnings, if anyhétp finance the growth and development of ouinass.
We have never paid a cash dividend on our commamk stnd we do not expect to pay any cash dividendsul
common stock in the foreseeable future.

In the event we decide to declare dividends oncourmon stock in the future, such declaration wéll b
subject to the discretion of our board of direct@sr board of directors may take into account suelters as
general business conditions, our financial resalipjtal requirements, contractual, legal and iztguay
restrictions on the payment of dividends by usupsiockholders or by our subsidiaries to us arydsaich other
factors as our board of directors may deem relevant

Use of Proceeds of Initial Public Offering

The effective date of our registration statemermg(iBtration No. 333-87475) filed on Form S-1 relgtio
our initial public offering of Class A common stoakas December 9, 1999. In our initial public offeyj we solc
7,000,000 shares of Class A common stock at a pfi§22.00 per share and Cantor Fitzgerald Seearithe
selling stockholder, sold 3,350,000 shares of CAassmmon stock at a price of $22.00 per share.i@tial
public offering was managed on behalf of the undiéens by Warburg Dillon Read LLC, Hambrecht & Quis
Thomas Weisel Partners LLC and Cantor Fitzgeralda& The offering commenced on December 10, 1999 and
closed on December 15, 1999. Proceeds to us franmitial public offering, after deduction of thexderwriting
discounts and commissions of approximately $10l0amiand offering costs of $4.4 million, totaled
approximately $139.6 million. Of the $139.6 millicaised, approximately $8.9 million has been usefdind
investments in various entities, approximately 884illion has been used to acquire fixed assetd@pay for
the development of capitalized software, approxatya$27.4 million has been used to purchase inkdegi
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assets and pay for the defense of patents, $2libmilas been used to repurchase shares of Classnon
stock, and approximately $2.0 million has been deedther working capital purposes. The remairtig.8
million has been invested in reverse repurchaseeagents.

Of the amount of proceeds spent through Decemhe2@®I3, approximately $37.5 million has been paid t
Cantor under the Administrative Services Agreenibetiveen Cantor and us.

Stock Repurchase

As of December 31, 2003, we had repurchased aregaigr of 186,399 shares of our Class A common
stock for a total of $2.1 million under our repuash plan. The reacquired shares have been desigredsury
shares and will be used for general corporate ma&gpdur board of directors has authorized thercbpse of u
to an additional $40.0 million of our outstandin;€s A common stock. We will consider making addiéil
stock repurchases in 2004.
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ITEM 6. SELECTED FINANCIAL DATA

The consolidated statement of operations and ciolaget! statement of financial condition data présgn
below are derived from our consolidated financiatesments for the years ended December 31, 2002, 20
2001, 2000 and for the period from March 10, 19388« of commencement of operations) to December 31,
1999. The consolidated financial statements fosetgeriods were audited by Deloitte & Touche LLP,
independent auditors. The following selected finaln¢ata should be read in conjunction with "ltem 7
Management's Discussion and Analysis of Financiidlion and Results of Operations" and with our
consolidated financial statements and the notestiheontained in this Report.

For the period
from
March 10, 199¢
(date of
commencemer
of
operations) to
December 31,

Year Ended December 31

2003 2002 2001 2000 1999

Consolidated Statement of operations dat
(in thousands, except per share data
Total revenue $156,61!  $139,23¢  $124,96¢ $ 91,02 $ 34,66
Expenses
Compensation and employee bene 36,11« 36,49¢ 53,431 53,96 21,50z
Occupancy and equipme 31,32% 24,86 29,54¢ 21,56: 10,29:
Professional and consulting fe 3,51¢ 5,65¢ 10,56¢ 13,03¢ 5,14¢
Communications and client networ 6,71« 6,33¢ 8,10¢ 4,58¢ 3,35¢
Marketing 1,45¢ 4,77¢ 4,35¢ 8,28t —
Administrative fees to related parti 10,44: 9,13¢ 9,79¢ 6,52¢ 1,662
Amortization of business partner and non-employee

securities (1 2,167 2,05¢ 1,22¢ 32,04 —
Options granted to Cantor employees — — — — 2,85(
Loss on unconsolidated investments — 95C 3,83¢ — —
Provision for September 11, 2001 events — (1,200 13,32¢ — —
Other 11,641 7,717 8,56¢ 9,68¢ 2,64¢
Total expense 103,37¢ 96,79¢ 142,76! 149,68: 47,46(
Income (loss) before provision (benefit) for income

taxes 53,23¢ 42,44t (17,796 (58,65¢) (12,799
Income tax provision (benefi 17,14( 47¢ 531 40€ (212
Net income (loss $ 36,09¢ $ 41966 $(18,32) $(59,06) $ (12,58)
Basic earnings (loss) per shi $ 065 $ 0.7€ $ (03) $ (119 $ (0.29)
Diluted earnings (loss) per sh: $ 06 $ 074 $ (03) $ (115 $  (0.29)
Basic weighted average shares of common stock

outstanding 55,34¢ 54,991 54,29: 51,48¢ 44,49t
Diluted weighted average shares of common stock

outstanding 57,49¢ 56,78¢ 54,297 51,48¢ 44,49t
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December 31




2003 2002 2001 2000 1999

Consolidated Statement of financial conditior
data (in thousands):

Cash and cash equivale $228,50( $187,99¢ $159,89¢ $122,16¢ $134,84¢

Total asset 297,56¢ 252,71: 210,74: 155,12: 144,32°

Total liabilities 25,88 34,25¢ 37,55¢ 22,86¢ 8,81¢t

Total stockholders' equit 271,68! 218,45! 173,18. 132,25¢ 135,51

(1) See "Item 8. Financial Statements and Suppleaneata, Note 10."

(2) Concurrent with our initial public offering, wesued options to purchase 290,320 shares of @lassnmon stock to Cantor
employees and a consultant. The estimated faiewafithe options at the time of the offering resdlin a one-time nonash charge
us of $2,850,000

(3) See "Item 8. Financial Statements and Suppleaneata, Note 9."

(4) See "Item 8. Financial Statements and Suppleaneata, Note 3."
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND
RESULTS OF OPERATIONS

Overview

We were incorporated on June 3, 1999 as a Delaveap®ration. Prior to our initial public offeringie
were a wholly-owned subsidiary of, and we conductedoperations as a division of, Cantor Fitzgerald
Securities, which in turn is a 99.758%ned subsidiary of Cantor Fitzgerald, L.P. We canoed operations a:
division of Cantor on March 10, 1999, the dateftrs fully electronic transaction using our eSp&esystem
was executed. Cantor has been developing systeprertwte fully electronic marketplaces since thdyea
1990s. Since January 1996, Cantor has used oued® system internally to conduct electronic tradi

Concurrent with our initial public offering in Demder 1999, Cantor contributed to us, and we acduire
from Cantor, certain of our assets. These assetsply consisted of proprietary software, netwdigtribution
systems, technologies and other related contradgfab that comprise our eSpe® system

On September 11, 2001, our principal place of ssirat One World Trade Center was destroyed arad, as
result, we lost 180 employees and Cantor and TrsaéSost 478 employees. Through implementatioousf
business recovery plan, we immediately relocatedsorviving employees to various locations in theaNYork
metropolitan area. Our operating proprietary sofen@as unharmed.

As of December 31, 2003, we had an accumulateditlefi$13.3 million. This deficit primarily reset
from expenditures on our technology and infrastreecincurred in building our revenue base and fram-cash
charges incurred in connection with the issuandeusfness partner securities, partially offset yincome
generated during the years ended December 31,8003002. We expect that we will continue to geteenat
income. However, in light of the rapidly changinature of our business and the impact of the Sepgedb
Events, we believe that period-to-period compassaiour previously reported operating results wit
necessarily be meaningful and should not be relpzh as an indication of future performance.

We operate interactive electronic marketplacesliaedse customized real-time software solutionsuo
clients. In general, we receive transaction feagth@n a percentage of the face value of prodraded through
our system. Products may be traded on a fully elait basis, electronically through a voice brokeryia open
outcry with prices displayed on data screens. Weive different fees for these different systerfiaaiions.
Additionally, we receive revenues from licensinftware and providing technology support.

We have entered into an Amended and RestatedSeiwices Agreement with Cantor under which we and
Cantor have agreed to collaborate to provide bexgkeand related services to clients in multipletedaic
markets for transactions in securities and othedpets. Under the Amended and Restated Joint Ssrvic
Agreement, as currently in effect, we are respdegdr providing electronic brokerage services, &aahtor
provides voice-assisted brokerage services, fuléilit services, such as clearance and settlemehtekated
services, such as credit risk management senoeessight of client suitability and regulatory coliapce, sales
positioning of products and other services custgrtmmarketplace intermediary operations. Undes thi
agreement, we and Cantor share revenues derivedtfamsactions effected in the marketplaces in whie
collaborate and other specified markets. The poidthe transaction revenues that we and Canteive are
based on several factors, including whether: (&@)tfarketplace is one in which we collaborate wigniGr; (2)
the transaction is fully electronic or Cantor paes voice-assisted brokerage services; (3) theuptdrhded is a
financial or other product; and (4) the produdtégled on the Cantor Exchang}é. The percentage of the
transaction revenues we receive ranges from 2.585%. However, in general, for fully electronicrisactions,
we receive 65% of the transaction revenues andoCagteives 35% of the transaction revenues; anddice-
assisted brokerage transactions, Cantor receiiésod3he transaction revenues and we receive 7teof
transaction revenues. In addition, if the transactirelate to a gaming business, we receive 25%eafet
trading revenues. We have agreed to provide todCasthnology support services at cost.
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We have also entered into services agreementshwnatheSpark, Freedom, Municipal Partners LLC
(MPLLC) and CO2e.com (CO2e) pursuant to which wevjate the technology infrastructure for the
transactional and technology related elementseoftiadeSpark, Freedom, MPLLC and CO2e marketplases,



well as certain other services, in exchange foci§ipe percentages of transaction revenues from the
marketplaces. In general, if a transaction is felgctronic, we receive 65% of the aggregate tiwarevenue
and TradeSpark or Freedom receives 35% of thedctins revenues. If TradeSpark or Freedom prowdése-
assisted brokerage services with respect to adcting, then we receive 35% of the revenues andeBpark or
Freedom receives 65% of the revenues. We and MRiddb receive 50% of the fully electronic revenues
related to municipal bonds. Our agreement with C@2eides that we receive 50% of CO2e's fully etadt
revenues and 15% of CO2e's voice-assisted andmpery revenues until December 2003; thereaftemille
receive 20% of voice-assisted and open outcry &®&nWith respect to our equity order routing besin
conducted for Cantor, we and Cantor each recei% &0the revenues, after deduction of specifiedketang,
sales and other costs and fees. On any eSpees efiér routing business that is not conductedCantor, we
will receive 65% of the revenues of any such bussrend Cantor will receive 35% of such revenuesh Wi
respect to (i) certain network access facilitiavises agreements and (ii) other circumstanceshiclwCantor
refers network access facility services businesst®0% of net revenues from such business waailgblid to
Cantor and 40% of such revenues would be paid,taftes deduction of all sales commissions, marigti
helpdesk, clearing and direct third-party costsluding circuits and maintenance.

We have pursued an aggressive strategy to conwatt o Cantor's financial marketplace productsuo o
eSpeed system and, with the assistance of Cantor, to soetio create new markets and convert new clients t
our eSpeed system. The process of converting these marketpiackides modifying existing trading systems
to allow for transactions to be entered directinfra client location, signing an agreement withdlent,
installing the hardware and software at the cliecation and establishing communication lines betwes and
the client. Other than Cantor, no client of ourscamted for more than 10% of our transaction reesrftom oul
date of inception through December 31, 2003. Assalt of the September 11 Events and the resutiBgyof
voice brokers, Cantor's U.S. operations were redjuneluding the trading by it of certain U.S. fira@al
products. Cantor also sold the assets of its mpalitiond business in the first quarter of 2002raftat business
ceased operations on September 11, 2001, but edcuispecial interest in MPLLC, the entity thatwacef the
assets. Cantor has not yet fully determined whitdinicial product marketplaces it will re-enteraldition,
Cantor's business product development activityinaes to be reduced due to the September 11 Evénts.
Cantor determines not to re-enter its affectedrimssies, exits additional businesses or does nthaerto
develop new products or enter into new businessesyill likely be adversely affected.

Critical Accounting Policies and Estimates

The following discussion is based upon our constdid financial statements, which have been prepared
accordance with accounting principles generallyepted in the United States of America. The preparaif
these financial statements requires us to makenatgs and judgments which affect the reported atsafn
assets, liabilities, revenues and expenses aneltited disclosures of contingent assets and liaiil Actual
results may differ from our estimates as a resuth@® occurrence of future events or changes inlitioms that
affected our judgments or estimates.

We believe that the following critical accountinglipies affect our more significant judgments and
estimates used in the preparation of our cons@litiihancial statements.
Provision for September 11 Ever

We recorded an expense of $13.3 million in the yeated December 31, 2001 for the costs that we had
incurred or expected to incur and for assets trmewlestroyed or impaired as a result of the Seyedil
Events. Due to the extent of the loss of life dmeldestruction of assets, the effect of the Septerhb Events
required us to make estimates and judgments imeertain environment.
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In our judgment, such costs were properly recoidetle same period as the September 11 Events,ieven
disbursement did not occur until future periodsriby the year ended December 31, 2002, actual cusisred
were charged against the provision and the remgimiused amount was reversed in the fourth quaft2002.

Insurance coveragt

We have insurance coverage for both property asdadty losses and for business interruption thraugh
Administrative Services Agreement with Cantor.

On September 11, 2001, we had property and casualiyance coverage in the amount of $40.0 million.
As a result of the September 11 Events, fixed asgith a book value of approximately $17.8 milliaere
destroyed. We have recovered these losses thr@@h fhillion of property insurance proceeds andsua,
have not recorded a net loss related to the deistnuaf its fixed assets

During 2002, we received and recognized as incoh2e8million of the $40.0 million business intertiom
insurance recovery received by Cantor. This allooavas based on an analysis prepared by an indepen
consultant.

During the year ended December 31, 2003, Canteiwed an additional $21.0 million of insurance
proceeds in settlement for property damage relat¢ide September 11 Events. We will be entitledgdo $19.!
million of these proceeds as replacement assefsuachased in the future, depending on the ultimate
replacement value of the assets destroyed. A gajnbra recorded based on the amount allocated by Cian
us. However, we cannot currently estimate the amoutiming of any such gain, and accordingly, @ing on
replacement of fixed assets have been recordedgitive period. We expect to incur significant castelation
to the replacement of fixed assets lost on Septedhe2001 when we build permanent infrastructare i
connection with a planned move to new headquairie2804.

Grants

In December 2003 and early 2004, Cantor and oiits effiliates received grants from the WTC Busmes
Recovery from Disproportionate Loss Program and/Mueld Trade Center Job Creation and Retention frarog
Both grant agreements contain certain recaptunestand contingencies, primarily in relation to bishing anc
maintaining premises and maintaining certain leeélsmployment in New York City in the future. No
determination has been made to date as to thedoaaftthe premises of Cantor or us, the anticipdteels of
employment or the amount, if any, that may ultirabenefit us or by what method such benefit may be
provided.



Related party transaction

As described above, we share revenues with CahtadeSpark, Freedom, MPLLC and CO2e. In addition,
we provide technology support services to Cantoad@&Spark, Freedom, MPLLC and CO2e, and Cantor
provides administrative services to us.

Since Cantor holds a controlling interest in ugl halds a significant interest in TradeSpark areBom,
such transactions among and between us and CanagleSpark and Freedom are on a basis which majtien
replicated if such services or revenue sharinghgements were between, or among, unrelated parties.

We recognize Software Solutions fees from relagatigs based on the allocated portion of our aofsts
providing services to our related parties. Suchcallion of costs requires us to make judgments et
equitable distribution of such costs. In additise, receive administrative services from Cantoryibich we
pay a fee based on Cantor's good faith determimafian equitable allocation of the costs of prowidsuch
services. There is no assurance that we couldzeeslich revenues, or obtain services at such ¢osts had to
replicate such arrangements with unrelated parties.

Patents

We capitalized the costs associated with the psecb&patents. In order to perfect and defendigats
under the patents, we have incurred substantial EEgsts. We have capitalized such legal
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costs, thereby increasing the carrying value ofpéitents. These capitalized costisd the original purchase pr
of the patents, are amortized over the remainfegli the patent to which they relate, and aresotéld net of
accumulated amortization as an asset in our stasnoéfinancial condition. In addition, we havepitalized the
costs associated with the filing of various patefltsese costs are amortized on a straight-linestmagr a period
not to exceed three years, and are also reflegtedfraccumulated amortization as an asset intatgraents of
financial condition. We believe the inherent vabig¢he patents exceeds their carrying value. Howef/the
rights afforded us under the patents are not eatbet if the patents do not provide the competiéidgantages
that we anticipated at the time of purchase, we h@ae to write-down the patents, and such chargels be
substantial.

Capitalized software costs

We capitalize the direct costs of employees wheeagaged in creating software for internal uses Thi
treatment requires us to estimate the portion@gthployees' efforts, which directly produce neftvgare,
including design, coding, installation and testiwgivities, or provide additional functionality éxisting
software.

In our judgment, these employee-related costs gereeeate or enhance valuable software. Our curren
policy is to capitalize these costs and amortieertiover their estimated economic useful life oééhyears on a
straight-line basis. However, if the costs incurre@@roduce the software are ultimately deemedcteed the
benefit that the software provides, we may hawerite-down the capitalized software costs, and si@rges
could be substantial.

Business partner securitie

We enter into transactions with business partrevghich we issue certain equity instruments whasdee;
in part, is dependent on the value of our publidyled Class A common stock. Such business pagterities
include options and warrants to purchase sharesro€lass A common stock as well as convertibléepred
shares. The preferred shares are convertible ititereshares of our Class A common stock or wasremt
purchase shares of our Class A common stock.

The value of these business partner securitieedssstablishes either the basis of assets acqnired
exchange for the instruments, or an expense, whjar will be, recognized in conjunction with tissuance.

We utilize judgment in establishing the fair vabhfehese business partner securities in the abssrace
ready market for such instruments. Options andamsrare valued using an option pricing model whézfuire:
us to make assumptions as to future interest raties, volatility of our Class A common stock, freudividends
and the expected life of the option or warrant eialued. We believe that our assumptions useldevaluatiol
of the instruments are reasonable. However, changls assumptions could result in differing véio@s of the
options, warrants or preferred shares which, in,twmould change the basis of assets acquired @nsep
recognized.

Income taxes

SFAS No. 109Accounting for Income Taxes, establishes financial accounting and reportiagdards for
the effect of income taxes. The objectives of aotiog for income taxes are to recognize the amotiteaxes
payable or refundable for the current year andrdedetax liabilities and assets for the future carsequences
events that have been recognized in an entityé il statements or tax returns. Judgment is redim
assessing the future tax consequences of eventsaba been recognized in our financial statementax
returns. Fluctuations in the actual outcome ofétfature tax consequences could materially impacfinancial
position or results of operations.

RESULTS OF OPERATIONS
Highlights

Comparison of the years ended December 31, 200320QP

Diluted earnings per share decreased $0.11 from#$0.$0.63. During the year ended December 312,200
we recognized a $12.8 million gain, or approxima®.23 per diluted share, relating to

37



business interruption insurance proceeds followlregSeptember 11 Events. During the year endedrblaee
31, 2003, we recorded an income tax provision @t $million, or approximately $0.30 per diluted sha
corresponding to a 39.3% consolidated effectiveradex adjusted to reflect our recognition of thadfi from
our remaining net operating loss (NOL) carry foravar the first quarter of 2003. For the same pe&gear
earlier, income taxes were minimal due to our NOL.

For the year ended December 31, 2003, transactienues with related parties were $130.1 million, a
increase of 23% as compared to transaction revewitieselated parties of $105.8 million for the saperiod a
year earlier. Volumes transacted on our systentrading day increased 21%. For the year ended Deee81,
2003, 85% of our transaction revenues were gertefedm fully electronic transactions.

Comparison of the years ended December 31, 200220G1

Diluted earnings per share increased $1.08 froifd 84) loss in 2001 to earnings of $0.74 in 2008. O
September 11, 2001, our principal place of busiae§¥ne World Trade Center was destroyed. In 20@1,
recorded a $13.3 million provision for the SeptemtieEvents, or $0.25 per diluted share. At Decarie
2002, we had 319 employees. However, prior to #@enber 11 Events, we had 492 employees. As #,resu
compensation and employee benefits decreased Bfilich, or approximately $0.30 per diluted sh&rem
$53.4 million for the year ended December 31, 200836.5 million for the 2002 period. In additiatyring the
year ended December 31, 2002, we recognized a #1ii2ié gain, or approximately $0.23 per dilutethse,
relating to business interruption insurance prosdelfowing the September 11 Events.

Revenues

The following table sets forth our revenues for pleeiods indicated:

Year Ended Year Ended Year Ended
December 31 Percentage December 31 Percentage December 31 Percentage
of Total of Total of Total
2003 Revenues 2002 Revenues 2001 Revenues
(in (in (in
thousands) thousands) thousands)

Transaction revenues with

related parties

Fully electronic transactior $110,01¢ 70.2% $ 88,03¢ 63.2% $ 75,43( 60.4%

Voice-assisted brokerage transactit 19,50¢ 12.4 17,55 12.€ 22,55¢ 18.1

Screen-assisted open outcry transactions 53¢ 0.3 19C 0.1 38t 0.2
Total transaction revenues with related

parties 130,05t 83.C 105,78: 76.C 98,36¢ 78.¢
Software Solutions fees from related par 15,12« 9.7 13,207 9. 16,28: 13.C
Software Solutions and licensing fees from

unrelated parties 9,12¢ 5.8 4,512 3.2 1,962 1.€
Business interruption insurance proceeds

from paren — 0.C 12,83 9.2 — 0.C
Gain on replacement of fixed ass — 0.C — 0.C 2,68( 2.1
Interest incom 2,30¢ 1.5 2,90¢ 2.1 5,67¢ 4.5
Total Revenues $156,61! 100.(% $139,23¢ 100.(% $124,96¢ 100.(%

Revenues — Comparison of the years ended Decembdr, 2003 and 2002

Transaction revenues with related parties

For the year ended December 31, 2003, we earneshizion revenues with related parties of $130.1
million, an increase of 23% as compared to tramsacevenues with related parties of $105.8 millionthe
year ended December 31, 2002. There were 250 gradips in both the year ended December 31, 2008hend
year ended December 31, 2002. Transaction revererdsading day
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increased by $97,000, or 23%, from $423,000 foryter ended December 31, 2002 to $520,000 for@ha 2
period. Volumes transacted on our system increlgeéi¥ 484 billion (approximately $7.5 trillion), @1%, fror
$35,057 billion (approximately $35.0 trillion) ftine year ended December 31, 2002 to $42,541 billion
(approximately $42.5 trillion) for the year endedd@mber 31, 2003. This increase resulted primégiy
favorable market conditions in the United Stated iarEurope, where market fluctuations drove insesan our
product volumes and transactions counts, as welbasnued adoption of our new software enhancesn&iur
the year ended December 31, 2003, 85% of our tctinearevenues were generated from fully electronic
transactions as compared to 83% for the same perid@d02.

Our revenues are highly dependent on transactibmein the global financial product markets.
Accordingly, among other things, equity market ¥itity, economic and political conditions in the ltkd States
of America and elsewhere in the world, concerns evi@ation, institutional and consumer confidereeels, the
availability of cash for investment by mutual furaisd other wholesale and retail investors, fludhgginterest
and exchange rates and legislative and regulataagges and currency values may have an impactron ou
volume of transactions. In addition, a significantount of our revenues is currently received imeation with
our relationship with Cantor. Consequently, ourerayes have been negatively affected by the effabieo
September 11 Events on Cantor and may continue tebatively affected in the future if Cantor'sibass
continues to suffer due to the September 11 Exambtherwise.

Software Solutions fees from related parti

Software Solutions fees from related parties ferytar ended December 31, 2003 were $15.1 milkon a
compared to Software Solutions fees from relatetigsaof $13.2 million for the year ended Decenikier2002
an increase of 14%. This increase resulted fromnemease in demand for our support services fromda



Software Solutions and licensing fees from unreldtparties

Software Solutions and licensing fees from unrelg@rties for the year ended December 31, 2003 were
$9.1 million as compared to Software Solutions krehsing fees from unrelated parties of $4.5 wilfor the
same period a year ago, a 102% increase, due jisinmalicensing fees earned from Intercontinenialkange
for use of the Wagner Patent and licensing feasegbas part of the Wagner Patent settlement agreéenaes
more fully described in Note 5 of our consolidafe@ncial statements. We anticipate that as weieeour
software and patents to additional market partitipeour revenues from Software Solutions and sicenfees
from unrelated parties will continue to grow.

Business interruption insurance proceeds from pate

In 2002, we recognized $12.8 million as our portidithe $40.0 million business interruption inswan
recovery received by Cantor following the SeptenitieEvents. There was no such revenue in 2003.
Interest income

For the year ended December 31, 2003, the bleneéeghted average interest rate on overnight reverse
repurchase agreements and tax-free municipal boadsl.0% as compared to a 1.7% weighted averagieatt
rate on overnight reverse repurchase agreementisefgrear ended December 31, 2002. As a resufieof t
decrease in the average interest rate, partidiyepby an increase in average balances betweadpewe
generated interest income of $2.3 million for tlealyended December 31, 2003 as compared to $2i@mfdr
the year ended December 31, 2002, a decrease of 21%

Revenues — Comparison of the years ended Decembdr, 2002 and 2001

Transaction revenues with related parties

For the year ended December 31, 2002, we earnési&ifdllion in transaction revenues with related
parties, an 8% increase over transaction revenitbgelated parties of $98.4 million for the
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year ended December 31, 2001. For the year endeehiieer 31, 2002, 83% of our transaction revenues we
generated from fully electronic transactions, asjgared to 77% for the same period in 2001.

Software Solutions fees from related parti

Software Solutions fees from related parties ferytbar ended December 31, 2002 were $13.2 milon a
compared to Software Solutions fees from relatetigsafor the year ended December 31, 2001 of $afil®n,
a decrease of 19%. Software Solutions fees froata@lparties decreased primarily as a result efcaedse in
support provided to Cantor and TradeSpark duegdass of their voice brokers as a result of thet&aber 11
Events. This decrease was offset in part by additiSoftware Solutions fees from MPLLC, which began
utilizing our systems in 2002.

Software Solutions and licensing fees from unreldtparties

Software Solutions and licensing fees from unrelg@rties for the year ended December 31, 2002 were
$4.5 million as compared with $2.0 million for thear ended December 31, 2001, an increase of 12586,
primarily to licensing fees earned in 2002 fromeh@ontinentalExchange for use of the Wagner Patecht
licensing fees earned as part of the Wagner P&tttiement Agreement, as more fully described iteNsoof
our consolidated financial statements.

Business interruption insurance proceeds from pate

During the year ended December 31, 2002, we redeind recognized as revenue $12.8 million as our
portion of the $40.0 million business interruptiosurance recovery received by Cantor. This allonavas
based on an analysis prepared by an independesititamt. There was no such revenue in 2001.

Gain on replacement of assets

Our assets in the World Trade Center were destragedresult of the September 11 Events. Suchsasset
were covered by insurance policies, which provimteréimbursement for replacement cost if such dgstt
assets are replaced. To the extent that replacesnshexceeds the carrying value of such replagagpment,
the excess results in a gain. For the year endedrblger 31, 2001, we recognized $2.7 million of syaims. N¢
additional proceeds were received in 2002 and,rdaugly, no gains were recognized in 2002.

Interest income

For the year ended December 31, 2002, we gendragdst income from overnight reverse repurchase
agreements with a related party of $2.9 millioraspared to interest income of $5.7 million for ylear ended
December 31, 2001. The reduction in interest incawae principally as a result of a reduction in virégl
average interest rates on overnight reverse repsechgreements from 3.9% in 2001 to 1.7% in 2002.

40

Expenses

The following table sets forth our expenses forghgods indicated:

Year Ended Year Ended Year Ended
December 31 December December 31



31,
2003 Percentage 2002 Percentage 2001 Percentage
(in of Total (in of Total (in of Total
thousands) Expenses _thousands) _Expenses _thousands) Expenses

Compensation and employee

benefits $ 36,11« 35.(% $36,49¢ 37.1% $ 53,431 37.4%
Occupancy and equipme 31,32: 30.2 24,86 25.7 29,54¢ 20.7
Professional and consulting fe 3,51¢ 34 5,65¢ 5.9 10,56¢ 7.4
Communications and client

networks 6,71¢ 6.5 6,33¢ 6.€ 8,10¢ 5.7
Marketing 1,45¢ 14 4,77¢ 4.8 4,35¢ 3.1
Administrative fees to relate

parties 10,44: 10.1 9,13¢ 94 9,79¢ 6.¢
Amortization of business partner

and nor-employee securitie 2,167 21 2,05¢ 2.1 1,22¢ 0.c
Loss on unconsolidated

investment: — 0.C 95C 0.¢ 3,83¢ 2.7
Provision for September 11 Evel — 0.C (1,200 1.2 13,32: 9.2
Other 11,647 11.2 7,715 8.C 8,56¢ 5.¢
Total Expense $103,37¢ 100.%  $96,79: 100.9%  $142,76! 100.(%

Expenses — Comparison of the years ended Decembdr, 2003 and 2002

Compensation and employee benefits

At December 31, 2003, we had 335 employees, whaham increase from the 319 employees we had at
December 31, 2002. For the year ended Decemb@0BB, our compensation costs were $36.1 million as
compared to compensation costs of $36.5 milliortiersame period a year earlier. This $0.4 mildenrease,
or 1%, in compensation costs resulted mainly fronmarease in the percentage of time spent byicerta
employees on software application developmentjglgroffset by costs from additional headcounteTdosts
associated with such software application develayiraee capitalized and amortized over the assatiate
application's estimated useful life of three years.

Substantially all of our employees are full-timeptayees located predominately in the New York
metropolitan area and London. Compensation costsde salaries, bonuses, payroll taxes and costs of
employer-provided benefits for our employees. Weeex that our future compensation costs will inseea
depending, in part, upon a variety of factors,udahg our incremental revenue growth.

Occupancy and equipment

Occupancy and equipment costs were $31.3 milliothfe year ended December 31, 2003, a $6.4 million
increase, or 26%, as compared to occupancy angrequi costs of $24.9 million for the year endedddeler
31, 2002. The increase was primarily caused bytisepancy and build-out of our temporary corporate
headquarters in New York City.

Occupancy expenditures primarily consist of the eem facilities costs of our offices in the Newrko
metropolitan area and our offices in London andybokVVe moved into our temporary corporate headgusin
New York City during the second quarter of 2002e Téase for our temporary headquarters will expirdune
30, 2004, and at this time management is evaluaanigus alternative locations. Although we beli¢vat
equipment costs will increase in the future as
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we replace lost equipment, we anticipate that gaghipment costs will remain below those incurradro the
September 11 Events. We expect a portion of outala@xpenditures to be covered by insurance paséem
our property and casualty insurance coverage.

Professional and consulting fee

Professional and consulting fees were $3.5 millmrthe year ended December 31, 2003 as compared to
$5.7 million for the year ended December 31, 2@0&ecrease of 39%, primarily due to a decreasegl fees
and contract employee personnel costs.

Communications and client networks

Communications costs were $6.7 million for the yereded December 31, 2003 as compared to $6.3 n
for the same period a year earlier, a $0.4 milbo8% increase. Cost controls resulted in redustion
communications rates and usage charges, whichmere than offset by additional client networks desras
we processed increased volumes of transactionsa@rtthued to add new clients.

Communication costs include the costs of localwitte area network infrastructure, the cost of disthing
the client network linking clients to us, data ael&phone lines, data and telephone usage, andretated
costs. We anticipate expenditures for communicatand client networks will increase in the neaunffetas we
continue to connect additional customers to owvagk.

Marketing

We incurred marketing expenses of $1.5 millionisedl 2003 as compared to marketing expenses during
the year ended December 31, 2002 of $4.8 millid8.8 million decrease, resulting from a plannetliotion in
marketing costs. Marketing expenses in the 200@gevere higher primarily as the result of the depment of
a major advertising campaign.

Administrative fees to related partit

Under an Administrative Services Agreement, Captorides various administrative services to us,
including accounting, tax, legal, human resourcekfacilities management, for which we reimbursatGafor
the direct and indirect costs of providing suclviees.



Administrative fees to related parties amounte$i1t0.4 million for the year ended December 31, 2@03,
14% increase over the $9.1 million of such feegHeryear ended December 31, 2002.

Administrative fees to related parties are dependpan both the costs incurred by Cantor and thigquo
of Cantor's administrative services that are wdiby us. Administrative fees to related partiestherefore
partially correlated to our business growth.

Amortization of business partner and n-employee securities

We enter into strategic alliances with other induptrticipants in order to expand our businesstarehter
into new marketplaces. As part of these strateljanaes, we have issued warrants and convertitdieped
stock. These securities do not require cash outlagisdo not represent a use of our assets. Thesxpelated t
these issuances is based on the value of the Besdneing issued and the structure of the traimsadbenerally,
this expense is amortized over the term of theedlagreement.

Charges in relation to the amortization of suctusées were $2.2 million for the year ended Decenti,
2003, a slight increase over the $2.1 million reledrin fiscal 2002. This increase resulted primgerdm the
amortization of the value of warrants issued uradeagreement executed with a business partnergugtu
2002, offset by the termination of another war@greement in July 2003, for which amortization werded
in the 2002 period. We believe period-to-period pansons are not meaningful, as these transaatiomot
recur on a regular basis.
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Other expenses

Other expenses consist primarily of amortizatiomtdngible assets, which totaled $5.3 millionthe yeai
ended December 31, 2003, insurance costs and,tpeetotional and entertainment expenditures. Reyear
ended December 31, 2003, other expenses were $illlich, an increase of $3.9 million, or 51%, asmquared
to other expenses of $7.7 million for the year enBecember 31, 2002, principally due to increasdsusiness-
related insurance costs and a $2.0 million incréagiee amortization of intangible assets as weinaa to
devote significant resources to the establishnparfection and protection of our intellectual prapeortfolio.

Income taxes

During the year ended December 31, 2003, we redadencome tax provision of $17.1 million
corresponding to a 39.3% effective tax rate adgugiaeflect the recognition of a $2.8 million béh&om an
NOL carry forward in the first quarter of 2003. [ng the same period a year earlier, income taxes wénimal
due to the benefit of our NOL carry forward. Ounsolidated effective tax rate can vary from petogeriod
depending on, among other factors, permanent diffezs and the geographic and business mix of oninga.

Expenses — Comparison of the years ended Decembdr, 2002 and 2001

Compensation and employee benefits

At December 31, 2002, we had 319 employees, whahawslight increase from the 312 employees we had
at December 31, 2001. However, prior to the Sepéerhh Events, we had 492 employees. For the yeden
December 31, 2002, our compensation costs wer® $3iflion as compared to compensation costs 0f453.
million for the year ended December 31, 2001. Teisrease in compensation costs and in the number of
employees was principally due to the Septembervehs.

Occupancy and equipment

Occupancy and equipment costs were $24.9 milliothfe year ended December 31, 2002, a decrease of
16% as compared to occupancy and equipment co$&9d6 million for the year ended December 31, 200
decrease was primarily caused by our reduced reetffice space as a result of the September 1ht&ve

Professional and consulting fee

Professional and consulting fees were $5.7 millmrthe year ended December 31, 2002 as compared to
professional and consulting fees of $10.6 millionthe year ended December 31, 2001, a decrea&9af
primarily related to a decrease in contract persboosts.

The costs of professionals and consultants utilizeegmporarily replace employees lost as a refutie
September 11 Events are included in Provision é&mé&mber 11 Events and, as a result, do not affisct
expense caption.

Communications and client networks

Communications costs were $6.3 million for the yereded December 31, 2002 as compared to $8.1 n
for the year ended December 31, 2001, a 22% dexréhs decrease was principally due to decreagechdd
telephone costs subsequent to the September 11sEven

Marketing

We incurred marketing expenses of $4.8 milliontfer year ended December 31, 2002 as compared to
marketing expenses during the year ended Decenlb@081 of $4.4 million, an increase of 9%, resigitirom
the development of a 2002 advertising campaign.
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Administrative fees to related partit

Administrative fees paid to related parties amodinte$9.1 million for the year ended December 3022



a 7% decrease over the $9.8 million of such feethioyear ended December 31, 2001. Overall,
administrative fees decreased in the months foligwihe September 11 Events as compared to the mpridr
to the September 11 Events.

Amortization of business partner and n-employee securities

Amortization of business partner and non-employsisties was $2.1 million for the year ended
December 31, 2002, an increase of 75% as compaitée $1.2 million charges for the year ended Démsr81
2001. This increase resulted from a full year obetiration on warrants that were issued under agests with
two business partners during 2001. Amortizatiomanrants issued under an agreement executed \bitisines
partner in August 2002 further contributed to thisrease.

Loss on unconsolidated investmer

In 2002, we wrote down our investment in Tradesbyr950,000 to its net realizable value.

Provision for September 11 Ever

We recorded an expense of $13.3 million in the pemled December 31, 2001 to reflect our estimatieeof
costs incurred or expected to be incurred and a8s@hired as a direct result of the Septembervehts. For
the year ended December 31, 2002, the remainingalaelated to the September 11 Events of $1.Romilvas
reversed.

Other

For the year ended December 31, 2002, other expevese $7.7 million, a decrease of 10% as compa
other expenses of $8.6 million for the year endeddbnber 31, 2001. The decrease resulted primaoity the
decrease in recruitment fees.

Income taxes

Income taxes in 2002 were minimal due to the benéfur NOL carry forward.
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Quarterly Results of Operations

The following table sets forth, by quarter, our udited statement of operations data for the periom
January 1, 2001 to December 31, 2003. Resultsyopariod are not necessarily indicative of residtsa full
year.

2003 Quarter Ended
September  December

March 31 June 30 30 31
(in thousands, except per share data;
Total revenue $34,04! $39,07¢  $44,27(  $39,22:
Total expense 24,66: 25,577 27,95t  25,18¢
Income before income tax provisi 9,38( 13,50: 16,31¢ 14,03¢
Income tax (benefit) provisic (95) 5,40( 6,358 5,482
Net income $ 9,47t $810: $996: $ 855i
Diluted earnings per sha $ 017 $ 014 $ 017 $ O0.1F

2002 Quarter Ended
September  December
March 31 June 30 30 31

(in thousands, except per share data):

Total revenue $30,03¢  $43,44¢  $32,97¢  $32,77%
Total expense 24,06! 23,64« 25,19: 23,89¢
Income before income tax provisi 5,97( 19,80¢ 7,78¢ 8,88:
Income tax provisiol 114 114 122 12¢
Net income $ 5,85¢ $19,69: $ 7,666 $ 8,75%
Diluted earnings per sha $ 01C $ 03F $ 014 $ 0.1F
2001 Quarter Ended
December
March 31 June 30 September 3( 31
(in thousands, except per share data
Total revenue $31,88¢  $34,08( $28,19.  $30,81(
Total expense 34,08( 34,89! 50,91! 22,87¢
Income (loss) before income tax provis (2,192) (819 (22,729 7,931
Income tax provisiol 10C 15¢ 12¢ 144
Net income (loss $(2,292 $ (971) $(22,85) $ 7,78i




Diluted earnings (loss) per sh: $ (00 $ (002 $ (042 $ 014

Seasonality

The financial markets in which we operate are galheaffected by seasonality. Traditionally, thedncial
markets around the world experience lower voluminduhe summer and at the end of the year duegenara
slowdown in the business environment and, therefomasaction volume levels may decrease duringetho
periods. However, the anticipated slowdown in thiedtquarter of 2003 did not occur because of Vdhatn the
global markets. During the fourth quarter of 2008 @002, the timing of the holidays contributectslowdowr
in transaction volume.

Liquidity and Capital Resources

At December 31, 2003, we had cash and cash eqoisadé $228.5 million, an increase of $40.5 millias
compared to December 31, 2002. During the yearc&eBeéeember 31, 2003, our operating
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activities provided cash of $57.1 million. We als®d net cash of $25.5 million resulting from passs of
fixed assets and intangible assets, capitalizati@oftware development costs and patent registratnd
defense costs, partially offset by proceeds frorediasset sales. In addition, we used $1.9 mitbarepurchase
shares of our Class A common stock and realizedB$illion from exercises of employee stock optians!
business partner warrants, $1.0 million of whictsweceivable at December 31, 2003 and was receivbe
subsequent month.

Our operating cash flows consist of transactioeneres with related parties and Software Solutiers f
from related and unrelated parties, various feéstpeor costs reimbursed to Cantor, other cosit giaectly by
us and interest income. In its capacity as a fléht service provider, Cantor processes and setd@sactions
and, as such, collects and pays the funds necesselgar transactions with the counterparty. Imdso, Cantc
receives our portion of the transaction fee an@citordance with the Joint Services Agreement, teetine
amount owed to us. In addition, we have enterezldmhilar services agreements with TradeSpark,denee
MPLLC and CO2e. Under the Administrative Servicegegement, the Amended and Restated Joint Services
Agreement and the services agreements with TradkeSp@edom, MPLLC and CO2e, any net receivable or
payable is settled at the discretion of the parties

As of December 31, 2003, we had repurchased 186/38@s of our Class A common stock for a total of
$2.1 million under our repurchase plan. Our bodrdirectors has authorized the repurchase of imto
additional $40.0 million of our outstanding Class@mmon stock.

We anticipate that we will experience an increaseur capital expenditures and lease commitments
consistent with our anticipated growth in operasgignfrastructure and personnel with our anticigateve into
new headquarters. Our property and casualty insareaverage may mitigate our capital expenditurestie
near term. During the year ended December 31, 2088tor received an additional $21.0 million ofurence
proceeds in settlement for property damage relat¢ide September 11 Events. We will be entitledpgdo $19.!
million of these proceeds as replacement assefsuacbased in the future, depending on the ultimate
replacement value of the assets destroyed. Wentlyrianticipate that we will continue to experiergrewth in
our operating expenses for the foreseeable fundetat our operating expenses will be a matesalaf our
cash resources.

Under the current operating structure, our cashiflfrom operations and our existing cash resowshesld
be sufficient to fund our current working capitabacurrent capital expenditure requirements fdeast the next
12 months. However, we believe that there aremifgignt number of capital intensive opportunitfes us to
maximize our growth and strategic position, inchgliamong other things, strategic alliances ant j@ntures
potentially involving all types and combinationsezfuity, debt, acquisition, recapitalization andrganization
alternatives. We are continually considering sugtions, including the possibility of additional rephases of
our Class A common stock, and their effect on muidity and capital resources.

Aggregate Contractual Obligations

As of December 31, 2003, our significant contralctimigations were to Cantor under operating leases
principally related to office space and computarigaent, and amounted to $22.4 million and condisfethe
following minimum rental payments:

2009 and
2004 2005 2006 2007 2008 thereafter
(in thousands)

$2,401 $1,71% $1,70¢ $1,712 $1,712 $13,15:

As of December 31, 2003, we did not have any langytdebt.

Off-Balance Sheet Arrangements

As of December 31, 2003, we did not have any offulize sheet arrangements, as defined in Item 3@3(a)
(i) of Regulation S-K.
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Recent Accounting Pronouncements
In June 2001, the Financial Accounting Standardsr8¢'FASB") issued SFAS No. 143, "Accounting for



Asset Retirement Obligations" (SFAS 143). SFAS tetfiires companies to recognize legal obligations
associated with the future retirement of tangiblegived assets at its fair value. Asset retiremetigations ar
then realized through earnings over the econor@fithe long-lived asset. We adopted SFAS 14&fas
January 1, 2003 and there was no material impati@®nonsolidated financial statements.

In July 2002, the FASB issued SFAS No. 146, "Acdmgnfor Costs Associated with Exit or Disposal
Activities" (SFAS 146). This standard requires camigs to recognize costs associated with exitspatial
activities when they are incurred, rather tharhatdate of a commitment to an exit or disposal.(fB#AS 146
replaces the guidance provided by EITF Issue Ne8,94iability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit aniviist (including Certain Costs Incurred in a Resturing)".
We adopted SFAS 146 as of the beginning of fiseal Y003, which had no material impact on the datested
financial statements.

On November 25, 2002, the FASB issued FASB Intéapicn No. 45, "Guarantor's Accounting and
Disclosure Requirements for Guarantees, Includiliréct Guarantees of Indebtedness of Others, an
Interpretation of FASB Statements Nos. 5, 57, a&biddnd Rescission of FASB Interpretation No. 34N(B5).
FIN 45 requires guarantors to disclose their olilkges under certain guarantees. It also requigsaaantor to
recognize, at the inception of a guarantee, alifiplfor the fair value of the obligation undertakin issuing the
guarantee. The initial recognition and measuremstisions of FIN 45 apply on a prospective bagis t
guarantees issued or modified after December 312.2The disclosures were effective for financiatasments ¢
interim or annual periods ending after DecemberR0B2. The adoption of FIN 45 did not have a materi
impact on the consolidated financial statements.

In January 2003, the FASB issued FASB Interpretaio. 46, "Consolidation of Variable Interest
Entities" (FIN 46). FIN 46 requires the identifizat of variable interest entities and the assesswofenterests i
a variable interest entity to decide whether tosotidate that entity. Variable interest entities mtentified by
reviewing our equity investments at risk, our @pito make decisions about an entity's activitied #ne
obligation to absorb an entity's losses or righteteive expected residual results. In October 20@3FASB
clarified and modified certain of the provisionsFdN 46. The proposed clarifications and modifioat would
apply in financial statements for the first pereting after December 15, 2003. The adoption of 48MNn
December 31, 2003 did not have a material effe¢herconsolidated financial statements.

In May 2003, the FASB issued SFAS No. 150, "Accounfor Certain Financial Instruments with
Characteristics of both Liabilities and Equity" (&% 150), which establishes standards on the cleatdn and
measurement of financial instruments with charasties of both liabilities and equity. SFAS 15Cei$ective for
financial instruments entered into or modified afay 31, 2003 and otherwise is effective for tistfinterim
period beginning after June 15, 2003. The adomifddFAS 150 on July 1, 2003 did not have a mateffaict
on the consolidated financial statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK

At December 31, 2003, we had invested $173.2 millibour cash in securities purchased under reverse
repurchase agreements, which are fully collatezelizy U.S. Government securities held in a custadieount
at JP Morgan Chase. These reverse repurchase agrsdmave an overnight maturity and, as such,ighéyh
liquid. Additionally, at December 31, 2003, we hiadested $50.0 million in a tafkee municipal bond fund he
at one-week durations. This fund solely investh@highest rated short-term municipal fixed incgmeducts.

We generally do not use derivative financial instemts, derivative commodity instruments or otherkeg
risk sensitive instruments, positions or transastidAccordingly, we believe that we are not subjecny
material risks arising from changes in interestsatommaodity prices, equity prices or other mackeinges the
affect market risk sensitive instruments. Our pol&to invest our cash in a manner that providewith the
appropriate level of liquidity.
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We are a global business, have operations in Nartarica, Europe and Asia, and are therefore exptzsed
currency exchange rate between the U.S. Dollatke€anadian Dollar, British Pound Sterling, Euong
Kong Dollar and Japanese Yen. For example, thésBriRound Sterling appreciated significantly sitreethird
quarter of 2003. Significant downward movementh&U.S. Dollar against currencies in which we pay
expenses may have an adverse impact on our finaesidts if we do not have an equivalent amourihodme
denominated in the same currency. We have not edgaglerivative financial instruments as a medns o
hedging this risk.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY D ATA

eSPEED, INC. AND SUBSIDIARIES
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors
and Stockholders of eSpeed, Inc.:

We have audited the accompanying consolidatednséatts of financial condition of eSpeed, Inc. and
subsidiaries (the "Company") as of December 31320@ 2002, and the related statements of incoas, ¢
flows and stockholders' equity for each of theghyears in the period ended December 31, 2003eThes
consolidated financial statements are the respiitysif the Company's management. Our responsyhiti to
express an opinion on these consolidated finastaééments based on our audits.

We conducted our audits in accordance with audgtagdards generally accepted in the United Stdtes
America. Those standards require that we plan arnfopn the audit to obtain reasonable assurancetabo
whether the financial statements are free of maltatisstatement. An audit includes examining, oesabasis,
evidence supporting the amounts and disclosur#ieifinancial statements. An audit also include®ssing the
accounting principles used and significant estimatade by management, as well as evaluating thralove
financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, tinaricial
position of the Company at December 31, 2003 a2 28nd the results of its operations and its flas¥s for
the three years in the period ended December 3B, 20 conformity with accounting principles gerira
accepted in the United States of America.

/sl Deloitte & Touche LLP

March 10, 2004
New York, New York
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eSpeed, Inc. and Subsidiaries
CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL COND ITION
(In thousands, except share data)

December 31

2003 2002

Assets

Cash and cash equivaler $228,50( $187,99¢

Fixed assets, ne 34,467 26,38

Investments 11,44¢ 11,17¢

Intangible assets, n 18,927 19,52¢

Receivable from related parti 1,51¢ 5,26¢€

Other asset 2,707 2,36(
Total Assets $297,56¢ $252,71:

Liabilities and Stockholders' Equity

Liabilities:

Payable to related parti $ 6,32¢ $ 18,85:

Accounts payable and accrued liabilit 19,56( 15,39¢
Total Liabilities 25,88 34,25¢

Commitments and contingencies (Note

Stockholders' Equity
Preferred stock, par value $0.01 per share; 50000hares authorized, 8,000,

and 8,000,750 shares issued and outstanding atibece31, 2003 and 2002,

respectively 80 80
Class A common stock, par value $.01 per share0ROD00 shares authorize

30,953,867 and 29,783,682 shares issued at Decé&hp2003 and 2002,

respectively 31C 29¢
Class B common stock, par value $.01 per shareP00@00 shares authorized,;

25,139,270 and 25,388,814 shares issued and aditsgeat December 31, 2003

and 2002, respective 251 254
Additional paic-in capital 287,59: 270,65¢
Unamortized expense of business partner an-employee securitie (1,192) (3,252)
Treasury stock, at cost: 186,399 and 24,600 sludr€kss A common stock at

December 31, 2003 and 2002, respecti' (2,099 (222)
Accumulated defici (13,267 (49,359

Total stockholders' equi 271,68! 218,45!
Total liabilities and stockholders' equ $297,56¢ $252,71:

See notes to the consolidated financial statements.
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eSpeed, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share data)

Revenues
Transaction revenues with related par
Fully electronic transactior
Voice-assisted brokerage transactit
Screer-assisted open outcry transactit
Total transaction revenues with related pai
Software Solutions fees from related par
Software Solutions and licensing fees from unrelg@rties
Business interruption insurance proceeds from pi
Gain on replacement of fixed ass
Interest incomt
Total revenue
Expenses
Compensation and employee bene
Occupancy and equipme
Professional and consulting fe
Communications and client netwot
Marketing
Administrative fees to related parti
Amortization of business partner and -employee securitie
Loss on unconsolidated investme
Provision for September 11 Evel
Other
Total expense
Income (loss) before income tax provis
Income tax provisiol
Net income (loss
Earnings (loss) per shai
Basic
Diluted
Basic weighted average shares of common stock
outstanding
Diluted weighted average shares of common s
outstanding

Year Ended December 31

2003 2002 2001
$110,01! §$ 88,03¢ § 75,43(
19,50  17,55: 22,55
53¢ 19C 38¢
130,05!  105,78: 98,36t
1512 13,20 16,28:
9,12¢ 4,51: 1,96:
— 1283 —

— — 2,68(
2,30¢ 2,90¢ 5,67¢
156,611 139,23t 124,96
36,11¢  36,49¢ 53,43
31,32, 24,86 29,54
3,51¢ 5,65¢ 10,56¢
6,71¢ 6,33t 8,10¢
1,45t 4,77¢ 4,35¢
10,44; 9,13¢ 9,79¢
2,161 2,05¢ 1,22:
— 95C 3,83¢

— (1,200 13,32
11,64 7,713 8,56¢
103,370 96,79: 142,76
$ 5323 § 4244F  $(17,799)
17,14( 47¢ 531
$ 36,09t §$ 41,96( $(18,32)
$ 0658 $ 076 $ (0.39
5 06: $ 074 $ (0.3)
55,348 54,99 54,29
57,49¢ 56,78 54,29

See notes to the consolidated financial statements
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eSpeed, Inc and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Cash flows from operating activitie
Net income (loss)

Adjustments to reconcile net income (loss) to mshcprovided b

operating activities
Depreciation and amortizatic
Amortization of business partner and -employee securitie
Equity in net loss of unconsolidated investme
Loss on unconsolidated investme
Deferred income tax expen
Tax benefit from stock option and warrant exerc
Issuance of securities under employee benefit
Gain on replacement of fixed ass
Provision for September 11 Evel
Changes in operating assets and liabilit
Receivable from related parti
Other asset
Payable to related parti

Year Ended December 31,

2003 2002 2001
$ 36,00 $4196¢ $(18,32)
18,04 14,19: 5,97t
2,167 2,05¢ 1,22z
188 19¢ 14¢
— 95¢ 3,83¢
4,15¢ — —
4,87 — —
25€ 52 441
— — (2,680
— (1,200 13,32
3,74¢ 3,021 (5,730
21t 312 47¢
(12,539 3,701 1,18:



Accounts payable and accrued liabilit

Net cash provided by operating activit
Cash flows from investing activitie
Purchase of fixed asse
Sale of fixed asse
Capitalization of software development cc
Purchase of patents and capitalization of relagdllcost:
Insurance claim proceeds resulting from destruatitiixed asset
Purchases of investmer
Cash payment for TreasuryConnect L

Net cash used in investing activiti
Cash flows from financing activitie
Proceeds from exercises of stock options and wex
Receivable from broker on stock option exerc
Repurchase of Class A common st
Proceeds from issuances of securi
Payments for issuance related expel

Net cash provided by financing activiti
Net increase in cash and cash equival
Cash and cash equivalents, beginning of
Cash and cash equivalents, end of )

(continued
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(129 (6,495 3,76%
57,08! 58,74t 3,62
(10,949 (0,770  (12,90)
2,75: — —
(12,629 (8,33 (7,359
4710  (13,74) (8,939

— — 20,47¢

— — (2,910

— — (171)
(25529 (31,849 _ (11,799
11,83t 1,19¢ 414
(1,019 — —
(1,879 — (222)
— — 48,34(

— — (2,626
8,94 1,19t 45 ,90¢
40,50: 28,10 37,73
187,99¢ 159,89¢ 122,16«
$228,500 $187,99¢  $159,89

Supplemental cash informatic
Cash paid for income tax
Cash paid for intere:

Supplemental disclosure of r-cash activities
Issuance of Class A common stock in exchange fasimeni
Issuance of Class A common stock in exchange fangible asse
Issuance of warrants in exchange for intangiblet:
Cancellation of subscription receival
Acquisition of TreasuryConnec

Fixed asset

Goodwill

Total fair value of asse

Less issuance of Class A common st

Cash paic

Year Ended December 31,

2003

2002

2001

$7,167

See notes to the consolidated financial statements
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$6,971
$ 50C
$ 197
$1,25(

$1,00¢
3,18¢
4,18%

(4,019
$ 171

eSpeed, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY FOR THE YEARS ENDED
DECEMBER 31, 2003, 2002 AND 2001

(In thousands, except share amounts)

Unamortized
Class A expense of Total
Common Class B Additional Subscription  business Accumulated Stockholders'
Preferred Common Paid- partner Treasury
Stock Stock Stock  in Capital _receivable securities Stock Deficit Equity
Balance, January 1, 20i $ 80 $164 $ 35€ $205,90° $(1,250) $ — $ — $(72,99¢) $132,25¢
Conversion of Class B common stock to
Class A common stock (7,165,743
shares 72 (72) —
Secondary public offering of Class A
common stock (2,500,000 shar 25 47,72¢ 47,75(
Costs of issuance of securities (2,62¢) (2,62¢)
Issuance of Class A common stock (534,
shares 5 11,697 11,70
Issuance of business partner secur 3,78¢ (3,589 197
Issuance of preferred stock (750 sha 111 111
Amortization of business partner securities 21E 897 1,112
Issuance of Class A common stock for
Deferral Plan match (14,050 shar — 224 224



Issuance of Class A common stock under

the ESPP (44,168 share — 58¢ 58¢
Issuance of Class A common stock from
exercises of options (18,833 shar — 414 414
Cancellation of subscription receivable
(28,374 shares — (1,250 1,25( —
Repurchase of Class A common stock
(24,600 shares) (222) (222)
Net loss (18,32) (18,32)
Balance, December 31, 20 $ 80 $26€ $284 $266,79: $ — $ (269) $(222  $(91,329 $173,18:
Conversion of Class B common stock to
Class A common stock (2,965,900
shares 30 (30) —
Issuance of business partner secur 2,19C (2,190 —
Amortization of business partner securities 42¢ 1,63C 2,05¢
Issuance of Class A common stock from
exercises of options (224,010 shai 2 1,192 1,19¢
See notes to consolidated financial statements
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Unamortized
Class A expense of Total
Common Class B Additional Subscription  business Accumulated Stockholders'
Preferred Common Paid- partner Treasury
Stock Stock Stock  in Capital _receivable securities Stock Deficit Equity
Issuance of Class A common stock for
Deferral Plan match (5,814 shares) — 52 52
Net income 41,96¢ 41,96¢
Balance, December 31, 20 $ 80 $29¢ $ 254  $270,65¢ $ — $ (325) $ (222  $(49,359 $218,45!
Conversions of Class B common stock to
Class A common stock (249,544 shai 3 ) —
Issuance of non-employee securities 28t (28%) —
Amortization of business partner and non-
employee securitie 17¢) 2,34t 2,167
Issuance of Class A common stock from
exercises of options and warrants
(913,202 share: 9 11,82¢ 11,83¢
Tax benefit from stock option and warrant
exercises 4,87(C 4,87(
Issuance of Class A common stock for
Deferral Plan match (7,439 shares) and
other, ne' — 131 131
Repurchase of Class A common stock
(161,799 share: (1,879 (1,872
Net income 36,09¢ 36,09¢
Balance, December 31, 2003 $ 80 $31C $ 251 $287,59: $ — $ (1,197 $(2,099)  $(13,26%) $271,68!

See notes to consolidated financial statements
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eSPEED, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Basis of Presentation

eSpeed, Inc. (eSpeed or, together with its whollped subsidiaries, the Company) primarily engagehké
business of operating interactive electronic manleees designed to enable market participantsattetfinancial
and non-financial products more efficiently andawer cost than traditional trading environmeggsmit.

The Company is a subsidiary of Cantor Fitzgeraldu@iges (CFS), which in turn is a 99.75% owned
subsidiary of Cantor Fitzgerald, L.P. (CFLP or,atiger with its subsidiaries, Cantor). eSpeed conven
operations on March 10, 1999 as a division of GfSheed is a Delaware corporation that was incorpd@n
June 3, 1999. In December 1999, the Company coetpitt initial public offering.

The Company's financial statements and accompamytes have been prepared in accordance with
accounting principles generally accepted in thetéthBtates of America (U.S. GAAP). All significant
intercompany balances and transactions have berima&led in consolidation. The financial statemasftect



all normal recurring adjustments, which are indpéion of management, necessary for a fair presient
of the results. Certain reclassifications and fdraenges have been made to prior year informasi@onform
to the current year presentation.

2. Summary of Significant Accounting Policies

Use of Estimates: The preparation of the consolidated finandiafesnents in conformity with U.S.
GAAP requires management to make estimates andhasisims that affect the reported amounts of thetass
and liabilities, revenues and expenses, and tlvdodisre of contingent assets and liabilities infthancial
statements. Management believes that the estimtliged in preparing the financial statementsr@asonable
and prudent. Estimates, by their nature, are basgddgment and available information. As suchualctesults
could differ from the estimates included in thesarficial statements.

Transaction Revenues: Securities transactions and the related traiose@venues are recorded on a
trade date basis.

Software Solutions fees: Pursuant to various services agreements, thep@oy recognizes fees from
related parties in amounts generally equal todtsa direct and indirect costs, including overhezcroviding
such services at the time when such services aferpeed. For specific technology support functisinat are
both utilized by the Company and provided to relgiarties, the Company allocates the actual cdgirowiding
such support functions based on the relative ushgach support services by each party. In additertain
clients of the Company provide online access to thestomers through use of the Company's eleatrivading
platform. The Company receives up-front and/orquic fees from unrelated parties for the use oplisgform.
Such fees are deferred and recognized as revetalgyraver the term of the licensing agreement. Chenpany
also receives patent license fees from unrelatetepaSuch fees are recognized as income ratafelytbe
license period.

Cash and Cash Equivalents: The Company considers all highly liquid investits with original maturit
dates of 90 days or less at the date of acquiditidre cash equivalents. Cash equivalents corfsistorities
purchased under agreements to resell (reversectegee agreements) and a tax-free municipal bordiHeld at
one-week durations. Reverse Repurchase Agreemenggeounted for as collateralized financing tratisas
and are recorded at the contractual amount forlwihie securities will be resold, including accrirgeérest. It is
the policy of the Company to obtain possessiorodteral with a market value equal to or in excefsthe
principal amount deposited. Collateral is valueiliydand the Company may require counterpartiesejpodit
additional collateral or return amounts depositégmappropriate.

Fixed Assets: Fixed assets, principally computer and commatioa equipment and software, are
depreciated over their estimated economic usefesl{generally three to seven years) using the
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straight-line method. Internal and external dists of application development and of obtainiofgvgare for
internal use are capitalized and amortized over #gtimated economic useful life of three yearsaatraight-
line basis. Leasehold improvements are amortized their estimated economic useful lives, or theai@ing
lease term, whichever is shorter.

Investments: The Company accounts for its investments iritggund debt securities pursuant to SFAS
No. 115, "Accounting for Certain Investments in Babd Equity Securities" (SFAS 115). Investmenta/liich
the Company has significant influence are accoufttedsing the equity method.

Intangible Assets: Intangible assets consist primarily of purcligsatents. The costs incurred in filing
and defending patents are capitalized when managdeteves such costs serve to enhance the vathe o
patent. Capitalized costs related to the filingpafents are generally amortized on a straightdems over a
period not to exceed three years. The cost of aedjyiatents is amortized over a period not to ekd&eyears c
the remaining life of the patent, whichever is séigrusing the straight-line method. Capitalizedtsaelated to
the defense of the Company's rights under a patergenerally amortized over the remaining lifswdh paten

Stock-Based Compensation: Pursuant to guidelines contained in APB Opirltan 25, "Accounting for
Stock Issued to Employees," (APB 25) and as pezthity Statement of Financial Accounting StandaB#sAS)
No. 123, "Accounting for Stock Based Compensati@FAS 123), the Company records no expense fok:
options issued to employees as all options gramelcan exercise price equal to the market valukeof
underlying common stock on the date of grant. Tilewing table represents the effect had the Compan
accounted for the options in its stosised compensation plan based on the fair valaevafds at grant date ir
manner consistent with the methodology of SFAS 123:

Year Ended December 31

2003 2002 2001
(In thousands, except per share amount:
Net income, as reporte $ 36,09¢ $ 41,96¢ $(18,32))
Deduct: Total stock-based employee compensatioaresg
determined under fair value based method for adlrd& granted,
net of $5,530, $0 and $0 of taxes for the yeargdiecember
31, 2003, 2002 and 2001, respectivi (11,649 (17,062 (37,02))
Net income, pro form $ 24,45: $ 24,90 $(55,349)
Basic weighted average shares of common stockamalisty 55,34¢ 54,99: 54,29
Diluted weighted average shares of common stocktaading 57,49¢ 56,78« 54,297
Earnings per shar
Basic— as reportes $ 0.6t $ 0.7€ $ (0.39
Basic— pro forma $ 044 $ 0.4t $ (1.02
Diluted— as reportet $ 0.62 $ 0.74 $ (0.39
Diluted— pro forma $ 04z $ 0.44 $ (1.02

Effective April 1, 2003, the Company started a jsimn for recording income taxes at the statutedgefal



and state rates adjusted for differences relatéldet@€ompany's activities. In 2002 and 2001, inctemes
were minimal due to the benefit of net operatirgsloarry forwards. The Company applied these éffetax
rates in computing the above pro forma informafimrthe respective periods.

The following table presents the assumptions tleaewsed in the Black-Scholes option pricing méolel
the respective periods:

Expected
Risk Free Life Expected Dividend
Year Interest Rate (Years) Volatility Yield
2003 2.4(% 3.1z 64% None
2002 2.4% 3.07 69% None
2001 3.2t% 3.0¢ 80% None
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Income Taxes: Income taxes are accounted for on the asselfahility method. Deferred tax assets and
liabilities are recognized for the future tax capsences attributable to differences between trantial
statement carrying amounts of existing assetsiabdities and their respective tax bases. Defetagdassets ai
liabilities are measured using enacted tax ratpe@®rd to apply to taxable income in the yearshicwthose
temporary differences are expected to be recovarsdttled. The effect on deferred tax assetsiabdifies of a
change in tax rates is recognized in income irpiéod that includes the enactment date. A valnaiowance
is recorded against deferred tax assets if it isertikely than not that such assets will not bdized.

Recent Accounting Pronouncements

In June 2001, the Financial Accounting Standardsr8¢'FASB") issued SFAS No. 143, "Accounting for
Asset Retirement Obligations" (SFAS 143). SFAS tetfiires companies to recognize legal obligations
associated with the future retirement of tangiblegived assets at its fair value. Asset retiremetigations ar
then realized through earnings over the econor@®fithe longlived asset. The Company adopted SFAS 1:
of January 1, 2003 and there was no material impathe consolidated financial statements.

In July 2002, the FASB issued SFAS No. 146, "Actmgnfor Costs Associated with Exit or Disposal
Activities" (SFAS 146). This standard requires camips to recognize costs associated with exitspatial
activities when they are incurred, rather tharnatdate of a commitment to an exit or disposal.(fB#AS 146
replaces the guidance provided by EITF Issue NeB,94.iability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit anivAist (including Certain Costs Incurred in a Resturing)".
The Company adopted SFAS 146 as of the beginnifigazl year 2003, which had no material impacttun
consolidated financial statements.

On November 25, 2002, the FASB issued FASB Intéapicn No. 45, "Guarantor's Accounting and
Disclosure Requirements for Guarantees, Includiliréct Guarantees of Indebtedness of Others, an
Interpretation of FASB Statements Nos. 5, 57, &biddnd Rescission of FASB Interpretation No. 34N(B5).
FIN 45 requires guarantors to disclose their oliliges under certain guarantees. It also requigsaaantor to
recognize, at the inception of a guarantee, alifiplfor the fair value of the obligation undertakin issuing the
guarantee. The initial recognition and measuremstisions of FIN 45 apply on a prospective bagis t
guarantees issued or modified after December 312.2The disclosures were effective for financiataments ¢
interim or annual periods ending after DecemberR0B2. The adoption of FIN 45 did not have a materi
impact on the consolidated financial statements.

In January 2003, the FASB issued FASB Interpretaio. 46, "Consolidation of Variable Interest
Entities" (FIN 46). FIN 46 requires the identifimat of variable interest entities and the assesswofenterests i
a variable interest entity to decide whether tosotidate that entity. Variable interest entities mfentified by
reviewing the Company's equity investments at tisk,Company's ability to make decisions aboutrdityés
activities and the obligation to absorb an entitysses or right to receive expected residual tesll October
2003, the FASB clarified and modified certain of grovisions of FIN 46. The proposed clarificatiamsl
modifications would apply in financial statemerus the first period ending after December 15, 2008
adoption of FIN 46 on December 31, 2003 did noehawnaterial effect on the consolidated finandetesnents

In May 2003, the FASB issued SFAS No. 150, "Accounfor Certain Financial Instruments with
Characteristics of both Liabilities and Equity" (&% 150), which establishes standards on the cleatdn and
measurement of financial instruments with charasties of both liabilities and equity. SFAS 15Cei$ective for
financial instruments entered into or modified afay 31, 2003 and otherwise is effective for tistfinterim
period beginning after June 15, 2003. The adomifddFAS 150 on July 1, 2003 did not have a mateffaict
on the consolidated financial statements.

58

3. September 11 Events
Introduction

On September 11, 2001, the Company's principabpddusiness at One World Trade Center was
destroyed and, in connection therewith, the Compasty180 employees and Cantor and TradeSparlaiost
aggregate of 478 employees (the September 11 Bvents

Through the implementation of its business recoydey, the Company immediately relocated its sumgv
employees to various locations in the New York m@dtitan area. The United States government bornétets
were closed on September 11, 2001 and Septemb20Q@2, By the time the United States governmentibon
markets reopened on September 13, 2001, the Confyaahge-established global connectivity of its esi®@
system. The Company's operating proprietary softwas unharmed.



Insurance coverage and proceeds

During the year ended December 31, 2002, Canteived $40.0 million of insurance proceeds purstant
business interruption insurance coverage, of wiikkh8 million was allocated to the Company. Sucloamh
was received from Cantor and recognized as incartleei Company's consolidated statement of opematibims
allocation was based on an analysis prepared lyd@pendent consultant.

On September 11, 2001, the Company had propertgashlty insurance coverage in the amount of $40.0
million. As a result of the September 11 Eventeedi assets with a book value of approximately $ivilBon
were destroyed. The Company has recovered thesesltisrough $20.5 million of property insurancecpems
and, as such, has not recorded a net loss relatbe tlestruction of its fixed assets.

During the year ended December 31, 2003, Canteiwed an additional $21.0 million of insurance
proceeds in settlement for property damage relat¢ite September 11 Events. The Company will bidleshto
up to $19.5 million of these proceeds as replacémssets are purchased in the future, dependinigeonitimate
replacement value of the assets destroyed. A gajnbra recorded based on the amount allocated to the
Company. However, the Company cannot currentlyregé the amount or timing of any such gain, and
accordingly, no gains on replacement of fixed asBate been recorded during the period.

As of December 31, 2003, the Company estimatestthatl replaced assets with an aggregate value of
approximately $11.3 million. In 2004, the Compampects to incur significant costs in relation te th
replacement of fixed assets lost on Septemberddl, @hen it builds its permanent infrastructure enaves
into its new headquarters.

Grants

In December 2003 and early 2004, Cantor and oiits effiliates received grants from the WTC Busies
Recovery from Disproportionate Loss Program and/Mueeld Trade Center Job Creation and Retention frarog
Both grant agreements contain certain recaptunestand contingencies, primarily in relation to bishing anc
maintaining premises and maintaining certain leeélsmployment in New York City in the future. No
determination has been made to date as to thedoaaftthe premises of Cantor or the Company, titeipated
levels of employment or the amount, if any, thaymbimately benefit the Company or by what metisadh
benefit may be provided.

Other

Cantor intends to continue to distribute 25% ofitsfits until 2006, that would otherwise be distriable t(
its partners, for the benefit of the families off@a's employees who were lost on September 111, Z0@0m
such distributions, Cantor will provide 10 yearsheglthcare benefits to the families. These codtderborne
by Cantor and not by the Company
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4. Fixed Assets
Fixed assets consisted of the following:
December 31
2003 2002

Computer and communication equipm $21,99: $20,05(
Software, including software development cc 41,91« 27,65¢
Leasehold improvements and other fixed as 3,071 1,12¢

66,97 48,83
Less: accumulated depreciation and amortize 32,510 (22,459
Fixed assets, ni $34,467 $26,380

In February 2003, the Company sold to Cantor fiassets with a net book value of approximately $2.5
million pursuant to a sale-leaseback agreement Cidmepany retains use of the assets in exchange$66,000
monthly charge under the Administrative Serviceseggent (see Note 11, Related Party Transactions).

In accordance with the provisions of Statementasfifiton 98-1, "Accounting for the Costs of Computer
Software Developed or Obtained for Internal Uske¢' €ompany capitalizes qualifying computer softwarsts
incurred during the application development stéeing the years ended December 31, 2003 and 2002,
software development costs totaling $12.6 milliod 8.3 million were capitalized, respectively. Foe years
ended December 31, 2003, 2002, and 2001, the Corispaonsolidated statements of income included $7.6
million, $5.8 million and $3.9 million, respectiyelin relation to the amortization of software dieyenent cost:

5. Intangible Assets

Intangible assets consisted of the following:

December 31
2003 2002

(In thousands)
Patents, including capitalized legal cc $28,05:  $23,34%
Less: accumulated amortizati (9,125 (3,815
Intangible assets, n $18,92' $19,52¢

During the years ended December 31, 2003, 20022@0d, the Company recorded intangible amortization
expense of $5.3 million, $3.3 million and $0.5 ioifi, respectively. The estimated aggregate amaidiza
expense for each of the next five fiscal yearsifolows: $5.7 million in 2004, $5.6 million in 26, $5.2
million in 2006, $0.8 million in 2007, $0.2 million 2008 and $1.4 million thereafter.



Wagner Patent: In April 2001, the Company purchased the exetisghts to United States Patent No.
4,903,201 (the Wagner Patent) dealing with thegss@nd operation of electronic futures tradingesys that
include, but are not limited to, energy futureseiest rate futures, single stock futures and gduitex futures.
The Company purchased the Wagner Patent from Biéctrading Systems Corporation (ETS) for an ahiti
payment of $1,750,000 in cash and 24,334 shardgedfompany's Class A common stock valued at $800,0
The Wagner Patent expires in 2007. Additional paythare contingent upon the generation of patdate
revenues. Accordingly, the Company paid $0.2 milliluring both the year ended December 31, 2003fsnd
year ended December 2002 in connection with a teng-license agreement with InterContinentalExcleahy
order to perfect and defend the Company's rightteuthe Wagner Patent, the Company has incurrestaniial
legal costs. As of December 31, 2003, the Companydapitalized approximately $21.1 million of relhtiegal
costs. The carrying value of the Wagner Patenlydticg such legal costs, was $15.0 million and $18illion at
December 31, 2003 and 2002, respectively.

In August 2002, the Company entered into a SettierAgreement (the Settlement Agreement) with ETS,
the Chicago Mercantile Exchange Inc. (CME) andBbard of Trade of the City of
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Chicago (CBOT) to resolve the litigation relatedhe Wagner Patent. As part of the Settlement Agesw, all
parties were released from the legal claims broaghinst each other without admitting liability e part of
any party. Under the terms of the Settlement Agex@nCME and CBOT will each pay $15.0 million tope8d
as a fully paid up license, for a total of $30.0liom. Each $15.0 million payment includes a $5.0lion
payment, which was received in 2002, and additi®@a0d million payments per year until 2007. The @amy
received $4.0 million in 2003. Of the $30.0 millitmbe received by the Company, approximately $flBon
may be paid to ETS in its capacity as the formen@vof the Wagner Patent, and the $24.2 millioamet is to
be recognized as revenue ratably over the remairsefyl life of the Wagner Patent. During the yearded
December 31, 2003 and 2002, approximately $0.68aniind $2.8 million, respectively, were paid toETh
connection with the Settlement Agreement, the Camieas recognized revenue of $5.4 million and $1.8
million for the years ended December 31, 2003 @@22respectively, which is included in Softwarduions
and licensing fees from unrelated parties in then@any's consolidated statements of income.

In December 2003, eSpeed and the New York MereaBtithange (NYMEX) entered into a settlement
agreement (the NYMEX Settlement Agreement) regarttie Wagner Patent. As a licensee of the Wagner
Patent, NYMEX will pay to eSpeed $8.0 million ovkree years. In December 2003, eSpeed receiveutah i
$2.0 million payment. Of the $8.0 million to be eded by eSpeed, $1.2 million may be paid to ET&sin
capacity as the former owner of the Wagner Patethtlze remaining $6.8 million balance is to be ggiped as
revenue ratably over the remaining useful lifehaf YWagner Patent. For the year ended Decembe083, the
Company recorded revenue of approximately $0.Jionillelated to the NYMEX Settlement Agreement.

Lawrence Patent: In August 2001, the Company purchased the si@uights to United States Patent
No. 5,915,209 (the Lawrence Patent) covering edeatrauctions of fixed income securities. The Lavee
Patent expires in 2014. The Company purchasedahednce Patent for $0.9 million payable over thyears,
and warrants to purchase 15,000 shares of the Gorisp@lass A common stock at an exercise pricel 6fGB,
which were valued at approximately $0.2 million eWmarrants expire on August 6, 2011. Additionalmexgts
are contingent upon the generation of related nesen

Automated Auction Protocol Processor Patent:In May 2003, US Patent No. 6,560,580 (the 58@f)
was issued to Cantor for an Automated Auction Rat®rocessor. The Company is the exclusive licege
this patent, which expires in 2016. On July 1, 2088 Company and certain affiliates filed a patefitngemen
suit against BrokerTec USA, LLC, BrokerTec GlohdlC, its parent ICAP, PLC, Garban, LLC, its techogy
provider, OM Technology and its parent company, ®B(BrokerTec), in the United States District Cofat
the District of Delaware. The suit centers on Brdlee's infringement of the 580 Patent. In 2003,Goenpany
capitalized $1.5 million in legal and other cosisariated with defense of the 580 Patent.

Other: The Company incurred costs in connection with vaipatent applications. The Company
capitalized $1.7 million and $0.3 million of suaghl costs for the years ended December 31, 2GD2G02,
respectively.

6. Income Taxes

The income tax provision consisted of the following

Year ended December 31
2003 2002 2001
(In thousands)

Current:
U.S. federa $ 10,71« $ — $ —
U.S. state and loci 2,261 47¢ 531
12,98: 47¢ 531
Deferred 4,15¢ — —
Income tax provisiol $ 17,14( $ 47¢ $ 531
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Deferred income taxes reflect the net tax effeEtemporary differences between the financial répgr
and tax bases of assets and liabilities and arsuneg using the enacted tax rates and laws thiabevih effect
when such differences are expected to reverseifisan components of the Company's deferred taetasand
liabilities at December 31, 2003 and 2002 wereoHes:



Year ended December 31

2003 2002
Deferred tax asse
Non-deductible warrant expen $ 12,00: $ 12,09¢
Net operating loss carryforwa — 6,48¢
Basis difference of investmer 1,66¢ 1,192
Non-employee stock optior 1,12C 1,137
Other deferred and accrued exper 1,172 1,317
Total deferred tax ass 15,96 22,23.
Valuation allowanct (11,746 (16,726
Net deferred tax ass 4,217 5,50¢
Deferred tax liability:
Software capitalizatio 5,33: 3,39¢
Gain on replacement of ass 1,05¢ 1,07z
Depreciation of fixed asse 1,912 961
Other 76 76
Total deferred tax liabilit) 8,37¢ 5,50¢
Net deferred income tax liabilit $ (4,159 $ —

eSpeed had net operating loss carryforwards ("N@ir')ncome tax purposes of approximately $7.1
million which it utilized in 2003, resulting in aebefit approximating $2.8 million. Effective Apdl 2003,
eSpeed started recording income taxes at an effetetk rate of approximately 39.3%. Prior to thistfgquarter o
2003, eSpeed established a full valuation allowageenst its net deferred tax asset. The valuatiowance
primarily related to non-deductible warrant expenaed NOL where there was uncertainty as to thginate
realization.

At December 31, 2003, the valuation allowance agaleferred tax assets of $11.7 million primaréiatec
to non-deductible warrant expenses where it appeare likely than not that such item will not balized in
the future.

Additionally, tax benefits associated with emplogéack option and business partner warrant exercise
served to reduce taxes currently payable by $4lifomas of December 31, 2003. A corresponding amhetas
credited to additional paid-in capital.

Differences between the Company's actual incomexgense (benefit) and the amount calculated iz
the U.S. federal statutory rate were as follows:

Year Ended December 31

2003 2002 2001
(In thousands)
Federal income tax expense (benefit) at 35% statuéte $18,63: $14,857  $(6,229)
State taxes, net of federal ben 2,61¢ 1,81¢ (765)
Decrease in valuation allowance for deferred itemrsently recognize (4,160 (15,89() —
Tax benefit of net operating loss not currentlyogruzed — — 6,31¢€
Other 48 (309 1,20¢

$17,14C $§ 47¢ $ 531
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7. Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities consistetthe following:

December 31

2003 2002
(In thousands)

Deferred revenu $ 5,78¢ $ 5,45¢
Current income tax payah 944 —
Deferred tax liability 4,15¢ —
Other taxes payab 2,56¢ 1,33¢
Accrued professional fet 1,72¢ 3,91(
Other accrued liabilitie 4,37¢ 4,69¢

8. Commitments and Contingencies

Leases: Under an Administrative Services Agreement,Gloenpany is obligated to Cantor for minimum
rental payments under Cantor's various non-canleela&ses with third parties, principally for offispace and
computer equipment, expiring at various dates tind2016 as follows:

For the year ended December 31 (in thousands)



2004 $ 2,401

2005 1,713
2006 1,70¢
2007 1,712
2008 1,71Z
Thereaftel 13,15:
Total $22,39:

Rental expense under all operating leases foreéhesyended December 31, 2003, 2002 and 2001 was $6.
million, $5.9 million, and $11.0 million, respeatily.

Legal Matters: In the ordinary course of business, the CompardyCantor are defendants or co-
defendants in various litigation matters. Althoubare can be no assurances, the Company belieaged on
information currently available and consultatiorthnéounsel, that the ultimate resolution of anyaleg
proceedings will not have a material adverse effeats financial condition or results of operagon

Risk and Uncertainties: The majority of the Company's revenues comdigtansaction fees earned from
Cantor based on fixed percentages of certain cosioms paid to Cantor. Consequently, any reduciiotise
amounts of such commissions paid to Cantor cowe hamaterial adverse effect on the Company's most
significant source of revenues. In addition, thenpany's and Cantor's revenues could vary baseleon t
transaction volumes of financial markets aroundwbed.

9. Investments

Investments consisted of the following:

December 31

2003 2002

(In thousands)
Easyscree $ 3,94: $ 3,48
Tradesparl 40¢E 60€
Freedom International Brokera 7,102 7,08¢
Investment: $ 11,44¢ $11,17¢
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Easyscreen: In October 2001, the Company purchased a se@arevertible bond (the Bond) in the
principal amount of 2.0 million British Pounds Siteg issued by EasyScreen PLC. The Bond matures on
October 29, 2006, subject to earlier conversiorepayment, accrues interest at a rate of 9.0% gxar, which
accumulates and is payable to the Company praratae date of repayment or conversion. This imaest is
deemed to be held-to-maturity and is carried atréimeal cost. Interest earned on this investmeialedt$0.3
million, $0.3 million and $0.1 million for the yemended December 31, 2003, 2002, and 2001, regplycti

Tradespark: In September 2000, the Company and Cantomnijuaction with The Williams companies,
Inc. (Williams), Dynegy, Inc. (Dynegy) and othemfeipants in the energy market, formed TradeSpark
operate a wholesale electronic and telephonic nyldee in North America for natural gas, electyicitoal,
emissions allowances and weather financial prodii¢tts Company invested $2.0 million for a 5.0% iegt in
TradeSpark and Cantor invested approximately $4limand contributed certain assets in exchamgef
28.33% interest. The remaining 66.66% interestpashased by six energy industry market participéBtPs)
The Company has also entered into a technologycesragreement with TradeSpark pursuant to whieh th
Company provides the technology infrastructuretfiertransactional and technology related elemefttseo
TradeSpark marketplace as well as certain otheicgsrin exchange for specified percentages osaetion
revenues from the marketplace. In general, if ms@ation is fully electronic, the Company receié6%o of the
aggregate transaction revenues and TradeSparkesc@$% of the transaction revenues. If TradeSparkides
voice-assisted brokerage services with respectri@naaction, then the Company receives 35% ofehenues
and TradeSpark receives 65% of the revenues.

In order to provide incentives to the EIPs to tradehe TradeSpark electronic marketplace, the Gomp
issued 5,500,000 shares of Series A Redeemablec@inte Preferred Stock (Series A Preferred Stacid
2,500,000 shares of Series B Redeemable ConveRibferred Stock (Series B Preferred Stock) tonéteid
liability company newly-formed by the EIPs. Upor thatisfaction of certain revenue thresholds ahdrot
conditions, principally related to the volume arisactions executed through the TradeSpark maaletpihe
Series A Preferred Stock and Series B PreferreckStere convertible into Series A and B Warrants,
respectively, to collectively purchase up to 8,000, shares of the Company's Class A common stogk at
exercise price of $27.94 per share. To the exteitthe conditions to full conversion are not $igtik each shai
of unconverted Series A and B Preferred Stock cbaldedeemed at the Company's option, or may beectenl
into 1/100th of a share of the Company's Classmon stock.

The Company's share of TradeSpark's losses waexapgattely $0.2 million in each of the years in the
three-year period ended December 31, 2003. In 2B@ZXarrying value of the Company's investment in
TradeSpark was written down by $950,000 to itsrealizable value.

In the first quarter of 2004, Cantor and eSpeediaed the remaining 66.66% interest in Tradesplagly t
did not already own for a cash payment of $2.4iomillCantor and eSpeed contributed approximatel§ $2
million and $0.4 million, respectively. As a resaftthis transaction, Cantor's and eSpeed's irttenes
Tradespark are 85.0% and 15.0%, respectively. partaof this acquisition, the rights to the PrederStock hel
by the EIPs were distributed to eSpeed, and thep@asnhas retired these shares.

Freedom: The Company and Cantor formed a limited pastmr(the LP) to acquire an interest in
Freedom International Brokerage (Freedom), a Canaglbvernment securities broker-dealer and Nové&co
unlimited liability company. In April 2001, the Cgrany contributed 310,769 shares of its Class A comm
stock, valued at approximately $7.0 million, to the as a limited partner, which entitles the Conyp@n75.0%
of the LP's capital interest in Freedom. The Comrares in 15.0% of the LP's cumulative profitsrmt in



cumulative losses. Cantor contributed 103,588 shafréhe Company's Class A common stock as the
general partner. Cantor is allocated all of thesld®@mulative losses or 85.0% of the cumulativeifsroThe LP
exchanged the 414,357 shares for a 66.7% interéseedom. As more fully discussed in Note 10,Gbenpany
also issued certain warrants in relation to thi&gtiment.
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The Company has also entered into a technologycesragreement with Freedom pursuant to which the
Company provides the technology infrastructuretfiertransactional and technology related elemefttseo
Freedom marketplace as well as certain other sniicexchange for specified percentages of tréiosac
revenues from the marketplace. In general, if ms@ation is fully electronic, the Company receié6%o of the
aggregate transaction revenues and Freedom re@5%e®f the transaction revenues. If Freedom pes/id
voice-assisted brokerage services with respectri@mnaaction, then the Company receives 35% ofehenues
and Freedom receives 65% of the revenues.

For the years ended December 31, 2003, 2002, &0 #e Company's share of Freedom's net incom
approximately $17,000, $51,000, and $64,000, reimby.

10. Business Partner and Non-Employee Transactie

The amortization expense for the issuance of basipartner and non-employee securities was asvigllo

Year Ended December 31

2003 2002 2001
(In thousands)

Freedom warrant $1,19¢ $1,19¢ $ 897

Deutsche Bank warran a7¢) 42¢ 32€

UBS warrants 1,01z 434 —

Non-employee stock optior 13€ — _

Total $2,167 $2,05¢ $1,22¢

Freedom: In connection with the Company's investmentulised in Note 9, the Company issued fully
vested, nonforfeitable warrants to purchase 400sb@@es of its Class A common stock at an exepeise per
share of $22.43 to provide incentives over theettyear period ending April 2004 to the other Freadavner
participants to migrate to the Company's fully etewic platform. The Company recorded additionatlpa
capital and unamortized expense of business pastuerities of approximately $3.6 million in 2001,
representing the value of the warrants. The remginhamortized balance of $0.3 million will be rgnized as
an expense ratably through April 2004.

Deutsche Bank: In July 2001, the Company entered into an agese to form a business partner
relationship with Deutsche Bank, AG (Deutsche Bami)ereby Deutsche Bank was to channel its eleictron
market-making engines and liquidity for specifiear&@ean fixed income products using the Company's
electronic trading platform. In connection with thgreement, Deutsche Bank purchased 750 sharesie$ £
Redeemable Convertible Preferred Stock (Seriese@ed) of the Company at its par value of $0.8dghare.

At the end of each year of the five year agreerimewthich Deutsche Bank fulfilled its liquidity andarket-
making obligations for specified products, 150 skasf Series C Preferred were to automatically edriato
warrants to purchase 150,000 shares of the Conp@igss A common stock at an exercise price off@lder
share. At the end of the five-year period, to tkieet that Deutsche Bank did not fulfill its obltgens under the
agreement and Series C Preferred shares rematamditsy, Deutsche Bank had the option to redeeiin slaare
of the Series C Preferred outstanding in exchaag&@ shares of the Company's Class A common stock.

Deutsche Bank was deemed to have fulfilled itsgattions under the agreement for the 12 months ended
July 30, 2002 and, accordingly, a warrant to pusehE50,000 shares of the Company's Class A comtook s
was issued by the Company. The Company has infobeedsche Bank that it was not in compliance whith t
agreement for the 12 months ended July 30, 2003heatc warrant will not be issued for such perissla
result, the Company reversed the amortization esgpegcorded since August 2002 for such warrantedas
certain communications and the failure of Deutdark to comply with the agreement since March 203
the Company has further notified Deutsche Bankithalieves it has terminated its right to recenegrants
under the agreement for the remaining commitmerioge.

65

UBS: In August 2002, the Company entered into aeemgent with UBS USA, Inc. (UBS) and Cantor
for UBS to execute trades electronically on thee=8® system in U.S. Treasury Securities, Agencyisess,
European Government Bonds, UK Gilts, Japanese @matt Bonds and swaps of these various securities
instruments. The agreement has an initial termvofand one-half years, commencing as of Janua29@2. In
addition to quarterly participation fees paid ton@a, UBS pays transaction fees to Cantor for eastuted
transaction, which are shared with the Companyyauntsto the Amended and Restated Joint Services
Agreement.

In addition, the Company issued to UBS a warramuichase 300,000 shares of its Class A commolk.stoc
The warrant has a term of 10 years and has anisegnice equal to $8.75, the market value of theeulying
Class A common stock on the date of issuance. iatly structured, the warrant was fully vestedia
nonforfeitable, and was exercisable nine yearssanthonths after issuance, subject to acceleratpam the
satisfaction by UBS of its yearly commitment coradit The Company recorded additional paid-in céjaited
unamortized expense of business partner securiti@gproximately $2.2 million, representing theueabf the
warrants. This amount was to be amortized ovetetra of the agreement. The Company agreed to &sue
additional warrant to purchase 200,000 sharesd@liss A common stock at an exercise price equhkt



market value of the underlying Class A common stmckhe date of issuance if the agreement is rediewe
for another two and one-half years.

Effective October 1, 2003, the UBS agreement wasnaled to revise the list of products for which UBS
provides prices and improve the spreads, providedmmission incentives and extend the term oftireemer
until July 31, 2005. In connection with the amendméhe Company agreed to accelerate the exerbigaifi
warrants to purchase 125,000 shares of its Clagsvmon stock, of which warrants to purchase 750@0es
of Class A common stock were exercised by UBS itober 2003. In addition, pursuant to the amended
agreement, the Company may accelerate the exeiitisabwarrants to purchase 25,000 shares ofisss A
common stock at the end of each of the seven geartéhe period from November 1, 2003 though Bdly
2005, upon the satisfaction by UBS of certain cotmmant conditions. The remaining unamortized experfise
$0.7 million will be recognized as an expense Hgt#irough April 2004. On February 9, 2004, the Qamy
notified UBS that it failed to comply with the contment conditions for the period November 1, 2003 t
January 31, 2004 and that it is not entitled taebation of the first 25,000 tranche of warrardrsis.

11. Related Party Transactions

Cash and cash equivalents at December 31, 2003t@¥&included $173.2 million and $186.7 million,
respectively, of reverse repurchase agreementshvene transacted on an overnight basis with Cabltwder
the terms of these agreements, the securitieseal&ing the reverse repurchase agreements &teihder a
custodial arrangement with a third party bank amednst permitted to be resold or repledged. Theviaue of
such collateral at December 31, 2003 and 2002etd175.0 million and $189.6 million, respectively.

Under the Amended and Restated Joint Services Agmeebetween the Company and Cantor and joint
services agreements between the Company and Trade Epeedom, Municipal Partners, LLC (MPLLC) and
CO2e, the Company owns and operates the electirawiitig system and is responsible for providingtetmic
brokerage services, and Cantor, TradeSpark, Freed®&hLC or CO2e provides voice-assisted brokerage
services, fulfillment services, such as clearamzksettlement, and related services, such as cigklit
management services, oversight of client suitgtéitd regulatory compliance, sales positioningrofipcts and
other services customary to marketplace intermgdiperations. In general, if a transaction is felgctronic,
the Company receives 65% of the aggregate transa@venues and TradeSpark or Freedom receive85%
the transaction revenues. If TradeSpark or Fregotmvides voice-assisted brokerage services witheego a
transaction, the Company receives 35% of the reeeand TradeSpark or Freedom receives 65% of the
revenues. The Company and MPLLC each receive 50%tediilly electronic revenues related to municipal
bonds. The Company's agreement with CO2e proviggsttreceives 50% of CO2e's fully electronic maves
and 15% of CO2e's voice-assisted and open outegntees until December 2003,
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and 20% of voiceassisted and open outcry revenues thereafter diti@d the Company receives 25% of the
revenues from Cantor's gaming businesses.

Under those services agreements, the Company hesdaip provide Cantor, TradeSpark, Freedom,
MPLLC and CO2e technology support services, inclgdiystems administration, internal network support
support and procurement for desktops of end-us@ipeent, operations and disaster recovery servicese
and data communications, support and developmesystéms for clearance and settlement servicegrags
support for brokers, electronic applications systemd network support, and provision and/or impleatzon ol
existing electronic applications systems, includimgrovements and upgrades thereto, and use oékhied
intellectual property rights. In general, the Compaharges Cantor, TradeSpark, Freedom and MPLEC th
actual direct and indirect costs, including ovethed providing such services and receives payroera
monthly basis. These services are provided to GD2e additional cost other than the revenue sparin
arrangement set forth above. In exchange for a &%#e of the net revenues from Cantor's gamingibsses,
the Company is obligated to spend and does notgebursed for the first $750,000 each quartehefdosts of
providing support and development services for garhing businesses. With respect to the eSpeetyexder
routing business, conducted for Cantor, the CompaungyCantor each receive 50% of the revenues, after
deduction of specified marketing, sales and otbstscand fees. In addition, any eSpeed equity ooiging
business that is not conducted for Cantor willreated generally as a fully electronic transactéong the
Company will receive 65% of the revenues of anyhdugsiness and Cantor will receive 35% of suchmaes.

In February 2003, we agreed with Cantor that wepect to (i) certain network access facilitiesises
agreements and (i) other circumstances in whiaht@aefers network access facility services bussrte us,
60% of net revenues from such business would kietpaCantor and 40% of such revenues would be tpaid.
This revenue sharing arrangement will be made ditduction of all sales commissions, marketingpthesk,
clearing and direct third-party costs, includingcaits and maintenance.

Under an Administrative Services Agreement, Captovides various administrative services to the
Company, including accounting, tax, legal, humaoueces and facilities management. The Company is
required to reimburse Cantor for the cost of pringdsuch services. The costs represent the direciralirect
costs of providing such services and are deternidased upon the time incurred by the individuafqreting
such services. Management believes that this ditenethodology is reasonable. The Administrathesvices
Agreement has a three-year term, which will renatematically for successive one-year terms unlesselled
upon six months' prior notice by either the CompangZantor. The Company incurred administratives fiee
such services during the years ended Decembei0B8, 2002 and 2001 totaling $10.4 million, $9.1liovl and
$9.8 million, respectively. The services providedier both the Amended and Restated Joint Services
Agreement and the Administrative Services Agreeraeainot the result of arm's-length negotiatiorsabse
Cantor controls the Company. As a result, the arrsocimarged for services under these agreementbenay
higher or lower than amounts that would be chatgethird parties if the Company did not obtain ssehvices
from Cantor.

Amounts due to or from related parties pursuariéaransactions described above are interest bearing
As of December 31, 2003 and 2002, receivables ffoadespark, Freedom and MPLLC totaled approximately
$1.4 million and $0.5 million, respectively, ane amcluded in receivable from related parties in ¢bnsolidate
statements of financial condition.

See also Note 3 to the consolidated financial states for transactions related to the Septemb@&vehts.

12. Capitalization



The rights of holders of shares of Class A and CBasommon stock are substantially identical, ekitiegt
holders of Class B common stock are entitled tedt@s per share, while holders of Class A commooksare
entitled to one vote per share. Additionally, eablre of Class B common stock is convertible attamg, at the
option of the holder, into one share of Class A wan stock.
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On March 13, 2001, the Company and selling stodérs| including CFS, completed a secondary offering
of 7,135,000 shares of the Company's Class A constamk to the public at $20.00 per share. Of thes€A
common stock offered, 2,500,000 shares were sotéfompany, and 4,635,000 shares were sold by the
selling stockholders, principally CFS. Proceedth®Company, net of underwriting discounts, bubbef
offering expenses of approximately $1.9 milliortated $47.8 million. On April 11, 2001, CFS sold an
additional 250,000 shares of Class A common stedonnection with the exercise of the underwritever-
allotment option.

During the years ended December 31, 2003, 200260, the Company issued 838,202, 224,010 and
18,833 shares, respectively, of Class A commorksteated to the exercise of employee stock optiatch is
more fully discussed in Note 14.

During the year ended December 31, 2003, the Coyngiaamted 45,804 options to various non-employees.

During the years ended December 31, 2003, 2002@0t], the Company issued 7,439, 5,814, and 14,050
shares, respectively, of Class A common stockedlad employee contributions to the eSpeed Stooki Fu
which is more fully discussed in Note 16.

As more fully discussed in Notes 9 and 10, in 20@1Company issued shares of its Class A commaik
in an acquisition and in certain business partregrsiaictions. The Company issued 310,769 sharés Gfdass A
common stock in the formation of a limited partigos Additionally, the Company issued 750 shares of
Redeemable Convertible Preferred Stock as pam efygeement with Deutsche Bank.

In August 2001, the Company issued 24,334 sharparasf its acquisition of the Wagner Patent, \hg
more fully discussed in Note 5.

As of December 31, 2003, the Company had repurdnk®@,399 shares of its Class A common stock for a
total of $2.1 million under its repurchase planeTompany's board of directors has authorizedeperchase «
up to an additional $40.0 million of outstanding&$ A common stock.

In October 2003, the Company issued 75,000 sh&@kkes A common stock in connection with the
exercise of warrants by UBS, which is more fullgalissed in Note 11.

In March 2004, the Company retired all outstandihgres of Series A and Series B Preferred Stock.

13. Long-Term Incentive Plan

The Company has adopted the eSpeed, Inc. 1999 Teng-Incentive Plan, as amended and restated (the
LT Plan), which provides for awards in the formlgfeither incentive stock options or non-qualifdck
options; 2) stock appreciation rights; 3) restdote deferred stock; 4) dividend equivalents; S)umshares and
awards in lieu of obligations to pay cash compeaoasatnd 6) other awards, the value of which isebas whole
or in part upon the value of the Company's Clags®imon stock.

The Compensation Committee of the board of direcadiministers the LT Plan and is generally empog
to determine award recipients, and the terms anditions of those awards. Awards may be grantetirectors
officers, employees, consultants and service paygidf the Company and its affiliates.

During 2001, the Company issued 10,934 sharesstiigted Class A common stock valued at
approximately $220,000 to certain employees urtiet T Plan. The Company recognized the entire vafue
compensation expense in 2001 as the Company electelly vest the shares after the September ldnEBv
14. Options and Warrants

Issued in Connection with the Long-Term Incentivdd®:  During the years ended December 31, 2003,
2002 and 2001, respectively, the Company issuedrapto purchase 2,290,610, 2,471,050, and
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3,653,816 shares of Class A common stock to empkopersuant to the LT Plan. The exercise pricethizse
options equaled the value of the Company's Classmmon stock on the date of each award. The options
generally vest ratably and on a quarterly basis toug or five years from the grant date.

As a result of the September 11 Events, the Compalyyvested all stock options for deceased empésy
of the Company, Cantor and TradeSpark. In additios expiration date of stock options was exteridetie
fifth anniversary of the option grant date. Theeasion of the expiration date did not result iniaddal
compensation expense for the year ended Decemb@081 as the original grant price of the optiorswighe
than the Company's stock price on the date of riuadi6n.

Issued in Connection with Acquisitions, Investmerdad Business Partner Transactions: In June 200(
the Company issued warrants to purchase an aggref&1333,332 shares of the Company's Class A ammm
stock to The Williams Companies, Inc. and Dynegg, The warrants have an exercise price of $3&2@ire in
June 2010 and 25% are currently exercisable wéheémainder exercisable starting in December 2006.
estimated fair value of the warrants at the timiessfiance resulted in a one-time non-cash chartjeto
Company of $29.8 million.

As discussed in Note 5, in August 2001, the Compssiyed warrants to purchase 15,000 shares of the
Company's Class A common stock as part of its @selof a patent. The warrants have an exercise gfic
$16.08 per share and expire in August 2011.

As discussed in Note 10, the Company issued wartargurchase 400,000 shares of the Company's Class



A common stock as part of the formation of the fedipartnership to acquire Freedom.

As discussed in Note 10, on July 30, 2002, 150eshaf Series C Redeemable Convertible PreferrezkSto
held by Deutsche Bank automatically converted atight to 150,000 warrants to purchase the Conipaigs:
A common stock.

As discussed in Note 10, in August 2002, the Comjissued to UBS warrants to purchase 300,000 shares
of the Company's Class A common stock at an exemise equal to $8.75 per share. UBS exercisedaws tc
purchase 75,000 shares in October 2003.

OPTIONS AND WARRANTS

The following table summarizes changes in all ef @ompany's stock options and warrants for thesyear
ended December 31 2003, 2002, and 2001:

Weighted
eSpeed and Average
Cantor employee ~ Warrants and Exercise

options Other Options Total Price

Balance, January 1, 20 9,970,71 1,468,33 11,439,04 $23.62
Grantec 3,653,811 415,00( 4,068,81 $ 6.4F
Exercisec (18,839 — (18,83)  $22.0C
Cancelec (378,37) — (378,37) $18.2¢
Balance, December 31, 20 13,227,32 1,883,33: 15,110,66 $19.7¢
Grantec 2,471,051 450,00( 2,921,05 $13.1¢
Exercisec (224,010 — (224,010 $ 5.1¢
Cancelec (78,77) — (78,77) $ 8.81
Balance, December 31, 20 15,395,59 2,333,33; 17,728,93 $18.9(
Grantec 2,290,611 45,80¢ 2,336,41 $19.6¢
Exercisec (838,207) (75,000 (913,20)  $12.1¢
Cancelec (189,13) — (189,13) $11.8¢
Balance, December 31, 20 16,658,87 2,304,131 18,963,00 $19.3¢
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The following table provides further details retatito all of the Company's stock options and wasran
outstanding as of December 31, 2003:

Options and Warrants Outstanding Options and Warrants Exercisable
Weighted
Average
Number Weighted  Remaining Number Weighted
Outstanding at Average Contractual Exercisable at Average
Range of December 31, Exercise Life December 31, Exercise
Exercise Prices 2003 Price (in years) 2003 Price
$5.10 to $12.0( 3,517,22. $ 5.94 8.C 1,281,221 $ 5.5¢€
$12.01 to $18.0 4,248,501 15.2C 7.C 2,168,82. 15.6¢4
$18.01 to $27.2 8,989,05 22.0C 4. 6,444,42 22.1¢
$27.26 to $40.0 1,728,26 34.62 5.4 720,56: 33.81
$40.03 to $77.0 479,97! 44.5; 6.C 342,69 45.0(
18,963,00 $19.3¢ 6.C 10,957,73 $20.4(

15. Earnings Per Share

The following is a reconciliation of the basic atitited earnings per share computations:

Year Ended
December 31,

2003 2002 2001

Net income (loss) for basic and dilut

earnings per sha $ 36,09¢ $41,96¢ $(18,32))
Shares of common stock and common

stock equivalents

Weighted average shares use

basic computatio 55,34¢ 54,99 54,29
Dilutive effect of:

Stock options 2,051 1,72¢ —
Business partner securiti 102 64 —
Weighted average shares used in

diluted computatiol 57,49¢ 56,78¢ 54,297

Earnings (loss) per shai
Basic $ 0.6¢ $ 0.7¢ $ (0.39
Diluted $ 0.62 $ 0.74 $ (0.39

Effective April 1, 2003, the Company started re@ogdncome taxes. During 2002 and 2001, incomestaxe
were minimal due to the benefit of a net operalirsg carry forward. As a result, in applying theeSury stock



method in 2003, the assumed proceeds of stockropkiercises were computed as the sum of (i) theuat
the employees paid on exercise and (ii) the amoitax benefits associated with employee stockomgti
exercised that were credited to additional paidapital. Prior to April 1, 2003, the Company ex@ddsuch tax
benefits in assumed proceeds of stock option esescthereby increasing the dilutive effect of sies
accordingly.

At December 31, 2003 and 2002, approximately 18lBomand 15.9 million securities, respectivelyere
not included in the computation of diluted earnipgs share because their effect would have beémiutive.
In 2001, diluted net loss per share is the santmsis net loss per share since the assumed coowerfsoptions
and warrants would have been anti-dilutive.

16. Deferred Compensation Plan

Employees of the Company are eligible to parti@patthe eSpeed, Inc. Deferral Plan for Employdes o
Cantor Fitzgerald, L.P. and its Affiliates (the Plawhereby eligible employees may elect to defporion of
their salaries by directing the Company to contelio the Plan.

The Plan is available to all employees of the Camypaeeting certain eligibility requirements and is
subject to the provisions of the Employee Retirentiecome Security Act of 1974. Employee contribnare
directed to one or more investment funds, one a€lwtbeginning in 2000, invests
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in the Company's Class A common stock (the eSpesek $und). The Company will match contributiongtie
eSpeed Stock Fund annually with up to $3,000 oftbmpany's Class A common stock per participan20o4,
2003 and 2002, the Company contributed 6,670, 7,439 5,814 shares of its Class A common stockimgl&o

employee contributions to the eSpeed Stock Funthioyears ended December 31, 2003, 2002 and 2001,

respectively. The administration of the Plan iS@ened by CFLP. The Company pays its proportiosagze of
such administrative costs under the AdministraBeevices Agreement.

17. Regulatory Capital Requirements

Through its subsidiary, eSpeed Government Secsiriiie., the Company is subject to SEC broker-deale
regulation under Section 15C of the Securities Brgle Act of 1934, which requires the maintenance of
minimum liquid capital, as defined. At December 2003, eSpeed Government Securities, Inc.'s liqafital o
$78,842,151 was in excess of minimum requirements78,817,151.

Additionally, the Company's subsidiary, eSpeed 8ges, Inc., is subject to SEC broker-dealer rajoh
under Rule 17a-3 of the Securities Exchange Ad984, which requires the maintenance of minimum net
capital and requires that the ratio of aggregadelitedness to net capital, both as defined, sbakxceed 15 to
1. At December 31, 2003, eSpeed Securities, Irtneacapital of $94,184,662, which was $91,988j874
excess of its required net capital, and eSpeedriiesulnc.'s net capital ratio was .35 to 1.

The regulatory requirements referred to above reayrict the Company's ability to withdraw capitairh
its regulated subsidiaries.

18. Segment and Geographic Information

Segment information: The Company currently operates its businesmésegment, that of operating
interactive electronic marketplaces for the tradiffinancial and norfinancial products, licensing software, ¢
providing technology support services to Cantor aiher related and unrelated parties.

Product information:  The Company currently markets its servicesughothe following products: core
products, including an integrated network engagegléctronic trading in government securities irltiple
marketplaces over the eSpéksystem; new product rollouts, including introduntiaf products in non-equity
capital markets; products enhancement softwaresiwémables clients to engage in enhanced electi@uimg
of core products and future product rollouts; aBgeed Software SolutionsSM, which allows custortese
the Company's intellectual property and tradingegtipe to build electronic marketplaces and exchang
develop customized trading interfaces and enabletirae auctions and debt issuance. Revenues foom ¢
products comprise the majority of the Company'snewes.

Geographic information: The Company operates in the Americas (primanmilyhe United States),
Europe and Asia. Revenue attribution for purpodeseparing geographic data is principally basedr.ine
marketplace where the financial product is tradeuch, as a result of regulatory jurisdiction caasits in most
circumstances, is also representative of the logaif the client generating the transaction resglin
commissionable revenue. The information that folpim management's judgment, provides a reasonable
representation of the activities of each regioofaand for the periods indicated.
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For the years ended December 3

(In thousands) 2003 2002 2001
Transaction revenue
Europe $ 27,75 $ 24,317 $20,65¢
Asia 2,112 2,58( 2,658

Total Non America: 29,86 26,89; 23,31:
Americas 100,19¢ 78,88 75,057

Total $130,05¢ $105,78: $98,36¢




December 31

(In thousands) 2003 2002

Average long lived assel

Europe $ 4,77 $ 5,577

Asia 32¢ 38¢
Total Non America: 5,10¢ 5,96¢

Americas 23,30: 17,537

Total $ 28,40¢ $ 23,50:

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTA NTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

None.

ITEM 9a. CONTROLS AND PROCEDURES

(&) Evaluation of Disclosure Controls and Procedures

Our management, with the participation of the ohie€Executive Officer and Chief Financial Officer,
evaluated the effectiveness of our disclosure otsaind procedures as of the end of the periodredvey this
report. Based on that evaluation, the Chief Exgeufficer and Chief Financial Officer concludedtithe our
disclosure controls and procedures as of the etttegberiod covered by this report were designetiveere
functioning effectively to provide reasonable aasige that the information required to be discldsgds in
reports filed under the Securities Exchange Act984 is recorded, processed, summarized and reipoitiein
the time periods specified in the SEC's rules anch§. We believe that a controls system, no matier well
designed and operated, cannot provide absolutesassuthat the objectives of the controls systeemaet, and
no evaluation of controls can provide absolute r@s®e that all control issues and instances ofifrdwany,
within a company have been detected.

(b) Changein Internal Control over Financial Reporting

No change in our internal control over financigdoging occurred during our most recent fiscal ytbat
has materially affected, or is reasonably likelyrtaterially affect, our internal control over fir@al reporting.
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PART Il

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The following table provides information as of Miart, 2004 regarding our directors and executivieeri$

Name _Age_ Title

Howard W. Lutnick 42 Chairman of the Board, Chief Executive Officer d&r@siden
Lee M. Amaitis 54  Global Chief Operating Officer; Direct:

Joseph C. Noviell 38 Executive Vice President and Chief Information €¢fi; Director
Stephen M. Merke 45 Executive Vice President, General Counsel and SagreDirector
Jeffrey M. Chertoft 49 Senior Vice President and Chief Financial Offi

John H. Daltor 62 Director (1)(2)

William J. Moran 62 Director (1)(2)

Henry ("Hank") Morris 50 Director (1)

Albert M. Weis 77 Director (1)(2)

(1) Non-employee director
(2) Member of the Audit and Compensation Committees

Each director shall serve until our next annualtingeof stockholders and each executive officetlseave
at the pleasure of our board of directors.

Howard W. Lutnick.  Mr. Lutnick has been our Chairman of the baafrdirectors and Chief Executive
Officer since June 1999 and has been our Pressitere September 2001. Mr. Lutnick joined Cantordétrald,
L.P. in 1983 and has served as President and Eréfutive Officer of Cantor since 1992. Mr. Lutrigk
company, CF Group Management, Inc., is the managgngral partner of Cantor. Mr. Lutnick is a membfer
the Board of Managers of Haverford College, therth@d directors of the Zachary and Elizabeth MhEis
Center for Alzheimer's Disease Research at Rodkefghiversity, the Executive Committee of the égtid
Museum Foundation's Board of Trustees and the bafadidectors of the Solomon Guggenheim Museum
Foundation.

Lee M. Amaitis. Mr. Amaitis has been our Global Chief Operg®@ifficer and director since September
2001. Mr. Amaitis has been Executive Managing Doeof eSpeed International Limited from Decemb@®d.
Mr. Amaitis has also been President and Chief Etkee@fficer of Cantor Fitzgerald International aGentor
Fitzgerald Europe since March 1995. Prior to jan@antor, Mr. Amaitis was Managing Partner and &eni
Managing Director of Cowen Government Brokers frapril 1991 to February 1995 and was Manager MBS



and Limited Partner of Cowen & Co. from Februargd%o April 1991.

Joseph C. Noviello.  Mr. Noviello has been our Executive Vice Pdesit and Chief Information Officer
and director since September 2001. Mr. Noviellwséras our Senior Vice President and Chief Teclgyolo
Officer from December 1999 to September 2001. Fb@moember 1995 to December 1999, Mr. Noviello served
as Managing Director of Technology for Cantor areh#l of Global Infrastructure with responsibility fo
Cantor's global digital network, systems suppod data center operations. Mr. Noviello is a directthe
Cantor ExchangSM and Freedom International Brokera

Sephen M. Merkel . Mr. Merkel has been our Executive Vice Presid€eneral Counsel and Secretary
since September 2001 and was our Senior Vice RmsiGeneral Counsel and Secretary from June 1999 t
September 2001. Mr. Merkel has been our directaresSeptember 2001. Mr. Merkel has been Executive
Managing Director, General Counsel and Secretaawitor since December 2000 and was Senior Vice
President, General Counsel and Secretary of Céotor 1993 to December 2000. Mr. Merkel is respolesior
Cantor's legal, compliance, tax, human resourcgs, r
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and credit departments. Mr. Merkel serves as atirand Secretary of the Cantor ExchaPe Prior to
joining Cantor, Mr. Merkel was Vice President anssstant General Counsel of Goldman Sachs & Cm
February 1990 to May 1993. From September 198&rnaaky 1990, Mr. Merkel was associated with the law
firm of Paul, Weiss, Rifkind, Wharton & Garrison.rMerkel is on the board of directors of Freedom
International Brokerage Company and is on the Mamsmnt Committee of TradeSpark, L.P.

Jeffrey M. Chertoff . Mr. Chertoff has been our Senior Vice Presiden Chief Financial Officer since
May 2002. As Chief Financial Officer, Mr. Chertadfresponsible for managing our global financiad an
accounting operations. Mr. Chertoff served as EtteeWice President and Chief Financial Officerdiwa
Securities America from August 1998 to May 2002rfriMay 1995 to August 1998, Mr. Chertoff was
Controller, Director and Senior Operating Officé/iSalomon Brothers, Inc. Mr. Chertoff also served\asistar
Controller and Managing Director at Bear Stearrsene he was employed from 1981 to 1995. He began hi
career with Coopers & Lybrand, now Pricewaterhowsgfers, LLP.

John H. Dalton. Mr. Dalton has been our director since Felyr@802. Mr. Dalton has been President of
IPG Photonics Corp., a company that designs, dpsedad manufactures a range of advanced amplifiets
lasers for the telecom and industrial markets,estbeptember 2000. From May 1999 to June 2000, lsltoB
was Chairman and Chief Executive Officer of EPCABtBmS, a company that researches and develops
electroplasma technology for the metals industry.. Malton served as Secretary of the Navy from 19193 to
November 1998. Mr. Dalton serves on the board i&otiors of TransTechnology Corp. and Fresh Del
Produce Inc.

William J. Moran.  Mr. Moran has been our director since Decerd®80. Mr. Moran is Executive Vice
President and General Auditor of J.P. Morgan Cl8a€®. Mr. Moran joined the Chase Manhattan Corpgorat
and the Chase Manhattan Bank in 1975 as Internatr@dExecutive. After several promotions, Mr. Moraas
named General Auditor in 1992, Executive Vice Rfest in 1997 and a member of the Management Coeenitt
in 1999. Before joining Chase, Mr. Moran was witk iccounting firm of Peat, Marwick, Mitchell & C@ow
KPMG LLP) for nine years.

Henry ("Hank") Morris.  Mr. Morris has been our director since May 20@8. Morris is the founding
partner, Chairman and President of Morris & Carrlck., a media and strategic consulting firm. tds broad
experience directing media and strategy for palittampaigns and ballot initiatives. Mr. Morris tedso served
as a crisis communications consultant, includindpehalf of Cantor Fitzgerald and eSpeed in therati¢h of
the September 1% tragedy. Since 1996, Mr. Morris has also been @i, Chief Executive Officer and a
major stockholder of Curran & Connors, Inc. Sin€@87, Mr. Morris has also served as a director anditA
Committee member of CDSI Holdings, Inc.

Albert M. Weis. Mr. Weis has been our director since Octold®22 Mr. Weis has been President of A
Weis & Co., Inc., a money management company, si8gé. Mr. Weis was Chairman of the New York Cotton
Exchange from 1997 to 1998, 1981 to 1983 and 187B78. From 1998 to 2000, Mr. Weis was Chairman of
the New York Board of Trade. From 1996 to 1999, Weis was a director and chairman of the audit cdteen
of Synetic, Inc. and, from 1999 to 2001, he wagectbr and chairman of the Audit Committee of Mzdi
Manager Corporation (successor to Synetic, Inc.).

Committees of the Board

Our board of directors has an Audit Committee a@bmpensation Committee. The members of our Audit
Committee are Messrs. Dalton, Moran and Weis, fallfom are independent directors. Our board ofotlines
has determined that each of Messrs. Dalton and Weilfy as an "audit committee financial exper'that
term is defined in Item 401 of Regulation S-K unther Act. Our Audit Committee selects the independe
auditors, reviews such auditors' independent statussults with such auditors and with managemaéiht negarc
to the adequacy of our internal accounting contaald considers any non-audit functions to be peréar by the
independent auditors. The Audit Committee revielveetated party transactions, including those testw us
and Cantor. No employee directors are memberseoAtidit Committee.
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The members of our Compensation Committee are lgleBsiton, Moran and Weis. The Compensation
Committee is responsible for reviewing and apprgwti compensation arrangements for our execufifieens
and for overseeing our stock option and stock mselplans.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLI ANCE

Under the securities laws of the United Statesdiectors, executive officers and any person mgjahore
than 10% of our Class A common stock are requindie initial forms of ownership of our Class Armonon
stock and reports of changes in that ownership thighSecurities and Exchange Commission. Speaiféicdhtes



for these forms have been established, and weegtered to disclose in this report any failureite by
these dates.

Based solely on our review of the copies of sucmforeceived by us with respect to fiscal 2003yi6tten
representations from certain reporting persontedest of our knowledge, all reports were filadactimely
basis other than late filings on Form 4 by eacbwfexecutive officers in connection with optioragts to them
on December 9, 2003, which Forms 4 were filed oodbgber 15, 2003, two days late.

CODE OF ETHICS

We adopted in 2004 the eSpeed Code of Businessucbadd Ethics (the Code of Ethics), a code ofcsthi
that applies to our board of directors, Chief ExaeuOfficer, Chief Financial Officer, other exetué officers
and our other employees. The Code of Ethics isiglytdvailable on our website at www.espeed.comvef
make any substantive amendments to the Code afsEthigrant any waiver, including any implicit weiyfrom
a provision of the Code of Ethics to our directorgxecutive officers, we will disclose the natofesuch
amendment or waiver on our website or in a CurR&gort on Form 8-K.

ITEM 11. EXECUTIVE COMPENSATION

The following table provides certain summary infation concerning all compensation earned for tree ye
ended December 31, 2003, the year ended Decemb20@2 and the year ended December 31, 2001 by our
Chief Executive Officer and each of our other exizeuofficers serving as of December 31, 2003 ¢ailely,
the "Named Executive Officers"):

Summary Compensation Table

Long-Term
Compensation
Annual
Compensation Awards
Other
Securities Compensatior
Salary Bonus Underlying
Name and Principal Position Year ($) ($) Options (#) $) @)
Howard W. Lutnick 200:  $400,00( $ 600,00( 1,000,001 —
Chairman, Chief Executive Offict 200z  400,00( 600,00( 1,000,001 $3,00(
and Presider 2001  400,00( 600,00( 1,500,001 3,00(
Lee M. Amaitis 200:  450,00( 500,00( 200,00( —
Global Chief Operating Office 200z  400,00( 500,00( 200,00( —
2001 107,41¢ 300,00( 375,00( —
Joseph C. Noviell 200:  375,00( 450,00( 100,00( 3,00(
Executive Vice President and Ch 200z 300,00( 450,00( 75,00( 3,00(¢
Information Officer 2001  275,00( 1,000,001(2) 200,00( 3,00(
Stephen M. Merke 200:  250,00( 500,00( 100,00( —
Executive Vice President, Gene 200z  250,00( 450,00( 100,00( 3,00(
Counsel and Secreta 2001 150,00( 400,00( 200,00( 3,00(
Jeffrey M. Chertof 2002 137,50( 137,50( 37,50( —
Senior Vice President and Ch 200z 81,97:(3) 125,00( 75,00( —
Financial Officer 2001 — — — —
75

(1) Consists of matching contributions by us under@eferral Plan
(2) The afte-tax portion of $600,000 of such bonus was useditoh@se units in Cantor Fitzgerald, L
(3) Pro rata based upon Mr. Chertoff's hire date of Ma3002 and annual salary of $125,C

The following table sets forth the options granteding 2003 to, and the value of the options held o

December 31, 2003 by, our Named Executive OfficEngre were no SARs granted during 2003 to anyof o
Named Executive Officer:

Option Grants in Last Fiscal Year
Individual Grants

Percentage
of Total
Options
Granted Exercise
Number of Shares to or Base Grant Date
Underlying Employees  Price Present Value
Name Options Granted in 2003 ($/Share) _ Expiration Date $)(2)
Howard W. Lutnick. 1,000,00i(1) 44%  $21.4: 12/9/201: $9,450,00!
Lee M. Amaitis 200,00((1) 9%  $21.4: 12/9/201: $1,890,00!
Joseph C. Noviell 100,00((1) 4%  $21.4: 12/9/201. $ 945,00(
Stephen M. Merke 100,00((1) 4%  $21.4: 12/9/201: $ 945,00(

Jeffrey M. Chertofi 37,50((1) 2%  $21.4: 12/9/201: $ 354,37



(1) The options vest quarterly over a four-yeaiqeefrom the date of grant, December 9, 2003.

(2) The present value of the options was estimasény a modified Black-Scholes option pricing moaled
the following assumptions: risk-free interest rat&.4%, no expected dividends, expected stoclepric
volatility of 64% and assumed to be exercised apgroximately 3 years.

The following table provides information, with resp to the Named Executive Officers, concerningons
held as of December 31, 2003. There were no SARisatdiscal year end by any of the Named Executive
Officers.

Aggregated Option Exercises In Last Fiscal Year
and Fiscal Year-End Option Values

Number of Securities Value of Unexercised I-Money
Shares Value Underlying Unexercised Options Options at Fiscal Year
Acquired on Realized on at Fiscal Year End (#) End($)(1)

Exercise Exercise
Name #) $) Exercisable Unexercisable Exercisable Unexercisable
Howard W. Lutnick — — 3,475,001 3,150,001 $21,642,37 $24,905,75
Lee M. Amaitis 93,75( $2,203,74 340,00( 622,50( 1,554,45! 5,485,05!
Joseph C. Noviellt 25,00( 593,45! 202,50( 272,50( 1,622,54. 2,691,08
Stephen M. Merke — — 215,00( 335,00( 1,660,95! 3,019,55!
Jeffrey M. Chertof — — 28,12¢ 84,37t 335,93t 606,56

(1) Based on the last reported price of $23.48 for@ass A common stock on December 31, 2(

Compensation of Directors

Directors who are also our employees do not recailtional compensation for serving as directons.
May 12, 2003, we granted options to purchase 3008@@r Class A common stock at an exercise price o
$14.60 to Henry Morris upon his initial electionasdirector. On October 22, 2003, we granted optton
purchase 10,000 shares of Class A common stockcto @ John H. Dalton, William J. Moran, Henry Merr
and Albert Weis as compensation for his servica disector. All options were granted at an exerpisee per
share equal to $26.50, which was the price of das<CA common stock on October 22, 2003. Thesempti
vest in three equal installments beginning on itst 6f three semi-anniversaries of the date ohgrdnder our
current policy, each
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of our non-employee directors is granted an opttiopurchase 30,000 shares of our Class A commak 8to
connection with his initial election to our boambaan option to purchase 10,000 shares of our Glassnmon
stock each year he serves as a director therelfteddition, non-employee directors receive annual
compensation of $25,000. They also receive castpeosation of $2,000 for each meeting of our boérd o
directors and $1,000 for each meeting of a commitfeour board of directors actually attended, Wwhetn
person, by telephone or otherwise. However, normiohon-employee directors will be paid more tB8r000
in the aggregate for attendance at meetings hettleosame date. Non-employee directors also amebresed
for out-ofpocket expenses incurred in attending meetingsioboard of directors or committees of our boar
directors.

Compensation Committee Interlocks and Insider Parttipation

The Compensation Committee of our board of directonsists of Messrs. Dalton, Moran and Weis. All o
the members of our Compensation Committee are ngpleyee directors and are not former officers. Dgri
2003, none of our executive officers served as mbee of the board of directors or on the compeasati
committee of a corporation where any of its exeutifficers served on our Compensation Committeenoour
board of directors.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

By Management  The following table sets forth certain inforioat as of February 12, 2004, with
respect to the beneficial ownership of our commmguitg by: (i) each director; (ii) each of the Naniexkecutive
Officers; and (iii) all executive officers and diters as a group. Each person listed below cardehed at our
headquarters located at 135 East 57th Street, N@W, XY 10022. Shares of Class B common stock are
convertible into shares of Class A common stockgttime in the discretion of the holder on a ooeene
basis. Accordingly, a holder of Class B commonlsiesdleemed to be the beneficial owner of an equaiber
of shares of Class A common stock for purposehisftable.

Beneficial Ownership(1)

Class A common stoct Class B common stocl
Name Shares % Shares %
Howard W. Lutnick 29,984,82(2) 50.2 (3) 23,889,27(4) 100.0
Lee M. Amaitis 510,69¢5) 1.6 (6) — —
Joseph C. Noviell 232,45((7) * —_ —_
Stephen M. Merke 268,55.(8) * — —

Jeffrey M. Chertoft 35,15%9) * — —



John H. Daltor 37,29(10) * — —

William J. Moran 73,291(11) * — —
Albert M. Weis 34,62512) * — —
Henry Morris 10,00((13) * — —
All executive officers and directors as a

group (9 persons 31,186,88 51.3 (14) 23,889,27 100.0

*  Lessthan 19

(1) Based upon information supplied by officers an@dtors, and filings under Sections 13 and 16 o

Securities Exchange Act of 1934, as amended (tlicbdhge Act).

Consists of (1) 3,325,000 shares of Class Amomstock subject to options currently exercisaile
exercisable within 60 days of February 12, 200%45(,000 shares of Class A common stock subject to
currently exercisable options held by a grantaainetd annuity trust and payable to Mr. Lutnick and
which Mr. Lutnick is the sole trustee, (3) 2,6404hares of Class B common stock held by Cantor
Fitzgerald, L.P., (4) 21,247,800 shares of Clage@mon stock held by Cantor Fitzgerald Securi(@&y,
750,000 shares of Class A common stock held bydZant

=

(2

-
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Fitzgerald Securities, (6) 387,469 shares of Chasemmon stock held by CF Group Management, 1}
956,023 shares of Class A common stock held dyrégtiMr. Lutnick, (8) 1,469 shares of Class A conmr
stock held in Mr. Lutnick's 401(k) account and 195,589 shares of Class A common stock held bysa tr
for the benefit of descendants of Mr. Lutnick, dfish Mr. Lutnick's wife is one of two trustees avid
Lutnick has limited powers to remove and replaaghdwustees. Cantor Fitzgerald, L.P. is the margagin
partner of Cantor Fitzgerald Securities. CF Grougnkgjement, Inc. is the managing general partner of
Cantor Fitzgerald, L.P. and Mr. Lutnick is the Rdest and sole stockholder of CF Group Management,
Inc.

(3) Percentage based on (1) 32,071,462 shares of £leasmmon stock outstanding on February 12, 200y
23,889,270 shares of Class B common stock outstgrati February 12, 2004 and (3) 3,825,000 shares of
Class A common stock subject to options outstandmgebruary 12, 2004 currently exercisable or
exercisable within 60 days of February 12, 2004.

(4) Consists of (1) 2,641,470 shares of Class Brsomstock held by Cantor Fitzgerald, L.P., whichres
are immediately convertible into shares of ClassoAmon stock and (2) 21,247,800 shares of Class B
common stock held by Cantor Fitzgerald Securitzmntor Fitzgerald, L.P. is the managing partner of
Cantor Fitzgerald Securities. CF Group Managenient,is the managing general partner of Cantor
Fitzgerald, L.P. and Mr. Lutnick is the Presidemdl &ole stockholder of CF Group Management, Inc.

(5) Consists of (1) 407,187 shares of Class A comsatock subject to options currently exercisable or
exercisable within 60 days of February 12, 2004 @)d.03,512 shares of Class A common stock held

directly by Mr. Amaitis.

(6) Percentage based on (1) 32,071,462 sharesie$ @l common stock outstanding on February 12, 2004
and (2) 407,187 shares of Class A common stoclestt) options currently exercisable or exercisable
within 60 days of February 12, 2004.

Consists of (1) 229,999 shares of Class A comstock subject to options currently exercisable or
exercisable within 60 days of February 12, 2004565 shares of Class A common stock held dirdmtly
Mr. Noviello, (3) 652 shares of Class A common ktbeld in Mr. Noviello's 401(k) account and (4) 20;
shares of Class A common stock purchased by Mriéllosthrough our Employee Stock Purchase Plan.

-~

@

-

(8) Consists of (1) 250,000 shares of Class A comsatock subject to options currently exercisable or
exercisable within 60 days of February 12, 200316017 shares of Class A common stock held djrect
by Mr. Merkel, (3) 1,284 shares of Class A commtartls held in Mr. Merkel's 401(k) account and (4)

2,250 shares of Class A common stock beneficiallpexd by Mr. Merkel's spouse.

=

(9) Consists of 35,155 shares of Class A common stoigjest to options currently exercisable or exetuis
within 60 days of February 12, 2004.

(10) Consists of 37,291 shares of Class A commuekstubject to options currently exercisable oreisable
within 60 days of February 12, 2004.

(11) Consists of (1) 70,291 shares of Class A commockstabject to options currently exercisable
exercisable within 60 days of February 12, 2004 @)¢,000 shares of Class A common stock held
directly by Mr. Moran.

(12) Consists of (1) 20,625 shares of Class A commatkstabject to options currently exercisable
exercisable within 60 days of February 12, 200%7(200 shares of Class A common stock held directl
by Mr. Weis and (3) 7,000 shares of Class A comstonk, of which 1,000 shares are beneficially owned
by Mr. Weis' spouse, 4,000 shares are held in toud¥lr. Weis' children and 2,000 shares are berafy
owned by Mr. Weis' children.

(13) Consists of 10,000 shares of Class A commuekstubject to options currently exercisable oreisable
within 60 days of February 12, 2004.
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(14) Percentage based on (1) 32,071,462 shares of £lem®mon stock outstanding on February 12, 2i
(2) 23,889,270 shares of Class B common stockandgtg on February 12, 2004 and (3) 4,885,548
shares of Class A common stock subject to optionently exercisable or exercisable within 60 dafys
February 12, 2004.

By Others.  The following table sets forth certain informoat as of February 12, 2004, with respect tc



beneficial ownership of our common equity by eaetspn or entity known to us to beneficially own mor
than 5% of our common equity, other than our officend directors. Unless indicated otherwise, titress of
each entity listed is 135 East 57th Street, NewkYNIY 10022, and each entity listed has sole voéind
investment power over the shares beneficially owSédres of Class B common stock are convertiltde in
shares of Class A common stock at any time in iberetion of the holder on a one-fone basis. Accordingly,
holder of Class B common stock is deemed to bééneficial owner of an equal amount of number aireh of
Class A common stock for purposes of this table.

Beneficial Ownership(1)

Class A common stoct Class B common stocl
Name Shares % Shares %
Cantor Fitzgerald Securitit 21,997,80(2) 39.5(3) 21,247,80 88.¢(4)
Cantor Fitzgerald, L.P 24,639,27/(5) 44.((3) 23,889,27(6) 100.((4)
CF Group Management, In 25,026,73(7) 44.7%(3) 23,889,27(6) 100.((4)

(1) Based upon filings under Section 13 of the Exchakgfe

(2) Consists of (1) 21,247,800 shares of Class B constmek and (2) 750,000 shares of Class A com
stock.

(3) Percentage based on 32,071,462 shares of £lessimon stock outstanding on February 12, 2004 and
23,889,270 shares of Class B common stock outstgrati February 12, 2004.

(4) Based on 23,889,270 shares of Class B common stdskanding on February 12, 20!

(5) Consists of (1) 2,641,470 shares of Class B comstmek owned by Cantor Fitzgerald, L.P.,
21,247,800 shares of Class B common stock ownegiloyor Fitzgerald Securities and (3) 750,000 shares
of Class A common stock held by Cantor FitzgeradwBities. Cantor Fitzgerald, L.P. is the managing
partner of Cantor Fitzgerald Securities.

(6) Consists of (1) 2,641,470 shares of Class Broomstock held by Cantor Fitzgerald, L.P. and (2)
21,247,800 shares of Class B common stock heldandE Fitzgerald Securities. Cantor Fitzgerald,. lis
the managing partner of Cantor Fitzgerald Secsrit3& Group Management, Inc. is the managing génera
partner of Cantor Fitzgerald, L.P.

(7) Consists of (1) 387,469 shares of Class A comstock held by CF Group Management, Inc., (2)
21,247,800 shares of Class B common stock helddnydE Fitzgerald Securities, (3) 750,000 shares of
Class A common stock held by Cantor Fitzgerald 8ges and (4) 2,641,470 shares of Class B common
stock held by Cantor Fitzgerald, L.P. CF Group Mgmaent, Inc. is the managing general partner of
Cantor Fitzgerald, L.P.
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Equity Compensation Plan Information as of DecembeB1, 2003

Number of
securities
remaining
available for
future issuance
Weighted under
average equity
exercise price compensation
Number of securities of plans
to be issued upon outstanding (excluding
exercise of options, securities
outstanding options, warrants and reflected in
warrants and rights rights column (a))
a (b) ©
Amended and Restated 1999 L-Term Incentive Pla
(approved by security holder 16,658,87 $ 18.0¢ 5,357,70
Equity compensation plans not approved by security
holders — — —
Total 16,658,87 $ 18.0% 5,357,70

For a description of the Amended and Restated 1888-Term Incentive Plan, see note 13 to our fifgnc
statements.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS

THE FORMATION TRANSACTIONS

Concurrently with our initial public offering, Camtcontributed to us certain of our assets. Theseta
primarily consist of the proprietary software, netwdistribution systems, technologies and relatutractual
rights that comprise our eSpe®dystem. In exchange for these assets, we issu@artior 43,999,900 shares of
our Class B common stock, representing approxin&@% of the voting power of our capital stock ¢amsling
at the time. Cantor converted 3,350,000 of theaeeshinto the shares of our Class A common stoéghih
sold in our initial public offering in December 199

We entered into the agreements described belowrinection with the formation transactions and tip he
define the terms of our relationship with Cantothia future. In an effort to mitigate conflictsioferest between
us and Cantor, we and Cantor have agreed thatafdhese agreements may be amended without theagpr



of a majority of our disinterested directors.

JOINT SERVICES AGREEMENT

Under our Amended and Restated Joint Services Agreewith Cantor dated as of May 12, 2003, and
services agreements with TradeSpark, Freedom, NpahiPartners, LLC, and CO2e.com, LLC, we own and
operate the electronic trading systems and ar@nagigle for providing electronic brokerage servicesd
Cantor, TradeSpark, Freedom, Municipal Partner€; Land CO2e.com, LLC, provide voice-assisted brager
services, clearance, settlement and other fulfilinaad related services, such as credit and risiagement
services, oversight of client suitability and regfoty compliance, sales positioning of products aiihe:r
services customary to brokerage operations. Oweagent with Cantor provides for a perpetual term.

Revenue sharing arrangements

Under our Amended and Restated Joint Services Aggreg with Cantor and services agreements with
TradeSpark, Freedom, Municipal Partners, LLC, a@2€com, LLC, we own and operate the electronidirig
system and are responsible for providing electrbnikerage services, and Cantor, TradeSpark, Fneedo
Municipal Partners, LLC, or CO2e.com, LLC, providesce-assisted brokerage services, fulfilmentises,
such as clearance and settlement, and related¢sgreuch as credit risk management services,ighecs
client suitability and regulatory compliance, sglesitioning of products and other services custyrm
marketplace intermediary operations. In generalfuily electronic transactions, we receive 65%af
transaction revenues and Cantor, TradeSpark od&neeeceives 35% of the transaction revenues. We an
Municipal Partners, LLC, each receive 50% of thi/felectronic revenues related to municipal boadd we
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and CO2e.com, LLC, each receive 50% of the fulgcbnic revenues. In general, for voice-assistelldrage
transactions, we receive 7% of the transactionmess, in the case of Cantor transactions, and 35%eo
transaction revenues, in the case of TradeSpdrkemdom transactions. In the case of CO2e.com, eC,
receive 50% of CO2e.com, LLC, fully electronic reues and 15% of the voice assisted and open outcry
revenues until December 31, 2003, and 20% of vagsisted and open outcry revenues thereafter.ditia
we receive 25% of the net revenues from Cantortsmggbusiness. With respect to an eSpeed equigrord
routing business conducted for Cantor, we and Caatch receive 50% of the revenues, after deduofion
specified marketing, sales and other costs and fegseSpeed equity order routing business thabts
conducted for Cantor will be treated generally &sllg electronic transaction, and we will recei®&% of the
revenues of any such business and Cantor willvec3% of such revenues.

In February 2003, we agreed with Cantor that wépect to (i) certain network access facilitievises
agreements and (ii) other circumstances in whidht@aefers network access facility services bussrte us,
60% of net revenues from such business would ketpaCantor and 40% of such revenues would betpaid.
This revenue sharing arrangement will be made déduction of all sales commissions, marketingpdhesk,
clearing and direct third-party costs, includingcaits and maintenance.

Software Solutions services

We provide to Cantor, TradeSpark, Freedom, Munidaatners, LLC, and CO2e.com, LLC, Software
Solutions services, including (1) systems admiat&in; (2) internal network support; (3) supportian
procurement for desktops of ender equipment; (4) operations and disaster rega@wices; (5) voice and d:
communications; (6) support and development ofesystfor clearance, settlement and other fulfillngsvices
(7) systems support for broker; (8) electronic agpions systems and network support and developraad (9,
provision and/or implementation of existing eleaimapplications systems, including improvement an
upgrades thereto, and use of the related inteliépioperty rights. In general, we charge Cantoagd&Spark an
Freedom the actual direct and indirect costs, @finlyioverhead, that we incur in performing theseises. We
charge Municipal Partners, LLC, an amount basetheractual direct and indirect costs, includingrbead, of
providing such services. These services are prdwid€O2e.com, LLC, at no additional cost othenttise
revenue sharing arrangement set forth above. Ihaage for a 25% share of the net revenues fromo€ant
gaming businesses, we are obligated to spend andtdyet reimbursed for the first $750,000 eachtguaf
costs of providing support and development senfigesuch gaming businesses.

Intellectual property

Cantor has granted to us a license covering Cargatents and patent applications that relate t@8peed
® system. The license is perpetual, irrevocable, avdde and royalty free and is exclusive, excefihimevent
that (1) we are unwilling to provide to Cantor aeyguested services covered by the patents witlecesp a
marketplace and Cantor elects not to require a®tso, or we are unable to provide such servicé®)ave do
not exercise our right of first refusal to provieCantor electronic brokerage services with respea
marketplace, in which events Cantor will have dtkah right to use the patents and patent applioatsmlely in
connection with the operation of that marketpla@antor will cooperate with us, at our expense iy attempt
by us to prevent any third party infringement of patent rights under the license. Cantor hasgtanted to us
a non- exclusive, perpetual, irrevocable worldwitgaltyfree right and license to use the servicemarks ti@:
ExchangeM " "Interactive Matchin¢M " "MOLE SM" and "CXSM",

Non-competition and market opportunity provisions

The Joint Services Agreement imposes performankigations on us and restricts our ability to congpet
with Cantor and Cantor's ability to compete withrusnarkets that we and Cantor traditionally oper&fe and
Cantor have agreed to exclude the TradeSpark aetibm marketplaces from the provisions of the Joint
Services Agreement in order to enable us to enterseparate agreements in connection with these
marketplaces.
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ADMINISTRATIVE SERVICES AGREEMENT

Under our Administrative Services Agreement witmta, Cantor provides certain administrative and
management services to us. Cantor makes availabie some of its administrative and other staffluding its
internal audit, treasury, legal, tax, insurancenao resources, facilities, corporate developmedtaameounting
staffs. Members of these staffs arrange for owrarsce coverage and provide a wide array of sesvineluding
administration of our personnel and payroll operadi benefits administration, internal audits, Ifaes
management, promotional sales and marketing, legklmanagement, accounting and tax preparatidroémer
services. We reimburse Cantor for the actual dostgred by Cantor, plus other reasonable costfyding
reasonably allocated overhead and any applicakést&Ve have also entered into arrangements witho€a
under which we have the right to use certain aspetsipally computer equipment, from Cantor. Thessets
are subject to operating leases with third pardgileg companies. Under the Administrative Servisgieement
we provide sales, marketing and public relatiomsises to Cantor. Cantor reimburses us for thead@osts
incurred by us, plus other reasonable costs, imfuctasonably allocated overhead. The AdministeaBervice
Agreement has a three-year term which will renetematically for successive one-year terms unlesselad
by either us or Cantor upon six months' prior rejtirovided, however, that our right to use ourdam office
space expires at the earlier of (1) the time C&ntease expires in 2016 or (2) until Cantor cetsée an
affiliate of ours and Cantor asks us to vacate.

Pursuant to the Administrative Services Agreem@ator is required to obtain for us, among othergs,
property and casualty insurance of not less th@n§iflion and business interruption insurance 6 $llion.
Cantor has procured property insurance coveragesfeovering our fixed assets and business intéorup
insurance of at least these coverage amounts. Haywee are listed on this insurance policy as dreewveral
insured parties, together with Cantor and sevdri$ @ffiliates. This insurance policy is for aggate amounts
in excess of the amounts set forth above. The Adtnative Services Agreement does not provideHer t
allocation of the proceeds among the named insuaeties. Insurance proceeds paid to date havepzdrio
Cantor on behalf of all parties named on the policyd Cantor has allocated these proceeds amorigstired
parties. As a result of the terrorist attacks git8mber 11, 2001, our offices in the World Tradet€ewere
destroyed and we lost 180 of our employees, innlydiany members of our senior management. Purguémd
above allocation, as of December 31, 2003, Caetmived approximately $21.0 million of propertyurence
proceeds in settlement for property damage relat¢ioe September 11 Events. We are entitled tooxppately
$19.5 million of such amounts as replacement assetpurchased in the future.

REGISTRATION RIGHTS AGREEMENT

Pursuant to the Registration Rights Agreement edtito by Cantor and us, Cantor has received
piggyback and demand registration rights.

The piggyback registration rights allow Cantoregister the shares of our Class A common stocledssu
issuable to it in connection with the conversiont®&hares of our Class B common stock whenevegsragose
to register any shares of our Class A common simciur own or another's account under the Seesriict for
a public offering, other than any shelf registratad shares of our Class A common stock to be ased
consideration for acquisitions of additional busses and registrations relating to employee beplefits.

Cantor also has the right, on three occasiongduire that we register under the Securities Agtarall of
the shares of our Class A common stock issuedsaalde to it in connection with the conversiontsfshares of
our Class B common stock. The demand and piggytegiktration rights apply to Cantor and to any sfaree
of shares held by Cantor who agrees to be bountiebterms of the Registration Rights Agreement.

We have agreed to pay all costs of one demandlapijgyback registrations, other than underwriting
discounts and commissions. We have also agreediéoninify Cantor and any transferee for certainilitzds
they may incur in connection with the exercisehgiit registration rights. All of
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these registration rights are subject to conditamd limitations, including (1) the right of undeiters of an
offering to limit the number of shares includedhat registration; (2) our right not to effect atgmand
registration within six months of a public offerinfjour securities; and (3) that Cantor agreegfi@in from
selling its shares during the period from 15 daysrpgo and 90 days after the effective date of eegistration
statement for the offering of our securities.

POTENTIAL CONFLICTS OF INTEREST AND COMPETITION WIT H CANTOR

Various conflicts of interest between us and Cantay arise in the future in a number of areasirgab
our past and ongoing relationships, including pi@acquisitions of businesses or properties efketion of
new directors, payment of dividends, incurrencendébtedness, tax matters, financial commitmengskating
functions, indemnity arrangements, service arrameges) issuances of our capital stock, sales aiilaisions by
Cantor of its shares of our common stock and tlegaése by Cantor of control over our managementadfadrs.
Four of our directors and a majority of our offis@lso serve as directors and/or officers of Ca®ionultaneou
service as an eSpeed director or officer and seldca director or officer, or status as a partfeCantor could
create or appear to create potential conflictsrest when such directors, officers and/or pestaee faced
with decisions that could have different implicatidfor us and for Cantor. Mr. Lutnick, our ChairmBnesident
and Chief Executive Officer, is the sole stockholofethe managing general partner of Cantor. Assallt, Mr.
Lutnick controls Cantor. Cantor owns shares of@laiss A common stock and Class B common stock
representing approximately 88.6% of the Total Vigtitower of our capital stock. Although all relafety
transactions between eSpeed and Cantor and relatiéids are approved by our Audit Committee, Mitrick's
simultaneous service as our Chairman, PresidenChref Executive Officer and his control of Cantmuld
create or appear to create potential conflictsiarest when Mr. Lutnick is faced with decisionattbould have
different implications for us and for Cantor.

Our relationship with Cantor may result in agreeta¢hat are not the result of arnésigth negotiations. #
a result, the prices charged to us or by us foriges provided under agreements with Cantor malidieer or
lower than prices that may be charged by thirdipaend the terms of these agreements may be méggeso
favorable to us than those that we could have metgadtwith third parties. However, transactionsa@sn us an
Cantor and/or its other affiliates are subjecti® approval of a majority of our independent divestin
addition, Cantor can compete with us under cedmeumstances.



WILLIAMS AND DYNEGY

On June 5, 2000, each of Williams Energy Marke&ngrading and Dynegy purchased a unit consisting of
(a) 789,071 shares of our Class A common stocklandarrants exercisable for the purchase of Uj6®666
shares of our Class A common stock, for an aggeggatchase price for the unit of $25.0 million. T&rrants
have a per share exercise price of $35.20, a 10tgea and 25% of the warrants are currently esafie. The
remaining warrants are exercisable commencing areiber 5, 2005.

At such time as Williams and Dynegy (or their pdted affiliate assignees) have made an aggregaig/eq
investment in us of an amount equal to at leas0LMillion, valued on a cost basis (and for s@las such
parties maintain ownership of equity securitiesihgsuch cost basis), Cantor is obligated to usbest efforts
to cause one designee jointly selected by Williams Dynegy to be nominated to our board of direcémd to
vote its shares of common equity in favor of suekighee.

TRADESPARK

On September 22, 2000, we made a cash investm@&nadeSpark of $2.0 million in exchange for a 5%
interest in TradeSpark, and Cantor made a caslstmeat of $4.25 million in TradeSpark and agreed to
contribute to TradeSpark certain assets relatirits teoice brokerage business in certain energgymts in
exchange for a 28.33% interest in TradeSpark. \WeGantor also executed an
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amendment to the Joint Services Agreement in dodenable each of us to engage in this businessaction.
The remaining 66.67% interest in TradeSpark wasthaged by energy industry market participants (EIRs
connection with such investment, we entered irper@etual technology services agreement with TrpaeS
pursuant to which we provide the technology infiacture for the transactional and technology relaiements
of the TradeSpark marketplace as well as cert&ierctervices to TradeSpark in exchange for specifie
percentages of transaction revenues from the npaoet If a transaction is fully electronic, weeee 65% of
the aggregate transaction revenues and TradeSpagkves 35% of the transaction revenues. In gerieral
TradeSpark provides voice-assisted brokerage ssrwiith respect to a transaction, then we reced®% 8f the
revenues and TradeSpark receives 65% of the rese@a@tor also entered into an administrative sesvi
agreement with TradeSpark pursuant to which it joies administrative services to TradeSpark at Mdstand
Cantor each received representation rights on #reagement committee of TradeSpark in proporticouto
ownership interests in TradeSpark.

In order to provide incentives to the EIPs to tradehe TradeSpark electronic marketplace, whichldo
have resulted in commissions to us under the Traai&Sechnology services agreement, in 2000, wetss
5,500,000 shares of our Series A preferred stodk2g00,000 shares of our Series B preferred stwekimited
liability company newly-formed by the EIPs to holekir investments in TradeSpark and the Seriesd\Ban
preferred stock. See Note 7 to our consolidatesthfiral statements.

Beginning in mid-2002, several of the TradeSparR Elestors changed their focus from energy mettchan
trading to asset management and a traditionatyutiipdel, requiring an adjustment to the TradeSpadiness
model and a reduced focus on the TradeSpark ineesthy such energy partners. In the first quart@004,
Cantor and eSpeed purchased 100% of a holding compening a 66.67% interest in TradeSpark fromdilxe
energy industry market participants that initiallyested in TradeSpark in exchange for an aggregete
payment of $2.4 million through EIP Holdings Acqtien LLC ("EIP Holdings"), a Delaware limited lidiy
company owned by us and Cantor. In connection thithpurchase, we contributed to EIP Holdings &%7
interest in TradeSpark and Cantor contributedxistieg 28.34 % interest in TradeSpark along whtéirt
respective interests in TradeSpark's general paitvie retained a .25% interest in TradeSpark. \&e al
contributed $360,000 of the $2.4 million of theltasnsideration. We serve as the Managing MembEit®f
Holdings and will receive 15%, and Cantor will reee85%, of all profits and losses and liquidati@iue of
EIP Holdings. In addition, we received all riglitletand interest in and to all shares of our Sefieand Series B
Preferred Stock owned by EIP directly or indired¢tiyough its interest in the holding company. Tt&05,000
shares of Series A preferred stock and 2,500,08festof Series B preferred stock which were ownethé
Holding Company had been convertible into (i) agragate of 80,000 shares of Class A Common Stoakyat
time or (i) warrants to purchase up to 8,000,00éres of eSpeed's Class A Common Stock at $27r%hpee
upon certain conditions, including the achievendérihresholds and minimum trading thresholds thettew
unlikely to be satisfied. These 8,000,000 share3eofes A and Series B Preferred Stock were diggtbto
eSpeed by EIP Holdings in March 2004 and retiredinyboard of directors. Currently, EIP Holdingsrmsw
99.75% of TradeSpark and eSpeed owns .25% of TpedkSAt the present time, TradeSpark is continding
deliver electronic trading in the North Americareegy marketplace. As was the case befdoethe extent
TradeSpark engages in a voice brokerage busingss bsisiness will be transacted in conjunction W@#ntor.

MUNICIPAL PARTNERS

In January 2002, Cantor sold the assets of theessiknown as Municipal Partners, Inc., a munidipald
broker, to a newly formed limited company, Munidipartners, LLC, formed by Brian Kelly, a former gloyee
of Cantor, in exchange for a 25% special interesflunicipal Partners, LLC. Cantor had purchasedutially
all of the assets of Municipal Partners, Inc.,uty 2000. Cantor also loaned $1,000,000 to MunidRzatners,
LLC, and is entitled to distributions equal to 5%he gross revenues of the business less the @amboor
revenue share for electronic transactions. Pendiogjpt of applicable licenses by Municipal Parsné&tC,
Cantor provided
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Municipal Partners, LLC, with interim services.dannection with the sale, we (1) granted Municipattners,
LLC, a nonexclusive license to use our software and techrydlo@perate a municipal bond brokerage busii
(2) will maintain our municipal bond trading platifio and provide the software capabilities that wenglace in
Cantor's municipal bond business (we are to be eosgied for upgrading the trading platform at pbst a
reasonable profit or at prevailing rates, at oecgbn); (3) will provide web-hosting, technicaldacustomer



support at cost plus a reasonable fee to Muniépatiners, LLC; (4) will receive 50% of gross revesof
Municipal Partners, LLC, with respect to electrotiansactions; and (5) terminated existing arrareygmwith
former brokers in the business (some of whom aceaked) pursuant to which we had given them slodi@s
Class A common stock valued at $1,250,000 in exg@dior promissory notes in the same amount withréisali
that the notes were terminated and the sharesagecelled. This agreement is currently subjecitigation. Se
"ltem 3. Legal Proceedings."

FREEDOM INTERNATIONAL BROKERAGE

On January 29, 2001, we and Cantor formed a ling&thership to acquire 66.7% of Freedom
International Brokerage. On April 4, 2001, we cidnited 310,769 shares of our Class A common siothe
limited partnership, which entitles us to 75% a timited partnership's interest in Freedom. Weeira15% of
the limited partnership's cumulative profits but moits cumulative losses. Cantor contributed £88,shares of
our Class A common stock as the general partnerto€aill be allocated all of the limited partneisis
cumulative losses and 85% of the cumulative profitee limited partnership exchanged the 414,357eshar
its 66.7% interest in Freedom. In addition, we égbwarrants to purchase 400,000 shares of our Blass
common stock to provide incentives to the Freedemeasparticipants other than us and Cantor to migrataut
fully electronic platform. To the extent necessarprotect us from any allocation of losses, Cargaequired tc
provide future capital contributions to the limitedrtnership up to an amount that would make Cantotal
contribution equal to our investment in the limifgattnership.

Upon the closing of the transaction, we entereadl énservices agreement with Freedom to provide for
electronic trading technology and services andastfucture/back-offices services. Under this agesgnwe are
entitled to 65% of the electronic transaction sesirevenues and Freedom is entitled to 35% of savemues.
We also receive 35% of revenues derived from aterassisted transactions, other miscellaneousdrions
and the sale of market data or other informatiat i not incidental to the above services. We fedse agreed
to pay to Freedom an overhead charge for each d$meployee that is based in Freedom's office.

CO2E.COM, LLC

On October 11, 2002, Mitsui & Co. (U.S.A.), IncdaMB Emission Trading, Inc. (Mitsui) invested
$1,200,000 in CO2e.com, a Cantor subsidiary. C@2e&<purpose is to form and operate one or morgrefac
trading markets for products related to the mit@abf greenhouse gasses and related activitiescapibvide
brokerage information and consulting services irgdaiio the emission or mitigation of greenhousesgasand
related issues. In connection therewith, we and€€@n entered into a Services Agreement wherebyilve
receive 50% of CO2e.com's fully electronic revenaied 15% of CO2e.com's voice-assisted and opemyoutc
revenues until December 2003, and 20% thereafter.Services Agreement supersedes the provisiathg of
Joint Services Agreement with respect to CO2e.camsactions. Mitsui received 4% of the equity ofZa@om
and we agreed to transfer certain intellectual riyprights to CO2e.com.

UBS

On August 21, 2002, we entered into a Global Fixedme Transaction Fee Agreement (the UBS
Agreement) with UBS AG and certain named affiligiedlectively, UBS) and Cantor for UBS to exectrades
electronically on our eSpeétsystem in U.S. Securities, Agency Securities, EeaopGovernment Bonds, UK
Gilts, Japanese Government Bonds and swaps of Waeigels securities instruments. The UBS Agreerhest
an initial term of two and one-half years,
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commencing as of January 1, 2002. In addition trtguly participation fees to be paid to Cantor,3JBill pay
transaction fees to Cantor for each executed tcéiosa These fees will then be shared with us ooegance
with our Joint Services Agreement with Cantor.

In connection with the Agreement, we issued to @B&arrant to purchase 300,000 shares of our Class A
common stock. The warrant has a term of 10 yeatshas an exercise price equal to $8.75, the maetee of
the underlying Class A common stock on the daissfance. The warrant is fully vested and nonftabée, anc
is exercisable nine years and six months afteaisse, subject to acceleration upon the satisfablyodBS of its
commitment conditions provided for in the Agreeméle incurred a non-cash charge equal to the &irevof
the warrant on the date of issuance, which wildb®rtized over the term of the Agreement.

In addition, we have provided UBS with piggybacgistration rights for the Class A common stock
underlying the warrants.

UBS failed to comply with the commitment conditifor the period August 1, 2002 to July 31, 2003.
Commencing October 1, 2003, the UBS Agreement easgotiated to facilitate their ability to meet the
commitment condition going forward, to extend thert by one year to July 31, 2005 and to provideafor
revised acceleration schedule (the Revised Agregnieme Revised Agreement provides for acceleration
125,000 warrant shares on October 1, 2003, of wivifiants to purchase 75,000 shares of our Classmon
stock were exercised by UBS in October 2003, aedlacation of the remaining 175,000 warrant sharegver
equal tranches of 25,000 shares each quarter, coaimgewith the quarter ending January 31, 2004jestito
the satisfaction by UBS of the revised commitmaentditions set forth in the Revised Agreement. Obrkary
9, 2004, we notified UBS that it failed to compljtiwthe commitment conditions for the period Novemb,
2003 to January 31, 2004 and that it is not entiibeacceleration of the first 25,000 tranche ofrasat shares.

DEUTSCHE BANK

On July 30, 2001, we entered into an agreemertrto & business partner relationship with DeutsciuekE
AG (Deutsche Bank), whereby Deutsche Bank will ctehits electronic market-making engines and liguid
for specified European fixed income products usingelectronic trading platform. In connection wiitie
agreement, Deutsche Bank purchased 750 shares 8edes C Redeemable Convertible Preferred S®eki€:
C Preferred) at its par value of $0.01 per shaaehEhare of the Series C Preferred is conveuwitilee option ¢
Deutsche Bank into 10 shares of our Class A comsback at any time during the five years ending Bdly
2006.

At the end of each year of the five year agreerirewhich Deutsche Bank fulfills its liquidity andarket-
making obligations for specified products, 150 skasf Series C Preferred will automatically conveid
warrants to purchase 150,000 shares of our Classnon stock at an exercise price of $14.79 paesha



At the end of the five year period, to the extdwittDeutsche Bank does not fulfill its obligatiansler the
agreement and Series C Preferred shares rematamditsy, we have the option to redeem each shateeof
Series C Preferred outstanding in exchange foha@es of our Class A common stock.

Deutsche Bank was deemed to have fulfilled itsgattions under the agreement for the 12 months ended
July 30, 2002, and, accordingly, a warrant to paseh150,000 shares of our Class A common stockssaed
by us. We have informed Deutsche Bank that it wveasSmcompliance with the agreement for the 12 rhent
ended July 30, 2003, and that a warrant will noisbaed for such period.

Based on certain communications and the failui@eaftsche Bank to comply with the agreement sinee, w
have further notified Deutsche Bank that we beligév@s terminated its right to receive warrantdanthe
agreement for the remaining commitment periods. T¥@shares of Series C Preferred with respetieto t
twelve-month period ended July 30, 2003, are reddéarby us for 1,500 shares of Class A common stock
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INDEMNIFICATION BY CANTOR

Although we do not expect to incur any losses wétspect to pending lawsuits or supplemental allegst
relating to Cantor and Cantor's limited partnersigpeement, Cantor has agreed to indemnify usnegthect to
any liabilities we incur as a result of such latswir allegations.

OTHER TRANSACTIONS

We enter into overnight reverse repurchase agretsmeth Cantor. At December 31, 2003, the reverse
repurchase agreements totaled $173.2 million, distpaccrued interest. The securities collatenagjzhe
reverse repurchase agreements are held underagli@istrrangement at J.P. Morgan Chase.

In September 2003, we donated $ 687,600 to theo€&itzgerald Relief Fund (the Relief Fund) in
connection with a charity day on September 11, 2008 Relief Fund is a tax-exempt organizationtdisthed
to aid the families of the victims who perishedaesult of the September 11 Events. Mr. Lutnick, @hief
Executive Officer, is one of the directors of theliBf Fund. Edie Lutnick, Mr. Lutnick's sister, aBtlart Frase
Cantor's Vice Chairman, are the other directothefRelief Fund.

In February 2003, we sold to Cantor fixed assetk winet book value of approximately $2.5 million
pursuant to a sale leaseback agreement. We refaiofuhe assets in exchange for a $95,000 mootigyge
under the Administrative Services Agreement.

In 2003, we paid to Curran & Connors, Inc., appmadiely $206,517 in design fees and printing and
production expenses with respect to the produatfaur annual report. Hank Morris, a member of board of
directors, serves as Chairman and CEO of CurrarmiénGrs and is its controlling shareholder. In additin
2002, we paid Morris & Carrick, Inc., a media at@gic consulting firm, $50,000 in consultingsend
Cantor Fitzgerald paid Morris & Carrick $250,000cionsulting fees. Mr. Morris is the Chairman andsRfent
of Morris & Carrick.
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

In addition to retaining Deloitte & Touche LLP ("dte") to audit our consolidated financial statmts
for 2003, we retained Deloitte to provide consgjtservices and to audit our Deferral Plan. Theofeihg table
summarizes the aggregate fees billed to us by eloi

2003 2002
Audit Fees (a $ 496,25( $ 592,89
Audit-Related Fees (t 87,50( 136,35(
Tax Fees (c 0 10,00(
All Other Fees 0 0
Total $ 583,75( $ 739,24

(a) Fees for audit services billed in 2003 and26@nsisted of:
* Audit of our annual financial statements
* Reviews of our quarterly financial statements

« Comfort letters, statutory and regulatory auditssents and other services related to Security an
Exchange Commission ("SEC") matters

(b) Fees for audit-related services billed in 2668 2002 consisted of:
« Financial Accounting and reporting consultations
* Employee Benefit plan audits

(c) Fees for tax services billed in 2002 consistethx compliance and tax planning and advice.

In considering the nature of the services provioedeloitte, our Audit Committee determined thattsu
services are compatible with the provision of inelegent audit services. The Audit Committee disaligisese



services with Deloitte and our management to detesithat they are permitted under the rules and
regulations concerning auditor independence proatetyby the U.S. Securities and Exchange Commigtien
"SEC") to implement the Sarbanes-Oxley Act of 2a82well as the American Institute of Certified Fub
Accountants.

AUDIT COMMITTEE'S PRE-APPROVAL POLICIES AND PROCEDU RES

During 2003, our audit committee specifically apfgd the appointment of Deloitte & Touche LLP to be
our independent auditors for the year ended DeceB8the2003. Deloitte & Touche LLP was also approted
perform reviews, pursuant to Statement of Auditftgndards No. 71, of our quarterly financial repevithin
the year ended December 31, 2003 and certain atlu#r related services such as accounting congultatUntil
such time as our board of directors adopts a rehaselit committee charter or other specific prerapal policy
for these services, our audit committee will coméirio approve the services on this basis.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K

(a)(1) FINANCIAL STATEMENTS. See Index to Financial Statements on page 41.

(a)(2) All other schedules are omitted because #neynot applicable, not required or the required
information is in the financial statements or tl¢es thereto.

(2)(3) The following Exhibits are filed as partthfs Report as required by Regulation S-K. The Bix&i
designated by an asterisk (*) are management aistaad compensation plans and arrangements rddaite
filed as Exhibits to this Report. We have requesttdfidential treatment as to certain portionshef Exhibits
designated by a cross (+), which portions have begitted and filed separately with the Securitied a
Exchange Commission.

Exhibit

Number Description

21 Assignment and Assumption Agreement, dated as oéber 9, 1999, by and among Cantor Fitzgerald,
L.P., Cantor Fitzgerald Securities, CFFE, LLC, @ariitzgerald L.L.C., CFPH, LLC, Cantor Fitzgerd&d
Co. and eSpeed, Inc. (Incorporated by referendexybit 2.1 to the Registrant's Annual Report omnfrd.0-
K for the year ended December 31, 19!

22 Assignment and Assumption Agreement, dated as@teBber 9, 1999 by and among Cantor Fitzgerald
International, eSpeed Securities International teshiand Cantor Fitzgerald International Holding®.L
(Incorporated by reference to Exhibit 2.2 to thgiReant's Annual Report on Form 10-K for the yeaded
December 31, 1999

31 Amended and Restated Certificate of Incorporatio@Speed, Inc. (Incorporated by reference to Exi3ii
to the Registrant's Registration Statement on F8-1 (Reg. No. 33-87475)).

3.2 Second Amended and Restated By-Laws of eSpeed|hworporated by reference to Exhibit 3.2 to the
Registrant's Quarterly Report on Forn-Q for the quarter ended March 31, 20(

33 Certificate of Designations, Preferences and RighBeries A Redeemable Convertible Preferred Sodck
eSpeed, Inc. (Incorporated by reference to ExBilditto the Registrant's Quarterly Report on ForrQ1for
the quarter ended September 30, 20

34 Certificate of Designations, Preferences and RighBeries B Redeemable Convertible Preferred Stbck
eSpeed, Inc. (Incorporated by reference to ExBilditto the Registrant's Quarterly Report on ForrQ1f@r
the quarter ended September 30, 20

35 Certificate of Designations, Preferences and RighBeries C Redeemable Convertible Preferred Sibck
eSpeed, Inc. (Incorporated by reference to ExBilitto the Registrant's Quarterly Report on ForrQ1for
the quarter ended June 30, 20(

4 Specimen Class A Common Stock Certificate. (Incoafgal by reference to Exhibit 4 to the Registrant's
Registration Statement on Forr-1 (Reg. No. 33-87475)).

10.2* Amended and Restated eSpeed, Inc. Employee Stackdae Plan (Incorporated by reference to Exhibi2
to the Registrant's Annual Report on Forn-K for the year ended December 31, 20!
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Exhibit

Number Description

105 Administrative Services Agreement, dated as of Ddxer 15, 1999, by and among Cantor Fitzgerald, L.P.

Cantor Fitzgerald International, Cantor Fitzgei@itts, Cantor Fitzgerald Securities, Cantor Fitzieé®& Co.,
Cantor Fitzgerald Partners, eSpeed, Inc., eSpeadifies, Inc., eSpeed Government Securities, kpeed
Securities International Limited and eSpeed MarKets (Incorporated by reference to Exhibit 1@3he



10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14+

10.15+

10.16

Registrant's Annual Report on Forn-K for the year ended December 31, 19!

Registration Rights Agreement, dated as of Decer@p2999, by and among eSpeed and the Investored
therein. (Incorporated by reference to Exhibit 10.6he Registrant's Annual Report on Form 10-Ktfer
year ended December 31, 19¢

Sublease Agreement, dated as of December 15, b888een Cantor Fitzgerald Securities and eSpeed, In
(Incorporated by reference to Exhibit 10.7 to thegRtrant's Annual Report on Form 10-K for the yeraded
December 31, 1999

Warrants issued to Martin J. Wygod and a relatest t{Incorporated by reference to Exhibit 10.8&®
Registrant's Annual Report on Forn-K for the year ended December 31, 19¢

Registration Rights Agreement, dated as of Jur2B) among eSpeed, Inc., Williams Energy Markefing
Trading Company and Dynegy, Inc. (Incorporatedéfgnrence to Exhibit 10.9 to the Registrant's Quigrte
Report on Form 1-Q for the quarter ended June 30, 20!

Stock Purchase Agreement, dated April 26, 200Qyéet eSpeed, Inc. and Cantor Fitzgerald Securities
(Incorporated by reference to Exhibit 10.10 toRegistrant's Quarterly Report on Form 10-Q forgharter
ended June 30, 200(

Amendment to Stock Purchase Agreement, dated JU2@0R, among eSpeed, Inc., Cantor Fitzgerald
Securities and Cantor Fitzgerald, L.P. (Incorpatdtg reference to Exhibit 10.11 to the RegistraQtmrterly
Report on Form 1-Q for the quarter ended June 30, 20!

Warrant issued to Dynegy, Inc. (Incorporated bgresfice to Exhibit 10.12 to the Registrant's Quigr
Report on Form 1-Q for the quarter ended June 30, 20!

Warrant issued to Williams Energy Marketing & TnagliCompany (Incorporated by reference to Ext
10.13 to the Registrant's Quarterly Report on Fbg-Q for the quarter ended June 30, 20!

Subscription Agreement, dated April 26, 2000, ambggegy, Inc., eSpeed, Inc. and Cantor Fitzgelald,
(Incorporated by reference to Exhibit 10.14 toRegistrant's Quarterly Report on Form 10-Q fordharter
ended June 30, 200(

Subscription Agreement, dated April 26, 2000, am®hg Williams Companies, Inc., eSpeed, Inc. and@
Fitzgerald, L.P. (Incorporated by reference to Bithi0.15 to the Registrant's Quarterly Report om+10Q
for the quarter ended June 30, 20(

Registration Rights Agreement, dated as of Septe@®e2000 among eSpeed, Inc., EIP Holdings, LLC,
Williams Energy Marketing & Trading Company and @ldEnergy Holding, LP, Koch Energy Trading, i
TXU Energy Trading Company and Dominion Energy Eawgde, Inc. (Incorporated by reference to Exhibit
10.16 to the Registrant's Quarterly Report on Fbg-Q for the quarter ended September 30, 2C
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Exhibit
Number

Description

10.17

10.18

10.19

10.20

10.21

10.23

10.24

10.25

10.26

Registration Rights Agreement, dated as of July2801, among eSpeed, Inc. and the Investors nameeei
(Incorporated by reference to Exhibit 10.19 toRegistrant's Quarterly Report on Form 10-Q fordharter
ended June 30, 200:

Warrant Agreement, dated as of April 4, 2001, ameBigeed, Inc. and the Freedom participants n¢
therein (Incorporated by reference to Exhibit 1a@the Registrant's Quarterly Report on Form 1f2Qhe
quarter ended June 30, 20C

Warrant Agreement, dated as of August 21, 2002ydent eSpeed, Inc. and UBS USA, Inc. (Incorporate
reference to Exhibit 10.19 to the Registrant's @ubrReport on Form 10-Q for the quarter ended&aper
30, 2002)

Registration Rights Agreement, dated as of AuglisPR02, by and between eSpeed, Inc. and UBS USA In
(Incorporated by reference to Exhibit 10.20 toRegistrant's Quarterly Report on Form 10-Q fordgharter
ended September 30, 200

Services Agreement, dated as of October 11, 208®&/den eSpeed and CO2e.com LLC. (Incorporated by
reference to Exhibit 10.21 to the Registrant's @ubrReport on Form 10-Q for the quarter ended&aper
30, 2002)

Intellectual Property Rights Further Assuranceseggrent, dated as of October 11, 2002, between dSpee
Inc. and CO2e.com LLC. (Incorporated by referemcExhibit 10.23 to the Registrant's Quarterly Répor
Form 1(-Q for the quarter ended September 30, 2C

Warrant Agreement, dated as of September 13, 2@een eSpeed, Inc. and Exchange Brokerage Sy
Corp. (Incorporated by reference to Exhibit 10 @4he Registrant's Quarterly Report on Form 10-QHe
quarter ended September 30, 20!

Warrant Agreement, dated as of August 1, 2002 beveSpeed, Inc. and Deutsche Bank AG. (Incorpo
by reference to Exhibit 10.25 to the Registrantsuerly Report on Form 1Q-for the quarter ended June
2003).

Amended and Restated Joint Services Agreement datef May 12, 2003, by and among Canter Fitzderal
L.P., a Delaware limited partnership, on behaltsélf and its direct and indirect, current andifet
subsidiaries, other than eSpeed, Inc. and its tdared indirect, current and future, subsidiariesi aSpeed,
Inc., a Delaware corporation, on behalf of itselfl ats direct and indirect, current and future, sdiaries.
(Incorporated by reference to Exhibit 10.26 of Registrant's Quarterly Report on Form 10-Q forgharter
ended June 30, 200!



10.27 Amended and Restated Warrant Agreement, dated @stober 23, 2003, between eSpeed, Inc.and UBS
USA Inc. (Incorporated by reference to Exhibit 70t@ the Registrant's Quarterly Report on Form 1f&Q
the quarter ended September 30, 20

10.28 eSpeed 2003 Incentive Bonus Compensation Plard datef October 22, 2003. (Incorporated by refezen
Exhibit 10.28 to the Registrant's Quarterly Reporf-orm 1--Q for the quarter ended September 30, 2C

10.29 Amended and Restated eSpeed, Inc. 1999 Long Teremtiwe Plan, dated as of October 22, 2003.
(Incorporated by reference to Exhibit 10.29 toRegistrant's Quarterly Report on Form 10-Q fordgharter
ended September 30, 200

21 List of subsidiaries of eSpeed, Inc. (Incorpordigdeference to Exhibit 21 to the Registrant's AairiReport
on Form 1K for the year ended December 31, 201
23 Consent of Deloitte & Touche LLP, independent aurdit
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Exhibit
Number Description
24 Powers of Attorney (included on signature page).
31.1 Certification by the Chief Executive Officer Purstito Section 302 of the Sarbanes-Oxley Act of 2002
31.2 Certification by the Chief Financial Officer Pursiido Section 302 of the Sarbanes-Oxley Act of 2002
32 Certification by the Chief Executive Officer andi€hFinancial Officer Relating to a Periodic Report

Containing Financial Statemen

(b) REPORTS ON FORM &K.

We filed a report on Form 8-K under Items 7 andtezeof on November 13, 2003, which report conthine
the press release issued with respect to our fiabresults for the quarter ended September 303200
December 22, 2003 we also filed a report on ForuBder Item 5 with respect to our settlement agee
with NYMEX.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&i(the Securities Exchange Act of 1934, the reaigthas
duly caused this Annual Report on Form 10-K forfikeal year ended December 31, 2003 to be signetso
behalf by the undersigned, thereunto duly authdripe the 12 day of March, 2004.

eSPEED, INC.
By: /s/ Howard W. Lutnick

Name: Howard W. Lutnic

Title: Chairman of the Board,
Chief Executive Officer
and Preside

Powers of Attorney

Each person whose signature appears below heré¢grenes and constitutes Howard W. Lutnick and Bégp
M. Merkel, and each of them singly, his true ansifld attorney-in-fact, with full power of substitoh and
resubstitution, for him and in his name, place ste&d, in any and all capacities, to sign andatilg and all
amendments to this Annual Report, with all exhilfisreto and other documents in connection thehnewith
the Securities and Exchange Commission, and héyeaéifies and confirms all that said attorneyfaet or
either of them, or his or their substitutes, mayfidly do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, this Annual Report has been sidretow
by the following persons on behalf of the registra$peed, Inc., in the capacities and on the atatates
indicated.

Signature Capacity in Which Signed Date
/s/ Howard W. Lutnick Chairman of the Board, March 12, 2004

Chief Executive Officer
. and President
Howard W. Lutnick (Principal Executive Officer)

[slJeffrey M. Chertoff Senior Vice President and arbh 12, 2004



Jeffrey M. Chertoff

[sl Lee Amaitis
Lee Amaitis
/s/ John H. Dalton
Hon. John H. Dalton
/sl Stephen M. Merkel
Stephen M. Merkel
/s/ William J. Moran
William J. Moran
/sl Henry Morris
Henry Morris
/sl Joseph C. Noviello

Joseph C. Noviello

Chief Financial Officer
(Principal Financial and
Accounting Officer)

Director

Director

Director

Director

Director

Director
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March 12, 2004

March 12, 2004

March 12, 2004

March 12, 2004

March 12, 2004

March 12, 2004

Signature Capacity in Which Signed Date
/sl Albert M. Weis Director March 12, 2004
Albert M. Weis
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EXHIBIT INDEX

Exhibit Number Description

21

2.2

Assignment and Assumption Agreement, dated as oé@ber 9, 1999, by and among Cantor Fitzge
L.P., Cantor Fitzgerald Securities, CFFE, LLC, @ariitzgerald L.L.C., CFPH, LLC, Cantor Fitzgerald
& Co. and eSpeed, Inc. (Incorporated by refererycExthibit 2.1 to the Registrant's Annual Report on
Form 1(-K for the year ended December 31, 19!

Assignment and Assumption Agreement, dated asedeBber 9, 1999 by and among Cantor Fitzgerald
International, eSpeed Securities International teéahiand Cantor Fitzgerald International Holdings}.L
(Incorporated by reference to Exhibit 2.2 to thgR&ant's Annual Report on Form 10-K for the year

31

3.2

33

3.4

35

10.2*

ended December 31, 199

Amended and Restated Certificate of IncorporatioeSpeed, Inc. (Incorporated by reference to Exhibi
3.1 to the Registrant's Registration StatementamFe-1 (Reg. No. 33-87475)).

Second Amended and Restated By-Laws of eSpeed|hcarporated by reference to Exhibit 3.2 to the
Registrant's Quarterly Report on Forn-Q for the quarter ended March 31, 20(

Certificate of Designations, Preferences and RighBeries A Redeemable Convertible Preferred Stock
of eSpeed, Inc. (Incorporated by reference to BkBiB to the Registrant's Quarterly Report on FaGn
Q for the quarter ended September 30, 2C

Certificate of Designations, Preferences and RighBeries B Redeemable Convertible Preferred Stock
of eSpeed, Inc. (Incorporated by reference to EkBild to the Registrant's Quarterly Report on FaGn
Q for the quarter ended September 30, 2C

Certificate of Designations, Preferences and RighBeries C Redeemable Convertible Preferred Stock
of eSpeed, Inc. (Incorporated by reference to BkBib to the Registrant's Quarterly Report on FaGn
Q for the quarter ended June 30, 201

Specimen Class A Common Stock Certificate. (Incoafeal by reference to Exhibit 4 to the Registrant's
Registration Statement on Forr-1 (Reg. No. 33-87475)).

Amended and Restated eSpeed, Inc. Employee Stackde Plan (Incorporated by reference to Ex



10.4

10.5

10.6

10.2 to the Registrant's Annual Report on Fori-K for the year ended December 31, 20(
Amendment No. 1 to Amended and Restated Joint &&vAgreement, dated as of January 30, 2002.

Administrative Services Agreement, dated as of brmr 15, 1999, by and among Cantor Fitzgerald,
L.P., Cantor Fitzgerald International, Cantor Féjd Gilts, Cantor Fitzgerald Securities, Cantor
Fitzgerald & Co., Cantor Fitzgerald Partners, eSpee., eSpeed Securities, Inc., eSpeed Government
Securities, Inc., eSpeed Securities Internatiomaited and eSpeed Markets, Inc. (Incorporated by
reference to Exhibit 10.5 to the Registrant's AnfiReport on Form 10-K for the year ended December
31, 1999)

Registration Rights Agreement, dated as of Decer@p2899, by and among eSpeed and the Investors
named therein. (Incorporated by reference to Exhibi6 to the Registrant's Annual Report on Form 10
K for the year ended December 31, 19¢
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Exhibit Number

Description

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14+

10.15+

10.16

10.17

10.18

10.19

10.20

Sublease Agreement, dated as of December 15, b888een Cantor Fitzgerald Securities and eSpeed,
Inc. (Incorporated by reference to Exhibit 10.7He Registrant's Annual Report on Form 10-K for the
year ended December 31, 19¢

Warrants issued to Martin J. Wygod and a relatest t{Incorporated by reference to Exhibit 10. &
Registrant's Annual Report on Form-K for the year ended December 31, 19!

Registration Rights Agreement, dated as of Jur2®@) among eSpeed, Inc., Williams Energy
Marketing & Trading Company and Dynegy, Inc. (Inporated by reference to Exhibit 10.9 to the
Registrant's Quarterly Report for the quarter enhiete 30, 2000

Stock Purchase Agreement, dated April 26, 200Qyéen eSpeed, Inc. and Cantor Fitzgerald Securities
(Incorporated by reference to Exhibit 10.10 to Registrant's Quarterly Report for the quarter ended
June 30, 2000

Amendment to Stock Purchase Agreement, dated Ju2@D, among eSpeed, Inc., Cantor Fitzgerald
Securities and Cantor Fitzgerald, L.P. (Incorpatdtg reference to Exhibit 10.11 to the Registrant's
Quarterly Report for the quarter ended June 300R(

Warrant issued to Dynegy, Inc. (Incorporated bgmerfice to Exhibit 10.12 to the Registrant's Quigr
Report for the quarter ended June 30, 20

Warrant issued to Williams Energy Marketing & TragliCompany (Incorporated by reference to Ex|
10.13 to the Registrant's Quarterly Report forgharter ended June 30, 20C

Subscription Agreement, dated April 26, 2000, ambggegy, Inc., eSpeed, Inc. and Cantor Fitzgerald,
L.P. (Incorporated by reference to Exhibit 10.14he Registrant's Quarterly Report for the quastete
June 30, 2000

Subscription Agreement, dated April 26, 2000, am®hg Williams Companies, Inc., eSpeed, Inc. and
Cantor Fitzgerald, L.P. (Incorporated by referetecExhibit 10.15 to the Registrant's Quarterly Répo
for the quarter ended June 30, 20(

Registration Rights Agreement, dated as of Septe@®e2000 among eSpeed, Inc., EIP Holdings, L
Williams Energy Marketing & Trading Company and @ldEnergy Holding, LP, Koch Energy Tradir
Inc. TXU Energy Trading Company and Dominion Enekgghange, Inc. (Incorporated by reference to
Exhibit 10.16 to the Registrant's Quarterly Reporf-orm 10-Q for the quarter ended September 30,
2000).

Registration Rights Agreement, dated as of July2B01, among eSpeed, Inc. and the Investors named
therein (Incorporated by reference to Exhibit 1ad ¢he Registrant's Quarterly Report on FornQLfr
the quarter ended June 30, 20(

Warrant Agreement, dated as of April 4, 2001, ameBpgeed, Inc. and the Freedom participants n:
therein (Incorporated by reference to Exhibit 1a@the Registrant's Quarterly Report for the qerart
ended June 30, 200:

Warrant Agreement, dated as of August 21, 2002ydxent eSpeed, Inc. and UBS USA, |
(Incorporated by reference to Exhibit 10.19 to Registrant's Quarterly Report for the quarter ended
September 30, 2002

Registration Rights Agreement, dated as of Auglis2R02, by and between eSpeed, Inc. and UBS
Inc. (Incorporated by reference to Exhibit 10.2@he Registrant's Quarterly Report for the quastetec
September 30, 200z
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10.21

10.23

10.24

10.25

10.26

10.27

10.28

10.29

21

23

24

311

31.2

32

Services Agreement, dated as of October 11, 2G8®%den eSpeed and CO2e.com LLC. (Incorporated
by reference to Exhibit 10.21 to the Registrantsu@erly Report for the quarter ended September 30,
2002).

Intellectual Property Rights Further Assuranceseggrent, dated as of October 11, 2002, between
eSpeed, Inc. and CO2e.com LLC. (Incorporated hgreefce to Exhibit 10.23 to the Registrant's
Quarterly Report for the quarter ended Septembe2@02).

Warrant Agreement, dated as of September 13, 2@Ween eSpeed, Inc. and Exchange Broke
Systems Corp. (Incorporated by reference to Exibi24 to the Registrant's Quarterly Report for the
quarter ended September 30, 20!

Warrant Agreement, dated as of August 1, 2002 bstvesSpeed, Inc. and Deutsche Bank
(Incorporated by reference to Exhibit 10.25 to Registrant's Quarterly Report for the quarter ended
June 30, 2003

Amended and Restated Joint Services Agreement] datef May 12, 2003, by and among Canter
Fitzgerald, L.P., a Delaware limited partnershipbehalf of itself and its direct and indirect, mnt and
future, subsidiaries, other than eSpeed, Inc. @ndirect and indirect, current and future, sulasids,
and eSpeed, Inc., a Delaware corporation, on beh#Belf and its direct and indirect, current dntlre
subsidiaries. (Incorporated by reference to ExHibiR6 of the Registrant's Quarterly Report on Fbém
Q for the quarter ended June 30, 201

Amended and Restated Warrant Agreement, dated@stober 23, 2003, between eSpeed, Inc. and
UBS USA Inc. (Incorporated by reference to Exhilf}t27 to the Registrant's Quarterly Report for the
quarter ended September 30, 20!

eSpeed 2003 Incentive Bonus Compensation Pland datef October 22, 2003. (Incorporated by
reference to Exhibit 10.28 to the Registrant's @ubr Report for the quarter ended September 303f

Amended and Restated eSpeed, Inc. 1999 Long Teentive Plan, dated as of October 22, 2003.
(Incorporated by reference to Exhibit 10.29 toRegistrant's Quarterly Report for the quarter ended
September 30, 2002

List of subsidiaries of eSpeed, Inc. (Incorporaigdeference to Exhibit 21 to the Registrant's Aainu
Report on Form 1-K for the year ended December 31, 20t

Consent of Deloitte & Touche LLP, independent aurdit

Powers of Attorney (included on signature page).

Certification by the Chief Executive Officer Purstito Section 302 of the Sarbanes-Oxley Act of 2002
Certification by the Chief Financial Officer Pursiiao Section 302 of the Sarbanes-Oxley Act of 2002
Certification by the Chief Executive Officer andi€hFinancial Officer Relating to a Periodic Report

Containing Financial Statemen
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INDEPENDENT AUDITORS' CONSENT

We consent to the incorporation by reference in Reg
333-52154 of eSpeed, Inc. (the "Company") on Form S
Inc. 1999 Long-Term Incentive Plan"), Registration

the Company on Form S-8 (relating to the "eSpeed, |
Plan" and the "eSpeed, Inc. Employee Stock Purchase
Statement No. 333-49056 of the Company on Form S-8,
Amendment No. 1 thereto dated February 27, 2001 (re
Deferral Plan for Employees of Cantor Fitzgerald, L

our report dated March 10, 2004 appearing in this A
eSpeed, Inc. for the year ended December 31, 2003.

/sl Deloitte & Touche LLP

March 10, 2004
New York, New York

Exhibit 23

istration Statement No.

-3 (relating to the "eSpeed,
Statement No. 333-34324 of
nc. 1999 Long-Term Incentive
Plan") and Registration
including Post-Effective
lating to the "eSpeed, Inc.

.P. and its Affiliates), of

nnual Report on Form 10-K of



I, Howard W. Lutnick, certify that:

1.

2.

| have reviewed this annual report on Form

Based on my knowledge, this annual report
statement of a material fact or omit to st

to make the statements made, in light of t
such statements were made, not misleading
covered by this annual report;

Based on my knowledge, the financial state
information included in this annual report
material respects the financial condition,
cash flows of the registrant as of, and fo
this annual report;

The registrant's other certifying officer
establishing and maintaining disclosure co
defined in Exchange Act Rules 13a-15(e) an
registrant and have:

a. Designed such disclosure controls
such disclosure controls and proc
our supervision, to ensure that m
to the registrant, including its
made known to us by others within
during the period in which this a
prepared;

b. Evaluated the effectiveness of th
controls and procedures and prese
conclusions about the effectivene
controls and procedures as of the
this annual report based on such

c. Disclosed in this annual report a
internal control over financial r
the registrant's most recent fisc
fourth fiscal quarter in the case
has materially affected, or is re
affect, the registrant's internal
reporting; and

The registrant's other certifying officer
on our most recent evaluation of internal
reporting, to the registrant's auditors an
registrant's board of directors:

a. All significant deficiencies and
design or operation of internal ¢
reporting which are reasonably li
registrant's ability to record, p
financial information; and

b. Any fraud, whether or not materia
or other employees who have a sig
registrant's internal control ove

Date: March 12, 2004

/s/ Howard W. Lutnick

Howard W. Lutnick
Chairman of the Board, Chief Executive Officer and

EXHIBIT 31.1

10-K of eSpeed, Inc;

does not contain any untrue
ate a material fact necessary
he circumstances under which
with respect to the period

ments, and other financial
, fairly present in all

results of operations and
r, the periods presented in

and | are responsible for
ntrols and procedures (as
d 15d-15(e)) for the

and procedures, or caused
edures to be designed under
aterial information relating
consolidated subsidiaries, is
those entities, particularly
nnual report is being

e registrant's disclosure

nted in this report our

ss of this disclosure

end of the period covered by
evaluation; and

ny change in the registrant's
eporting that occurred during
al quarter, (the registrant's
of an annual report) that
asonably likely to materially
control over financial

and | have disclosed, based
control over financial
d the audit committee of the

material weaknesses in the
ontrol over financial

kely to adversely affect the
rocess, summarize and report

I, that involves management
nificant role in the
r financial reporting

President



I, Jeffrey M. Chertoff, certify that:

1.

2.

| have reviewed this annual report on Form

Based on my knowledge, this annual report
statement of a material fact or omit to st

to make the statements made, in light of t
such statements were made, not misleading
covered by this annual report;

Based on my knowledge, the financial state
information included in this annual report
material respects the financial condition,
cash flows of the registrant as of, and fo
this annual report;

The registrant's other certifying officer
establishing and maintaining disclosure co
defined in Exchange Act Rules 13a-15(e) an
registrant and have:

a. Designed such disclosure controls
such disclosure controls and proc
our supervision, to ensure that m
to the registrant, including its
made known to us by others within
during the period in which this a
prepared;

b. Evaluated the effectiveness of th
controls and procedures and prese
conclusions about the effectivene
controls and procedures as of the
this annual report based on such

c. Disclosed in this annual report a
internal control over financial r
the registrant's most recent fisc
fourth fiscal quarter in the case
has materially affected, or is re
affect, the registrant's internal
reporting; and

The registrant's other certifying officer
on our most recent evaluation of internal
reporting, to the registrant's auditors an
registrant's board of directors

a. All significant deficiencies and
design or operation of internal ¢
reporting which are reasonably li
registrant's ability to record, p
financial information; and

b. Any fraud, whether or not materia
or other employees who have a sig
registrant's internal control ove

Date: March 12, 2004

/sl Jeffrey M. Chertoff

Jeffrey M. Chertoff

Senior Vice President and Chief Financial Office

EXHIBIT 31.2

10-K of eSpeed, Inc;

does not contain any untrue
ate a material fact necessary
he circumstances under which
with respect to the period

ments, and other financial
, fairly present in all

results of operations and
r, the periods presented in

and | are responsible for
ntrols and procedures (as
d 15d-15(e)) for the

and procedures, or caused
edures to be designed under
aterial information relating
consolidated subsidiaries, is
those entities, particularly
nnual report is being

e registrant's disclosure

nted in this report our

ss of this disclosure

end of the period covered by
evaluation; and

ny change in the registrant's
eporting that occurred during
al quarter, (the registrant's
of an annual report) that
asonably likely to materially
control over financial

and | have disclosed, based
control over financial
d the audit committee of

material weaknesses in the
ontrol over financial

kely to adversely affect the
rocess, summarize and report

I, that involves management
nificant role in the
r financial reporting



CERTIFICATION PURSUANT TO 18 U.S.C.

AS ADOPTED PURSUANT TO SECTI
OF THE SARBANES-OXLEY ACT O

In connection with the annual report of eSpeed, Inc
(the "Company"), on Form 10-K for the period ended
with the Securities and Exchange Commission on the
10-K"), each of Howard W. Lutnick, Chief Executive
Jeffrey M. Chertoff, Chief Financial Officer of the

to 18 U.S.C. Section 1350, as adopted pursuant to S
Sarbanes-Oxley Act of 2002, that to his knowledge:

(1) The Form 10-K fully complies with the requ
15(d) of the Securities Exchange Act of 19

(2)  The information contained in the Form 10-K
material respects, the financial condition
the Company.

/s/ Howard W. Lutnick /sl Jeffr
Name: Howard W. Lutnick Name:
Title: Chairman of the Board, Title

Chief Executive Officer and President Chief
Date: March 12, 2004 Date:

Exhibit 32

SECTION 1350,
ON 906
F 2002

., a Delaware corporation
December 31, 2003 as filed
date hereof (the "Form
Officer of the Company, and
Company, certifies, pursuant
ection 906 of the

irements of Section 13(a) or
34; and

fairly presents, in all
and results of operations of

ey M. Chertoff

Jeffrey M. Chertoff

: Senior Vice President and
Financial Officer

March 12, 2004



