ESPEED INC

FORM 10-Q

(Quarterly Report)

Filed 8/14/2002 For Period Ending 6/30/2002

Address 135E.57TH STREET 135 E. 57TH STREET
NEW YORK, New York 10022
Telephone 212-938-5000
CIK 0001094831
Industry Consumer Financial Services
Sector Financial
Fiscal Year 12/31
e oo ecgaroning com EDGAR Customer Senice. 303.852-6665

Corporate Sales: 212-457-8200



U.S. SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

(X) QUARTERLY REPORT PURSUANT TO SECTION 13 OR 1p@F THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2002
OR

() TRANSITION REPORT PURSUANT TO SECTION 13 OR @pOF THE SECURITIES
EXCHANGE ACT OF 1934

to

For the transition period from

Commission file number 0-28191

eSPEED, INC.

(Exact Name of Registrant as Specified in Its Ghrart

13 -4063515

Delaware

oyer ldentification

(State or Other Jurisdiction of (ILR.S. Empl
No.)

Incorporation or Organization)
135 East 57th Street
(Address of Principal Executive Offices)
New York, New York 10022
(City, State, Zip Code)
(212) 938-5000
(Registrant's Telephone Number, Including Area Gode

Indicate by check whether the registrant (1) hiasl fall reports required to be filed by Sectionot35(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for sudrtsh period that the registrant was requiredltoduch reports), and (2) has been subject

to such filing requirements for the past 90 dayss X No

Indicate the number of shares outstanding of e&tinedssuer's classes of common stock, as oftiest practicable date.

Outstanding at August 12, 2002

Class A common stock, par value $.01 per share 28,291,091
26,688,814

Class B common stock, par value $.01 per share



PART I--FINANCIAL INFORMATION

ITEM 1. Financial Statements:
Consolidated Statements of Financial Condition -
June 30, 2002 (unaudited) and December 31, 2001

Consolidated Statements of Operations (unaudited) -
Ended June 30, 2002 and June 30, 2001

Consolidated Statements of Operations (unaudited) -
Ended June 30, 2002 and June 30, 2001

Consolidated Statements of Cash Flows (unaudited) -
Ended June 30, 2002 and June 30, 2001

Notes to Consolidated Financial Statements (unaudit

ITEM 2. Management's Discussion and Analysis of Fin
and Results of Operations

ITEM 3. Quantitative and Qualitative Disclosures ab
PART II--OTHER INFORMATION

ITEM 1. Legal Proceedings

ITEM 2. Changes in Securities and Use of Proceeds

ITEM 6. Exhibits and Reports on Form 8-K

Three Months

Six Months

Six Months

ed)

ancial Condition

out Market Risk

Page

20

21

22

11

19



PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

ESPEED, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
AS OF JUNE 30, 2002 AND DECEMBER 31, 2001

June 30, 2002

December 31, 2001

(unaudited)
Assets
Cash and cash equivalents.................cccoe.. $ 2,783,838 $ 2,567,932
Reverse repurchase agreements with related parties. 164,106,772 157,330,676

Total cash and cash equivalents.................. L 166,890,610 159,898,608
Fixed assets, net . 22,813,018 19,137,269
Investments 11,981,972 11,732,863
Intangible assets..........c.oceeviviiieneninn. 10,258,560 9,122,491
Insurance claim receivable, due from parent........ 12,832,886 -
Other assets..........ccocvvviicciniiinnn, 4,149,503 3,207,832

Total assets

Liabilities and Stockhold ers' Equity

Liabilities:
Payable to related parties, Net.......cccceceeeee s $ 2,988,792 $ 6,822,163
Accounts payable and accrued liabilities........... L 26,308,886 23,095,092

Total liabilities 29,297,678 29,917,255
Stockholders' equity:
Preferred stock, par value $0.01 per share; 50,000, 000 shares authorized;
8,000,750 and 8,000,750 shares issued
and outstanding......ccccocvevveeiiniiieeees s 80,008 80,008
Class A common stock, par value $0.01 per share; 20 0,000,000
shares authorized; 28,291,091 and 26,590,668 shares issued
and outstanding......cccoccevvvvenniinnieenees e 282,911 265,906
Class B common stock, par value $0.01 per share; 10 0,000,000
shares authorized; 26,688,814 and 28,354,737 shares
issued and outstanding 266,888 283,547
Additional paid in capital.... 267,092,980 266,791,989
Unamortized expense of business partner securities. (2,093,700) (2,691,900)
Treasury stock, 24,600 shares of Class A common sto ck at cost.............. (221,892) (221,892)

Accumulated deficit..........ccoceriiiiiiiennne

Total stockholders' equity

Total liabilities and stockholders' equit

See notes to consolidated financial statements

........................ (65,778,324)

(91,325,850)




CONSOLIDATED STATEMENTS OF OPERATIONS

ESPEED, INC. AND SUBSIDIARIES

FOR THE THREE MONTHS ENDED JUNE 30, 2002 AND JUNE 3, 2001
(UNAUDITED)

Revenues:
Transaction revenues with related parties
Fully electronic transactions.................
Voice-assisted brokerage transactions.........
Screen assisted open outcry transactions......

Total transaction revenues with related parties
Software solution fees from related parties......
Software solution fees from unrelated parties....
Business interruption insurance proceeds from par
Interest income from related parties.............

Total revenues

Expenses:
Compensation and employee benefits...............
Occupancy and equipment...................
Professional and consulting fees..........
Communications and client networks...............
Marketing........cccooeieeieiniiieee e
Administrative fees paid to related parties......
Non-cash business partner securities.............

Total expenses

Income (loss) before provision for income taxes

Income tax provision:

Total tax provision

Net income (loss)

Per share data:

Basic net income (loss) per share.............
Fully diluted net income (loss) per share.....

Basic weighted average shares of common stock
outstanding.........cccccevvvieiienenennnn.

Fully diluted weighted average shares of commo
outstanding........cccceeeviiiieeenninne.

See notes to consolidated financial statements

For the three month

June 30, 2002 J

21,237,638 $
4,347,428
15,916
25,600,982
3,468,786
805,815
. 12,832,886
740,625

9,316,346
5,791,572
1,192,737
1,694,007
1,585,383
2,145,827

406,403
1,511,411

$ 19,691,408 $

0.36 $
0.35 $

54,979,696

56,924,486

s ended

une 30, 2001

20,802,126
6,334,161
66,250
27,202,537
5,009,737
199,500

1,667,702

15,537,909
7,941,481
2,334,719
2,301,870
1,501,821
2,891,482

298,900
2,084,499

54,814,868

54,814,868



Revenues:

ESPEED, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE SIX MONTHS ENDED JUNE 30, 2002 AND JUNE 302001

Transaction revenues with related parties

Fully electronic transactions............

Voice-assisted brokerage transactions..........
Screen-assisted open outcry transactions.......

Total transaction revenues with related parties

Software solution fees from related parties......
Software solution fees from unrelated parties....

Business interruption insurance proceeds from par
Interest income from related parties..

Total revenues

Expenses:

Compensation and employee benefits...............

Occupancy and equipment...............
Professional and consulting fees......

Communications and client networks

Marketing.........cooovieeieiiiieee e

Administrative fees paid to related parties......
Non-cash business partner securities.............

Total operating expenses

Income (loss) before provision for income taxes

Income tax provision:
Federal........cooooviiiiiiiiiiiieee
State and local..........cccoecveveiiineenn.

Total tax provision

Net income (loss)

Per share data:

Basic net income (loss) per share..

Fully diluted net income (loss) per share.....

Basic weighted average shares of common stock

outstanding..........ccccvvvveiienenennn.

Fully diluted weighted average shares of commo

outstanding........cccceeeviiiieeenninnn.

See notes to consolidated financial statements

(UNAUDITED)

For the six months

June 30, 2002

42,825,976
8,829,928
123,262
51,779,166
6,324,475
1,104,130

1,441,612

18,634,649
11,710,257
3,114,722
3,051,434
3,234,528
4,287,252
812,806
2,861,095

12,832,886

J

$

................... $ 0.46
................... $ 0.45
................... 54,983,481
n stock

................... 56,928,285

une 30, 2001

42,076,159

11,697,623
166,908

53,940,690
7,969,587
647,920

3,408,851

31,386,507
14,914,485
6,035,128
4,202,143
2,998,771
4,842,118
298,900
4,294,664

53,621,091

53,621,091



ESPEED, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE SIX MONTHS ENDED JUNE 30, 2002 AND JUNE 302001

Cash flows from operating activities:

Net income (I0SS).......cccvveeviiivieiiieeeninnen.

Adjustments to reconcile net income (loss) to net c
operating activities:

(UNAUDITED)

For the six
months ended
June 30, 2002

............................. $ 25,547,526
ash provided by (used in)

For the six
months ended
June 30, 2001

$ (3,263,668)

Depreciation and amortization.................~— L 5,393,273 3,006,935

Amortization of non-cash business partner sec UritieS.....oocvvvvvveveenns 812,806 298,900

Equity in net (income) losses of certain unco nsolidated investments....... 89,718 183,108

Non-cash issuance of securities under employe e benefit plans.............. 54,638 251,440
(Increase) decrease in operating assets:

Insurance claim receivable, due from parent.. L (12,832,886) -

Other @SSetS.......covvvvvevvveiviveveneee (1,280,498) (1,455,988)
Increase (decrease) in operating liabilities:

Payable to related parties, net.............. (3,833,371) (7,597,709)

Accounts payable and accrued liabilities..... 3,213,794 8,501,857

Net cash provided by (used in) operating acti VitI€S. vveeeiieeeciieeeies 17,165,000 (75,125)
Cash flows from investing activities:
Purchases of fixed @SSetS.....coccvvvvvviiiieeeeees (5,265,506) (5,834,270)
Capitalization of software development costs........ s (3,178,641) (4,046,227)
Capitalization of patent defense COStS.............. (1,760,944) (4,263,639)

Net cash used in investing activities........

Cash flows from financing activities:

Proceeds from issuance of SeCUritieS............... . - 47,750,000
Proceeds from issuance of securities under the ESPP - 393,789
Proceeds from exercises Of OptionS.......ccccoeeee 32,093 414,298
Payments for issuance related eXpenses............. . e - (2,484,845)
Net cash provided by financing activities.... 32,093 46,073,242
Net increase (decrease) in cash and cash equivalent [ 6,992,002 31,853,981
Cash and cash equivalents, beginning of period..... 159,898,608 122,163,712

Cash and cash equivalents, end of period...........

Supplemental disclosure of non-cash investing a

ctivities:

Issuance of Class A common stock in exchange fo r investment $6,970,907

Issuance of Class A common stock in exchange fo r intangible asset 500,000

Issuance of Class A common stock in exchange fo r other assets 4,013,992
$11,484,899

See notes to consolidated financial statements



eSpeed Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation: eSpeed, Inc. (eSpeed athegwith its direct and indirect wholly owned sigaries, the Company) is a majority
owned subsidiary of Cantor Fitzgerald SecuritieBSY; which in turn is a 99.5% owned subsidiary ehtr Fitzgerald, L.P. (CFLP or,
together with its subsidiaries, Cantor). eSpeeahgrily engages in the business of operating intemaeertical electronic marketplaces
designed to enable market participants to tradmfiial and non-financial products more efficierathd at a lower cost than traditional trading
environments permit. All significant intercompargidnces and transactions have been eliminatedchisotidation.

The Company's financial statements have been mépamaccordance with accounting principles geheealcepted in the United States of
America (GAAP) and reflect all normal recurring @stiments which are, in the opinion of managemestessary for a fair presentation of the
results for the interim periods presented. Purstatite rules and regulations of the SecuritiesExchange Commission (the SEC), certain
footnote disclosures, which are normally requiradar GAAP, have been omitted. It is recommendetittiese consolidated financial
statements be read in conjunction with the auditetsolidated financial statements included in thenfany’'s Annual Report on Form 10-K
for the year ended December 31, 2001. The Consetiddtatement of Financial Condition at Decembe2B801 was derived from audited
financial statements. The results of operationgfor interim period are not necessarily indicatifeesults for the full year. It is the
Company's policy to make reclassifications to ppieriod financial statements to conform to curpriod presentation.

Software solution fees: Pursuant to various sesvaggeements, the Company recognizes fees frotedgtarties in amounts generally equal
to its actual direct and indirect costs, includingrhead, of providing such services at the timemsuch services are performed. For specific
technology support functions that are both utilibgdhe Company and provided to related partiess(bmpany allocates the actual costs of
providing such support functions based on theixatsage of such support services by each pargddlition, certain clients of the Compse
provide online access to their customers throughofishe Company's electronic trading platform. Twnpany receives up-front and/or
periodic fees from unrelated parties for the usiésgblatform. Such fees are deferred and recogrézerevenue ratably over the term of the
licensing agreement. The Company also receivesiplatense fees from unrelated parties. Such feesezognized as income ratably over
license period.

2. SEPTEMBER 11 EVENTS

On September 11, 2001, the Company's principakptabusiness at One World Trade Center was dexiragd, in connection therewith, the
Company lost 180 employees and Cantor and Tradk3pRrdost an aggregate of 478 employees (the 8dpell Events).

In 2001, the Company recognized a net provisiodl®,323,189 for non-property damage related t&Gemtember 11 Events. Such provision
includes the incremental costs associated withtgutisg external professionals for deceased engssy write-off of software development
costs, writeeff of goodwill and costs associated with the Comyparestructuring, including costs associated #ithclosing of two offices, i

a result of the September 11 Events, less refusmsved for marketing campaigns which were candelfeer the September 11 Events. The
write-off related to software development consistsosts that previously were capitalized but hia@en written off because the software
being developed related to aspects of the Compangisess that were adversely affected by the Bdygel11 Events. The write-off of
goodwill relates to goodwill associated with theaisition of TreasuryConnect LLC.
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eSpeed Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The following table summarizes the components efréimaining liability related to the September V&ris as of June 30, 2002;

Description

Recruitment $ 2,920,838

Restructuring 1,230,146

Other 1,489,761
Total $ 5,640,745

In 2002, CFLP received $40,000,000 of insurancegeds pursuant to its business interruption insgranverage, of which $12,832,886 \
attributable to the Company. Such amount repregaysients for both lost revenues and increasednegge For the six months ended June
30, 2002, the Company has recognized insuranceedsaeceivable for such recoveries as "Insurdag® ceceivable, due from parent.”
Such amount was received by the Company in Aud@2? 2

As a result of the September 11 Events, fixed asgith a book value of approximately $17,796,420endestroyed. The Company has
recovered these losses through its $40,000,0060pEpty insurance and, as such, has not recordetllass related to the destruction of its
fixed assets.

In addition, the Company is in the process of reippassets that were destroyed in connection th@élSeptember 11 Events. To the extent
that the cost of assets replaced exceeds the mgwgiue of the assets destroyed, the Company weuatttd a gain on replacement of assets
resulting from potential additional recoveries unitiee Company's property and casualty coverage Cidmpany's property insurance covers
full replacement cost of the assets actually reqglatlowever, the Company cannot currently estinfe@emount or timing of any such gair
any, and accordingly, no gains on replacementxefifiassets have been recorded during the period.

3. FIXED ASSETS

June 30, December 31,
2002 2001
Fixed assets consist of the following:
Computer and communication equipment $15,017,775 $10,021,646
Software, including software development costs 21,973,821 18,870,472
Leasehold improvements and other fixed assets 819,196 474,527
37,810,792 29,366,645
Less accumulated depreciation and amortization (14,997,774) (10,229,376)
Fixed assets, net $22,813,018 $19,137,269

4. INCOME TAXES

Since the date of the Company's initial public offg (the Offering), the Company has been subgat¢ome tax as a corporation. Net
operating losses (NOLs) from that date, approxingg$i25,600,000, are available on a carry forwagis@ offset operating income of the
Company. However, a valuation allowance has beesrded at June 30, 2002 to offset the full amoditih® NOLs as realization of this
deferred tax benefit is dependent upon generatifficient taxable income prior to the expirationtbé NOLSs.

6



eSpeed Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

5. BUSINESS PARTNER TRANSACTIONS
Freedom

The Company and Cantor formed a limited partneréhip LP) to acquire an interest in Freedom Intéonal Brokerage (Freedom), a
Canadian government securities broker-dealer and[Scotia unlimited liability company. The Compashares in 15% of the LP's
cumulative profits but not in cumulative lossesnt@a will be allocated all of the LP's cumulatiws$es or 85% of the cumulative profits. The
Company issued fully vested, néorfeitable warrants to purchase shares of its<Chasommon stock to provide incentives over thed¢hyea
period ending April 2004 to the other Freedom owpeaticipants to migrate to the Company's fullycelenic platform. The Company has
recorded $598,200 as a non-cash charge for thraaiths ended June 30, 2002 representing amortizatithe value of the warrants at the
time of issue. The remaining unamortized balanc®¢®93,700 will be recognized as an expense sathtbugh April 2004. To the extent
necessary to protect the Company from any allooatfdosses, Cantor is required to provide futwapital contributions to the LP up to an
amount that would make Cantor's total contribuggnal to the Company's initial investment in the TRe Company receives 65% of all
electronic transaction services revenues and Freedoeives 35% of such revenues. The Company etsives 35% of revenues derived
from Freedom's voice-assisted transactions, otleratianeous transactions and the sale of markatataother information.

The Company entered into this transaction printigal expand its business in Canadian fixed-incofmeign exchange and other capital
markets products and to leverage its opportunitigeansact business with the six leading Canatili@mcial institutions that are participants
in Freedom. The Company was willing to accept aiced profits interest in order to avoid recogniziegentially significant shorterm losse
prior to the anticipated achievement by Freedomprofitability. The Company determined the approferiaumber of shares and warrants t
issued in this transaction based on the anticipladaefits to be realized and the structure of tieéitpand loss arrangement.

Deutsche Bank

In connection with an agreement with Deutsche Baiik,(Deutsche Bank), the Company previously soldeSeC Redeemable Convertible
Preferred Stock (Series C Preferred) to DeutschdBan July 30th of each year of the five year agrent in which Deutsche Bank fulfills
liquidity and market-making obligations for speediproducts, one-fifth of such Series C Preferrdidawtomatically convert into warrants to
purchase shares of the Company's Class A commok. $tor the twelve months ended July 30, 2002, 8w Bank is deemed to have
fulfilled its obligations under the agreement. Bue six months ended June 30, 2002, the Compansehagnized a non-cash charge of
$214,606, representing 10% of the value of the avdsrat the time of issuance of the Series C Regfer

6. RELATED PARTY TRANSACTIONS

All of the Company's Reverse Repurchase Agreensatgansacted on an overnight basis with CFS. tihéeterms of these agreements,
securities collateralizing the Reverse Repurchageéments are held under a custodial arrangemémvthird party bank and are permitted
to be resold or repledged. The fair value of sudlateral at June 30, 2002 and December 31, 20@lethb$164,625,015 and $159,941,811,
respectively.

Investments in TradeSpark and the LP that invast&deedom are accounted for using the equity neetiibe carrying value of the
investment in TradeSpark was $1,661,901 and $12887at June 30, 2002 and December 31, 2001, résggcThe carrying value of the
investment in the LP was $7,080,444 and $7,034a1 dune 30, 2002 and December 31, 2001, respact®eth amounts are included in
Investments in the Consolidated Statement of Fiaa@ondition.



eSpeed Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Under the Amended and Restated Joint Services Agree as amended (the Joint Services Agreememtyeba the Company and Cantor
and services agreements between the Company andf@radeSpark, Freedom and Municipal Partners; (MPLLC), the Company owns
and operates the electronic trading system aresgonsible for providing electronic brokerage sarsj and Cantor, TradeSpark, Freedom or
MPLLC provides voice-assisted brokerage serviad§llinent services, such as clearance and setihnaad related services, such as credit
risk management services, oversight of client bilitg and regulatory compliance, sales positionarigproducts and other services customary
to marketplace intermediary operations. In genéoalfully electronic transactions, the Companyeiges 65% of the transaction revenues
Cantor, TradeSpark or Freedom receives 35% oféimsaction revenues. Each of the Company and MRAkLEives 50% of the fully
electronic revenues related to municipal bondgeineral, for voice-assisted brokerage transacttbesCompany receives 7% of the
transaction revenues, in the case of Cantor tréinsacand 35% of the transaction revenues, ircése of TradeSpark or Freedom
transactions. In addition, the Company receives 8b#%e net revenues from Cantor's gaming busilsesse

Under those services agreements, the Company heedatp provide Cantor, TradeSpark, Freedom andIMPiechnology support services,
including systems administration, internal netwsupport, support and procurement for desktops dfuser equipment, operations and
disaster recovery services, voice and data comratioits, support and development of systems forates and settlement services, systems
support for brokers, electronic applications systamd network support, and provision and/or implaaiton of existing electronic
applications systems, including improvements argtagbes thereto, and use of the related intellegiuggderty rights. In general, the Comps
charges Cantor, TradeSpark and Freedom the adtaat dnd indirect costs, including overhead, @viling such services. The Company
charges MPLLC an amount based upon the actualt@iretindirect costs, including overhead, of providsuch services. In exchange for a
25% share of the net revenues from Cantor's galisgesses, the Company is obligated to spend @eslirtbt get reimbursed for the first
$750,000 each quarter of the costs of providingettipand development services for such gaming bgses.

Under an Administrative Services Agreement, Captovides various administrative services to the gany, including accounting, tax, le:
and facilities management. The Company is requoadimburse Cantor for the cost of providing saehvices. The costs represent the direct
and indirect costs of providing such services aneddatermined based upon the time incurred byritliwidual performing such services.
Management believes that this allocation methodolsgeasonable. The Administrative Services Agrexnnas a three-year term which will
renew automatically for successive one-year tenmhssg cancelled upon six months' prior notice biyegithe Company or Cantor. The
Company incurred administrative fees for such sevduring the six month periods ended June 3@ 284 June 30, 2001 totaling
$4,287,252 and $4,842,118, respectively.

The services provided under both the Joint SenAgrsement and the Administrative Services Agredraem not the result of arm's-length
negotiations because Cantor controls the Compasia #esult, the amounts charged for services uhdee agreements may be higher or
lower than amounts that would be charged by thindigs if the Company did not obtain such servioaes Cantor.

Amounts due to or from related parties pursuamtaiesactions described above are mdarest bearing. As of June 30, 2002, receivainten
TradeSpark, Freedom and MPLLC amounted to $2,695%2,225,584 and $466,000, respectively, andrataded in Payable to related
parties, net in the Consolidated Statement of FiadiCondition.



eSpeed Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

7. INTERCONTINENTALEXCHANGE

On March 29, 2002, the Company entered into a teng licensing agreement (the Agreement) with buatinentalExchange, Inc. (ICE)
granting use of the Wagner Patent to ICE. Undetahas of the Agreement, ICE pays the Company anarroyalty of $2 million per year.
Such annual payment is recognized as income ratiatiyghout the year. The unearned portion of tireial royalty, amounting to
$1,500,000, is included in Accounts payable anduwectliabilities. ICE will also pay to the Compa$d.10 for each contract that participants
submit to the electronic futures exchange for trgdor $0.20 for each contract contained in matdhees on the electronic futures exchal
The Agreement will remain in effect until Febru&ry2007, unless certain contingencies are not met.

As part of the consideration for the Company's &itijon of the Wagner patent, the Company agreqahioto the former owners a percent
of revenues generated from the patent. Accordirtgly Company paid approximately $234,000 duringiirerter ended June 30, 2002. Such
amounts are recognized as a reduction to revemtgsly throughout the year.

8. EMPLOYEE SHARE TRANSACTIONS

The Company issued 5,814 shares of its Class A aomstock valued at $54,638 as the Company's maduntribution to the eSpeed Inc.
Deferral Plan for Employees of Cantor Fitzgerald®.land its Affiliates during the six months endede 30, 2002 with respect to employee
contributions in 2001. The Company issued 14,0%0eshof its Class A common stock valued at $220a43the Company's matching
contribution during the six months ended June 8012vith respect to employee contributions in 2000.

During the six month periods ended June 30, 20022801, the Company issued options to purchas&@9®nd 210,709 shares,
respectively, of its Class A common stock to empksy/of the Company. The options were issued atisgeprices equal to the market price
of the underlying Class A Common stock at the ddigrant. During the six month periods ended June2802 and 2001, the Company
issued 624 and 18,833 shares, respectively, al#ss A common stock to employees as a resultericeses of options. The options had been
granted pursuant to the eSpeed, Inc. 1999 Long-Tecentive Plan (the LT Plan).

During the six months ended June 30, 2001, the @omssued 10,934 shares of restricted Class A aomstock valued at $220,247 to
certain employees under the LT Plan. For the thmesths ended June 30, 2001, the Company recogh®&e@08 of compensation expense
related to the awards. The Company elected to figt the restricted shares after the SeptembEréats.

9. REGULATORY CAPITAL REQUIREMENTS

Through its subsidiary, eSpeed Government Secsyritie., the Company is subject to SEC broker-dealpulation under Section 15C of the
Securities Exchange Act of 1934, which requiresntiaéntenance of minimum liquid capital, as defindtdJune 30, 2002, eSpeed
Government Securities, Inc.'s liquid capital of #&%,479 was in excess of minimum requirements@® 47 0,479.

Additionally, the Company's subsidiary, eSpeed 8ges, Inc., is subject to SEC broker-dealer ragjoh under Rule 17a-5 of the Securities
Exchange Act of 1934, which requires the mainteaafaninimum net capital and requires that theorafiaggregate indebtedness to net
capital, both as defined, shall not exceed 15 tt June 30, 2002, eSpeed Securities, Inc. hadamtal of $6,988,046, which was
$6,671,807 in excess of its required net capitad, @Speed Securities, Inc.'s net capital ratio.6@so 1.

9



eSpeed Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The regulatory requirements referred to above raairict the Company's ability to withdraw capitalrh its regulated subsidiaries.
10. COMMITMENTS AND CONTINGENCIES

There have been no significant changes in commitsreamd contingencies from the matters describ¢ideimotes to the Company's
consolidated financial statements for the year dridlecember 31, 2001.

11. SEGMENT AND GEOGRAPHIC DATA

SEGMENT INFORMATION: The Company currently operaitssbusiness in one segment, that of operatiregactive electronic vertical
marketplaces for the trading of financial and nimraficial products, licensing software and providiechnology support services.

PRODUCT INFORMATION: The Company currently markassservices through three products: eSpeed Ma(kdty, an integrated
electronic trading marketplace; eSpeed Softwarat®ols (SM), in which the Company recognizes feemftechnology support services and
licensing fees; and eSpeed Online (SM), which glesiecommerce businesses with online access to wholesaleet participants. Revent
from eSpeed Markets (SM) and eSpeed Online (SMinataded in transaction revenues and eSpeed Ma(s&l) comprises the majority of
those revenues.

GEOGRAPHIC INFORMATION: The Company operates in #mericas, Europe and Asia. Revenue attributiorpfoposes of preparing

geographic data is principally based upon the mpl&ee where the financial product is traded, whasha result of regulatory jurisdiction

constraints in most circumstances, is also reptatiea of the location of the client generating trensaction resulting in commissionable

revenue. The information that follows, in managetsgondgment, provides a reasonable representafitre activities of each region as of
and for the periods indicated.

Three months Three months

ended ended Six months ended Six months ended
Transaction revenues: June 30, 2002 June 30, 2001 June 30, 2002 Ju ne 30, 2001
Europe $ 5,799,120 $ 4,850,998 $ 11,560,661 $ 10,192,634
Asia 432,840 602,009 1,342,540 1,382,033
Total Non-Americas 6,231,960 5,453,007 12,903,201 11,574,667
Americas 19,369,022 21,749,530 38,875,965 42,366,023
Total $ 25,600,982 $ 27,202,537 $ 51,779,166 $ 53,940,690
Average long-lived assets: June 30, 2002 Dece mber 31, 2001
Europe $ 5,499,671 $ 4,543,563
Asia 413,517 472,098
Total Non-Americas 5,913,188 5,015,661
Americas 15,766,120 12,049,313
Total $ 21,679,308 $ 17,064,974
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The information in this report contains forward#am statements within the meaning of Section 27&e Securities Act of 1933, as
amended, and Section 21E of the Securities ExchAogef 1934, as amended. Such statements are basedcurrent expectations that
involve risks and uncertainties. Any statementdaoed herein that are not statements of histofazalmay be deemed to be forward-looking
statements. For example, words such as "may,","Wihould," "estimates," "predicts," "potential¢ontinue," "strategy," "believes,"
"anticipates,” "plans," "expects,” "intends" anchiéar expressions are intended to identify forwhkooking statements. Our actual results and
the timing of certain events may differ significigrfrom the results discussed in the forward-logkstatements. Factors that might cause or
contribute to such a discrepancy include, but atdimited to, the effect of the September 11 Eseamnt our operations, including in particular
the loss of hundreds of eSpeed, Cantor and Trade8p#ployees, our limited operating history, thegbility of future losses and negative
cash flow from operations, the effect of marketditians, including volume and volatility, and thergent global recession on our business,
our ability to enter into marketing and stratedl@aces, to hire new personnel, to expand theofigeir electronic system, to induce clients to
use our marketplaces and services and to effegtimahage any growth we achieve, and other fadhatsare discussed under "Risk Factors"
in our Annual Report on Form 10-K for the year eh@&cember 31, 2001. The following discussion ialifjed in its entirety by, and should
be read in conjunction with, the more detailed infation set forth in our financial statements dmelrotes thereto appearing elsewhere ir
filing.

OVERVIEW

We were incorporated on June 3, 1999 as a Delasaapmration. Prior to our initial public offeringie were a wholly-owned subsidiary of,
and we conducted our operations as a division afit@ Fitzgerald Securities, which in turn is a398-owned subsidiary of Cantor Fitzger:
L.P. (collectively with its affiliates, Cantor). Wesmmenced operations as a division of Cantor orcM&0,1999, the date the first fully
electronic transaction using our eSpeed(R) systamaxecuted. Cantor has been developing systepnsrtwte fully electronic marketplaces
since the early 1990s. Since January 1996, Caa®ubed our eSpeed(R) system internally to coredectronic trading.

Concurrent with our initial public offering in Demder 1999, Cantor contributed to us, and we acddimen Cantor, certain of our assets.
These assets primarily consist of proprietary safeynetwork distribution systems, technologies@heér related contractual rights that
comprise our eSpeed(R) system.

We operate interactive electronic marketplacesliardse customized real-time software solutionsuoclients. In general, we receive
transaction fees based on a percentage of thevédioe of products traded through our system. Prsduey be traded on a fully electronic
basis, electronically through a voice broker, @ epen outcry with prices displayed on data scréatesreceive different fees for these
different system utilizations. Additionally, we egee revenues from licensing software and provideahnology support.

We continue to pursue our strategy to expand deintchase and expand the number and types of piothat our clients can trade
electronically on our system. Other than Cantor¢lient of ours accounted for more than 10% ofrewenues from our date of inception
through June 30, 2002.
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RESULTS OF OPERATIONS

FOR THE THREE MONTHS ENDED JUNE 30, 2002 AND JUNE 3, 2001

REVENUES
Three mont hs ended
June 30 June 30
2002 2001
Transaction revenues with related parties:
Fully electronic transactions............... 21,237,638 $ 20,802,126
Voice-assisted brokerage transactions....... 4,347,428 6,334,161
Screen-assisted open outcry transactions.... 15,916 66,250
Total transaction revenues with r 25,600,982 27,202,537
Software solution fees from related patrties........ 3,468,786 5,009,737
Software solution fees from unrelated parties...... 805,815 199,500
Business interruption insurance proceeds from paren 12,832,886 -
Interest income from related parties............... 740,625 1,667,702
Total reVENUES.......ccoveeeeeee e $ 43,449,094 $ 34,079,476

TRANSACTION REVENUES WITH RELATED PARTIES

Under the Joint Services Agreement between us amtb€and services agreements between us and eacideSpark, Freedom and

MPLLC, we own and operate the electronic tradingtesy and are responsible for providing electronakérage services, and Cantor,
TradeSpark, Freedom or MPLLC provides voice-assistekerage services, fulfillment services, suchblearance and settlement, and related
services, such as credit risk management sendeessight of client suitability and regulatory colilmpce, sales positioning of products and
other services customary to marketplace intermegdiperations. In general, for fully electronic tsastions, we receive 65% of the transac
revenues and Cantor, TradeSpark or Freedom rec&%f the transaction revenues. Each of the Cagnpad MPLLC receives 50% of t
fully electronic revenues related to municipal bend general, for voice-assisted brokerage trdimsas; we receive 7% of the transaction
revenues, in the case of Cantor transactions, 8%gd@ the transaction revenues, in the case oféSpdrk and Freedom transactions. In
addition, we receive 25% of the net revenues frant@r's gaming businesses.

For the three months ended June 30, 2002, we etmareshction revenues with related parties of $XE®B2, a decrease of 6% as compared
to transaction revenues of $27,202,537 for thesthmenths ended June 30, 2001. For the three mentted June 30, 2002, 83% of our
transaction revenues were generated from fullyteleic transactions.

Our revenues are currently highly dependent ors&retion volume in the global financial product nesk Accordingly, among other things,
equity market volatility, economic and politicalratitions in the United States and elsewhere intbed, concerns over inflation, institutior
and consumer confidence levels, the availabilitgagh for investment by mutual funds and other e$eale and retail investors, fluctuating
interest and exchange rates and legislative andatgy changes and currency values may have aadhgn our volume of transactions. A
result of the ongoing difficulties facing some bétlargest energy market participants, it is difito estimate the trading level volumes in
these markets and therefore the impact on ourditansaction revenues earned from TradeSparktr@nsaction revenues fluctuate due to
the mix of products and relative trading volumes;gper product variations and volume discountwisled to certain customers. Therefore,
the relationship between volume and revenue gaoenaill fluctuate from period to period. In additi, a significant amount of our revenues
is currently received in connection with our redaship with Cantor. Consequently, our revenues haes negatively affected by the effec
the September 11 Events on Cantor and may continbe negatively affected in the future if Canttsiness continues to suffer due to the
September 11 Events or otherwise.
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SOFTWARE SOLUTION FEES FROM RELATED PARTIES

Under various services agreements, we provide CahtadeSpark, Freedom and MPLLC, technology supmmwices, including systems
administration, internal network support, suppod arocurement for desktops of end-user equipnogerations and disaster recovery
services, voice and data communications, suppadrtlamelopment of systems for clearance and settiesgevices, systems support for
brokers, electronic applications systems and nétwopport, and provision and/or implementationxéng electronic applications systems,
including improvements and upgrades thereto, apdtithe related intellectual property rights. bngral, we charge Cantor, TradeSpark and
Freedom the actual direct and indirect costs, dioly overhead, of providing such services; provjdexvever, in exchange for a 25% share
of the net revenues from Cantor's gaming businesseare obligated to spend, and do not otherwéseagmbursed for, the first $750,000 of
costs for providing technology support and develeptservices in connection with such gaming busieeswWe charge MPLLC an amount
based upon actual direct and indirect costs ofighog such services.

Software solution fees from related parties forttiree months ended June 30, 2002 were $3,468Th@Scompares with software solution
fees from related parties for the three months éddee 30, 2001 of $5,009,737, a decrease of 3¥%. r&sult of the September 11 Events,
there has been a reduction in demand for our stigporices from Cantor and TradeSpark due to tbe ¢6 their voice brokers, offset in part
by additional software solution fees from MPLLCdaherefore a decrease in our software solutios fieen related parties.

SOFTWARE SOLUTION FEES FROM UNRELATED PARTIES

Certain of our clients provide online access tartbestomers through use of our electronic tragitagform for which we receive fees. Such
fees are deferred and recognized as revenuesyratad the term of the licensing agreement. We edseive software solution fees from
unrelated parties by charging our clients for addél connections to our system to help proteattfrem possible business interruptions.
Software solution fees from unrelated parties fierthree months ended June 30, 2002 were $805s8ddnapared to software solution fees
from unrelated parties of $199,500 for the threeth® ended June 30, 2001, an increase of 304%prduarily to $500,000 of licensing fees
earned from IntercontinentalExchange for use oMtagyner Patent.

BUSINESS INTERRUPTION INSURANCE PROCEEDS

During the three months ended June 30, 2002, vegyréred $12,832,886 as our portion of the $40,0@DjAsurance recovery received by
Cantor. Such amount was received in August 2002.

INTEREST INCOME FROM RELATED PARTIES

For the three months ended June 30, 2002, weigiviege interest rates on overnight reverse repsechgreements were 1.6% as comparec
to 4.2% for the three months ended June 30, 208k result, we generated interest income fromeaelparties of $740,625 for the three
months ended June 30, 2002 as compared to $1,&6fa7the three months ended June 30, 2001, aaee@E 56%.
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EXPENSES

Three months ended

June 30, June 30,
2002 2001

Compensation and employee benefits........cc........ $ 9,316,346 $ 15,537,909
Occupancy and equipment......ccccceevvvvvvciccceees 5,791,572 7,941,481
Professional and consulting fees......cccocceeeee.. L 1,192,737 2,334,719
Communications and client networks........c........ ... 1,694,007 2,301,870
Marketing.....coooevvieiiiieiiieeeveeeeee 1,585,383 1,501,821
Administrative fees paid to related parties........ ... 2,145,827 2,891,482
Non-cash business partner securities................ ... 406,403 298,900
L@ 1 =Y PP 1,511,411 2,084,499

Total eXPENSES.....vvvvcvveeceeevieeeeee i, $ 23,643,686 $ 34,892,681

COMPENSATION AND EMPLOYEE BENEFITS

At June 30, 2002, we had approximately 294 empleyae compared to approximately 484 employeesnat 30, 2001. The decrease in the
number of employees was principally due to the &aper 11 Events. Substantially all of our employaresfull time employees located
predominantly in the New York metropolitan area anddon. Compensation costs include salaries, bancsials, payroll taxes and costs of
employer-provided benefits for our employees. Rerthree months ended June 30, 2002, our compensaists were $9,316,346 as
compared to $15,537,909 for the three months edded 30, 2001, a decrease of 40%. Our future cosagien costs are uncertain and are
dependent upon the degree and/or speed with whecteplace our lost employees and businesses.

OCCUPANCY AND EQUIPMENT

Occupancy and equipment costs were $5,791,57héathtee months ended June 30, 2002 as compaoedupancy and equipment costs of
$7,941,481 for the three months ended June 30,,2004crease of 27%. The decrease was primarilseddaoy our reduced need for office
space as a result of the September 11 Events. @acyxpenditures primarily consist of the rent taudities costs of our offices in Londc
Tokyo and the New York metropolitan area. We mowd our new corporate headquarters during therseqoarter of 2002. We anticipate
that our occupancy costs will remain substantiafighanged in the near future as compared to tke thonths ended June 30, 2002.
Although we believe that our equipment costs widrease in the future, we anticipate that equiproests will remain below those incurred
prior to the September 11 Events.

PROFESSIONAL AND CONSULTING FEES

Professional and consulting fees were $1,192,78th#three months ended June 30, 2002 as compma$334,719 for the three months
ended June 30, 2001, a decrease of 49%, primardytala decrease in legal and contract employesmpeel costs.

COMMUNICATIONS AND CLIENT NETWORKS

Communications costs were $1,694,007 for the threeths ended June 30, 2002, a 26% decrease ovenwunation costs of $2,301,870
the three months ended June 30, 2001, due prihcipadlecreased data and telephone costs subsequéet September 11 Events.
Communications costs include the costs of localwaiag area network infrastructure, the cost ofldighing the client network linking clients
to us, data and telephone lines, data and teleplsage and other related costs. We anticipate eitpess for communications and client
networks will increase in the near future as wetiooie to reconstruct our digitally managed globetiwork, increase connectivity and connect
additional customers to our network.
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MARKETING

We incurred marketing expenses of $1,585,383 dutinghree months ended June 30, 2002 as companedrketing expenses during the
three month period ended June 30, 2001 of $1,5@1&2increase of 6%, resulting from the develogroéa 2002 advertising campaign. \
expect the campaign to result in increased manetipenses through the third quarter of 2002.

ADMINISTRATIVE FEES PAID TO RELATED PARTIES

Under an Administrative Services Agreement, Captovides various administrative services to uduidiog accounting, tax, legal and
facilities management, for which we reimburse Cafdothe direct and indirect cost of providing Bigervices. Administrative fees paid to
related parties were $2,145,827 for the three naiided June 30, 2002 as compared to administfateeof $2,891,482 for the three
months ended June 30, 2001, a decrease of 26%.

Administrative fees paid to related parties areethelent upon both the costs incurred by Cantor lamgaortion of Cantor's administrative
services which we utilize. Due to the continuinfgefs of the September 11 Events on both us antb€ahe level of future administrative
fees cannot be reasonably determined at this time.

NON-CASH BUSINESS PARTNER SECURITIES

We enter into strategic alliances with other indupgrticipants in order to expand our businesstarehter into new marketplaces. As part of
these strategic alliances, we have issued waraantt€onvertible preferred stock. These securitiesal require cash outlays and do not
represent a use of our assets. The expense rédateese issuances is based on the value of theitses being issued and the structure of the
transaction. We believe period to period compasgsame not meaningful as these transactions dcecat on a regular basis.

OTHER EXPENSES

Other expenses consist primarily of recruitmensfé&avel, promotional and entertainment expeneguFor the three months ended June 30,
2002, other expenses were $1,511,411 as compacthdenexpenses of $2,084,499 for the three manited June 30, 2001, a decrease of
27%, principally as a result of decreased recruitnfiees. We anticipate that other expenses wilimease in the near future because,
although we expect to incur additional recruitmfests in the near future due to the September 1htEyvihese recruitment costs were
estimated and included in the Provision for Septmili Events recorded in 2001.

NET INCOME

Excluding noneash business partner securities, our net incorseb2@,097,811 for the three months ended June0B@. 2ncluding the aboy
non-cash charges, our net income was $19,691,40Bddhree months ended June 30, 2002.
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RESULTS OF OPERATIONS

FOR THE SIX MONTHS ENDED JUNE 30, 2002 AND JUNE 302001

REVENUES
Six month s ended
June 30 June 30
2002 2001
Transaction revenues with related parties:
Fully electronic transactions............... 42,825,976 $ 42,076,159
Voice-assisted brokerage transactions....... 8,829,928 11,697,623
Screen-assisted open outcry transactions.... 123,262 166,908
Total transaction revenues with r 51,779,166 53,940,690
Software solution fees from related patrties........ 6,324,475 7,969,587
Software solution fees from unrelated parties...... 1,104,130 647,920
Business interruption insurance proceeds from paren 12,832,886 -
Interest income from related parties............... 1,441,612 3,408,851
Total reVENUES.......ccoveeeeeee e $ 73,482,269 $ 65,967,048

TRANSACTION REVENUES WITH RELATED PARTIES

For the six months ended June 30, 2002, we earamséaction revenues with related parties of $51168) a decrease of 4.0% as compar
transaction revenues of $53,940,690 for the sixtimoanded June 30, 2001. For the six months endexl3D, 2002, 83% of our transaction
revenues were generated from fully electronic @atiens.

Our revenues are currently highly dependent orsgetion volume in the global financial product nedsk Accordingly, among other things,
equity market volatility, economic and politicalratitions in the United States and elsewhere intbed, concerns over inflation, institutior
and consumer confidence levels, the availabilitgagh for investment by mutual funds and other e$eale and retail investors, fluctuating
interest and exchange rates and legislative andatgy changes and currency values may have aadtgm our volume of transactions. A
result of the ongoing difficulties facing some bétlargest energy market participants, it is difito estimate the trading level volumes in
these markets and therefore the impact on ourduitansaction revenues earned from TradeSparktr@nsaction revenues fluctuate due to
the mix of products and relative trading volumes;gper product variations and volume discountwisled to certain customers. Therefore,
the relationship between volume and revenue gdoenaill fluctuate from period to period. In additi, a significant amount of our revenues
is currently received in connection with our redaship with Cantor. Consequently, our revenues haea negatively affected by the effec
the September 11 Events on Cantor and may continbe negatively affected in the future if Canttsiness continues to suffer due to the
September 11 Events or otherwise.

SOFTWARE SOLUTION FEES FROM RELATED PARTIES

Software solution fees from related parties forgtxemonths ended June 30, 2002 were $6,324,4715.cbmpares with software solution fees
from related parties for the six months ended Bthe001 of $7,969,587, a decrease of 21%. Asutrefsthe September 11 Events, there
has been a reduction in demand for our supportcesyrom Cantor and TradeSpark due to the loglsedf voice brokers, offset in part by
additional software solution fees from MPLLC, ahdrefore a decrease in our software solution fees felated parties.

SOFTWARE SOLUTION FEES FROM UNRELATED PARTIES

Certain of our clients provide online access tartbestomers through use of our electronic tragitagform for which we receive fees. Such
fees are deferred and recognized as revenuesyratadl the term of the licensing agreement. We adseive software solution fees from
unrelated parties by charging our clients for addél connections to our system to help proteatitifirem possible business
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interruptions. Software solution fees from unredgparties for the six months ended June 30, 2002 §%,104,130 as compared to software
solution fees from unrelated parties of $647,92Gte three months ended June 30, 2001, an incof&§6, due primarily to $500,000 of
licensing fees earned from IntercontinentalExchaogese of the Wagner Patent.

BUSINESS INTERRUPTION INSURANCE PROCEEDS

During the six months ended June 30, 2002, we rézed $12,832,886 as our portion of the $40,000iA80rance recovery received by
Cantor. Such amount was received in August 2002.

INTEREST INCOME FROM RELATED PARTIES

For the six months ended June 30, 2002, weightethge interest rates on overnight reverse repuechgreements were 1.7% as compari
4.8% for the six months ended June 30, 2001. Asalt; we generated interest income from relatetigsaof $1,441,612 for the six months
ended June 30, 2002 as compared to $3,408,85hd @it months ended June 30, 2001, a decreasé&f 58

Six months ended

June 30, June 30,
2002 2001

EXPENSES
Compensation and employee benefits................ . ... $ 18,634,649 $ 31,386,507
Occupancy and equipment......cccceevvvvvvccccceees 11,710,257 14,914,485
Professional and consulting fees......cccccoeeeeee. L 3,114,722 6,035,128
Communications and client networks........c........ ... 3,051,434 4,202,143
Marketing.....coooevvieiiiiiiie e 3,234,528 2,998,771
Administrative fees paid to related parties........ ... 4,287,252 4,842,118
Non-cash business partner securities................ ... 812,806 298,900
L 1 Y PP 2,861,095 4,294,664

Total eXPENSES....c.vvvecvveecieevieeeeee e, $ 47,706,743 $ 68,972,716

COMPENSATION AND EMPLOYEE BENEFITS

At June 30, 2002, we had approximately 294 empleyas compared to approximately 484 employeesnat 30, 2001. The decrease in the
number of employees was principally due to the &aper 11 Events. Substantially all of our employaresfull time employees located
predominantly in the New York metropolitan area anddon. Compensation costs include salaries, bancsials, payroll taxes and costs of
employer-provided benefits for our employees. Rergix months ended June 30, 2002, our compensaiiia were $18,634,649 as
compared to $31,386,507 for the six months ended 30, 2001, a decrease of 41%. Our future comfiensaosts are uncertain and are
dependent upon the degree and/or speed with whecteplace our lost employees and businesses.

OCCUPANCY AND EQUIPMENT

Occupancy and equipment costs were $11,710,25hémix months ended June 30, 2002 as compareztigpancy and equipment costs of
$14,914,485 for the six months ended June 30, 2D@&crease of 21%. The decrease was primarilyedamsour reduced need for office
space as a result of the September 11 Events. @acygxpenditures primarily consist of the rent fawilities costs of our offices in Londc
Tokyo and the New York metropolitan area. We mowd our new corporate headquarters during therseqoarter of 2002. We anticipate
that our occupancy costs will increase slightlyhia near future as compared to the six months edaieel 30, 2002. Although we believe that
our equipment costs will increase in the future anéicipate that equipment costs will remain betbese incurred prior to the September 11
Events.
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PROFESSIONAL AND CONSULTING FEES

Professional and consulting fees were $3,114,72th#osix months ended June 30, 2002 as compakgl®85,128 for the six months ended
June 30, 2001, a decrease of 48%, primarily d@edecrease in legal and contract employee persopgatd.

COMMUNICATIONS AND CLIENT NETWORKS

Communications costs were $3,051,434 for the sirttroended June 30, 2002, a 27% decrease over aupation costs of $4,202,143 for
the six months ended June 30, 2001, due principallecreased data and telephone costs subsequbat$eptember 11 Events.
Communications costs include the costs of localwaiag area network infrastructure, the cost ofldighing the client network linking clients
to us, data and telephone lines, data and teleplsage and other related costs. We anticipate eitpeas for communications and client
networks will increase in the near future as wetiooie to reconstruct our digitally managed globetiwork, increase connectivity and connect
additional customers to our network.

MARKETING

We incurred marketing expenses of $3,234,528 duhiagix months ended June 30, 2002 as comparedrketing expenses during the six
month period ended June 30, 2001 of $2,998,77ihaease of 8%, resulting from the development 8082 advertising campaign. We
expect the campaign to result in increased marnetipenses through the third quarter of 2002.

ADMINISTRATIVE FEES PAID TO RELATED PARTIES

Under an Administrative Services Agreement, Captovides various administrative services to uduidiog accounting, tax, legal and
facilities management, for which we reimburse Cafdothe direct and indirect cost of providing Bigervices. Administrative fees paid to
related parties were $4,287,252 for the six moatided June 30, 2002 as compared to administra@sedf $4,842,118 for the six months
ended June 30, 2001, a decrease of 11%.

Administrative fees paid to related parties areethefent upon both the costs incurred by Cantor lamgaortion of Cantor's administrative
services which we utilize. Due to the continuinfgefs of the September 11 Events on both us antb€ahe level of future administrative
fees cannot be reasonably determined at this time.

NON-CASH BUSINESS PARTNER SECURITIES

We enter into strategic alliances with other indupgrticipants in order to expand our businesstarehter into new marketplaces. As part of
these strategic alliances, we have issued waraangt€onvertible preferred stock. These securitiesat require cash outlays and do not
represent a use of our assets. The expense rédateese issuances is based on the value of theitses being issued and the structure of the
transaction. We believe period to period compasgsame not meaningful as these transactions dcecat on a regular basis.

OTHER EXPENSES

Other expenses consist primarily of recruitmensfé&vel, promotional and entertainment expenéeguFor the six months ended June 30,
2002, other expenses were $2,861,095 as companthigoexpenses of $4,294,664 for the six montde@dune 30, 2001, a decrease of
33%, principally as a result of decreased recruitnfees. We anticipate that other expenses wilimzrease in the near future because,
although we expect to incur additional recruitmfests in the near future due to the September 1htEyvihese recruitment costs were
estimated and included in the Provision for Septmili Events recorded in 2001.
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NET INCOME

Excluding non-cash business partner securitiesnetincome was $26,360,332 for the six months @ddee 30, 2002. Including the above
non-cash charges, our net income was $25,547,526dsix months ended June 30, 2002.

LIQUIDITY AND CAPITAL RESOURCES

At June 30, 2002, we had cash and cash equivalésts66.9 million, an increase of $7.0 million asnwpared to December 31, 2001. We
generated cash of $17.2 million from our operatintivities, consisting of net income after non-casins of $31.8 million net of $14.6
million of other changes in operating assets aadillties. We also used net cash of $10.2 milliesulting from $10.2 million of purchases of
fixed assets and intangible assets, capitalizati@oftware development costs and patent defersts.co

Our operating cash flows consist of transactioreneres from related parties and software solutiea feom related and unrelated parties,
various fees paid to or costs reimbursed to Canther costs paid directly by us and interest inedram related parties. In its capacity as a
fulfillment service provider, Cantor processes aatlles transactions and, as such, collects arglthayfunds necessary to clear transactions
with the counterparty. In doing so, Cantor receimesportion of the transaction fee and, in accocgawith the Joint Services Agreement,
remits the gross amount owed to us. In additionhaxe entered into similar services agreements wakdeSpark, Freedom and MPLLC.
Under the Administrative Services Agreement, thatJ®ervices Agreement and the services agreemetitS radeSpark, Freedom and
MPLLC, any net receivable or payable is settlethatdiscretion of the parties.

As a result of the September 11 Events, we anteitieat we will be required to make significantitalpexpenditures in the near future,
including the acquisition of computer hardwarewuaek infrastructure and facilities, including ousw corporate headquarters in New York
City. However, we expect insurance proceeds to tusijnificant portion of these costs. In additime, do not currently plan to rebuild a th
data center.

Under the current operating structure, our cashidlfrom operations and our existing cash resowhesld be sufficient to fund our current
working capital and current capital expenditureuieements for at least the next 12 months. Howewerbelieve that there are a significant
number of capital intensive opportunities for usrtaximize our growth and strategic position, inahggd among other things, strategic
alliances and joint ventures potentially involvialfjtypes and combinations of equity, debt, actoisj recapitalization and reorganization
alternatives. We are continually considering sugtioms, including the possibility of additional tephases of our Class A common stock,
their effect on our liquidity and capital resources

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

At June 30, 2002, we had invested $164,106,772i0tash in securities purchased under reverseglepgse agreements with Cantor, which
are fully collateralized by U.S. Government sedgesitheld in a custodial account at The Chase Méanh&ank. These reverse repurchase
agreements have an overnight maturity and, as swethighly liquid. We do not use derivative finehinstruments, derivative commodity
instruments or other market risk sensitive instrateepositions or transactions. Accordingly, waded that we are not subject to any mati
risks arising from changes in interest rates, fpr&urrency exchange rates, commaodity prices, equites or other market changes that
affect market risk sensitive instruments. Our pol&cto invest our cash in a manner that providewith the appropriate level of liquidity to
enable us to meet our current obligations, primadcounts payable, capital expenditures and payegbgnizing that we do not currently
have outside bank funding.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
eSpeed patent related legal proceedings

After we acquired the Wagner patent in April 208&, joined ETS, the prior patent owner, as a pfffiitilitigation pending in the United
States District Court for the Northern DistrictTafxas against the Board of Trade of the City ofc@ho and the Chicago Mercantile
Exchange, and in the Southern District of New Yaghkinst the New York Mercantile Exchange. The piffsnallege that the defendants in
each case infringed the Wagner patent. The comniplagek injunctive relief, a reasonable royaltgblie damages pursuant to 37 U.S.C.
ss.284, attorneys' fees, interest and costs. Tieadignts have asserted counterclaims by whichdbetend they are entitled to their attorn
fees should they prevail. On October 12, 2001 Jtldge in the Texas case entered an order followimgaring (usually referred to as a
Markman hearing) construing the claims of the pat®n June 26, 2002, the Judge in the New York easered an order following a
Markman hearing construing the claims of the patéfe believe that both of those Markman rulingsengenerally consistent with our
interpretation of the scope of the patent.

Discovery is essentially complete in the Texas easkpreparation is underway for a trial schedéded®eptember 9, 2002. Expert discovery
is ongoing in the New York case, and a limited antaf fact discovery remains. The New York cassciseduled to be trial ready by mid-
December 2002 with a trial likely in 2003.

Although the ultimate outcome of these actions oabe ascertained at this time and the resultsgzlIproceedings cannot be predicted with
certainty, it is the opinion of management thatrésolution of these matters will not have a matextlverse effect on our financial condition
or results of operations.

Cantor related legal proceedings

In February 1998, Market Data Corporation contrdetéh Chicago Board Brokerage (a company contdatig the Chicago Board of Trade
and Prebon Yamane) to provide the technology faglactronic trading system to compete with Cantdriged States Treasury brokerage
business. Market Data Corporation is controlledrlsyCantor and Rodney Fisher, her nephew- in-lai.Cantor, a company under the
control of Iris Cantor referred to herein as Carftitzgerald Incorporated (CFI) and Rodney Fisherlmnited partners of CFLP.

In April 1998, CFLP filed a complaint in the DelangaCourt of Chancery against Market Data Corponatiss Cantor, CFl, Rodney Fisher
and Chicago Board Brokerage seeking an injuncti@mhather remedies. The complaint alleges thatastor, CFl and Rodney Fisher
violated certain duties, including fiduciary dutigsder Cantor's partnership agreement, due to ¢beipetition with CFLP with respect to the
electronic trading system mentioned above. CFLRRbes Market Data Corporation's technology for etetdc trading systems would be of
substantial assistance to competitors in the whtdasarket if provided to them. The complaint ferthlleges that Market Data Corporation
and Chicago Board Brokerage tortiously interferéith \CFLP's partnership agreement and aided andeabkits Cantor's, CFl's and Rodney
Fisher's breaches of fiduciary duty. Iris Cantdf) @xd Rodney Fisher counterclaimed seeking, anotimgr things, (1) to reform agreements
they have with CFLP and (2) a declaration that CBtdached the implied covenant of good faith amddi@aling.

CFLP settled its dispute with Chicago Board Brogeran April 1999, and Chicago Board Brokerage sgbsatly announced it was
disbanding its operations.

On March 13, 2000, the Delaware Court of Chancelgdrin favor of CFLP, finding that Iris Cantor, Cd&hd Rodney Fisher had breached the
Partnership Agreement of CFLP, and that Market @atgporation had aided and abetted that breachcdte awarded CFLP declaratory
judgment relief and court cos
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and attorneys' fees. The defendants moved forgeraent with respect to the award of fees and cdstgice Steele adhered to his previous
decision that CFLP is entitled to recover courts@hd attorneys' fees.

On November 5, 2001, Justice Steele entered arr Ofd¥eclaratory Judgment, which provides thatig Cantor, CFl and/or Rod Fisher,
through MDC or otherwise, wish to compete with CRirRts affiliates in a manner that could reasopdid expected to harm a core business
of CFLP, they must obtain the written consent o£ BB Managing General Partner. On December 4, 28@1defendants filed notices of
appeal. The Delaware Supreme Court dismissed {headgpas interlocutory. On June 21, 2002 (and ee\vdsily 8, 2002), the Court rendered
an opinion denying defendants' further reargumenib dhe damages award and stated that the casevispe for appeal. The parties were
asked to submit a proposed form of order. In aedlproceeding, MDC has alleged that CFLP hastédlthe declaratory judgment order by
withholding its consent for MDC to engage in certhusiness transactions. That matter is schedaledl iearing before the Delaware Court
of Chancery's Special Master on September 26 ana(@2.

Two related actions are pending in New York. Iraaecpending in the Supreme Court of New York, tifRi@FLP alleges, among other
things, that defendants Market Data Corporation, €5 Cantor and Rodney Fisher misused confidgmiformation of CFLP in connection
with the above-mentioned provision of technologgticago Board Brokerage. In a case filed in thé@ddinStates District Court for the
Southern District of New York, CFl and Iris Cantdlege, among other things, that certain seniacef§ of CFLP breached fiduciary duties
they owed to CFI. The allegations in this lawsalate to several of the same events underlyingdiet proceedings in Delaware.

Neither of these two cases had been pursued pribetMarch 13, 2000 decision in the court proaagslin Delaware. On May 15, 2000,
senior officers of CFLP who are defendants in #defal action in New York moved to dismiss the claimp against them on several grour
including, among other things, that matters thatvesljudicated against them in Delaware. Iris Qaatal CFl filed papers opposing the
motion to dismiss on June 5, 2000, and the defdadéed a reply on June 15, 2000.

On February 7, 2001, the court granted the motiatigmiss CFI's complaint. CFl and Iris Cantor agpeé. In November 2001, the United
States Court of Appeals for the Second Circuit h@aal arguments. It has yet to render a decision.

On May 16, 2000, CFI filed an action in Delawarg@&ior Court, New Castle County, against CFLP aRd3Zoup Management, Inc.
(CFGM) seeking payment of $40 million allegedly quesuant to a settlement agreement in an eaitigation between the parties. The
complaint alleges that CFl is entitled to a dimee $40 million payment upon "an initial publicfefing of CFLP or of a successor to a mate
portion of the assets and business of CFLP..."dllEges that our initial public offering on Decemi®, 1999 triggered the payment
obligation under the settlement agreement. On &dpe 26, 2000, CFLP and CFGM filed an answer denlability. Following the events
of September 11, 2001, the action was stayed. Thet@as ruled that the stay is to remain in plaw#l September 2002.

Although we do not expect to incur any losses watpect to the pending lawsuits or supplementagations relating to Cantor and Cantor's
partnership agreement, Cantor has agreed to indemmivith respect to any liabilities we incur ageault of any breach by Cantor of any
covenant or obligation contained in Cantor's pastni@ agreement and for any liabilities that aimed with respect to the litigation
involving Market Data Corporation, Iris Cantor, C&id Rodney Fisher.

ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS.

(d) The effective date of our registration statet{®egistration No. 333-87475) filed on Form S-latiag to our initial public offering of
Class A common stock was December 9, 1999. Inrotiali public offering, we sold 7,000,000 share<Ctdiss A common stock at a price of
$22.00 per
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share and CFS, the selling stockholder, sold 308&0shares of Class A common stock at a price 2fifPper share. Our initial public
offering was managed on behalf of the underwritgr¥Varburg Dillon Read LLC, Hambrecht & Quist, ThasrWeisel Partners LLC and
Cantor Fitzgerald & Co. The offering commenced @t&mber 10, 1999 and closed on December 15, 1888 &ts to us from our initial
public offering, after deduction of the underwrgidiscounts and commissions of approximately $fllllon and offering costs of $4.4
million, totaled approximately $139.6 million. Nopnéthe expenses incurred in our initial publicesfitg were direct or indirect payments to
our directors, officers, general partners or thssociates, to persons owning 10% or more of assaf our equity securities or to our
affiliates. Of the $139.6 million raised, approxielg $8.9 million has been used to fund investméntaarious entities, approximately $54.0
million has been used to acquire fixed assets apay for the development of capitalized softwareé approximately $10.7 million has been
used to purchase and perfect intangible assetscef@ning $66.0 million has been invested in regeepurchase agreements which are-
collateralized by U.S. Government Securities held custodial account at a third-party bank.

Of the amount of proceeds spent through June 3I2, 2(pproximately $22.1 million has been paid totGaunder the Administrative
Services Agreement between Cantor and us.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits.
Exhibit No. Description
99 Certification by th e Chief Executive Officer and Chief
Financial Officer R elating to a Periodic Report
Containing Financia | Statements
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SIGNATURES

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

eSpeed, Inc.

(Registrant)

/sl Howard W Lutnick

Howard W Lutnick
Chai rman, Chief Executive O ficer and President

/sl Jeffrey M Chertoff

Jeffrey M Chertoff
Chi ef Financial Oficer

Dat e: August 14, 2002
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Exhibit 99

CERTIFICATION BY THE CHIEF EXECUTIVE OFFICER AND CH IEF FINANCIAL OFFICER
RELATING TO A PERIODIC REPORT CONTAINING FINANCIAL STATEMENTS

Each of Howard W. Lutnick, Chief Executive Officand Jeffrey M. Chertoff, Chief Financial Officef,eSpeed, Inc., a Delaware
corporation (the "Company"), hereby certifies that:

(1) The Company's periodic report on Form 10-Qtierperiod ended June 30, 2002 (the "Form 10-QR) éemplies with the requirements
of Section 13(a) of the Securities Exchange Act384, as amended; and

(2) The information contained in the Form 10-Qlfapresents, in all material respects, the findnodadition and results of operations of the
Company.

* % %

CHI EF EXECUTI VE OFFI CER CHI EF FI NANCI AL OFFI CER

/sl Howard W Lutnick /sl Jeffrey M Chertoff
Howard W Lutnick Jeffrey M Chertoff

Dat e: August 14, 2002 Dat e: August 14, 2002

End of Filing
Pawered By EDCAR
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