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PART I. — FINANCIAL INFORMATION  
ITEM 1.    Financial Statements 

eSpeed, Inc. and Subsidiaries  
CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL COND ITION  

(In thousands, except share data) 



 

 

  

         

   September 
30, 2003  December 

31, 2002 

   (unaudited)  
Assets               

Cash and cash equivalents  $ 216,985    $ 187,999   
Fixed assets, net    28,563      26,383   
Investments    11,476      11,175   
Intangible assets, net    19,288      19,528   
Receivable from related parties    2,467      5,266   
Other assets    6,776      2,360   
Total assets  $ 285,555    $ 252,711   

Liabilities and Stockholders' Equity               

Liabilities:               
Payable to related parties  $ 3,546    $ 18,857   
Accounts payable and accrued liabilities    26,889      15,399   

Total liabilities    30,435      34,256   

Commitments and contingencies (Note 10)               

Stockholders' equity:               
Preferred stock, par value $0.01 per share; 50,000,000 shares authorized; 8,000,750 

shares issued and outstanding    80      80   
Class A common stock, par value $0.01 per share; 200,000,000 shares authorized; 

30,276,299 and 29,783,682 shares issued    303      298   
Class B common stock, par value $0.01 per share; 100,000,000 shares authorized; 

25,362,809 and 25,388,814 shares issued and outstanding    254      254   
Additional paid-in capital    280,040      270,656   
Unamortized expense of business partner and non-employee securities    (1,643 )     (3,252 )  
Treasury stock, at cost; 186,399 and 24,600 shares of Class A common stock    (2,094 )     (222 )  
Accumulated deficit    (21,820 )     (49,359 )  

Total stockholders' equity    255,120      218,455   
Total liabilities and stockholders' equity  $ 285,555    $ 252,711   
 

See notes to condensed consolidated financial statements 
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eSpeed, Inc. and Subsidiaries  
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (unaudi ted)  

(In thousands, except per share data) 

        

   Three Months Ended 
September 30, 

   2003  2002 
Revenues:               
Transaction revenues with related parties               

Fully electronic transactions  $ 32,300    $ 22,783   
Voice-assisted brokerage transactions    5,153      4,649   
Screen-assisted open outcry transactions    128      11   

Total transaction revenues with related parties    37,581      27,443   
Software Solutions fees from related parties    3,821      3,423   



 

 

  

Software Solutions and licensing fees from unrelated parties    2,321      1,333   
Interest income    547      780   

Total revenues    44,270      32,979   

Expenses:               
Compensation and employee benefits    9,790      9,113   
Occupancy and equipment    8,191      6,338   
Professional and consulting fees    953      1,149   
Communications and client networks    1,715      1,465   
Marketing    373      1,281   
Administrative fees to related parties    2,579      2,292   
Amortization of business partner and non-employee securities    648      541   
Other    3,706      3,012   

Total expenses    27,955      25,191   

Income before income tax provision    16,315      7,788   
Income tax provision    6,353      123   
Net income  $ 9,962    $ 7,665   
Earnings per share:               

Basic  $ 0.18    $ 0.14   
Diluted  $ 0.17    $ 0.14   
Basic weighted average shares of common stock outstanding    55,291      54,980   
Diluted weighted average shares of common stock outstanding    57,730      56,499   

 

See notes to condensed consolidated financial statements 
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eSpeed, Inc. and Subsidiaries  
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (unaudi ted)  

(In thousands, except per share data) 

        
   Nine Months Ended September 30, 

   2003  2002 
Revenues:               
Transaction revenues with related parties               

Fully electronic transactions  $ 82,348    $ 65,609   
Voice-assisted brokerage transactions    14,959      13,479   
Screen-assisted open outcry transactions    420      134   

Total transaction revenues with related parties    97,727      79,222   
Software Solutions fees from related parties    11,351      9,747   
Software Solutions and licensing fees from unrelated parties    6,662      2,437   
Business interruption insurance proceeds from parent    —     12,833   
Interest income    1,652      2,222   

Total revenues    117,392      106,461   

Expenses:               
Compensation and employee benefits    27,873      27,748   
Occupancy and equipment    22,939      18,048   
Professional and consulting fees    2,927      4,264   
Communications and client networks    5,024      4,516   



 

 

  

Marketing    1,115      4,515   
Administrative fees to related parties    7,747      6,579   
Amortization of business partner and non-employee securities    1,715      1,354   
Other    8,855      5,873   

Total expenses    78,195      72,897   

Income before income tax provision    39,197      33,564   
Income tax provision    11,658      351   
Net income  $ 27,539    $ 33,213   
Earnings per share:               

Basic  $ 0.50    $ 0.60   
Diluted  $ 0.48    $ 0.59   
Basic weighted average shares of common stock outstanding    55,205      54,979   
Diluted weighted average shares of common stock outstanding    57,171      56,683   

 

See notes to condensed consolidated financial statements 
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eSpeed, Inc. and Subsidiaries  
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (unaudited)  

(In thousands) 

        

   Nine Months Ended September 
30, 

   2003  2002 
Cash flows from operating activities:         
Net income  $ 27,539    $ 33,213   
Adjustments to reconcile net income to net cash provided by operating 

activities:         

Depreciation and amortization    13,044      10,037   
Amortization of business partner and non-employee securities    1,715      1,354   
Equity in net loss of certain unconsolidated investments    80      202   
Deferred income tax expense    3,481      —  
Tax benefit from employee stock option exercises    3,110      —  
Issuance of securities under employee benefit plan    160      55   

Changes in operating assets and liabilities:         
Receivable from related parties    2,800      1,694   
Other assets    (730 )     359   
Payable to related parties    (15,311 )     (864 )  
Accounts payable and accrued liabilities    7,884      10,907   

Net cash provided by operating activities    43,772      56,957   

Cash flows from investing activities:         
Purchase of fixed assets    (4,471 )     (6,400 )  
Sale of fixed assets    2,752      —  
Capitalization of software development costs    (9,596 )     (5,963 )  
Capitalization of patents and related legal costs    (3,671 )     (10,231 )  

Net cash used in investing activities    (14,986 )     (22,594 )  

Cash flows from financing activities:         
Repurchase of Class A common stock    (1,872 )     —  



 

 

  

Proceeds from exercises of stock options    6,137      32   
Receivable from broker on exercises of stock options    (4,065 )     —  

Net cash provided by financing activities    200      32   

Net increase in cash and cash equivalents    28,986      34,395   
Cash and cash equivalents, beginning of period    187,999      159,899   
Cash and cash equivalents, end of period  $ 216,985    $ 194,294   

Supplemental cash flow information:         
Income taxes paid  $ 3,360    $ —  
 

See notes to condensed consolidated financial statements 
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eSpeed, Inc. and Subsidiaries  
Notes to Condensed Consolidated Financial Statements (unaudited) 

1.    Organization and Basis of Presentation 

eSpeed, Inc. ("eSpeed" or, together with its wholly owned subsidiaries, the "Company") primarily engages in the 
business of operating interactive electronic marketplaces designed to enable market participants to trade financial 
and non-financial products more efficiently and at a lower cost than traditional trading environments permit. 

The Company is a subsidiary of Cantor Fitzgerald Securities ("CFS"), which in turn is a 99.5% owned subsidiary 
of Cantor Fitzgerald, L.P. ("CFLP" or, together with its subsidiaries, "Cantor"). eSpeed commenced operations 
on March 10, 1999 as a division of CFS. eSpeed is a Delaware corporation that was incorporated on June 3, 
1999. In December 1999, the Company completed its initial public offering. 

The Company's financial statements and accompanying notes have been prepared in accordance with accounting 
principles generally accepted in the United States of America ("U.S. GAAP"). All significant intercompany 
balances and transactions have been eliminated in consolidation. The financial statements reflect all normal 
recurring adjustments, which are in the opinion of management, necessary for a fair presentation of the results for 
the interim periods presented. The preparation of the financial statements in conformity with U.S. GAAP requires 
management to make estimates and assumptions that affect the reported amounts of the assets and liabilities, 
revenues and expenses, and the disclosure of contingent assets and liabilities in the financial statements. 
Management believes that the estimates utilized in preparing the financial statements are reasonable and prudent. 
Estimates, by their nature, are based on judgment and available information. As such, actual results could differ 
from the estimates included in these financial statements. 

Pursuant to the rules and regulations of the Securities and Exchange Commission, certain information and 
footnote disclosures, which are normally required under U.S. GAAP, have been condensed or omitted. It is 
recommended that these condensed consolidated financial statements be read in conjunction with the audited 
consolidated financial statements included in the Company's Annual Report on Form 10-K for the year ended 
December 31, 2002. The consolidated statement of financial condition at December 31, 2002 was derived from 
the audited financial statements. The results of operations for any interim period are not necessarily indicative of 
results for the full year. Certain reclassifications and format changes have been made to prior period information 
to conform to the current period presentation. 

2.    Fixed Assets 

Fixed assets consisted of the following: 

        

   September 30, 
2003  December 31, 

2002 

   (In thousands) 

Computer and communication equipment  $ 16,030    $ 20,050   
Software, including software development costs    38,108      27,659   



 

 

  

  

Leasehold improvements and other fixed assets    2,544      1,128   
     56,682      48,837   
Less accumulated depreciation & amortization    (28,119 )     (22,454 )  
Fixed assets, net  $ 28,563    $ 26,383   
 

In February 2003, the Company sold to Cantor fixed assets with a net book value of approximately $2.5 million 
pursuant to a sale-leaseback agreement. The Company retains use of the assets in exchange for a $95,000 
monthly charge under the Administrative Services Agreement (see Note 6, Related Party Transactions). 

In accordance with the provisions of Statement of Position 98-1, Accounting for the Costs of Computer Software 
Developed or Obtained for Internal Use , the Company capitalizes qualifying computer software costs incurred 
during the application development stage. During the nine months ended September 30, 
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2003 and 2002, software development costs totaling $9.6 million and $6.0 million were capitalized, respectively. 
For the same periods, the Company's condensed consolidated statements of income included $5.5 million and 
$3.9 million, respectively, in relation to the amortization of software development costs. 

3.    Intangible Assets 

Intangible assets consisted of the following: 

          
   September 30, 2003  December 31, 2002 

   (In thousands) 

Patents, including capitalized legal costs  $ 27,014    $ 23,343   
Less accumulated amortization    (7,726 )     (3,815 )  
Intangible assets, net  $ 19,288    $ 19,528   
 

As of September 30, 2003 and December 31, 2002, intangible assets included the Lawrence patent and the 
Wagner patent, as well as capitalized costs incurred to establish, perfect and protect the Company's rights under 
the patents. In addition, in May 2003, Cantor obtained a patent for an Automated Auction Control Processor in 
relation to certain automated trading systems and methods. The Company is the exclusive licensee of this patent. 

Intangible assets are amortized over a period not to exceed 17 years or the remaining life of the patent, whichever 
is shorter, using the straight-line method. During the nine months ended September 30, 2003 and 2002, the 
Company recorded amortization expense of $3.9 million and $2.4 million, respectively, for these intangible 
assets. The estimated aggregate amortization expense for each of the next five fiscal years is as follows: $5.5 
million in 2004, $5.5 million in 2005, $5.0 million in 2006, $0.8 million in 2007 and $0.2 million in 2008. 

4.    Income Taxes 

The provision for income taxes consisted of the following: 

          
   Nine Months Ended September 30, 

   2003  2002 

   (In thousands) 

Current  
Federal  $ 6,768    $ —  
State and Local    1,409      351   

     8,177      351   
Deferred    3,481      —  
Provision for income taxes  $ 11,658    $ 351   
 



 

 

  

As of March 31, 2003, the Company had net operating loss carryforwards ("NOL") for income tax purposes of 
$7.1 million. Effective April 1, 2003, the Company started recording income taxes at an effective tax rate of 
approximately 39.4% and utilized the $2.8 million tax benefit of such NOL. 

At September 30, 2003, the valuation allowance against deferred tax assets of $11.7 million primarily related to 
non-deductible warrant expenses where it appears more likely than not that such item will not be realized in the 
future. 

Additionally, tax benefits associated with employee stock option exercises served to reduce taxes currently 
payable by $3.1 million as of September 30, 2003. A corresponding amount was credited to additional paid-in 
capital. 
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5.    Business Partner and Non-Employee Securities 

The amortization expense for the issuance of business partner and non-employee securities was as follows: 

            

   Nine Months Ended 
September 30,  

   2003  2002  
   (In thousands)  

Freedom warrants  $ 897    $ 897    
Deutsche Bank warrants    (178 )     321    
UBS warrants    896      136    
Non-employee stock options    100      —   
   $ 1,715    $ 1,354    
 

There were no new business partner transactions executed during the nine months ended September 30, 2003. 

In connection with an agreement with Deutsche Bank, AG ("Deutsche Bank"), the Company previously sold 
Series C Redeemable Convertible Preferred Stock ("Series C Preferred") to Deutsche Bank. On July 30th of each 
year of the five-year agreement in which Deutsche Bank fulfills its liquidity and market making obligations for 
specified products, one-fifth of such Series C Preferred will automatically convert into warrants to purchase 
shares of the Company's Class A common stock. 

Deutsche Bank was deemed to have fulfilled its obligations under the agreement for the twelve months ended 
July 30, 2002 and, accordingly, a warrant to purchase 150,000 shares of the Company's Class A common stock 
was issued by the Company. The Company has informed Deutsche Bank that it was not in compliance with the 
agreement for the twelve months ended July 30, 2003 and that a warrant will not be issued for such period. As a 
result, the Company reversed the amortization expense recorded since August 2002 for such warrant. 

Based on certain communications and the failure of Deutsche Bank to comply with the agreement since March 
28, 2003, the Company has further notified Deutsche Bank that it believes it has terminated its right to receive 
warrants under the agreement for the remaining commitment periods. The 150 shares of Series C Preferred with 
respect to the twelve-month period ended July 31, 2003 are redeemable by the Company for 1,500 shares of 
Class A common stock. 

In connection with an agreement between eSpeed, certain Cantor entities and certain UBS entities, the Company 
previously issued to UBS USA, Inc. a warrant to purchase 300,000 shares of its Class A common stock. The 
warrant has a term of ten years from August 21, 2002 and has an exercise price equal to $8.75, the market value 
of the underlying Class A common stock on the date of issuance. The warrant is fully vested and nonforfeitable, 
and is exercisable nine years and six months after issuance, subject to acceleration upon the satisfaction by UBS 
of certain commitment conditions. On August 21, 2002, the Company recorded additional paid in capital and 
unamortized expense of business partner securities of $2.2 million, representing the fair value of the warrants. 

Effective October 1, 2003, the UBS agreement was amended to revise the list of products for which UBS 
provides prices and improve the spreads, provide for commission incentives and extend the term of the agreement 



 

 

until July 31, 2005. In connection with the amendment, the Company agreed to accelerate the exercisability of 
warrants to purchase 125,000 shares of its Class A common stock, of which warrants to purchase 75,000 shares 
of Class A common stock were exercised by UBS on October 23, 2003. In addition, pursuant to the amended 
agreement, the Company may accelerate the exercisability of warrants to purchase 25,000 shares of its Class A 
common stock at the end of each of the seven quarters in the period from November 1, 2003 though July 31, 
2005, upon the satisfaction by UBS of certain commitment conditions. On October 1, 2003, the unamortized 
expense of such business partner securities was approximately $0.9 million, which the Company will amortize on 
a straight-line basis until July 31, 2005. 
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6.    Related Party Transactions 

Cash and cash equivalents at September 30, 2003 and December 31, 2002 included $150.1 million and $186.7 
million, respectively, of reverse repurchase agreements with related parties. All of the Company's reverse 
repurchase agreements are transacted on an overnight basis with Cantor. Under the terms of these agreements, the 
securities collateralizing the reverse repurchase agreements are held under a custodial arrangement with a third 
party bank and are not permitted to be resold or repledged. The fair value of such collateral at September 30, 
2003 and December 31, 2002 totaled $156.4 million and $189.6 million, respectively. 

Investments in TradeSpark, L.P. ("Tradespark") and the limited partnership (the "LP") that invested in Freedom 
International Brokerage ("Freedom") are accounted for using the equity method. The carrying value of such 
related party investments was $7.6 million and $7.7 million at September 30, 2003 and December 31, 2002, 
respectively, and is included in investments in the condensed consolidated statements of financial condition. For 
the nine months ended September 30, 2003, the Company's share of the net losses of the LP and TradeSpark was 
approximately $80,000 in the aggregate. 

Under the Joint Services Agreement between the Company and Cantor and joint services agreements between the 
Company and TradeSpark, Freedom, Municipal Partners, LLC ("MPLLC") and CO2e, the Company owns and 
operates the electronic trading system and is responsible for providing electronic brokerage services, and Cantor, 
TradeSpark, Freedom, MPLLC or CO2e provides voice-assisted brokerage services, fulfillment services, such as 
clearance and settlement, and related services, such as credit risk management services, oversight of client 
suitability and regulatory compliance, sales positioning of products and other services customary to marketplace 
intermediary operations. In general, if a transaction is fully electronic, the Company receives 65% of the 
aggregate transaction revenues and TradeSpark or Freedom receives 35% of the transaction revenues. If 
TradeSpark or Freedom provides voice-assisted brokerage services with respect to a transaction, the Company 
receives 35% of the revenues and TradeSpark or Freedom receives 65% of the revenues. The Company and 
MPLLC each receive 50% of the fully electronic revenues related to municipal bonds. The Company's agreement 
with CO2e provides that it receives 50% of CO2e's fully electronic revenues and 15% of CO2e's voice-assisted 
and open outcry revenues until December 2003, and 20% of voice-assisted and open outcry revenues thereafter. 
In addition, the Company receives 25% of the net revenues from Cantor's gaming businesses. 

Under those services agreements, the Company has agreed to provide Cantor, TradeSpark, Freedom, MPLLC and 
CO2e technology support services, including systems administration, internal network support, support and 
procurement for desktops of end-user equipment, operations and disaster recovery services, voice and data 
communications, support and development of systems for clearance and settlement services, systems support for 
brokers, electronic applications systems and network support, and provision and/or implementation of existing 
electronic applications systems, including improvements and upgrades thereto, and use of the related intellectual 
property rights. In general, the Company charges Cantor, TradeSpark, Freedom and MPLLC the actual direct and 
indirect costs, including overhead, of providing such services and receives payment on a monthly basis. These 
services are provided to CO2e at no additional cost other than the revenue sharing arrangement set forth above. In 
exchange for a 25% share of the net revenues from Cantor's gaming businesses, the Company is obligated to 
spend and does not get reimbursed for the first $750,000 each quarter of the costs of providing support and 
development services for such gaming businesses. 

Under an Administrative Services Agreement, Cantor provides various administrative services to the Company, 
including accounting, tax, legal and facilities management. The Company is required to reimburse Cantor for the 
cost of providing such services. The costs represent the direct and indirect costs of providing such services and 
are determined based upon the time incurred by the individual performing such services. Management believes 



 

 

  

 

 
  

that this allocation methodology is reasonable. The Administrative Services Agreement has a three-year term, 
which will renew automatically for successive one-year terms unless cancelled upon six months' prior notice by 
either the Company or Cantor. The Company incurred administrative fees for such services during the nine-
month periods ended September 30, 2003 and 2002 totaling $7.7 million and $6.6 million, respectively. The 
services provided under both the Amended and Restated Joint Services Agreement and the Administrative 
Services Agreement are not the result of 
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arm's-length negotiations because Cantor controls the Company. As a result, the amounts charged for services 
under these agreements may be higher or lower than amounts that would be charged by third parties if the 
Company did not obtain such services from Cantor. 

As a result of the terrorist attacks of September 11, 2001, the Company's offices in the World Trade Center were 
destroyed and the Company lost 180 of our employees, including many members of senior management (the 
"September 11 Events"). During the nine months ended September 30, 2003, CFLP received $21,045,000 of 
insurance proceeds in settlement for property damage related to the September 11 Events. Under the 
Administrative Services Agreement, eSpeed is entitled to up to approximately $20,000,000 of such amount as 
replacement assets are purchased in the future. Starting in the fourth quarter of 2003, the Company expects to 
incur significant costs in relation to the replacement of fixed assets lost on September 11, 2001 when they build 
their permanent infrastructure and move into their new headquarters in 2004. 

Amounts due to or from related parties pursuant to the transactions described above are non-interest bearing. As 
of September 30, 2003, receivables from Tradespark, Freedom and MPLLC amounted to approximately $0.5 
million in the aggregate, and are included in receivable from related parties in the condensed consolidated 
statement of financial condition. 

7.    Earnings Per Share 

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

          
   Three Months Ended September 30, 

   2003  2002 

   
(In thousands, except  

per share data) 

Net income for basic and diluted earnings per share  $ 9,962    $ 7,665   
Shares of common stock and common stock equivalents:               

Weighted average shares used in basic computation    55,291      54,980   
Dilutive effect of:               

Stock options    2,298      1,507   
Business partner securities    141      12   

Weighted average shares used in diluted computation    57,730      56,499   
Earnings per share:               

Basic  $ 0.18    $ 0.14   
Diluted  $ 0.17    $ 0.14   
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   Nine Months Ended September 30, 

   2003  2002 



 

 
  

  

   
(In thousands, except  

per share data) 

Net income for basic and diluted earnings per share  $ 27,539    $ 33,213   
Shares of common stock and common stock equivalents:               

Weighted average shares used in basic computation    55,205      54,979   
Dilutive effect of:               

Stock options    1,853      1,664   
Business partner securities    113      40   

Weighted average shares used in diluted computation    57,171      56,683   
Earnings per share:               

Basic  $ 0.50    $ 0.60   
Diluted  $ 0.48    $ 0.59   

 

Effective April 1, 2003, the Company started recording income taxes (see Note 4, Income Taxes). During the 
2002 periods, income taxes were minimal due to the benefit of net operating loss carryforwards. As a result, in 
applying the treasury stock method for the three and nine-month periods ended September 30, 2003, the assumed 
proceeds of stock option exercises were computed as the sum of (i) the amount the employees paid on exercise 
and (ii) the amount of tax benefits associated with employee stock options exercised that were credited to 
additional paid-in capital. Prior to April 1, 2003, the Company excluded such tax benefits in assumed proceeds of 
stock option exercises, thereby increasing the dilutive effect of securities accordingly. 

At September 30, 2003 and 2002, approximately 15.0 million and 14.1 million securities, respectively, were not 
included in the computation of diluted earnings per share because their effect would have been antidilutive. 

8.    Stock Based Compensation 

Pursuant to guidelines contained in APB Opinion No. 25, Accounting for Stock Issued to Employee s , and as 
permitted by Statement of Financial Accounting Standards ("SFAS") No. 123, Accounting for Stock Based 
Compensation ("SFAS 123"), the Company records no expense for stock options issued to employees as all 
options granted had an exercise price equal to the market value of the underlying common stock on the date of 
grant. The following table represents the effect had the Company accounted for the options in its stock-based 
compensation plan based on the fair value of awards at grant date in a manner consistent with the methodology of 
SFAS 123. 
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   Three Months Ended 
September 30, 

   2003  2002 

   
(In thousands, except  

per share data) 

Net income, as reported  $ 9,962    $ 7,665   
Deduct: Total stock-based employee compensation expense determined 

under fair value based method for all awards granted, net of $1,576 and $0 
of taxes for the three months ended September 30, 2003 and 2002, 
respectively 

 
  (2,471 )  

 
  (4,266 )  

Net income, pro forma  $ 7,491    $ 3,399   
Earnings per share:               

Basic – as reported  $ 0.18    $ 0.14   
Basic – pro forma  $ 0.14    $ 0.06   
Diluted – as reported  $ 0.17    $ 0.14   
Diluted – pro forma  $ 0.13    $ 0.06   

    

   Nine Months Ended September 
30, 



 

 

   2003  2002 

   
(In thousands, except  

per share data) 

Net income, as reported  $ 27,539    $ 33,213   
Deduct: Total stock-based employee compensation expense determined 

under fair value based method for all awards granted, net of $3,575 and $0 
of taxes for the nine months ended September 30, 2003 and 2002, 
respectively 

 
  (8,446 )  

 
  (12,615 )  

Net income, pro forma  $ 19,093    $ 20,598   
Earnings per share:               

Basic – as reported  $ 0.50    $ 0.60   
Basic – pro forma  $ 0.35    $ 0.37   
Diluted – as reported  $ 0.48    $ 0.59   
Diluted – pro forma  $ 0.33    $ 0.36   

Effective April 1, 2003, the Company started recording income taxes (see Note 4, Income Taxes). During the 
2002 periods, income taxes were minimal due to the benefit of net operating loss carryforwards. The Company 
applied these effective tax rates in computing the above pro forma information for the respective periods. 

9.    Regulatory Capital Requirements 

Through its subsidiary, eSpeed Government Securities, Inc., the Company is subject to SEC broker-dealer 
regulation under Section 15C of the Securities Exchange Act of 1934, which requires the maintenance of 
minimum liquid capital, as defined. At September 30, 2003, eSpeed Government Securities, Inc.'s liquid capital 
of $64,490,917 was in excess of minimum requirements by $64,465,917. 

Additionally, the Company's subsidiary, eSpeed Securities, Inc., is subject to SEC broker-dealer regulation under 
Rule 17a-3 of the Securities Exchange Act of 1934, which requires the maintenance of minimum net capital and 
requires that the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. At 
September 30, 2003, eSpeed Securities, Inc. had net capital of $94,056,972, which was $91,863,110 in excess of 
its required net capital, and eSpeed Securities, Inc.'s net capital ratio was .35 to 1. 

The regulatory requirements referred to above may restrict the Company's ability to withdraw capital from its 
regulated subsidiaries. 

10.    Commitments and Contingencies 

There have been no significant changes in commitments and contingencies from the matters described in the 
notes to the Company's consolidated financial statements for the year ended December 31, 2002. 
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11.    Segment and Geographic Data 

Segment information:     The Company currently operates its business in one segment, that of operating 
interactive electronic business-to-business marketplaces for the trading of financial and non-financial products, 
licensing software, and providing technology support services to Cantor and other related and unrelated parties. 

Product information:     The Company currently markets its services through the following products: core 
products, including an integrated network engaged in electronic trading in government securities in multiple 
marketplaces over the eSpeed ® system; new product rollouts, including introduction of products in non-equity 
capital markets; products enhancement software, which enables clients to engage in enhanced electronic trading 
of core products and future product rollouts; and eSpeed Software Solutions SM , which allows customers to use 
the Company's intellectual property and trading expertise to build electronic marketplaces and exchanges, 
develop customized trading interfaces and enable real-time auctions and debt issuance. Revenues from core 
products comprise the majority of the Company's revenues. 

Geographic information:     The Company operates in the Americas (primarily in the United States of America), 
Europe and Asia. Revenue attribution for purposes of preparing geographic data is principally based upon the 
marketplace where the financial product is traded, which, as a result of regulatory jurisdiction constraints in most 



  

  

  

 

 

circumstances, is also representative of the location of the client generating the transaction resulting in 
commissionable revenue. The information that follows, in management's judgment, provides a reasonable 
representation of the activities of each region as of and for the periods indicated. 

          
   Three Months Ended September 30, 

(In thousands)  2003  2002 
Transaction revenues:               
Europe  $ 7,324    $ 6,841   
Asia    436      695   
Total Non-Americas    7,760      7,536   
Americas    29,821      19,907   
Total  $ 37,581    $ 27,443   
 

          
   Nine Months Ended September 30, 

(In thousands)  2003  2002 
Transaction revenues:         
Europe  $ 21,214    $ 18,402   
Asia    1,638      2,037   
Total Non-Americas    22,852      20,439   
Americas    74,875      58,783   
Total  $ 97,727    $ 79,222   
 

          
   September 30, 

(In thousands)  2003  2002 
Average long-lived assets:         
Europe  $ 3,662    $ 5,754   
Asia    301      390   
Total Non-Americas    3,963      6,144   
Americas    23,337      17,065   
Total  $ 27,300    $ 23,209   
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ITEM 2.    Management's Discussion and Analysis of Financial Condition and Results of Operations 

The information in this report contains forward-looking statements within the meaning of Section 27A of the 
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. Such 
statements are based upon current expectations that involve risks and uncertainties. Any statements contained 
herein that are not statements of historical fact may be deemed to be forward-looking statements. For example, 
words such as "may," "will," "should," "estimates," "predicts," "potential," "continue," "strategy," "believes," 
"anticipates," "plans," "expects," "intends" and similar expressions are intended to identify forward-looking 
statements. Our actual results and the timing of certain events may differ significantly from the results discussed 
in the forward-looking statements. Factors that might cause or contribute to such a discrepancy include, but are 
not limited to, the effect of the September 11 Events on our operations, including in particular the loss of 
hundreds of eSpeed, Cantor and TradeSpark employees, our limited operating history, the possibility of future 
losses and negative cash flow from operations, the effect of market conditions, including volume and volatility, 
and the current global recession on our business, our ability to enter into marketing and strategic alliances, to hire 
new personnel, to expand the use of our electronic system, to induce clients to use our marketplaces and services 
and to effectively manage any growth we achieve, and other factors that are discussed under "Risk Factors" in 



 

 

our Annual Report on Form 10-K for the year ended December 31, 2002. The following discussion is qualified in 
its entirety by, and should be read in conjunction with, the more detailed information set forth in our financial 
statements and the notes thereto appearing elsewhere in this report. 

Overview 

We were incorporated on June 3, 1999 as a Delaware corporation. Prior to our initial public offering, we were a 
wholly-owned subsidiary of, and we conducted our operations as a division of, Cantor Fitzgerald Securities, 
which in turn is a 99.5%-owned subsidiary of Cantor Fitzgerald, L.P. (collectively with its affiliates, "Cantor"). 
We commenced operations as a division of Cantor on March 10, 1999, the date the first fully electronic 
transaction using our eSpeed ® system was executed. Cantor has been developing systems to promote fully 
electronic marketplaces since the early 1990s. Since January 1996, Cantor has used our eSpeed ® system 
internally to conduct electronic trading. 

Concurrent with our initial public offering in December 1999, Cantor contributed to us, and we acquired from 
Cantor, certain of our assets. These assets primarily consist of proprietary software, network distribution systems, 
technologies and other related contractual rights that comprise our eSpeed ® system. 

We operate interactive electronic marketplaces and license customized real-time software solutions to our clients. 
In general, we receive transaction fees based on a percentage of the face value of products traded through our 
system. Products may be traded on a fully electronic basis, electronically through a voice broker, or via open 
outcry with prices displayed on data screens. We receive different fees for these different system utilizations. 
Additionally, we receive revenues from licensing software and providing technology support. 

We continue to pursue our strategy to expand our client base and expand the number and types of products that 
our clients can trade electronically on our system. Other than Cantor, no client of ours accounted for more than 
10% of our revenues from our date of inception through September 30, 2003. 

As a result of the terrorist attacks of September 11, 2001, our offices in the World Trade Center were destroyed 
and we lost 180 of our employees, including many members of our senior management (the "September 11 
Events"). The loss of these assets and employees and the need to relocate our surviving employees have 
negatively impacted our business. 

Critical Accounting Policies 

In addition to previously disclosed critical accounting policies (see "Critical Accounting Policies" in our Annual 
Report on Form 10-K for the year ended December 31, 2002), management has determined that the following 
accounting estimate met the related standards: 

Income Taxes 

SFAS No. 109, Accounting for Income Taxes , establishes financial accounting and reporting standards for the 
effect of income taxes. The objectives of accounting for income taxes are to recognize the amount of 
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taxes payable or refundable for the current year and deferred tax liabilities and assets for the future tax 
consequences of events that have been recognized in an entity's financial statements or tax returns. Judgment is 
required in assessing the future tax consequences of events that have been recognized in our financial statements 
or tax returns. Fluctuations in the actual outcome of these future tax consequences could materially impact our 
financial position or results of operations. 

Results of Operations 

For the Three Months Ended September 30, 2003 Compared to Three Months Ended September 30, 2002 

Highlights 

Diluted earnings per share for the three months ended September 30, 2003 and 2002 were $0.17 and $0.14, 
respectively. During the three months ended September 30, 2003, we recorded an income tax provision of $6.4 
million, or approximately $0.11 per diluted share, corresponding to a 38.9% consolidated effective tax rate. For 
the same period a year earlier, income taxes were minimal due to the benefit of our net operating loss 



  

 

 

carryforwards. 

For the three months ended September 30, 2003, transaction revenues with related parties amounted to $37.6 
million, an increase of 37% as compared to transaction revenues with related parties of $27.4 million for the 
same period a year ago. Volumes transacted on our system per trading day increased approximately 28%. For the 
three months ended September 30, 2003, 86% of our transaction revenues were generated from fully electronic 
transactions. 

Revenues 

        

   Three Months Ended  
September 30, 

(In thousands)  2003  2002 
Transaction revenues with related parties               

Fully electronic transactions  $ 32,300    $ 22,783   
Voice-assisted brokerage transactions    5,153      4,649   
Screen-assisted open outcry transactions    128      11   

Total transaction revenues with related parties    37,581      27,443   
Software Solutions fees from related parties    3,821      3,423   
Software Solutions and licensing fees from unrelated parties    2,321      1,333   
Interest income    547      780   

Total revenues  $ 44,270    $ 32,979   
 

Transaction revenues with related parties 

For the three months ended September 30, 2003, we earned transaction revenues with related parties of $37.6 
million, an increase of 37% as compared to transaction revenues with related parties of $27.4 million for the three 
months ended September 30, 2002. There were 64 trading days in both the three-month period ended September 
30, 2003 and the same period a year ago. Transaction revenues per trading day increased by $158,000, or 37%, 
from $429,000 for the three months ended September 30, 2002 to $587,000 for the three months ended 
September 30, 2003. Total volumes transacted on our system increased by $2,752 billion (approximately $2.7 
trillion), or 28%, from $9,683 billion (approximately 9.7 trillion) for the three months ended September 30, 2002 
to $12,435 billion (approximately $12.4 trillion) for the three months ended September 30, 2003. Per trading day, 
volumes transacted on our system increased 28%. This increase resulted primarily from favorable market 
conditions in the United States of America, where market fluctuations drove increases in our product volumes 
and transactions counts, as well as continued adoption of our new software enhancements. For the three months 
ended September 30, 2003, 86% of our transaction revenues were generated from fully electronic transactions as 
compared to 83% for the same period a year ago. 
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Our revenues are currently highly dependent on transaction volume in the global financial product markets. 
Accordingly, among other things, equity market volatility, economic and political conditions in the United States 
of America and elsewhere in the world, concerns over inflation, institutional and consumer confidence levels, the 
availability of cash for investment by mutual funds and other wholesale and retail investors, fluctuating interest 
and exchange rates and legislative and regulatory changes and currency values may have an impact on our 
volume of transactions. In addition, a significant amount of our revenues is currently received in connection with 
our relationship with Cantor. Consequently, our revenues have been negatively affected by the effect of the 
September 11 Events on Cantor and may continue to be negatively affected in the future if Cantor's business 
continues to suffer due to the September 11 Events or otherwise. 

Software Solutions fees from related parties 

Software Solutions fees from related parties for the three months ended September 30, 2003 were $3.8 million. 
This compares with Software Solutions fees from related parties for the three months ended September 30, 2002 
of $3.4 million, an increase of 12%. This increase resulted from an increase in demand for our support services 



 

 

  

from Cantor. 

Software Solutions and licensing fees from unrelated parties 

Certain of our clients provide online access to their customers through use of our electronic trading platform for 
which we receive fees. Such fees are deferred and recognized as revenues ratably over the term of the licensing 
agreement. We also receive software solutions fees from unrelated parties by charging our clients for additional 
connections to our system to help protect them from possible business interruptions. 

Software Solutions and licensing fees from unrelated parties for the three months ended September 30, 2003 were 
$2.3 million as compared to Software Solutions and licensing fees from unrelated parties of $1.3 million for the 
three months ended September 30, 2002, a 77% increase, due primarily to licensing fees earned from 
IntercontinentalExchange for use of the Wagner Patent and licensing fees earned as part of the Wagner Patent 
Settlement Agreement. 

Interest income 

For the three months ended September 30, 2003, the blended weighted average interest rate on overnight reverse 
repurchase agreements and tax-free municipal bonds was 0.95% as compared to a 1.6% weighted average interest 
rate on overnight reverse repurchase agreements for the three months ended September 30, 2002. As a result of 
the decrease in the average interest rate, partially offset by an increase in average balances between periods, we 
generated interest income of $547,000 for the three months ended September 30, 2003 as compared to $780,000 
for the three months ended September 30, 2002, a decrease of 30%. 
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Expenses 

        

   Three Months Ended  
September 30, 

(In thousands)  2003  2002 
Compensation and employee benefits  $ 9,790    $ 9,113   
Occupancy and equipment    8,191      6,338   
Professional and consulting fees    953      1,149   
Communications and client networks    1,715      1,465   
Marketing    373      1,281   
Administrative fees to related parties    2,579      2,292   
Amortization of business partner and non-employee securities    648      541   
Other    3,706      3,012   

Total expenses  $ 27,955    $ 25,191   
 

Compensation and employee benefits 

At September 30, 2003, we had 334 employees, which was an increase from the 317 employees we had at 
September 30, 2002. However, prior to the September 11 Events, we had 492 employees. For the three months 
ended September 30, 2003, our compensation costs were $9.8 million as compared to compensation costs of $9.1 
million for the three months ended September 30, 2002. This $0.7 million increase, or 8%, resulted mainly from 
the additional headcount, partially offset by an increase in the percentage of time spent by certain employees on 
software application development. The costs associated with such development are capitalized and amortized 
over the associated application's estimated useful life of three years. 

Substantially all of our employees are full-time employees located predominately in the New York metropolitan 
area and in London. Compensation costs include salaries, bonuses, payroll taxes and costs of employer-provided 
benefits for our employees. We expect that our future compensation costs will increase depending, in part, upon a 
variety of factors, including our incremental revenue growth. 

Occupancy and equipment 



 

 

Occupancy and equipment costs were $8.2 million for the three months ended September 30, 2003, a $1.9 million 
increase, or 30%, as compared to occupancy and equipment costs of $6.3 million for the three months ended 
September 30, 2002. The increase was primarily caused by the build-out of our temporary corporate headquarters 
in New York City, where we moved in the second quarter of 2002. 

Occupancy expenditures primarily consist of the rent and facilities costs of our offices in the New York 
metropolitan area and our offices in London and Tokyo. We moved into our temporary corporate headquarters in 
New York City during the second quarter of 2002. The lease for our temporary headquarters will expire in 
February 2004, and, at this time, management is evaluating various location alternatives. Starting in the fourth 
quarter of 2003, we expect to incur significant costs in relation to the replacement of fixed assets lost as a result 
of the September 11 Events when we build our permanent infrastructure and move into our new headquarters. 
We are entitled to up to approximately $20.0 million of insurance proceeds in settlement for property damage as 
replacement assets are purchased in the future. 

Professional and consulting fees 

Professional and consulting fees were $1.0 million for the three months ended September 30, 2003 as compared 
to $1.1 million for the three months ended September 30, 2002, a decrease of 9%, primarily due to decreased 
reliance on consultants. 

Communications and client networks 

Communications costs were $1.7 million for the three months ended September 30, 2003 as compared to $1.5 
million for the three months ended September 30, 2002, a $0.2 million or 13% increase. Cost controls 
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resulted in reductions in communications rates and usage charges, which were offset by additional client network 
charges as we processed increased volumes of transactions and continued to add new clients. 

Communications costs include the costs of local and wide area network infrastructure, the cost of establishing the 
network linking clients to us, data and telephone lines, data and telephone usage, and other related costs. We 
anticipate expenditures for communications and client networks will continue to increase in the near future as we 
continue to connect additional customers to our network. 

Marketing 

We incurred marketing expenses of $0.4 million for the three months ended September 30, 2003 as compared to 
marketing expenses during the three months ended September 30, 2002 of $1.3 million, a decrease of 69%, 
resulting from a planned reduction in marketing costs. Marketing expenses in the third quarter of 2002 were 
higher primarily as the result of the development of a major advertising campaign. 

Administrative fees to related parties 

Cantor provides various administrative services to us, including accounting, tax, legal and facilities management, 
for which we reimburse Cantor for the direct and indirect costs of providing such services. Administrative fees to 
related parties amounted to $2.6 million for the three months ended September 30, 2003, a 13% increase over the 
$2.3 million of such fees for the three months ended September 30, 2002. 

Administrative fees to related parties are dependent upon both the costs incurred by Cantor and the portion of 
Cantor's administrative services that are utilized by us. Administrative fees to related parties are, therefore, 
partially correlated to our business growth. We do not expect a significant change in the level of future 
administrative fees to related parties in the fourth quarter of 2003. 

Amortization of business partner and non-employee securities 

We enter into strategic alliances with other industry participants in order to expand our business and to enter into 
new marketplaces. As part of these strategic alliances, we have issued warrants and convertible preferred stock. 
In addition, we have granted stock options to certain non-employees. These securities do not require cash outlays 
and do not represent a use of our assets. The expense related to these issuances is based on the value of the 
securities being issued and the structure of the transaction. Generally, this expense is amortized over the term of 
the related agreement. 



 

 

  

Charges in relation to the amortization of such securities were approximately $0.6 million for the three months 
ended September 30, 2003 as compared to $0.5 million for the three months ended September 30, 2002. This 
$0.1 million increase resulted primarily from a full quarter of amortization in the 2003 period on warrants that 
were issued under an agreement executed with a business partner in August 2002. We believe period-to-period 
comparisons are not meaningful, as these transactions do not recur on a regular basis. Note 5 of our condensed 
consolidated financial statements in this Report on Form 10-Q contains further details regarding the amortization 
of business partner and non-employee securities. 

Other expenses 

Other expenses consist primarily of amortization of intangible assets, business-related insurance expense, 
recruitment fees, travel, and promotional and entertainment expenditures. For the three months ended September 
30, 2003, other expenses were $3.7 million, an increase of 23% as compared to other expenses of $3.0 million for 
the three months ended September 30, 2002, principally due to increases in business-related insurance costs and 
an increase in the amortization of intangible assets as we continue to devote significant resources to the 
establishment, perfection and protection of our intellectual property portfolio. Other expenses are expected to 
increase primarily due to an increase in the amortization of capitalized fees associated with the establishment, 
perfection and defense of our patents. 

Income Taxes 

During the three months ended September 30, 2003, we recorded an income tax provision of $6.4 million 
corresponding to a 38.9% consolidated effective tax rate. During the same period a year earlier, income 
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taxes were minimal due to the benefit of our net operating loss carryforwards. Our consolidated effective tax rate 
can vary from period to period depending on, among other factors, the geographic and business mix of our 
earnings. 

Results of Operations 

For the Nine Months Ended September 30, 2003 Compared to Nine Months Ended September 30, 2002 

Highlights 

Diluted earnings per share decreased $0.11 from $0.59 to $0.48. During the nine months ended September 30, 
2002, we recognized a $12.8 million gain, or approximately $0.23 per diluted share, relating to business 
interruption insurance proceeds following the September 11 Events. During the nine months ended September 
30, 2003, we recorded an income tax provision of $11.7 million, or approximately $0.20 per diluted share, 
corresponding to a 39.4% consolidated effective tax rate adjusted to reflect certain benefit from net operating loss 
carryforwards. For the same period a year earlier, income taxes were minimal due to the benefit of our net 
operating loss carryforwards. 

For the nine months ended September 30, 2003, transaction revenues with related parties amounted to $97.7 
million, an increase of 23% as compared to transaction revenues with related parties of $79.2 million for the 
same period a year ago. Volumes transacted on our system per trading day increased 25%. For the nine months 
ended September 30, 2003, 84% of our transaction revenues were generated from fully electronic transactions. 

Revenues 

        

   Nine Months Ended  
September 30, 

(In thousands)  2003  2002 
Transaction revenues with related parties               

Fully electronic transactions  $ 82,348    $ 65,609   
Voice-assisted brokerage transactions    14,959      13,479   
Screen-assisted open outcry transactions    420      134   



 

 

  

Total transaction revenues with related parties    97,727      79,222   
Software Solutions fees from related parties    11,351      9,747   
Software Solutions and licensing fees from unrelated parties    6,662      2,437   
Business interruption insurance proceeds from parent    —     12,833   
Interest income    1,652      2,222   

Total revenues  $ 117,392    $ 106,461   
 

Transaction revenues with related parties 

For the nine months ended September 30, 2003, we earned transaction revenues with related parties of $97.7 
million, an increase of 23% as compared to transaction revenues with related parties of $79.2 million for the nine 
months ended September 30, 2002. There were 188 trading days in both the nine-month period ended September 
30, 2003 and the same period a year ago. Transaction revenues per trading day increased by $99,000, or 24%, 
from $421,000 for the nine months ended September 30, 2002 to $520,000 for the nine months ended September 
30, 2003. Volumes transacted on our system increased by $6,483 billion (approximately $6.5 trillion), or 25%, 
from $25,765 billion (approximately $25.8 trillion) for the nine months ended September 30, 2002 to $32,248 
billion (approximately $32.2 trillion) for the nine months ended September 30, 2003. This increase resulted 
primarily from favorable market conditions in the United States of America and in Europe, where market 
fluctuations drove increases in our product volumes and transactions counts, as well as continued adoption of our 
new software enhancements. For the nine months ended September 30, 2003, 84% of our transaction revenues 
were generated from fully electronic transactions as compared to 83% for the same period a year ago. 
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Software Solutions fees from related parties 

Software Solutions fees from related parties for the nine months ended September 30, 2003 were $11.4 million. 
This compares with Software Solutions fees from related parties for the nine months ended September 30, 2002 
of $9.7 million, an increase of 18%. This increase resulted from an increase in demand for our support services 
from Cantor. 

Software Solutions and licensing fees from unrelated parties 

Software Solutions and licensing fees from unrelated parties for the nine months ended September 30, 2003 were 
$6.7 million as compared to Software Solutions and licensing fees from unrelated parties of $2.4 million for the 
nine months ended September 30, 2002, a three-fold increase, due primarily to licensing fees earned from 
IntercontinentalExchange for use of the Wagner Patent and licensing fees earned as part of the Wagner Patent 
Settlement Agreement. 

Business interruption insurance proceeds from parent 

During the nine months ended September 30, 2002, we recognized $12.8 million as our portion of the $40.0 
million business interruption insurance recovery received by Cantor following the September 11 Events. Such 
amount was received in August 2002. There was no such revenue in the 2003 period. 

Interest income 

For the nine months ended September 30, 2003, the blended weighted average interest rate on overnight reverse 
repurchase agreements and tax-free municipal bonds was 1.0% as compared to a 1.6% weighted average interest 
rate on overnight reverse repurchase agreements for the nine months ended September 30, 2002. As a result of 
the decrease in the average interest rate, partially offset by an increase in average balances between periods, we 
generated interest income of $1.7 million for the three months ended September 30, 2003 as compared to $2.2 
million for the three months ended September 30, 2002, a decrease of 23%. 

Expenses 

        

   Nine Months Ended  
September 30, 



 

 

(In thousands)  2003  2002 
Compensation and employee benefits  $ 27,873    $ 27,748   
Occupancy and equipment    22,939      18,048   
Professional and consulting fees    2,927      4,264   
Communications and client networks    5,024      4,516   
Marketing    1,115      4,515   
Administrative fees to related parties    7,747      6,579   
Amortization of business partner and non-employee securities    1,715      1,354   
Other    8,855      5,873   

Total expenses  $ 78,195    $ 72,897   
 

Compensation and employee benefits 

At September 30, 2003, we had 334 employees, which was an increase from the 317 employees we had at 
September 30, 2002. However, prior to the September 11 Events, we had 492 employees. For the nine months 
ended September 30, 2003, our compensation costs were $27.9 million as compared to compensation costs of 
$27.7 million for the six months ended September 30, 2002. This $0.2 million decrease, or 1%, in compensation 
costs resulted mainly from the additional headcount, more than offset by an increase in the percentage of time 
spent by certain employees on software application development. The costs associated with such development are 
capitalized and amortized over the associated application's estimated useful life of three years. 
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Occupancy and equipment 

Occupancy and equipment costs were $22.9 million for the nine months ended September 30, 2003, a $4.9 
million increase, or 27%, as compared to occupancy and equipment costs of $18.0 million for the nine months 
ended September 30, 2002. The increase was primarily caused by the occupancy and build-out of our temporary 
corporate headquarters in New York City, where we moved in the second quarter of 2002. 

Professional and consulting fees 

Professional and consulting fees were $2.9 million for the nine months ended September 30, 2003 as compared to 
$4.3 million for the nine months ended September 30, 2002, a decrease of 33%, primarily due to a decrease in 
legal and contract employee personnel costs. 

Communications and client networks 

Communications costs were $5.0 million for the nine months ended September 30, 2003 as compared to $4.5 
million for the nine months ended September 30, 2002, a $0.5 million or 11% increase. Cost controls resulted in 
reductions in communications rates and usage charges, which were more than offset by additional client networks 
charges as we processed increased volumes of transactions and continued to add new clients. 

Marketing 

We incurred marketing expenses of $1.1 million for the nine months ended September 30, 2003 as compared to 
marketing expenses during the nine months ended September 30, 2002 of $4.5 million, a $3.4 million decrease, 
resulting from a planned reduction in marketing costs. Marketing expenses in the first nine months of 2002 were 
higher primarily as the result of the development of a major advertising campaign. 

Administrative fees to related parties 

Administrative fees to related parties amounted to $7.7 million for the nine months ended September 30, 2003, a 
17% increase over the $6.6 million of such fees for the nine months ended September 30, 2002. 

Administrative fees to related parties are dependent upon both the costs incurred by Cantor and the portion of 
Cantor's administrative services that are utilized by us. Administrative fees to related parties are therefore 
partially correlated to our business growth. 



 

 

Amortization of business partner and non-employee securities 

Charges in relation to the amortization of such securities were $1.7 million for the nine months ended September 
30, 2003, an increase of 21% as compared to charges of $1.4 million for the nine months ended September 30, 
2002. This increase resulted primarily from the amortization of the value of warrants issued under an agreement 
executed with a business partner in August 2002, offset by the termination of another warrant agreement in July 
2003, for which amortization was recorded in the 2002 period. We believe period-to-period comparisons are not 
meaningful, as these transactions do not recur on a regular basis. Note 5 of our condensed consolidated financial 
statements in this Report on Form 10-Q contains further details regarding the amortization of business partner 
and non-employee securities. 

Other expenses 

For the nine months ended September 30, 2003, other expenses were $8.9 million, an increase of 51% as 
compared to other expenses of $5.9 million for the six months ended September 30, 2002, principally due to 
increases in business-related insurance costs and an increase in the amortization of intangible assets as we 
continue to devote significant resources to the establishment, perfection and protection of our intellectual 
property portfolio. 

Income Taxes 

During the nine months ended September 30, 2003, we recorded an income tax provision of $11.7 million 
corresponding to a 39.4% effective tax rate adjusted to reflect our recognition of the benefit from net 
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operating loss carryforwards in the first quarter of 2003. During the same period a year earlier, income taxes were 
minimal due to the benefit of our net operating loss carryforwards. Our consolidated effective tax rate can vary 
from period to period depending on, among other factors, the geographic and business mix of our earnings. 

Liquidity and Capital Resources 

At September 30, 2003, we had cash and cash equivalents of $217.0 million, an increase of $29.0 million as 
compared to December 31, 2002. During the nine months ended September 30, 2003, we provided cash of $43.8 
million from our operating activities, consisting of net income of $27.5 million and working capital management 
of $16.3 million. We also used net cash of $15.0 million resulting from purchases of fixed assets and intangible 
assets, capitalization of software development costs, patent registration and defense costs, partially offset by 
proceeds from fixed asset sales. In addition, we used $1.9 million to repurchase shares of our Class A common 
stock and realized $6.1 million from exercises of employee stock options, $4.1 million of which was receivable at 
September 30, 2003 and was received in the subsequent month. 

Our operating cash flows consist of transaction revenues with related parties and Software Solutions fees from 
related and unrelated parties, various fees paid to or costs reimbursed to Cantor, other costs paid directly by us 
and interest income. In its capacity as a fulfillment service provider, Cantor processes and settles transactions 
and, as such, collects and pays the funds necessary to clear transactions with the counterparty. In doing so, Cantor 
receives our portion of the transaction fee and, in accordance with the Joint Services Agreement, remits the 
amount owed to us. In addition, we have entered into similar services agreements with TradeSpark, Freedom, 
MPLLC and CO2e. Under the Administrative Services Agreement, the Amended and Restated Joint Services 
Agreement and the services agreements with TradeSpark, Freedom, MPLLC and CO2e, any net receivable or 
payable is settled at the discretion of the parties. 

As of September 30, 2003, we had repurchased 186,399 shares of our Class A common stock for a total of $2.1 
million under our repurchase plan. Our Board of Directors has authorized the repurchase of up to an additional 
$40.0 million of our outstanding Class A common stock. 

We anticipate that we will experience an increase in our capital expenditures and lease commitments consistent 
with our anticipated growth in operations, infrastructure, personnel and our anticipated move into new 
headquarters. Our property and casualty insurance coverage may mitigate our capital expenditures for the near 
term. We currently anticipate that we will continue to experience growth in our operating expenses for the 
foreseeable future and that our operating expenses will be a material use of our cash resources. 



 

 

 

 

Under the current operating structure, our cash flows from operations and our existing cash resources should be 
sufficient to fund our current working capital and current capital expenditure requirements for at least the next 12 
months. However, we believe that there are a significant number of capital intensive opportunities for us to 
maximize our growth and strategic position, including, among other things, strategic alliances and joint ventures 
potentially involving all types and combinations of equity, debt, acquisition, recapitalization and reorganization 
alternatives. We are continually considering such options, including the possibility of additional repurchases of 
our Class A common stock, and their effect on our liquidity and capital resources. 

Recent Accounting Pronouncements 

In January 2003, the Financial Accounting Standards Board (the "FASB") issued Interpretation No. 46, 
Consolidation of Variable Interest Entities. Interpretation No. 46 requires the identification of variable interest 
entities and the assessment of interests in a variable interest entity to decide whether to consolidate that entity. 
Variable interest entities are identified by reviewing our equity investments at risk, our ability to make decisions 
about an entity's activities and the obligation to absorb an entity's losses or right to receive expected residual 
results. In October 2003, the FASB clarified and modified certain of the provisions of Interpretation No. 46. The 
proposed clarifications and modifications would apply in financial statements for the first period ending after 
December 15, 2003. We do not expect the adoption of Interpretation No. 46 on December 31, 2003 to have a 
material effect on our results of operations, financial position or cash flows. 

21 

In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with 
Characteristics of both Liabilities and Equity , which establishes standards on the classification and measurement 
of financial instruments with characteristics of both liabilities and equity. SFAS No. 150 is effective for financial 
instruments entered into or modified after May 31, 2003 and otherwise is effective for the first interim period 
beginning after June 15, 2003. The adoption of SFAS No. 150 on July 1, 2003 did not have a material effect on 
our results of operations, financial position or cash flows. 
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ITEM 3.    Quantitative and Qualitative Disclosures about Market Risk 

At September 30, 2003, we had invested $150.1 million of our cash in securities purchased under reverse 
repurchase agreements, which are fully collateralized by U.S. Government securities held in a custodial account 
at JP Morgan Chase. These reverse repurchase agreements have an overnight maturity and, as such, are highly 
liquid. Additionally, at September 30, 2003, we had invested $50.0 million in a tax-free municipal bond fund 
held at one-week durations. This fund solely invests in the highest rated short-term municipal fixed income 
products. 

We generally do not use derivative financial instruments, derivative commodity instruments or other market risk 
sensitive instruments, positions or transactions. Accordingly, we believe that we are not subject to any material 
risks arising from changes in interest rates, foreign currency exchange rates, commodity prices, equity prices or 
other market changes that affect market risk sensitive instruments. Our policy is to invest our cash in a manner 
that provides us with the appropriate level of liquidity. 

ITEM 4.    Controls and Procedures 

(a)    Evaluation of Disclosure Controls and Procedures 

The Company's management, with the participation of the Company's Chief Executive Officer and Chief 
Financial Officer, evaluated the effectiveness of the Company's disclosure controls and procedures as of the end 
of the period covered by this report. Based on that evaluation, the Chief Executive Officer and Chief Financial 
Officer concluded that the Company's disclosure controls and procedures as of the end of the period covered by 
this report were designed and were functioning effectively to provide reasonable assurance that the information 
required to be disclosed by the Company in reports filed under the Securities Exchange Act of 1934 is recorded, 



 

 

  

processed, summarized and reported within the time periods specified in the SEC's rules and forms. The 
Company believes that a controls system, no matter how well designed and operated, cannot provide absolute 
assurance that the objectives of the controls system are met, and no evaluation of controls can provide absolute 
assurance that all control issues and instances of fraud, if any, within a company have been detected. 

(b)    Change in Internal Control over Financial Reporting 

No change in the Company's internal control over financial reporting occurred during the Company's most recent 
fiscal quarter that has materially affected, or is reasonably likely to materially affect, the Company's internal 
control over financial reporting. 

PART II. — OTHER INFORMATION 

ITEM 1.    Legal Proceedings 

On June 30, 2003, we, together with Cantor Fitzgerald, L.P. and CFPH, L.L.C., filed a patent infringement suit 
against BrokerTec USA, LLC, BrokerTec Global, LLC, its parent ICAP, PLC, Garban, LLC, its technology 
provider OM Technology and its parent company, OM AB (collectively, "BrokerTec") in the United States 
District Court for the District of Delaware (the "Court"). The suit centers on BrokerTec's infringement of U.S. 
Patent No. 6,560,580 issued on May 6, 2003, which expires in December 2016, with respect to which we are the 
exclusive licensee. The patent protects some of our proprietary systems and methods of electronic trading. The 
parties have asked the Court, among other things, to preliminarily enjoin BrokerTec from continuing its 
infringement during the pendency of the lawsuit, for a permanent injunction and for damages. The parties are 
engaged in discovery. A preliminary injunction hearing was held on October 30, 2003. The parties are to submit 
to the Court findings of fact and conclusions of law on the preliminary injunction issue by December 4, 2003 and 
will thereafter await the Court's decision. A trial on the merits is scheduled for February 2005. 

ITEM 2.    Changes in Securities and Use of Proceeds 

The effective date of our registration statement (Registration No. 333-87475) filed on Form S-1 relating to our 
initial public offering of Class A common stock was December 9, 1999. In our initial public offering, we sold 
7,000,000 shares of Class A common stock at a price of $22.00 per share and Cantor Fitzgerald 
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Securities, the selling stockholder, sold 3,350,000 shares of Class A common stock at a price of $22.00 per share. 
Our initial public offering was managed on behalf of the underwriters by Warburg Dillon Read LLC, Hambrecht 
& Quist, Thomas Weisel Partners LLC and Cantor Fitzgerald & Co. The offering commenced on December 10, 
1999 and closed on December 15, 1999. Proceeds to us from our initial public offering, after deduction of the 
underwriting discounts and commissions of approximately $10.0 million and offering costs of $4.4 million, 
totaled approximately $139.6 million. Of the $139.6 million raised, approximately $8.9 million has been used to 
fund investments in various entities, approximately $73.8 million has been used to acquire fixed assets and to pay 
for the development of capitalized software, approximately $26.3 million has been used to purchase intangible 
assets and pay for the defense of patents, $2.1 million has been used to repurchase shares of Class A common 
stock, and approximately $2.0 million has been used for other working capital purposes. The remaining $26.5 
million has been invested in reverse repurchase agreements. 

Of the amount of proceeds spent through September 30, 2003, approximately $34.9 million has been paid to 
Cantor under the Administrative Services Agreement between Cantor and us. 

ITEM 4.    Submission of Matters to a Vote of Security Holders 

On October 22, 2003, we held our annual meeting of stockholders. At the meeting, the following directors were 
elected by the stockholders to hold office until the next annual meeting of stockholders or until their successors 
have been duly elected and qualified: Howard W. Lutnick, Lee M. Amaitis, Joseph C. Noviello, Stephen M. 
Merkel, John H. Dalton, William J. Moran, Albert M. Weis, and Henry Morris. 

The votes with respect to the election of directors were cast in the following manner: 

        
NAME  FOR  WITHHELD 



  

  

 

 

  

   (Number of Votes) 
Howard W. Lutnick    268,830,061      10,867,921   
Lee M. Amaitis    267,734,369      11,963,613   
Joseph C. Noviello    269,782,476      9,915,506   
Stephen M. Merkel    267,668,436      12,029,546   
John H. Dalton    277,280,145      2,417,837   
William J. Moran    277,280,145      2,417,837   
Albert M. Weis    277,280,145      2,417,837   
Henry Morris    277,940,406      1,757,576   

 

At the meeting, stockholders approved our 2003 Incentive Bonus Compensation Plan and votes were cast in the 
following manner: 

   

   Number of 
Votes 

For    273,993,156   
Against    1,433,108   
Abstain    93,324   
Broker non-votes    4,178,394   

At the meeting, stockholders approved our Amended and Restated 1999 Long-Term Incentive Plan and votes 
were cast in the following manner: 

               
   Number of Votes  

For    260,119,137    
Against    15,309,459    
Abstain    90,992    
Broker non-votes    4,178,394    
 

ITEM 5.    Other Information 

Our Audit Committee approved all of the non-audit services performed by Deloitte & Touche LLP, our 
independent auditors, during the period covered by this Report on Form 10-Q. 
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ITEM 6.    Exhibits and Reports on Form 8-K 

(a)    Exhibits. 

  
Exhibit No.  Description 

10.27 
 
Amended and Restated Warrant Agreement, dated as of October 23, 2003, between 
eSpeed, Inc. and UBS USA Inc. 

10.28  eSpeed 2003 Incentive Bonus Compensation Plan, dated as of October 22, 2003 
10.29 

 
Amended and Restated eSpeed, Inc. 1999 Long Term Incentive Plan, dated as of October 
22, 2003 

31.1 
 
Certification by the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002 

31.2 
 
Certification by the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley 
Act of 2002 



 

 

 

 

  

32 
 
Certification Pursuant to 18 U.S.C. Section 1350, As Adopted Pursuant to Section 906 of 
the Sarbanes-Oxley Act of 2002 

 

(b)    Reports on Form 8-K. 

We filed a Current Report on Form 8-K on August 12, 2003 under Item 7. "Financial Statements and Exhibits" 
and "Item 12. Results of Operations and Financial Condition" of Form 8-K, in which we announced our 
preliminary operating statistics for the quarter ended June 30, 2003. 

We filed a Current Report on Form 8-K on November 13, 2003 under Item 7. "Financial Statements and 
Exhibits" and "Item 12. Results of Operations and Financial Condition" of Form 8-K, in which we announced our 
preliminary operating statistics for the quarter ended September 30, 2003. 
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SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to 
be signed on its behalf by the undersigned thereunto duly authorized. 

eSpeed, Inc.  
(Registrant) 

/s/ Howard W. Lutnick 
 

 

 
Howard W. Lutnick  
Chairman, Chief Executive Officer and President 

/s/ Jeffrey M. Chertoff 
 

 

 
Jeffrey M. Chertoff  
Senior Vice President and Chief Financial Officer 

Date: November 13, 2003 
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EXHIBIT INDEX 

   

Exhibit No.  Description 

  10.27   
 
Amended and Restated Warrant Agreement, dated as of October 23, 2003, between eSpeed, Inc. 



 

 
 
 
                                                                   EXHIBIT 10.27 
 
NEITHER THIS WARRANT NOR THE SHARES OF CLASS A COMMON STOCK ISSUABLE UPON 
EXERCISE OF THIS WARRANT HAVE BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, 
AND NEITHER THIS WARRANT NOR SUCH SHARES MAY BE SOLD, ENCUMBERED OR OTHERWISE 
TRANSFERRED EXCEPT PURSUANT TO AN EFFECTIVE REGISTRATION STATEMENT UNDER SUCH 
ACT OR AN EXEMPTION FROM SUCH REGISTRATION REQUIREMENT, AND, IF AN EXEMPTION 
SHALL BE APPLICABLE, THE HOLDER SHALL HAVE DELIVERE D AN OPINION OF COUNSEL 
ACCEPTABLE TO THE COMPANY THAT SUCH REGISTRATION IS NOT REQUIRED. 
 
Void after 5:00 p.m. Eastern Standard Time, on Augu st 21, 2012. 
 
 
                    WARRANT TO PURCHASE CLASS A COM MON STOCK 
 
                                       OF 
 
                                  eESPEED, INC. 
 
     FOR VALUE RECEIVED, eSPEED, INC. (the "Company "), a Delaware corporation, 
hereby certifies that UBS AMERICAS INC. (successor by merger to UBS USA Inc.) 
(the "Initial Holder"), or its permitted assigns (t ogether with the Initial 
Holder, the "Holder"), is entitled to purchase from  the Company, at any time or 
from time to time commencing on the Exercise Date s et forth in Section 4 hereof 
(as the same may be accelerated pursuant to Section  4(b) hereof) and prior to 
5:00 P.M., Eastern Standard Time, on August 21, 201 2 a total of 225,000 fully 
paid and non-assessable shares of Class A Common St ock, par value $.01 per 
share, of the Company for a purchase price of $8.75  per share. (Hereinafter, (i) 
said Class A Common Stock, together with any other equity securities which may 
be issued by the Company with respect thereto or in  substitution therefor, is 
referred to as the "Class A Stock," (ii) the shares  of the Class A Stock 
purchasable hereunder are referred to as the "Warra nt Shares," (iii) the 
aggregate purchase price payable hereunder for the Warrant Shares is referred to 
as the "Aggregate Warrant Price," (iv) the price pa yable hereunder for each of 
the Warrant Shares is referred to as the "Per Share  Warrant Price," (v) this 
Warrant, and all warrants hereafter issued in excha nge or substitution for this 
Warrant are referred to as the "Warrant" and (vi) t he holder of this Warrant is 
referred to as the "Holder.") The number of Warrant  Shares and the securities 
(if applicable) for which this Warrant is exercisab le and the Per Share Warrant 

and UBS USA Inc. 

  10.28    eSpeed 2003 Incentive Bonus Compensation Plan, dated as of October 22, 2003 

  10.29   
 
Amended and Restated eSpeed, Inc. 1999 Long Term Incentive Plan, dated as of October 22, 
2003 

  31.1   
 
Certification by the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act 
of 2002 

  31.2   
 
Certification by the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act 
of 2002 

  32   
 
Certification Pursuant to 18 U.S.C. Section 1350, As Adopted Pursuant to Section 906 of the 
Sarbanes-Oxley Act of 2002 
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Price are subject to adjustment as hereinafter prov ided under Section 3. 
 
     1. EXERCISE OF WARRANT. This Warrant may be ex ercised, in whole at any time 
or in part from time to time, commencing on the Exe rcise Date set forth in 
Section 4 hereof (as the same may be accelerated pu rsuant to Section 4(b) 
hereof) and prior to 5:00 P.M., Eastern Standard Ti me, on August 21, 2012 by the 
Holder of this Warrant by the surrender of this War rant (with the subscription 
form at the end hereof duly executed) at the addres s set forth in Section 9(a) 
hereof, together with proper payment of the Aggrega te Warrant Price, or the 
proportionate part thereof if this Warrant is exerc ised in part. The Aggregate 
Warrant Price or Per Share Warrant Price shall be p aid in cash, via wire 
transfer to an account designated by the Company, o r by certified or official 
bank check payable to the order of the Company. 
 
         If this Warrant is exercised in part, the Holder shall be entitled to 
receive a new Warrant covering the number of Warran t Shares in respect of which 
this Warrant has not been exercised and setting for th the proportionate part of 
the Aggregate Warrant Price applicable to such Warr ant Shares. Upon the 
surrender of this Warrant, for an exercise of this Warrant in part, the Company 
will (a) issue and 
 
 
 
deliver a certificate or certificates in the name o f the Holder for the shares 
of the Class A Stock to which the Holder shall be e ntitled for such partial 
exercise, and (b) issue and deliver a Warrant in th e name of the Holder for the 
remaining number of Warrant Shares in respect of wh ich this Warrant has not been 
exercised, pursuant to the provisions of this Warra nt. 
 
         If this Warrant is exercised in whole, upo n surrender of this Warrant, 
the Company will issue a certificate or certificate s in the name of the Holder 
for the shares of the Class A Stock to which the Ho lder shall be entitled, 
pursuant to the provisions of this Warrant. 
 
         No fractional shares shall be issued upon the exercise of this Warrant. 
With respect to any fraction of a share called for upon any exercise hereof, the 
Company shall pay to the Holder an amount in cash e qual to such fraction 
multiplied by the fair market value of a share as r easonably determined by the 
Company's Board of Directors. 
 
     2. RESERVATION OF WARRANT SHARES. The Company agrees that, prior to the 
expiration of this Warrant, the Company from and as  of the date hereof, will 
have authorized and in reserve, and will keep avail able, solely for issuance or 
delivery upon the exercise of this Warrant, the sha res of the Class A Stock as 
from time to time shall be receivable upon the exer cise of this Warrant. 
 
     3. ADJUSTMENTS FOR CORPORATE EVENTS. The numbe r and kind of securities 
issuable upon the exercise of this Warrant, the Per  Share Warrant Price and the 
number of Warrant Shares for which this Warrant may  be exercised shall be 
subject to adjustment from time to time in accordan ce with the following 
provisions: 
 
         (a) Reorganization, Reclassification. In t he event of a reorganization, 
share exchange, or reclassification, other than a c hange in par value, or from 
par value to no par value, or from no par value to par value or a transaction 
described in subsection (b) or (c) below, this Warr ant shall, after such 
reorganization, share exchange or reclassification,  be exercisable into the kind 
and number of shares of stock or other securities o r other property of the 
Company which the holder of this Warrant would have  been entitled to receive if 
the holder had held the Warrant Shares issuable upo n exercise of this Warrant 
immediately prior to such reorganization, share exc hange, or reclassification. 
The provision of this Section 3(a) shall similarly apply to successive 
reorganizations and reclassifications. 
 
         (b) Merger, Consolidation or Sale of All o r Substantially All Assets. 
In the event of a merger or consolidation to which the Company is a party or the 



sale of all or substantially all of the assets of t he Company, this Warrant 
shall, after such merger, consolidation or sale, be  exercisable for the kind and 
number of shares of stock and/or other securities, cash or other property which 
the holder of this Warrant would have been entitled  to receive if the holder had 
held the Warrant Shares issuable upon exercise of t his Warrant immediately prior 
to such merger, consolidation or sale. Any such mer ger, consolidation or sale 
shall require, as a condition thereto, that such ot her party to such merger, 
consolidation or sale agree in writing to assume th is Warrant. The provision of 
this Section 3(b) shall similarly apply to successi ve mergers and transfers. 
 
         (c) Subdivision or Combination of Shares. In case outstanding shares of 
Class A Stock shall be subdivided, the Per Share Wa rrant Price shall be 
proportionately reduced as of the effective date of  such subdivision, or as of 
the date a record is taken of the holders of Class A Stock for the purpose of so 
subdividing, whichever is earlier. In case outstand ing shares of Class A Stock 
shall be combined, the Per Share Warrant Price shal l be proportionately 
increased as of the effective date of such combinat ion, or as of the date a 
record is taken of the holders of Class A Stock for  the purpose of so combining, 
whichever is earlier. 
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         (d) Stock Dividends. In case shares of Cla ss A Stock are issued as a 
dividend or other distribution on the Class A Stock , then the Per Share Warrant 
Price shall be adjusted, as of the date a record is  taken of the holders of 
Class A Stock for the purpose of receiving such div idend or other distribution 
(or if no such record is taken, as at the earliest of the date of such 
declaration, payment or other distribution), to tha t price determined by 
multiplying the Per Share Warrant Price in effect i mmediately prior to such 
declaration, payment or other distribution by a fra ction (i) the numerator of 
which shall be the number of shares of Class A Stoc k outstanding immediately 
prior to the declaration or payment of such dividen d or other distribution, and 
(ii) the denominator of which shall be the total nu mber of shares of Class A 
Stock outstanding immediately after the declaration  or payment of such dividend 
or other distribution. In the event that the Compan y shall declare or pay any 
dividend on the Class A Stock payable in any right to acquire Class A Stock for 
no consideration, then, for purposes of calculating  such adjustment, the Company 
shall be deemed to have made a dividend payable in Class A Stock in an amount of 
shares equal to the maximum number of shares issuab le upon exercise of such 
rights to acquire Class A Stock. 
 
         (e) Adjustment of Aggregate Number of Warr ant Shares Issuable. Upon 
each adjustment of the Per Share Warrant Price unde r the provisions of this 
Section 3, the aggregate number of Warrant Shares i ssuable upon exercise of this 
Warrant shall be adjusted to an amount determined b y multiplying the Warrant 
Shares issuable prior to such adjustment by a fract ion (x) the numerator of 
which is the Per Share Warrant Price in effect imme diately prior to the event 
causing such adjustment (y) the denominator of whic h is the adjusted Per Share 
Warrant Price. 
 
         (f) Minimum Adjustment. No adjustment of t he Per Share Warrant Price 
shall be made if the amount of any such adjustment would be an amount less than 
1% of the Per Share Warrant Price then in effect, b ut any such amount shall be 
carried forward and an adjustment in respect thereo f shall be made at the time 
of and together with any subsequent adjustment whic h, together with such amount 
and any other amount or amounts so carried forward,  shall aggregate an increase 
or decrease of 1% or more. 
 
         (g) Treasury Shares. The number of shares of Class A Stock at any time 
outstanding shall not include any shares thereof th en directly or indirectly 
owned or held by or for the account of the Company.  
 
         (h) Notices. If at any time, (x) the Compa ny shall declare a stock 
dividend (or any other distribution except for cash  dividends) on its Class A 
Stock; (y) there shall be any capital reorganizatio n or reclassification of the 



Class A Stock, or any consolidation or merger to wh ich the Company is a party, 
or any sale or transfer of all of substantially all  of the assets of the 
Company; or (z) there shall be a voluntary or invol untary dissolution, 
liquidation or winding-up of the Company; then, in any one or more of such 
cases, the Company shall give written notice to the  Holder, not less than 10 
days before any record date or other date set for d efinitive action, or of the 
date on which such reorganization, reclassification , sale, consolidation, 
merger, dissolution, liquidation or winding up shal l take place, as the case may 
be. Such notice shall also set forth such facts as shall indicate the effect of 
such action (to the extent such effect may be known  at the date of such notice) 
on the current Per Share Warrant Price and the kind  and amount of Class A Stock 
and other securities and property deliverable upon exercise of this Warrant. 
Such notice shall also specify the date (to the ext ent known) as of which the 
holders of the Class A Stock of record shall be ent itled to exchange their Class 
A Stock for securities or other property deliverabl e upon such reorganization, 
reclassification, sale, consolidation, merger, diss olution, liquidation or 
winding up, as the case may be. In addition, whenev er the aggregate number of 
Warrant Shares issuable upon exercise of this Warra nt and Per Share Warrant 
Price is adjusted as herein provided, the Chief Fin ancial Officer of the Company 
shall compute the adjusted number of Warrant Shares  and Per Share Warrant Price 
in accordance with the foregoing provisions and sha ll prepare a written 
certificate 
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setting forth such adjusted number of Warrant Share s and Per Share Warrant 
Price, and such written instrument shall promptly b e delivered to the 
recordholder of this Warrant. 
 
         4. EXERCISE OF WARRANT. 
 
         (a) Exercise Date. This Warrant shall be v ested immediately and shall 
be exercisable as to all Warrant Shares commencing May 21, 2011 (the "Exercise 
Date"), subject to acceleration as set forth in sub section (b) below. 
 
         (b) Acceleration of Exercisability. This W arrant shall become 
exercisable as to (i) 50,000 of the Warrant Shares on October 1, 2003 and (ii) 
the remaining 175,000 Warrant Shares, in seven lots  of 25,000 Warrant Shares 
each, if the Price Feed Condition (as defined in pa ragraph (x) below), is 
satisfied for each of the First Commitment Period t hrough the Seventh Commitment 
Period (as defined in paragraph (y) below). Satisfa ction of the Price Feed 
Condition shall be evidenced by a Determination pur suant to paragraph (x) below. 
For the avoidance of doubt, it is understood that e ach Commitment Period is 
independent and the failure to satisfy the Price Fe ed Condition for one or more 
Commitment Periods shall not preclude satisfaction of the Price Feed Condition 
and acceleration of the related Warrant Shares in a ny other Commitment Period. 
 
               (x) Definition of Price Feed Conditi on. A "Price Feed Condition" 
               shall be deemed satisfied if, during  the applicable Commitment 
               Period (as defined in paragraph (y) below), the Subscriber shall 
               have performed, satisfied and compli ed in all material respects 
               with the covenants, agreements and c onditions required thereby to 
               be performed, satisfied or complied with by the Bank (as defined 
               in that certain Global Fixed Income Transaction Fee Agreement, 
               dated 21 August 2002 between the Com pany and the Initial Holder, 
               as amended by the Amendment to Globa l Fixed Income Transaction 
               Fee Agreement dated as of September 18, 2003 (the "Amendment") 
               (as so amended, the "Agreement")) in  accordance with Annex II of 
               the Agreement, as the same may be fu rther amended from time to 
               time. Within 21 days of the end of e ach Commitment Period, the 
               Company shall notify the Holder in w riting as to whether the 
               Price Feed Condition has been satisf ied for such Commitment 
               Period, together with an explanation  for such determination in 
               reasonable detail (the "Determinatio n"). If the Holder notifies 
               the Company in writing, within fifte en (15) days of receipt of 



               the Determination of its objection t o the Determination, then no 
               determination shall be made until th e Company and the Holder 
               shall agree upon an appropriate dete rmination or a court of 
               competent jurisdiction shall make a determination by a 
               non-appealable order. 
 
               (y) Definition of Commitment Period.  A "Commitment Period" shall 
               mean each of the following Quarterly  periods (i) November 1, 2003 
               through January 31, 2004 (the "First  Commitment Period"), (ii) 
               February 1, 2004 through April 30, 2 004 (the "Second Commitment 
               Period"), (iii) May 1, 2004 through July 31, 2004 (the "Third 
               Commitment Period"), (iv) August 1, 2004 through October 31, 2004 
               (the "Fourth Commitment Period), (v)  November 1, 2004 through 
               January 31, 2005 (the "Fifth Commitm ent Period"), (vi) February 
               1, 2005 through April 30, 2005 (the "Sixth Commitment Period") 
               and (vii) May 1, 2005 through July 3 1, 2005 (the "Seventh 
               Commitment Period"). The failure to satisfy the Price Feed 
               Condition for any Commitment Period shall result in the relevant 
               Warrant Shares exercisability commen cing on the Exercise Date, 
               without acceleration. 
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     5. FULLY PAID STOCK; TAXES. The Company agrees  that the shares of the Class 
A Stock represented by each and every certificate f or Warrant Shares delivered 
on the proper exercise of this Warrant shall, at th e time of such delivery, be 
validly issued and outstanding, fully paid and non- assessable, and not subject 
to preemptive rights, and the Company will take all  such actions as may be 
necessary to assure that the par value or stated va lue, if any, per share of the 
Class A Stock is at all times equal to or less than  the then Per Share Warrant 
Price. The Company further covenants and agrees tha t it will pay, when due and 
payable, any and all federal and state stamp, origi nal issue or similar taxes 
that may be payable in respect of the issuance of a ny Warrant Shares or 
certificates therefor. The Holder covenants and agr ees that it shall pay, when 
due and payable, all of its federal, state and loca l income or similar taxes 
that may be payable in respect of the issuance of a ny Warrant Shares or 
certificates therefor, if any. 
 
     6. TRANSFER 
 
         (a) Securities Laws. Neither this Warrant nor the Warrant Shares 
issuable upon the exercise hereof have been registe red under the Securities Act 
of 1933, as amended (the "Securities Act"), or unde r any state securities laws 
and unless so registered may not be transferred, so ld, pledged, hypothecated or 
otherwise disposed of unless an exemption from such  registration is available. 
In the event the Holder desires to transfer this Wa rrant or any of the Warrant 
Shares issued in accordance with the terms hereof, the Holder must give the 
Company prior written notice of such proposed trans fer including the name and 
address of the proposed transferee, unless such tra nsfer is a transfer of the 
Warrant Shares pursuant to an effective registratio n statement. Such transfer 
may be made only either (i) upon publication by the  Securities and Exchange 
Commission (the "Commission") of a ruling, interpre tation, opinion or "no action 
letter" based upon facts presented to said Commissi on, or (ii) upon receipt by 
the Company of an opinion of counsel acceptable to the Company to the effect 
that the proposed transfer will not violate the pro visions of the Securities 
Act, the Securities Exchange Act of 1934, as amende d (the "Exchange Act"), or 
the rules and regulations promulgated under either such act, or to the effect 
that the Warrant or Warrant Shares to be sold or tr ansferred have been 
registered under the Securities Act of 1933, as ame nded, and that there is in 
effect a current prospectus meeting the requirement s of Subsection 10(a) of the 
Securities Act, which is being or will be delivered  to the purchaser or 
transferee at or prior to the time of delivery of t he certificates evidencing 
the Warrant or Warrant Shares to be sold or transfe rred. 
 
         (b) Swap or Hedging Transactions. Without the prior written consent of 



the Company, the Holder may not enter into any swap  or other hedging transaction 
relating to this Warrant, the Warrant Shares (prior  to the issuance thereof), or 
any interest therein. In no event shall the restric tions contained in this 
paragraph apply to any Warrant Shares that have bee n issued. 
 
         (c) Transfer. Without the prior written co nsent of the Company, neither 
this Warrant, nor any interest herein, may be sold,  assigned, transferred, 
pledged, encumbered or otherwise disposed of. Any s ale, assignment, transfer, 
pledge, encumbrance or other disposition of this Wa rrant attempted contrary to 
the provisions of this Warrant, or any levy of exec ution, attachment or other 
process attempted upon the Warrant, shall be null a nd void and without effect. 
The provision of this Section 6(c) shall not be app licable to the Warrant 
Shares. 
 
         (d) Legend and Stop Transfer Orders. Unles s the Warrant Shares have 
been registered under the Securities Act or eligibl e for resale pursuant to Rule 
144(k) under the Securities Act, upon exercise of a ny part of the Warrant and 
the issuance of any of the Warrant Shares, the Comp any shall instruct its 
transfer agent to enter stop transfer orders with r espect to such shares, and 
all certificates representing Warrant Shares shall bear on the face thereof 
substantially the following legend, insofar as is c onsistent with Delaware law: 
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               "The shares of Class A Common Stock represented by this 
               certificate have not been registered  under the Securities Act of 
               1933, as amended, and may not be sol d, offered for sale, 
               assigned, transferred or otherwise d isposed of unless registered 
               pursuant to the provisions of that A ct or an opinion of counsel 
               to the Company is obtained stating t hat such disposition is in 
               compliance with an available exempti on from such registration." 
 
     7. LOSS, ETC. OF WARRANT. Upon receipt of evid ence satisfactory to the 
Company of the loss, theft, destruction or mutilati on of this Warrant, and of 
indemnity reasonably satisfactory to the Company, i f lost, stolen or destroyed, 
and upon surrender and cancellation of this Warrant  if mutilated, the Company 
shall execute and deliver to the Holder a new Warra nt of like date, tenor and 
denomination. 
 
     8. WARRANT HOLDER NOT SHAREHOLDER. Except as o therwise provided herein, 
this Warrant does not confer upon the Holder any ri ght to vote or to consent to 
or receive notice as a shareholder of the Company, as such, in respect of any 
matters whatsoever, or any other rights or liabilit ies as a shareholder, prior 
to the exercise hereof. 
 
     9. COMMUNICATION. No notice or other communica tion under this Warrant shall 
be effective unless the same is in writing and is s ent by overnight courier, 
delivered in person or mailed by first-class mail, postage prepaid, addressed 
to: 
 
         (a) the Company at 135 East 57th Street, 3 rd Floor, New York, New York 
10022, Attention: General Counsel, or such other ad dress as the Company has 
designated in writing to the Holder, or 
 
         (b) the Holder at 299 Park Avenue, New Yor k, New York 10171, or such 
other address as the Holder has designated in writi ng to the Company. 
 
     10. HEADINGS. The headings of this Warrant hav e been inserted as a matter 
of convenience and shall not affect the constructio n hereof. 
 
     11. APPLICABLE LAW. This Warrant shall be gove rned by and construed in 
accordance with the law of the State of New York wi thout giving effect to the 
principles of conflict of laws thereof. 
 
     12. COMPLIANCE WITH OTHER INSTRUMENTS. Company  represents and warrants to 



Holder that the execution and delivery of this Warr ant are not, and the issuance 
of the Warrant Shares upon exercise of this Warrant  in accordance with the terms 
hereof will not be, inconsistent with the Company's  charter or bylaws, do not 
and will not contravene any law, governmental rule or regulation, judgment or 
order applicable to the Company, and do not and wil l not conflict with or 
contravene any provision of, or constitute a defaul t under, any indenture, 
mortgage, contract or other instrument of which the  Company is a party or by 
which it is bound or require the consent or approva l of, the giving of notice 
to, the registration or filing with or the taking o f any action in respect of or 
by, any Federal, state or local government authorit y or agency or other person, 
except for the filing of notices pursuant to federa l and state securities laws, 
which filings will be effected by the time required  thereby. 
 
     13. REPRESENTATIONS AND WARRANTIES OF THE INIT IAL HOLDER. The Initial 
Holder, by acceptance hereof, represents and warran ts to the Company that: 
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         (a) Knowledge and Experience. The Initial Holder has sufficient 
knowledge and experience in financial and business matters to be capable of 
evaluating the merits and risks of an unregistered,  non-liquid investment such 
as an investment in the Company and has evaluated t he merits and risks of such 
an investment. The Initial Holder understands that the offer and sale of the 
Warrant and the Warrant Shares have not been approv ed or disapproved by the 
Commission or any other governmental entity. 
 
         (b) No other Representations or Warranties . No representations or 
warranties have been made to the Initial Holder by the Company or any director, 
officer, employee, agent or affiliate of the Compan y, other than the 
representations of the Company set forth herein, an d the decision of the Initial 
Holder to acquire this Warrant is based on the info rmation contained herein and 
the Initial Holder's own independent investigation of the Company. The Initial 
Holder acknowledges and agrees that the Company may  now, or in the future, be in 
negotiations with respect to, or enter into, arrang ements, agreements or 
understandings relating to other business opportuni ties and that the Company 
does not have now, nor will it have at any time aft er execution of this Warrant, 
any obligation to provide the Initial Holder with a ny information, other than 
that which is contained in this Warrant and that wh ich is disclosed in reports, 
schedules, forms, registration statements, proxy st atements and other documents 
filed by the Company with the Commission. 
 
         (c) Ability to Withstand Loss of Investmen t. The Initial Holder 
understands that a total loss of the value of this Warrant is possible. The 
Initial Holder acknowledges that it is capable of b earing a complete loss of the 
value of this Warrant. 
 
         (d) No Public Solicitation. The Initial Ho lder acknowledges that 
neither the Company nor any person or entity acting  on its behalf has offered to 
sell any of the Warrants or the Warrant Shares to t he Initial Holder by means of 
any form of general solicitation or advertising, in cluding without limitation 
(i) any advertisement, article, notice or other com munication published in any 
newspaper, magazine or similar media, or broadcast over television or radio, and 
(ii) any seminar or meeting whose attendees have be en invited by any general 
solicitation or general advertising. 
 
         (e) Accredited Investor Status. The Initia l Holder is an "accredited 
investor" within the meaning of Rule 501 of Regulat ion D promulgated under the 
Securities Act. 
 
         (f) Acquiring for Investment Purposes. The  Initial Holder is acquiring 
this Warrant solely for its own account, for invest ment purposes only, and not 
with a view towards their resale or distribution. 
 
         (g) No Brokers, Finders, etc. The Initial Holder has not employed any 
broker, financial advisor or finder, or incurred an y liability for any brokerage 



fees, commissions, finder's or other similar fees o r expenses in connection with 
the transactions contemplated by this Warrant. 
 
         (h) No Action Taken to Invalidate Private Placement. The Initial Holder 
has not taken any action that would result in the o ffering of this Warrant and 
the Warrant Shares pursuant to this Warrant being t reated as a public offering 
and not a valid private offering under the law. 
 
     14. MODIFICATION AND WAIVER. This Warrant and any provision hereof may be 
changed, waived, discharged or terminated only by a n instrument in writing 
signed by the Company and the holder of this Warran t. 
 
     15. BINDING EFFECT ON SUCCESSORS. This Warrant  shall be binding upon any 
entity succeeding the Company by merger, consolidat ion or acquisition of all or 
substantially all of the 
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Company's assets, and all of the obligations of the  Company relating to the 
Warrant Shares issuable upon the exercise of this W arrant shall survive the 
exercise and termination of this Warrant and all of  the covenants and agreements 
of the Company shall inure to the benefit of the su ccessors and permitted 
assigns of the holder hereof. 
 
     16. CANCELLATION OF EXISTING WARRANT. This War rant supercedes and replaces 
that certain Amended and Restated Warrant to Purcha se Class A Common Stock of 
eSpeed, Inc. in favor of the Initial Holder dated a s of October 10, 2003, which 
the Holder exercised for 75,000 shares on October 2 0, 2003 and the parties agree 
is of no further force or effect and is hereby deem ed cancelled. 
 
     IN WITNESS WHEREOF, the Company has caused thi s Amended and Restated 
Warrant to be signed by a duly authorized officer a s of this 23rd day of 
October, 2003. 
 
                         ESPEED, INC. 
 
 
                         By: /s/ Howard W. Lutnick 
                             --------------------- 
                             Name:  Howard W. Lutni ck 
                             Title: President 
 
 
ACCEPTED AND AGREED to: 
 
UBS AMERICAS INC. (SUCCESSOR BY MERGER 
TO UBS USA INC.) 
 
 
By: /s/ James Petrie 
    ---------------- 
    Name:  James Petrie 
    Title: Executive Director 
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                                  SUBSCRIPTION 
 
 
     The undersigned, _____________________________ _____________, pursuant to 



the provisions of the foregoing Warrant, hereby agr ees to subscribe for the 
purchase of _________________________ shares of the  Class A Common Stock of 
eSPEED, INC. covered by said Warrant, and makes pay ment therefor in full at the 
price per share provided by said Warrant. 
 
Dated __________________                   Signatur e__________________________ 
 
                                           Address_ ___________________________ 
 
                                                  _ ___________________________ 
 
 
 
 
 
                                   ASSIGNMENT 
 
     FOR VALUE RECEIVED _________________________ h ereby sells, assigns and 
transfers unto _________________________ the forego ing Warrant and all rights 
evidenced thereby, and does irrevocably constitute and appoint 
_________________________, attorney, to transfer sa id Warrant on the books of 
eSPEED, INC. 
 
Dated __________________                   Signatur e__________________________ 
 
                                           Address_ ___________________________ 
 
                                                  _ ___________________________ 
 
 
 
 
 
                               PARTIAL ASSIGNMENT 
 
     FOR VALUE RECEIVED _________________________ h ereby assigns and transfers 
unto _________________________ the right to purchas e _________________________ 
shares of the Class A Common Stock of eSPEED, INC. by the foregoing Warrant, and 
a proportionate part of said Warrant and the rights  evidenced hereby, and does 
irrevocably constitute and appoint ________________ _________, attorney, to 
transfer that part of said Warrant on the books of eSPEED, INC. 
 
Dated __________________                   Signatur e__________________________ 
 
                                           Address_ ___________________________ 
 
                                                  _ ___________________________ 
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                                                                   EXHIBIT 10.28 
 
                                  eSPEED, INC. 
 
                     2003 INCENTIVE BONUS COMPENSAT ION PLAN 
 
1.   Purpose. The purpose of this 2003 Incentive Bo nus Compensation Plan (the 
     "Plan") of eSpeed, Inc. (the "Company") is (i)  to retain key employees of 
     the Company by providing them with the opportu nity to earn bonus awards 



     that are based on the achievement of specified  performance goals; and (ii) 
     to structure such bonus opportunities in a way  that will qualify the awards 
     made as "performance-based" for purposes of Se ction 162(m) of the Code so 
     that the Company will be entitled to a tax ded uction for the payment of 
     such incentive awards to such employees. 
 
2.   Definitions. As used in the Plan, the followin g terms shall the meanings 
     set forth below: 
 
     (a)    "Applicable Period" shall mean, with re spect to any Performance 
            Period, a period commencing on or befor e the first day of such 
            Performance Period and ending no later than the earlier of (i) the 
            90th day of such Performance Period, or  (ii) the date on which 25% 
            of such Performance Period has been com pleted. Any action required 
            under the Plan to be taken within the p eriod specified in the 
            preceding sentence may be taken at a la ter date if, but only if, the 
            regulations under Section 162(m) of the  Code are hereafter amended, 
            or interpreted by the Internal Revenue Service, to permit such later 
            date, in which case the term "Applicabl e Period" shall be deemed 
            amended accordingly. 
 
     (b)    "Board" shall mean the Board of Directo rs of the Company as 
            constituted from time to time. 
 
     (c)    "Code" shall mean the Internal Revenue Code of 1986, as amended from 
            time to time. 
 
     (d)    "Committee" shall mean the committee fo r the Board consisting solely 
            of two or more non-employee directors ( each of whom is intended to 
            qualify as an "outside director" within  the meaning of Section 
            162(m) of the Code) designated by the B oard as the committee 
            responsible for administering and inter preting the Plan. 
 
     (e)    "Company" shall mean eSpeed, Inc., a co rporation organized under the 
            laws of the State of Delaware, and any successor thereto. 
 
     (f)    "Individual Award Opportunity" shall me an the performance-based 
            award opportunity for a given Participa nt for a given Performance 
            Period as specified by the Committee wi thin the Applicable Period, 
            which may be expressed in dollars or on  a formula basis that is 
            consistent with the provisions of the P lan. 
 
     (g)    "Negative Discretion" shall mean the di scretion authorized by the 
            Plan to be applied by the Committee to eliminate, or reduce the size 
            of, a bonus award otherwise payable to a Participant for a given 
            Performance Period, provided that the e xercise of such discretion 
            would not cause the award to fail to qu alify as "performance-based 
            compensation" under Section 162(m) of t he Code. By way of example 
            and not by way of limitation, in no eve nt shall any discretionary 
            authority granted to the Committee by t he Plan including, but not 
            limited to, Negative Discretion, be use d (i) to provide for an award 
            under the Plan in excess of the amount payable based on actual 
            performance versus the applicable perfo rmance goals for the 
            Performance Period in question, or in e xcess of the maximum 
            individual award limit specified in Sec tion 6(b) below, or (ii) to 
            increase the amount otherwise payable t o any other Participant. 
 
 
 
     (h)    "Participant" shall mean, for any given  Performance Period with 
            respect to which the Plan is in effect,  each key employee of the 
            Company (including any subsidiary, oper ating unit or division) and 
            who is designated as a Participant in t he Plan for such Performance 
            Period by the Committee pursuant to Sec tion 4 below. 
 
     (i)    "Performance Period" shall mean any per iod commencing on or after 



            January 1, 2003 for which performance g oals are set under Section 5 
            and during which performance shall be m easured to determine whether 
            such goals have been met for purposes o f determining whether a 
            Participant is entitled to payment of a  bonus under the Plan. A 
            Performance Period may be coincident wi th one or more fiscal years 
            of the Company, or a portion thereof. 
 
     (j)    "Plan" or "Section 162(m) Plan" shall m ean the eSpeed, Inc. 2003 
            Incentive Bonus Compensation Plan as se t forth in this document, and 
            as amended from time to time. 
 
3.   Administration. 
 
     (a)    General. The Plan shall be administered  by the Committee. Subject to 
            the terms of the Plan and applicable la w (including, but not limited 
            to, Section 162(m) of the Code), and in  addition to any other 
            express powers and authorizations confe rred on the Committee by the 
            Plan, the Committee shall have the full  power and authority, after 
            taking into account, in its sole and ab solute discretion, the 
            recommendations of the Company's senior  management: 
 
            (i)     to designate (within the Applic able Period) the Participants 
                    in the Plan and the individual award opportunities and/or, 
                    if applicable, bonus pool award  opportunities for such 
                    Performance Period; 
 
            (ii)    to designate (within the Applic able Period) and thereafter 
                    administer the performance goal s and other award terms and 
                    conditions that are to apply un der the Plan for such 
                    Performance Period; 
 
            (iii)   to determine and certify the bo nus amounts earned for any 
                    given Performance Period, based  on actual performance versus 
                    the performance goals for such Performance Period, after 
                    making any permitted Negative D iscretion adjustments; 
 
            (iv)    to decide whether, under what c ircumstances and subject to 
                    what terms bonus payouts are to  be paid on a deferred basis, 
                    including automatic deferrals a t the Committee's election as 
                    well as elective deferrals at t he election of Participants; 
 
            (v)     to adopt, revise, suspend, waiv e or repeal, when and as 
                    appropriate, in its sole and ab solute discretion, such 
                    administrative rules, guideline s and procedures for the Plan 
                    as it deems necessary or advisa ble to implement the terms 
                    and conditions of the Plan; 
 
            (vi)    to interpret and administer the  terms and provisions of the 
                    Plan and any award issued under  the Plan (including 
                    reconciling any inconsistencies , correcting any defaults and 
                    addressing any omissions in the  Plan or any related 
                    instrument or agreement); and 
 
            (vii)   to otherwise supervise the admi nistration of the Plan. 
 
 
 
            It is intended that all amounts payable  to Participants under the 
            Plan who are "covered employees" within  the meaning of Treas. Reg. 
            Sec. 1.162-27(c)(2) (as amended from ti me to time) shall constitute 
            "qualified performance-based compensati on" within the meaning of 
            Section 162(m) of the Code and Treas. R eg. Sec. 1.162-27(e) (as 
            amended from time to time), and, to the  maximum extent possible, the 
            Plan and the terms of any awards under the Plan shall be so 
            interpreted and construed. 
 



     (b)    Binding Nature of Committee Decisions. Unless otherwise expressly 
            provided in the Plan, all designations,  determinations, 
            interpretations and other decisions mad e under or with respect to 
            the Plan or any award under the Plan sh all be within the sole and 
            absolute discretion of the Committee, a nd shall be final, conclusive 
            and binding on all persons, including t he Company, any Participant, 
            and any award beneficiary or other pers on having, or claiming, any 
            rights under the Plan. 
 
     (c)    Other. No member of the Committee shall  be liable for any action or 
            determination (including, but limited t o, any decision not to act) 
            made in good faith with respect to the Plan or any award under the 
            Plan. If a Committee member intended to  qualify as an "outside 
            director" under Section 162(m) of the C ode does not in fact so 
            qualify, the mere fact of such non-qual ification shall not 
            invalidate any award or other action ma de by the Committee under the 
            Plan which otherwise was validly made u nder the Plan. 
 
4.   Plan Participation. 
 
     (a)    Participant Designations By The Committ ee. For any given Performance 
            Period, the Committee, in its sole and absolute discretion, shall, 
            within the Applicable Period, designate  those key employees of the 
            Company (including its subsidiaries, op erating units and divisions) 
            who shall be Participants in the Plan f or such Performance Period. 
 
     (b)    Impact Of Plan Participation. An indivi dual who is a designated 
            Participant in the Section 162(m) Plan for any given Performance 
            Period shall not also participate in th e Company's general bonus 
            plans for such Performance Period (to t he extent such plans exist), 
            if such participation would cause any a ward hereunder to fail to 
            qualify as "performance-based" under Se ction 162(m). 
 
5.   Performance Goals. 
 
     (a)    Setting Of Performance Goals. For a giv en Performance Period, the 
            Committee shall, within the Applicable Period, set one or more 
            objective performance goals for each Pa rticipant and/or each group 
            of Participants and/or each bonus pool (if any). Such goals shall be 
            based exclusively on one or more of the  following corporate-wide or 
            subsidiary, division or operating unit financial measures: 
 
            (1)     pre-tax or after-tax net income , 
 
            (2)     pre-tax or after-tax operating income, 
 
            (3)     gross revenue, 
 
            (4)     profit margin, 
 
            (5)     stock price, 
 
 
            (6)     cash flow(s), 
 
            (7)     market share, 
 
            (8)     pre-tax or after-tax earnings p er share, 
 
            (9)     pre-tax or after-tax operating earnings per share, 
 
            (10)    expenses, 
 
            (11)    return on equity, 
 
            (12)    strategic business criteria, co nsisting of one or more 



                    objectives based on meeting spe cified revenue, market 
                    penetration, geographic busines s expansion goals, cost 
                    targets, and goals relating to acquisitions or divestitures, 
 
            or any combination thereof (in each cas e before or after such 
            objective income and expense allocation s or adjustments as the 
            Committee may specify within the Applic able Period). Each such goal 
            may be expressed on an absolute and/or relative basis, may be based 
            on or otherwise employ comparisons base d on current internal 
            targets, the past performance of the Co mpany (including the 
            performance of one or more subsidiaries , divisions and/or operating 
            units) and/or the past or current perfo rmance of other companies, 
            and in the case of earnings-based measu res, may use or employ 
            comparisons relating to capital (includ ing, but limited to, the cost 
            of capital), shareholders' equity and/o r shares outstanding, or to 
            assets or net assets. In all cases, the  performance goals shall be 
            such that they satisfy any applicable r equirements under Treas. Reg. 
            Sec. 1.162-27(e)(2) (as amended from ti me to time) that the 
            achievement of such goals be "substanti ally uncertain" at the time 
            that they are established, and that the  award opportunity be defined 
            in such a way that a third party with k nowledge of the relevant 
            facts could determine whether and to wh at extent the performance 
            goal has been met, and, subject to the Committee's right to apply 
            Negative Discretion, the amount of the award payable as a result of 
            such performance. 
 
     (b)    Impact Of Extraordinary Items Or Change s In Accounting. To the 
            extent applicable, the measures used in  setting performance goals 
            set under the Plan for any given Perfor mance Period shall be 
            determined in accordance with GAAP and a manner consistent with the 
            methods used in the Company's audited f inancial statements, without 
            regard to (i) extraordinary items as de termined by the Company's 
            independent public accountants in accor dance with GAAP, (ii) changes 
            in accounting, unless, in each case, th e Committee decides otherwise 
            within the Applicable Period or (iii) n on-recurring acquisition 
            expenses and restructuring charges. Not withstanding the foregoing, 
            in calculating operating earnings or op erating income (including on 
            a per share basis), the Committee may, within the Applicable Period 
            for a given Performance Period, provide  
 
 
 
            that such calculation shall be made on the same basis as reflected 
            in a release of the Company's earnings for a previously completed 
            period as specified by the Committee. 
 
6.   Bonus Pools, Award Opportunities And Awards. 
 
     (a)    Setting Of Individual Award Opportuniti es. At the time that annual 
            performance goals are set for Participa nts for a given Performance 
            Period (within the Applicable Period), the Committee shall also 
            establish each Individual Award Opportu nity for such Performance 
            Period, which shall be based on the ach ievement of stated target 
            performance goals, and may be stated in  dollars or on a formula 
            basis (including, but not limited to, a  designated share of a bonus 
            pool or a multiple of Annual Base Salar y), provided: 
 
            (i)     that the designated shares of a ny bonus pool shall not 
                    exceed 100% of such pool; and 
 
            (ii)    that the Committee, in all case s, shall have the sole and 
                    absolute discretion, based on s uch factors as it deems 
                    appropriate, to apply Negative Discretion to reduce (but not 
                    increase) the actual bonus awar ds that would otherwise 
                    actually be payable to any Part icipant on the basis of the 
                    achievement of the applicable p erformance goals. 



 
     (b)    Maximum Individual Bonus Award. Notwith standing any other provision 
            of this Plan, the maximum bonus payable  under the Plan to any one 
            individual in any one calendar year sha ll be $5 million. 
 
     (c)    Bonus Payments. Subject to the followin g, bonus awards determined 
            under the Plan for given Performance Pe riod shall be paid to 
            Participants in cash, or, shares of Com pany stock or other 
            stock-based awards pursuant to the Comp any's Long-Term Incentive 
            Plan, as soon as practicable following the end of the Performance 
            Period to which they apply, provided: 
 
            (i)     that no such payment shall be m ade unless and until the 
                    Committee, based on the Company 's audited financial results 
                    for such Performance Period (as  prepared and reviewed by the 
                    Company's independent public ac countants), has certified (in 
                    the manner prescribed under app licable regulations) the 
                    extent to which the applicable performance goals for such 
                    Performance Period have been sa tisfied, and has made its 
                    decisions regarding the extent of any Negative Discretion 
                    adjustment of awards (to the ex tent permitted under the 
                    Plan); 
 
            (ii)    that the Committee may specify that a portion of the actual 
                    bonus award for any given Perfo rmance Period shall be paid 
                    on a deferred basis, based on s uch award payment rules as 
                    the Committee may establish and  announce for such 
                    Performance Period; 
 
            (iii)   that the Committee may require (if established and announced 
                    within the Applicable Period), as a condition of bonus 
                    eligibility (and subject to suc h exceptions as the Committee 
                    may specify within the Applicab le Period) that Participants 
                    for such Performance Period mus t still be employed as of end 
                    of such Performance Period and/ or as of such later date as 
                    determined by the Committee; an d 
 
            (iv)    that the Committee may adopt su ch forfeiture, pro-ration or 
                    other rules as it deems appropr iate, in its sole and 
                    absolute discretion, regarding the impact on bonus award 
                    rights in the event of a Partic ipant's termination of 
                    employment. 
 
 
 
7.   General Provisions. 
 
     (a)    Plan Amendment Or Termination. The Boar d may at any time amend or 
            terminate the Plan, provided that (i) w ithout the Participant's 
            written consent, no such amendment or t ermination shall adversely 
            affect the bonus rights (if any) of any  already designated 
            Participant for a given Performance Per iod once the Participant 
            designations and performance goals for such Performance Period have 
            been announced, (ii) the Board shall be  authorized to make any 
            amendments necessary to comply with app licable regulatory 
            requirements (including, without limita tion, Section 162(m) of the 
            Code), and (iii) the Board shall submit  any Plan amendment to the 
            Company's stockholders for their approv al if and to the extent such 
            approval is required under Section 162( m) of the Code, or other 
            applicable laws. Nothing herein shall b e considered as preventing 
            the Committee from making adjustments t o the performance goals or to 
            an Individual Award Opportunity to refl ect unusual or non-recurring 
            events, to the extent that such adjustm ent will not adversely affect 
            the bonus award from qualifying as perf ormance-based compensation 
            under Section 162(m) of the Code. 
 



     (b)    Applicable Law. All issues arising unde r the Plan shall be governed 
            by, and construed in accordance with, t he laws of the State of New 
            York, applied without regard to conflic t of law principles. 
 
     (c)    Tax Withholding. The Company (and its s ubsidiaries) shall have right 
            to make such provisions and take such a ction as it may deem 
            necessary or appropriate for the withho lding of any and all Federal, 
            state and local taxes that the Company (or any of its subsidiaries) 
            may be required to withhold. 
 
     (d)    No Employment Right Conferred. Particip ation in the Plan shall not 
            confer on any Participant the right to remain employed by the 
            Company or any of its subsidiaries, and  the Company and its 
            subsidiaries specifically reserve the r ight to terminate any 
            Participant's employment at any time wi th or without cause or 
            notice. 
 
     (e)    Impact of Plan Awards on Other Plans. N either the adoption of the 
            Plan nor the submission of the Plan to the Company's stockholders 
            for their approval shall be construed a s limiting the power of the 
            Board or the Committee to adopt such ot her incentive arrangements as 
            it may otherwise deem appropriate. 
 
8.   Effective Date. 
 
 
The Plan shall be effective for Performance Periods  commencing on and after 
January 1, 2003 and shall remain effective until te rminated by the Board; 
provided, however, that the continued effectiveness  of the Plan shall be subject 
to the approval of the Company's stockholders at su ch times and in such manner 
as may be required pursuant to Section 162(m). 
 
 
 
 

 
 
                                                                   EXHIBIT 10.29 
 
                                  eSPEED, INC. 
 
                          1999 LONG TERM INCENTIVE PLAN 
 
                (INCLUDING AMENDMENTS THROUGH SEPTE MBER 17, 2003) 
 
 
 
     1. Purpose. The purpose of this 1999 Long-Term  Incentive Plan (the "Plan") 
of eSpeed, Inc., a Delaware corporation (the "Compa ny"), is to advance the 
interests of the Company and its stockholders by pr oviding a means to attract, 
retain, motivate and reward directors, officers, em ployees and consultants of 
and service providers to the Company and its affili ates and to enable such 
persons to acquire or increase a proprietary intere st in the Company, thereby 
promoting a closer identity of interests between su ch persons and the Company's 
stockholders. 
 
     2. Definitions. The definitions of awards unde r the Plan, including 
Options, SARs (including Limited SARs), Restricted Stock, Deferred Stock, Stock 
granted as a bonus or in lieu of other awards, Divi dend Equivalents and Other 
Stock-Based Awards as are set forth in Section 6 of  the Plan. Such awards, 
together with any other right or interest granted t o a Participant under the 
Plan, are termed "Awards." For purposes of the Plan , the following additional 
terms shall be defined as set forth below. 
 
     (a) "Award Agreement" means any written agreem ent, contract, notice or 



other instrument or document evidencing an Award. 
 
     (b) "Beneficiary" shall mean the person, perso ns, trust or trusts which 
have been designated by a Participant in his or her  most recent written 
beneficiary designation filed with the Committee to  receive the benefits 
specified under the Plan upon such Participant's de ath or, if there is no 
designated Beneficiary or surviving designated Bene ficiary, then the person, 
persons, trust or trusts entitled by will or the la ws of descent and 
distribution to receive such benefits. 
 
     (c) "Board" means the Board of Directors of th e Company. 
 
     (d) A "Change in Control" shall be deemed to h ave occurred if: 
 
         (i) the date of the acquisition by any "pe rson" (within the meaning of 
     Section 13(d)(3) or 14(d)(2) of the Exchange A ct), excluding the Company, 
     its Parent or any Subsidiary or any employee b enefit plan sponsored by any 
     of the foregoing, of beneficial ownership (wit hin the meaning of Rule 13d-3 
     under the Exchange Act) of shares of common st ock of the Company 
     representing 30% of either (x) the total numbe r of the then outstanding 
     shares of common stock, or (y) the total votin g power with respect to the 
     election of directors; or 
 
         (ii) the date the individuals who constitu te the Board upon the 
     completion of the Initial Public Offering (the  "Incumbent Board") cease for 
     any reason to constitute at least a majority o f the members of the Board, 
     provided that any individual becoming a direct or subsequent to the 
     effective date of this Agreement whose electio n, or nomination for election 
     by the Company's stockholders, was approved by  a vote of at least a 
     majority of the directors then comprising the Incumbent Board (other than 
     any individual whose nomination for election t o Board membership was not 
     endorsed by the Company's management prior to,  or at the time of, such 
     individual's initial nomination for election) shall be, for purposes of 
     this Agreement, considered as though such pers on were a member of the 
     Incumbent Board; or 
 
         (iii) the consummation of a merger, consol idation, recapitalization, 
     reorganization, sale or disposition of all or a substantial portion of the 
     Company's assets, a reverse stock split of 
 
 
 
     outstanding voting securities, the issuance of  shares of stock of the 
     Company in connection with the acquisition of the stock or assets of 
     another entity, provided, however, that a Chan ge in Control shall not occur 
     under this clause (iii) if consummation of the  transaction would result in 
     at least 70% of the total voting power represe nted by the voting securities 
     of the Company (or, if not the Company, the en tity that succeeds to all or 
     substantially all of the Company's business) o utstanding immediately after 
     such transaction being beneficially owned (wit hin the meaning of Rule 13d-3 
     promulgated pursuant to the Exchange Act) by a t least 75% of the holders of 
     outstanding voting securities of the Company i mmediately prior to the 
     transaction, with the voting power of each suc h continuing holder relative 
     to other such continuing holders not substanti ally altered in the 
     transaction. 
 
     (e) "Code" means the Internal Revenue Code of 1986, as amended from time to 
time. References to any provision of the Code shall  be deemed to include 
regulations thereunder and successor provisions and  regulations thereto. 
 
     (f) "Committee" means the committee appointed by the Board to administer 
the Plan, or if no committee is appointed, the Boar d. 
 
     (g) "Exchange Act" means the Securities Exchan ge Act of 1934, as amended 
from time to time. References to any provision of t he Exchange Act shall be 
deemed to include rules thereunder and successor pr ovisions and rules thereto. 



 
     (h) "Fair Market Value" means, with respect to  Stock, Awards, or other 
property, the fair market value of such Stock, Awar ds, or other property 
determined by such methods or procedures as shall b e established from time to 
time by the Committee, provided, however, that (i) if the Stock is listed on a 
national securities exchange or quoted in an interd ealer quotation system, the 
Fair Market Value of such Stock on a given date sha ll be based upon the last 
sales price or, if unavailable, the average of the closing bid and asked prices 
per share of the Stock at the end of regular tradin g on such date (or, if there 
was no trading or quotation in the Stock on such da te, on the next preceding 
date on which there was trading or quotation) as pr ovided by one of such 
organizations, (ii) the "fair market value" of Stoc k on the date on which shares 
of Stock are first issued and sold pursuant to a re gistration statement filed 
with and declared effective by the Securities and E xchange Commission shall be 
the Initial Public Offering price of the shares so issued and sold, as set forth 
in the first final prospectus used in such offering  and (iii) the "fair market 
value" of Stock prior to the date of the Initial Pu blic Offering shall be as 
determined by the Board. 
 
     (i) "Initial Public Offering" shall mean an in itial public offering of 
shares of Stock in a firm commitment underwriting r egistered with the Securities 
and Exchange Commission in compliance with the prov isions of the 1933 Act. 
 
     (j) "ISO" means any Option intended to be and designated as an incentive 
stock option within the meaning of Section 422 of t he Code. 
 
     (k) "Parent" means any "person" (within the me aning of Section 13(d)(3) or 
14(d)(2) of the Exchange Act) that controls the Com pany, either directly or 
indirectly through one or more intermediaries. 
 
     (l) "Participant" means a person who, at a tim e when eligible under Section 
5 hereof, has been granted an Award under the Plan.  
 
     (m) "Rule 16b-3" means Rule 16b-3, as from tim e to time in effect and 
applicable to the Plan and Participants, promulgate d by the Securities and 
Exchange Commission under Section 16 of the Exchang e Act. 
 
     (n) "Stock" means the Company's Class A Common  Stock, and such other 
securities as may be substituted for Stock pursuant  to Section 4. 
 
 
 
     (o) "Subsidiary" means each entity that is con trolled by the Company or a 
Parent, either directly or indirectly through one o r more intermediaries 
 
     3.   Administration. 
 
     (a) Authority of the Committee. Except as othe rwise provided below, the 
Plan shall be administered by the Committee. The Co mmittee shall have full and 
final authority to take the following actions, in e ach case subject to and 
consistent with the provisions of the Plan: 
 
         (i) to select persons to whom Awards may b e granted; 
 
         (ii) to determine the type or types of Awa rds to be granted to each 
     such person; 
 
         (iii) to determine the number of Awards to  be granted, the number of 
     shares of Stock to which an Award will relate,  the terms and conditions of 
     any Award granted under the Plan (including, b ut not limited to, any 
     exercise price, grant price or purchase price,  any restriction or 
     condition, any schedule for lapse of restricti ons or conditions relating to 
     transferability or forfeiture, exercisability or settlement of an Award, 
     and waivers or accelerations thereof, performa nce conditions relating to an 
     Award (including performance conditions relati ng to Awards not intended to 
     be governed by Section 7(f) and waivers and mo difications thereof), based 



     in each case on such considerations as the Com mittee shall determine), and 
     all other matters to be determined in connecti on with an Award; 
 
         (iv) to determine whether, to what extent and under what circumstances 
     an Award may be settled, or the exercise price  of an Award may be paid, in 
     cash, Stock, other Awards, or other property, or an Award may be canceled, 
     forfeited, or surrendered; 
 
         (v) to determine whether, to what extent a nd under what circumstances 
     cash, Stock, other Awards or other property pa yable with respect to an 
     Award will be deferred either automatically, a t the election of the 
     Committee or at the election of the Participan t; 
 
         (vi) to determine the restrictions, if any , to which Stock received 
     upon exercise or settlement of an Award shall be subject (including 
     lock-ups and other transfer restrictions), may  condition the delivery of 
     such Stock upon the execution by the Participa nt of any agreement providing 
     for such restrictions; 
 
         (vii) to prescribe the form of each Award Agreement, which need not be 
     identical for each Participant; 
 
         (viii) to adopt, amend, suspend, waive and  rescind such rules and 
     regulations and appoint such agents as the Com mittee may deem necessary or 
     advisable to administer the Plan; 
 
         (ix) to correct any defect or supply any o mission or reconcile any 
     inconsistency in the Plan and to construe and interpret the Plan and any 
     Award, rules and regulations, Award Agreement or other instrument 
     hereunder; and 
 
         (x) to make all other decisions and determ inations as may be required 
     under the terms of the Plan or as the Committe e may deem necessary or 
     advisable for the administration of the Plan. 
 
Other provisions of the Plan notwithstanding, the B oard shall perform the 
functions of the Committee for purposes of granting  awards to directors who 
serve on the Committee, and the Board may perform a ny function of the Committee 
under the Plan for any other purpose, including wit hout limitation for the 
purpose of ensuring that transactions under the Pla n by Participants who are 
then subject to Section 16 of the Exchange Act in r espect of the Company are 
exempt under Rule 16b-3. In any case in which the B oard 
 
 
 
is performing a function of the Committee under the  Plan, each reference to the 
Committee herein shall be deemed to refer to the Bo ard, except where the context 
otherwise requires. 
 
     (b) Manner of Exercise of Committee Authority.  Any action of the Committee 
with respect to the Plan shall be final, conclusive  and binding on all persons, 
including the Company, its Parent and Subsidiaries,  Participants, any person 
claiming any rights under the Plan from or through any Participant and 
stockholders, except to the extent the Committee ma y subsequently modify, or 
take further action not consistent with, its prior action. If not specified in 
the Plan, the time at which the Committee must or m ay make any determination 
shall be determined by the Committee, and any such determination may thereafter 
be modified by the Committee (subject to Section 8( e)). The express grant of any 
specific power to the Committee, and the taking of any action by the Committee, 
shall not be construed as limiting any power or aut hority of the Committee. 
Except as provided under Section 7(f), the Committe e may delegate to officers or 
managers of the Company, its Parent or Subsidiaries  the authority, subject to 
such terms as the Committee shall determine, to per form such functions as the 
Committee may determine, to the extent permitted un der applicable law. 
 
     (c) Limitation of Liability; Indemnification. Each member of the Committee 



shall be entitled to, in good faith, rely or act up on any report or other 
information furnished to him by any officer or othe r employee of the Company, 
its Parent or Subsidiaries, the Company's independe nt certified public 
accountants or any executive compensation consultan t, legal counsel or other 
professional retained by the Company to assist in t he administration of the 
Plan. No member of the Committee, or any officer or  employee of the Company 
acting on behalf of the Committee, shall be persona lly liable for any action, 
determination or interpretation taken or made in go od faith with respect to the 
Plan, and all members of the Committee and any offi cer or employee of the 
Company acting on its behalf shall, to the extent p ermitted by law, be fully 
indemnified and protected by the Company with respe ct to any such action, 
determination or interpretation. 
 
     4. Stock Subject to Plan. 
 
     (a) Amount of Stock Reserved. The total number  of shares of Stock that may 
be subject to outstanding Awards, determined immedi ately after the grant of any 
Award, shall not exceed the greater of 18.5 million  shares, or such number that 
equals 30% of the total number of shares of all cla sses of the Company's common 
stock outstanding at the effective time of such gra nt, in each case excluding 
those shares held by the families and estates of de ceased employees and provided 
that the aggregate number of shares of Stock delive red pursuant to the exercise 
or settlement of Awards granted under this Plan sha ll not exceed 30 million. If 
an Award valued by reference to Stock may only be s ettled in cash, the number of 
shares to which such Award relates shall be deemed to be Stock subject to such 
Award for purposes of this Section 4(a). Any shares  of Stock delivered pursuant 
to an Award may consist, in whole or in part, of au thorized and unissued shares, 
treasury shares or shares acquired in the market on  a Participant's behalf. 
 
     (b) Annual Per-Participant Limitations. During  any calendar year, no 
Participant may be granted Awards that may be settl ed by delivery of more than 5 
million shares of Stock, subject to adjustment as p rovided in Section 4(c). In 
addition, with respect to Awards that may be settle d in cash (in whole or in 
part), no Participant may be paid during any calend ar year cash amounts relating 
to such Awards that exceed the greater of the fair market value of the number of 
shares of Stock set forth in the preceding sentence  at the date of grant or the 
date of settlement of Award. This provision sets fo rth two separate limitations, 
so that Awards that may be settled solely by delive ry of Stock will not operate 
to reduce the amount of cash-only Awards, and vice versa; nevertheless, Awards 
that may be settled in Stock or cash must not excee d either limitation. 
 
     (c) Adjustments. In the event that the Committ ee shall determine that any 
recapitalization, forward or reverse split, reorgan ization, merger, 
consolidation, spin-off, combination, repurchase or  exchange of Stock or other 
securities, Stock dividend or other special, large and non-recurring dividend or 
distribution (whether in the form of cash, securiti es or other property), 
liquidation, dissolution, or other similar corporat e transaction or event, 
affects the Stock such that an adjustment is approp riate in order to prevent 
dilution or enlargement of the rights of Participan ts under the Plan, then the 
Committee shall, in 
 
 
 
such manner as it may deem equitable, adjust any or  all of (i) the number and 
kind of shares of Stock reserved and available for Awards under Section 4(a), 
including shares reserved for ISOs, (ii) the number  and kind of shares of Stock 
specified in the Annual Per-Participant Limitations  under Section 4(b), (iii) 
the number and kind of shares of outstanding Restri cted Stock or other 
outstanding Awards in connection with which shares have been issued, (iv) the 
number and kind of shares that may be issued in res pect of other outstanding 
Awards and (v) the exercise price, grant price or p urchase price relating to any 
Award. (or, if deemed appropriate, the Committee ma y make provision for a cash 
payment with respect to any outstanding Award). In addition, the Committee is 
authorized to make adjustments in the terms and con ditions of, and the criteria 
included in, Awards (including, without limitation,  cancellation of unexercised 
or outstanding Awards, or substitution of Awards us ing stock of a successor or 



other entity) in recognition of unusual or nonrecur ring events (including, 
without limitation, events described in the precedi ng sentence and events 
constituting a Change in Control) affecting the Com pany, its Parent or any 
Subsidiary or the financial statements of the Compa ny, its Parent or any 
Subsidiary, or in response to changes in applicable  laws, regulations, or 
accounting principles. 
 
     5. Eligibility. Directors, officers and employ ees of the Company or its 
Parent or any Subsidiary, and persons who provide c onsulting or other services 
to the Company, its Parent or any Subsidiary deemed  by the Committee to be of 
substantial value to the Company or its Parent and Subsidiaries, are eligible to 
be granted Awards under the Plan. In addition, pers ons who have been offered 
employment by, or agreed to become a director of, t he Company, its Parent or any 
Subsidiary, and persons employed by an entity that the Committee reasonably 
expects to become a Subsidiary of the Company, are eligible to be granted an 
Award under the Plan. 
 
     6. Specific Terms of Awards. 
 
     (a) General. Awards may be granted on the term s and conditions set forth in 
this Section 6. In addition, the Committee may impo se on any Award or the 
exercise thereof such additional terms and conditio ns, not inconsistent with the 
provisions of the Plan, as the Committee shall dete rmine, including terms 
requiring forfeiture of Awards in the event of term ination of employment or 
service of the Participant. Except as expressly pro vided by the Committee 
(including for purposes of complying with the requi rements of the Delaware 
General Corporation Law relating to lawful consider ation for the issuance of 
shares), no consideration other than services will be required as consideration 
for the grant (but not the exercise) of any Award. 
 
     (b) Options. The Committee is authorized to gr ant options to purchase Stock 
(including "reload" options automatically granted t o offset specified exercises 
of Options) on the following terms and conditions ( "Options"): 
 
         (i) Exercise Price. The exercise price per  share of Stock purchasable 
     under an Option shall be determined by the Com mittee. 
 
         (ii) Time and Method of Exercise. The Comm ittee shall determine the 
     time or times at which an Option may be exerci sed in whole or in part, the 
     methods by which such exercise price may be pa id or deemed to be paid, the 
     form of such payment, including, without limit ation, cash, Stock, other 
     Awards or awards granted under other Company p lans or other property 
     (including notes or other contractual obligati ons of Participants to make 
     payment on a deferred basis, such as through " cashless exercise" 
     arrangements, to the extent permitted by appli cable law), and the methods 
     by which Stock will be delivered or deemed to be delivered to Participants. 
 
         (iii) Termination of Employment. The Commi ttee shall determine the 
     period, if any, during which Options shall be exercisable following a 
     Participant's termination of his employment re lationship with the Company , 
     its Parent or any Subsidiary. For this purpose , any sale of a Subsidiary of 
     the Company pursuant to which it ceases to be a Subsidiary of the Company 
     shall be deemed to be a termination of employm ent by any Participant 
     employed by such Subsidiary. Unless otherwise determined by the Committee, 
     (i) during any period that an Option is exerci sable following termination 
     of employment, it shall be exercisable only to  the 
 
 
 
     extent it was exercisable upon such terminatio n of employment, and (ii) if 
     such termination of employment is for cause, a s determined in the 
     discretion of the Committee, all Options held by the Participant shall 
     immediately terminate. 
 
         (iv) Sale of the Company. Upon the consumm ation of any transaction 
     whereby the Company (or any successor to the C ompany or substantially all 



     of its business) becomes a wholly-owned Subsid iary of any corporation, all 
     Options outstanding under the Plan shall termi nate (after taking into 
     account any accelerated vesting pursuant to Se ction 7(g)), unless such 
     other corporation shall continue or assume the  Plan as it relates to 
     Options then outstanding (in which case such o ther corporation shall be 
     treated as the Company for all purposes hereun der, and, pursuant to Section 
     4(c), the Committee of such other corporation shall make appropriate 
     adjustment in the number and kind of shares of  Stock subject thereto and 
     the exercise price per share thereof to reflec t consummation of such 
     transaction). If the Plan is not to be so assu med, the Company shall notify 
     the Participant of consummation of such transa ction at least ten days in 
     advance thereof. 
 
         (v) Options Providing Favorable Tax Treatm ent. The Committee may grant 
     Options that may afford a Participant with fav orable treatment under the 
     tax laws applicable to such Participant, inclu ding, but not limited to 
     ISOs. If Stock acquired by exercise of an ISO is sold or otherwise disposed 
     of within two years after the date of grant of  the ISO or within one year 
     after the transfer of such Stock to the Partic ipant, the holder of the 
     Stock immediately prior to the disposition sha ll promptly notify the 
     Company in writing of the date and terms of th e disposition and shall 
     provide such other information regarding the d isposition as the Company may 
     reasonably require in order to secure any dedu ction then available against 
     the Company's or any other corporation's taxab le income. The Company may 
     impose such procedures as it determines may be  necessary to ensure that 
     such notification is made. Each Option granted  as an ISO shall be 
     designated as such in the Award Agreement rela ting to such Option. 
 
     (c) Stock Appreciation Rights. The Committee i s authorized to grant stock 
appreciation rights on the following terms and cond itions ("SARs"): 
 
         (i) Right to Payment. An SAR shall confer on the Participant to whom it 
     is granted a right to receive, upon exercise t hereof, the excess of (A) the 
     Fair Market Value of one share of Stock on the  date of exercise (or, if the 
     Committee shall so determine in the case of an y such right other than one 
     related to an ISO, the Fair Market Value of on e share at any time during a 
     specified period before or after the date of e xercise), over (B) the grant 
     price of the SAR as determined by the Committe e as of the date of grant of 
     the SAR, which, except as provided in Section 7(a), shall be not less than 
     the Fair Market Value of one share of Stock on  the date of grant. 
 
         (ii) Other Terms. The Committee shall dete rmine the time or times at 
     which an SAR may be exercised in whole or in p art, the method of exercise, 
     method of settlement, form of consideration pa yable in settlement, method 
     by which Stock will be delivered or deemed to be delivered to Participants, 
     whether or not an SAR shall be in tandem with any other Award, and any 
     other terms and conditions of any SAR. Limited  SARs that may only be 
     exercised upon the occurrence of a Change in C ontrol may be granted on such 
     terms, not inconsistent with this Section 6(c) , as the Committee may 
     determine. Limited SARs may be either freestan ding or in tandem with other 
     Awards. 
 
     (d) Restricted Stock. The Committee is authori zed to grant Stock that is 
subject to restrictions based on continued employme nt on the following terms and 
conditions ("Restricted Stock"): 
 
         (i) Grant and Restrictions. Restricted Sto ck shall be subject to such 
     restrictions on transferability and other rest rictions, if any, as the 
     Committee may impose, which restrictions may l apse separately or in 
     combination at such times, under such circumst ances, in such installments, 
     or otherwise, as the Committee may determine. Except to the extent 
     restricted under the terms of the Plan and any  Award Agreement relating to 
     the Restricted Stock, a Participant granted 
 
 
 



     Restricted Stock shall have all of the rights of a stockholder including, 
     without limitation, the right to vote Restrict ed Stock or the right to 
     receive dividends thereon. 
 
         (ii) Forfeiture. Except as otherwise deter mined by the Committee, upon 
     termination of employment or service (as deter mined under criteria 
     established by the Committee) during the appli cable restriction period, 
     Restricted Stock that is at that time subject to restrictions shall be 
     forfeited and reacquired by the Company; provi ded, however, that the 
     Committee may provide, by rule or regulation o r in any Award Agreement, or 
     may determine in any individual case, that res trictions or forfeiture 
     conditions relating to Restricted Stock will b e waived in whole or in part 
     in the event of termination resulting from spe cified causes. 
 
         (iii) Certificates for Stock. Restricted S tock granted under the Plan 
     may be evidenced in such manner as the Committ ee shall determine. If 
     certificates representing Restricted Stock are  registered in the name of 
     the Participant, such certificates may bear an  appropriate legend referring 
     to the terms, conditions, and restrictions app licable to such Restricted 
     Stock, the Company may retain physical possess ion of the certificate, in 
     which case the Participant shall be required t o have delivered a stock 
     power to the Company, endorsed in blank, relat ing to the Restricted Stock. 
 
         (iv) Dividends. Dividends paid on Restrict ed Stock shall be either paid 
     at the dividend payment date in cash or in sha res of unrestricted Stock 
     having a Fair Market Value equal to the amount  of such dividends, or the 
     payment of such dividends shall be deferred an d/or the amount or value 
     thereof automatically reinvested in additional  Restricted Stock, other 
     Awards, or other investment vehicles, as the C ommittee shall determine or 
     permit the Participant to elect. Stock distrib uted in connection with a 
     Stock split or Stock dividend, and other prope rty distributed as a 
     dividend, shall be subject to restrictions and  a risk of forfeiture to the 
     same extent as the Restricted Stock with respe ct to which such Stock or 
     other property has been distributed, unless ot herwise determined by the 
     Committee. 
 
     (e) Deferred Stock. The Committee is authorize d to grant units representing 
the right to receive Stock at a future date subject  to the following terms and 
conditions ("Deferred Stock"): 
 
         (i) Award and Restrictions. Delivery of St ock will occur upon 
     expiration of the deferral period specified fo r an Award of Deferred Stock 
     by the Committee (or, if permitted by the Comm ittee, as elected by the 
     Participant). In addition, Deferred Stock shal l be subject to such 
     restrictions as the Committee may impose, if a ny, which restrictions may 
     lapse at the expiration of the deferral period  or at earlier specified 
     times, separately or in combination, in instal lments or otherwise, as the 
     Committee may determine. 
 
         (ii) Forfeiture. Except as otherwise deter mined by the Committee, upon 
     termination of employment or service (as deter mined under criteria 
     established by the Committee) during the appli cable deferral period or 
     portion thereof to which forfeiture conditions  apply (as provided in the 
     Award Agreement evidencing the Deferred Stock) , all Deferred Stock that is 
     at that time subject to such forfeiture condit ions shall be forfeited; 
     provided, however, that the Committee may prov ide, by rule or regulation or 
     in any Award Agreement, or may determine in an y individual case, that 
     restrictions or forfeiture conditions relating  to Deferred Stock will be 
     waived in whole or in part in the event of ter mination resulting from 
     specified causes. 
 
     (f) Bonus Stock and Awards in Lieu of Cash Obl igations. The Committee 
is authorized to grant Stock as a bonus, or to gran t Stock or other Awards in 
lieu of Company obligations to pay cash under other  plans or compensatory 
arrangements. 
 



     (g) Dividend Equivalents. The Committee is aut horized to grant awards 
entitling the Participant to receive cash, Stock, o ther Awards or other property 
equal in value to dividends paid with respect to a specified number of shares of 
Stock ("Dividend Equivalents"). Dividend Equivalent s may be awarded on a 
free-standing basis or in connection with another A ward. The Committee may 
provide that 
 
 
 
Dividend Equivalents shall be paid or distributed w hen accrued or shall be 
deemed to have been reinvested in additional Stock,  Awards or other investment 
vehicles, and subject to such restrictions on trans ferability and risks of 
forfeiture, as the Committee may specify. 
 
     (h) Other Stock-Based Awards. The Committee is  authorized, subject to 
limitations under applicable law, to grant such oth er Awards that may be 
denominated or payable in, valued in whole or in pa rt by reference to, or 
otherwise based on, or related to, Stock and factor s that may influence the 
value of Stock, as deemed by the Committee to be co nsistent with the purposes of 
the Plan, including, without limitation, convertibl e or exchangeable debt 
securities, other rights convertible or exchangeabl e into Stock, purchase rights 
for Stock, Awards with value and payment contingent  upon performance of the 
Company or any other factors designated by the Comm ittee and Awards valued by 
reference to the book value of Stock or the value o f securities of or the 
performance of specified Subsidiaries ("Other Stock  Based Awards"). The 
Committee shall determine the terms and conditions of such Awards. Stock issued 
pursuant to an Award in the nature of a purchase ri ght granted under this 
Section 6(h) shall be purchased for such considerat ion, paid for at such times, 
by such methods, and in such forms, including, with out limitation, cash, Stock, 
other Awards, or other property, as the Committee s hall determine. Cash awards, 
as an element of or supplement to any other Award u nder the Plan, may be granted 
pursuant to this Section 6(h). 
 
     7. Certain Provisions Applicable to Awards. 
 
     (a) Stand-Alone, Additional, Tandem, and Subst itute Awards. Awards granted 
under the Plan may, in the discretion of the Commit tee, be granted either alone 
or in addition to, in tandem with or in substitutio n for any other Award granted 
under the Plan or any award granted under any other  plan of the Company, its 
Parent or Subsidiaries or any business entity to be  acquired by the Company or a 
Subsidiary, or any other right of a Participant to receive payment from the 
Company its Parent or Subsidiaries. Awards granted in addition to or in tandem 
with other Awards or awards may be granted either a s of the same time as or a 
different time from the grant of such other Awards or awards. 
 
     (b) Term of Awards. The term of each Award sha ll be for such period as may 
be determined by the Committee; provided, however, that (i) in no event shall 
the term of any ISO or an SAR granted in tandem the rewith exceed a period of ten 
years from the date of its grant (or such shorter p eriod as may be applicable 
under Section 422 of the Code), and (ii) the term o f any Option granted to a 
resident of the United Kingdom shall not exceed a p eriod of ten years from the 
date of its grant. 
 
     (c) Form of Payment Under Awards. Subject to t he terms of the Plan and any 
applicable Award Agreement, payments to be made by the Company, its Parent or 
Subsidiaries upon the grant, exercise or settlement  of an Award may be made in 
such forms as the Committee shall determine, includ ing, without limitation, 
cash, Stock, other Awards or other property, and ma y be made in a single payment 
or transfer, in installments or on a deferred basis . Such payments may include, 
without limitation, provisions for the payment or c rediting of reasonable 
interest on installment or deferred payments or the  grant or crediting of 
Dividend Equivalents in respect of installment or d eferred payments denominated 
in Stock. 
 
     (d) Rule 16b-3 Compliance. 
 



         (i) Six-Month Holding Period. Unless a Par ticipant could otherwise 
     dispose of equity securities, including deriva tive securities, acquired 
     under the Plan without incurring liability und er Section 16(b) of the 
     Exchange Act, equity securities acquired under  the Plan must be held for a 
     period of six months following the date of suc h acquisition, provided that 
     this condition shall be satisfied with respect  to a derivative security if 
     at least six months elapse from the date of ac quisition of the derivative 
     security to the date of disposition of the der ivative security (other than 
     upon exercise or conversion) or its underlying  equity security. 
 
         (ii) Other Compliance Provisions. With res pect to a Participant who is 
     then subject to Section 16 of the Exchange Act  in respect of the Company, 
     the Committee shall implement 
 
 
 
     transactions under the Plan and administer the  Plan in a manner that will 
     ensure that each transaction by such a Partici pant is exempt from liability 
     under Rule 16b-3, except that such a Participa nt may be permitted to engage 
     in a non-exempt transaction under the Plan if written notice has been given 
     to the Participant regarding the non-exempt na ture of such transaction. The 
     Committee may authorize the Company to repurch ase any Award or shares of 
     Stock resulting from any Award in order to pre vent a Participant who is 
     subject to Section 16 of the Exchange Act from  incurring liability under 
     Section 16(b). Unless otherwise specified by t he Participant, equity 
     securities, including derivative securities, a cquired under the Plan which 
     are disposed of by a Participant shall be deem ed to be disposed of in the 
     order acquired by the Participant. 
 
     (e) Loan Provisions. With the consent of the C ommittee, and subject at all 
times to, and only to the extent, if any, permitted  under and in accordance 
with, laws and regulations and other binding obliga tions or provisions 
applicable to the Company, the Company may make, gu arantee or arrange for a loan 
or loans to a Participant with respect to the exerc ise of any Option or other 
payment in connection with any Award, including the  payment by a Participant of 
any or all federal, state or local income or other taxes due in connection with 
any Award. Subject to such limitations, the Committ ee shall have full authority 
to decide whether to make a loan or loans hereunder  and to determine the amount, 
terms and provisions of any such loan or loans, inc luding the interest rate to 
be charged in respect of any such loan or loans, wh ether the loan or loans are 
to be with or without recourse against the borrower , the terms on which the loan 
is to be repaid and conditions, if any, under which  the loan or loans may be 
forgiven. 
 
     (f) Performance-Based Awards. 
 
         (i) Setting of Performance Objectives. The  Committee may, in its 
     discretion, designate any Award the exercisabi lity or settlement of which 
     is subject to the achievement of performance c onditions as a 
     performance-based Award subject to this Sectio n 7(f), in order to qualify 
     such Award as "qualified performance-based com pensation" within the meaning 
     of Code Section 162(m) and regulations thereun der. The performance 
     objectives for an Award subject to this Sectio n 7(f) shall consist of one 
     or more business criteria and a targeted level  or levels of performance 
     with respect to such criteria, as specified by  the Committee but subject to 
     this Section 7(f). Performance objectives shal l be objective and shall 
     otherwise meet the requirements of Section 162 (m)(4)(C) of the Code. 
     Business criteria used by the Committee in est ablishing performance 
     objectives for Awards subject to this Section 7(f) shall be based 
     exclusively on one or more of the following co rporate-wide or subsidiary, 
     division or operating unit financial measures:  
 
            (i)     pre-tax or after-tax net income , 
 
            (ii)    pre-tax or after-tax operating income, 
 



            (iii)   gross revenue, 
 
            (iv)    profit margin, 
 
            (v)     stock price, 
 
            (vi)    cash flow(s), 
 
            (vii)   market share, 
 
            (viii)  pre-tax or after-tax earnings p er share, 
 
            (ix)    pre-tax or after-tax operating earnings per share, 
 
 
 
 
            (x)     expenses, 
 
            (xi)    return on equity, 
 
            (xii)   strategic business criteria, co nsisting of one or more 
                    objectives based on meeting spe cified revenue, market 
                    penetration, geographic busines s expansion goals, cost 
                    targets, and goals relating to acquisitions or divestitures. 
 
         The levels of performance required with re spect to such business 
     criteria may be expressed on an absolute and/o r relative basis, may be 
     based on or otherwise employ comparisons based  on current internal targets, 
     the past performance of the Company (including  the performance of one or 
     more subsidiaries, divisions and/or operating units) and/or the past or 
     current performance of other companies, and in  the case of earnings-based 
     measures, may use or employ comparisons relati ng to capital (including, but 
     limited to, the cost of capital), shareholders ' equity and/or shares 
     outstanding, or to assets or net assets. Perfo rmance objectives may differ 
     for such Awards to different Participants. The  Committee shall specify the 
     weighting to be given to each performance obje ctive for purposes of 
     determining the final amount payable with resp ect to any such Award. The 
     Committee may, in its discretion, reduce the a mount of a payout otherwise 
     to be made in connection with an Award subject  to this Section 7(f), but 
     may not exercise discretion to increase such a mount, and the Committee may 
     consider other performance criteria in exercis ing such discretion. All 
     determinations by the Committee as to the achi evement of performance 
     objectives shall be in writing. The Committee may not delegate any 
     responsibility with respect to an Award subjec t to this Section 7(f). 
 
         (ii) Impact of Extraordinary Items or Chan ges in Accounting. To the 
     extent applicable, the measures used in settin g performance objectives for 
     any given performance period shall be determin ed in accordance with 
     generally accepted accounting principles ("GAA P") and a manner consistent 
     with the methods used in the Company's audited  financial statements, 
     without regard to (i) extraordinary items as d etermined by the Company's 
     independent public accountants in accordance w ith GAAP, (ii) changes in 
     accounting, unless, in each case, the Committe e decides otherwise within 
     the period described in Treas. Reg. Sec. 1.162 -27(e)(2) (as may be amended 
     from time to time) or (iii) non-recurring acqu isition expenses and 
     restructuring charges. Notwithstanding the for egoing, in calculating 
     operating earnings or operating income (includ ing on a per share basis), 
     the Committee may, within the period described  in Treas. Reg. Sect. 
     1.162-27(e)(2) (as may be amended from time to  time) for a given 
     performance period, provide that such calculat ion shall be made on the same 
     basis as reflected in a release of the Company 's earnings for a previously 
     completed period as specified by the Committee . 
 
     (g) Acceleration upon a Change of Control. Not withstanding anything 
contained herein to the contrary, except as set for th in an Award Agreement, all 



conditions and/or restrictions relating to the cont inued performance of services 
and/or the achievement of performance objectives wi th respect to the 
exercisability or full enjoyment of an Award shall lapse immediately prior to a 
Change in Control. 
 
     8. General Provisions. 
 
     (a) Compliance With Laws and Obligations. The Company shall not be 
obligated to issue or deliver Stock in connection w ith any Award or take any 
other action under the Plan in a transaction subjec t to the requirements of any 
applicable securities law, any requirement under an y listing agreement between 
the Company and any national securities exchange or  automated quotation system 
or any other law, regulation or contractual obligat ion of the Company until the 
Company is satisfied that such laws, 
 
 
 
regulations, and other obligations of the Company h ave been complied with in 
full. Certificates representing shares of Stock iss ued under the Plan will be 
subject to such stop-transfer orders and other rest rictions as may be applicable 
under such laws, regulations and other obligations of the Company, including any 
requirement that a legend or legends be placed ther eon. 
 
     (b) Limitations on Transferability. Awards and  other rights under the Plan 
will not be transferable by a Participant except by  will or the laws of descent 
and distribution or to a Beneficiary in the event o f the Participant's death, 
shall not be pledged, mortgaged, hypothecated or ot herwise encumbered, or 
otherwise subject to the claims of creditors, and, in the case of ISOs and SARs 
in tandem therewith, shall be exercisable during th e lifetime of a Participant 
only by such Participant or his guardian or legal r epresentative; provided, 
however, that such Awards and other rights (other t han ISOs and SARs in tandem 
therewith) may be transferred to one or more transf erees during the lifetime of 
the Participant to the extent and on such terms as then may be permitted by the 
Committee. 
 
     (c) No Right to Continued Employment or Servic e. Neither the Plan nor any 
action taken hereunder shall be construed as giving  any employee, director or 
other person the right to be retained in the employ  or service of the Company, 
its Parent or any Subsidiary, nor shall it interfer e in any way with the right 
of the Company, its Parent or any Subsidiary to ter minate any employee's 
employment or other person's service at any time or  with the right of the Board 
or stockholders to remove any director. 
 
     (d) Taxes. The Company, its Parent and Subsidi aries are authorized to 
withhold from any Award granted or to be settled, a ny delivery of Stock in 
connection with an Award, any other payment relatin g to an Award or any payroll 
or other payment to a Participant amounts of withho lding and other taxes due or 
potentially payable in connection with any transact ion involving an Award, and 
to take such other action as the Committee may deem  advisable to enable the 
Company, its Parent and Subsidiaries and Participan ts to satisfy obligations for 
the payment of withholding taxes and other tax obli gations relating to any 
Award. This authority shall include authority to wi thhold or receive Stock or 
other property and to make cash payments in respect  thereof in satisfaction of a 
Participant's tax obligations. 
 
     (e) Changes to the Plan and Awards. The Board may amend, alter, suspend, 
discontinue or terminate the Plan or the Committee' s authority to grant Awards 
under the Plan without the consent of stockholders or Participants, except that 
any such action shall be subject to the approval of  the Company's stockholders 
at or before the next annual meeting of stockholder s for which the record date 
is after such Board action if such stockholder appr oval is required by any 
federal or state law or regulation or the rules of any stock exchange or 
automated quotation system on which the Stock may t hen be listed or quoted, and 
the Board may otherwise, in its discretion, determi ne to submit other such 
changes to the Plan to stockholders for approval; p rovided, however, that, 
without the consent of an affected Participant, no such action may materially 



impair the rights of such Participant under any Awa rd theretofore granted to him 
(as such rights are set forth in the Plan and the A ward Agreement). The 
Committee may waive any conditions or rights under,  or amend, alter, suspend, 
discontinue, or terminate, any Award theretofore gr anted and any Award Agreement 
relating thereto; provided, however, that, without the consent of an affected 
Participant, no such action may materially impair t he rights of such Participant 
under such Award (as such rights are set forth in t he Plan and the Award 
Agreement). Notwithstanding the foregoing, the Boar d or the Committee may take 
any action (including actions affecting or terminat ing outstanding Awards): (i) 
permitted by Section 4(c), (ii) to avoid limitation s related to the availability 
of a tax deduction in respect of Awards (e.g., purs uant to, sections Code 280G 
or 162(m)), or (iii) to the extent necessary for a business combination in which 
the Company is a party to be accounted for under th e pooling-of-interests method 
of accounting under Accounting Principles Board Opi nion No. 16 (or any successor 
thereto). The Board or the Committee shall also hav e the authority to establish 
separate sub-plans under the Plan with respect to P articipants resident in a 
particular jurisdiction (the terms of which shall n ot be inconsistent with those 
of the Plan) if necessary or desirable to comply wi th the applicable laws of 
such jurisdiction. 
 
     (f) No Rights to Awards; No Stockholder Rights . No person shall have any 
claim to be granted any Award under the Plan, and t here is no obligation for 
uniformity of treatment of Participants and employe es. No Award shall confer on 
any Participant any of the rights of a stockholder of the Company 
 
 
 
 
unless and until Stock is duly issued or transferre d and delivered to the 
Participant in accordance with the terms of the Awa rd or, in the case of an 
Option, the Option is duly exercised. 
 
     (g) Unfunded Status of Awards; Creation of Tru sts. The Plan is intended to 
constitute an "unfunded" plan for incentive and def erred compensation. With 
respect to any payments not yet made to a Participa nt pursuant to an Award, 
nothing contained in the Plan or any Award shall gi ve any such Participant any 
rights that are greater than those of a general cre ditor of the Company; 
provided, however, that the Committee may authorize  the creation of trusts or 
make other arrangements to meet the Company's oblig ations under the Plan to 
deliver cash, Stock, other Awards, or other propert y pursuant to any Award, 
which trusts or other arrangements shall be consist ent with the "unfunded" 
status of the Plan unless the Committee otherwise d etermines with the consent of 
each affected Participant. 
 
     (h) Nonexclusivity of the Plan. Neither the ad option of the Plan by the 
Board nor any submission of the Plan or amendments thereto to the stockholders 
of the Company for approval shall be construed as c reating any limitations on 
the power of the Board to adopt such other compensa tory arrangements as it may 
deem desirable, including, without limitation, the granting of stock options 
otherwise than under the Plan, and such arrangement s may be either applicable 
generally or only in specific cases. 
 
     (i) No Fractional Shares. No fractional shares  of Stock shall be issued or 
delivered pursuant to the Plan or any Award. The Co mmittee shall determine 
whether cash, other Awards, or other property shall  be issued or paid in lieu of 
such fractional shares or whether such fractional s hares or any rights thereto 
shall be forfeited or otherwise eliminated. 
 
     (j) Compliance with Code Section 162(m). It is  the intent of the Company 
that employee Options, SARs and other Awards design ated as Awards subject to 
Section 7(f) shall constitute "qualified performanc e-based compensation" within 
the meaning of Code Section 162(m). Accordingly, if  any provision of the Plan or 
any Award Agreement relating to such an Award does not comply or is inconsistent 
with the requirements of Code Section 162(m), such provision shall be construed 
or deemed amended to the extent necessary to confor m to such requirements, and 
no provision shall be deemed to confer upon the Com mittee or any other person 



discretion to increase the amount of compensation o therwise payable in 
connection with any such Award upon attainment of t he performance objectives. 
 
     (k) Governing Law. The validity, construction and effect of the Plan, any 
rules and regulations relating to the Plan and any Award Agreement shall be 
determined in accordance with the laws of the State  of Delaware, without giving 
effect to principles of conflicts of laws, and appl icable federal law. 
 
     (l) Effective Date; Plan Termination. The Plan  shall become effective as of 
the date of its adoption by the Board, and shall co ntinue in effect until 
terminated by the Board. 
 
 
 
 
 

 
 
                                                                    EXHIBIT 31.1 
 
I, Howard W. Lutnick, certify that: 
 
     1.  I have reviewed this quarterly report on F orm 10-Q of eSpeed, Inc.; 
 
     2.  Based on my knowledge, this quarterly repo rt does not contain any 
         untrue statement of a material fact or omi t to state a material fact 
         necessary to make the statements made, in light of the circumstances 
         under which such statements were made, not  misleading with respect to 
         the period covered by this quarterly repor t; 
 
     3.  Based on my knowledge, the financial state ments, and other financial 
         information included in this quarterly rep ort, fairly present in all 
         material respects the financial condition,  results of operations and 
         cash flows of the registrant as of, and fo r, the periods presented in 
         this quarterly report; 
 
     4.  The registrant's other certifying officer and I are responsible for 
         establishing and maintaining disclosure co ntrols and procedures (as 
         defined in Exchange Act Rules 13a-15(e) an d 15d-15(e)) for the 
         registrant and have: 
 
            a.    Designed such disclosure controls  and procedures, or caused 
                  such disclosure controls and proc edures to be designed under 
                  our supervision, to ensure that m aterial information relating 
                  to the registrant, including its consolidated subsidiaries, is 
                  made known to us by others within  those entities, particularly 
                  during the period in which this q uarterly report is being 
                  prepared; 
 
            b.    Evaluated the effectiveness of th e registrant's disclosure 
                  controls and procedures and prese nted in this report our 
                  conclusions about the effectivene ss of this disclosure 
                  controls and procedures as of the  end of the period covered by 
                  this quarterly report based on su ch evaluation; and 
 
            c.    Disclosed in this quarterly repor t any change in the 
                  registrant's internal control ove r financial reporting that 
                  occurred during the registrant's most recent fiscal quarter 
                  that has materially affected, or is reasonably likely to 
                  materially affect, the registrant 's internal control over 
                  financial reporting; and 
 
     5.  The registrant's other certifying officer and I have disclosed, based 
         on our most recent evaluation of internal control over financial 
         reporting, to the registrant's auditors an d the audit committee of 



         registrant's board of directors: 
 
            a.    All significant deficiencies and material weaknesses in the 
                  design or operation of internal c ontrol over financial 
                  reporting which are reasonably li kely to adversely affect the 
                  registrant's ability to record, p rocess, summarize and report 
                  financial information; and 
 
            b.    Any fraud, whether or not materia l, that involves management 
                  or other employees who have a sig nificant role in the 
                  registrant's internal control ove r financial reporting. 
 
Date: November 13, 2003 
 
/s/ Howard W. Lutnick 
-------------------------- 
Howard W. Lutnick 
Chairman of the Board, Chief Executive Officer and President 
 
 

 
                                                                    EXHIBIT 31.2 
 
I, Jeffrey M. Chertoff, certify that: 
 
     1.  I have reviewed this quarterly report on F orm 10-Q of eSpeed, Inc.; 
 
     2.  Based on my knowledge, this quarterly repo rt does not contain any 
         untrue statement of a material fact or omi t to state a material fact 
         necessary to make the statements made, in light of the circumstances 
         under which such statements were made, not  misleading with respect to 
         the period covered by this quarterly repor t; 
 
     3.  Based on my knowledge, the financial state ments, and other financial 
         information included in this quarterly rep ort, fairly present in all 
         material respects the financial condition,  results of operations and 
         cash flows of the registrant as of, and fo r, the periods presented in 
         this quarterly report; 
 
     4.  The registrant's other certifying officer and I are responsible for 
         establishing and maintaining disclosure co ntrols and procedures (as 
         defined in Exchange Act Rules 13a-15(e) an d 15d-15(e)) for the 
         registrant and have: 
 
            a.    Designed such disclosure controls  and procedures, or caused 
                  such disclosure controls and proc edures to be designed under 
                  our supervision, to ensure that m aterial information relating 
                  to the registrant, including its consolidated subsidiaries, is 
                  made known to us by others within  those entities, particularly 
                  during the period in which this q uarterly report is being 
                  prepared; 
 
            b.    Evaluated the effectiveness of th e registrant's disclosure 
                  controls and procedures and prese nted in this report our 
                  conclusions about the effectivene ss of this disclosure 
                  controls and procedures as of the  end of the period covered by 
                  this quarterly report based on su ch evaluation; and 
 
            c.    Disclosed in this quarterly repor t any change in the 
                  registrant's internal control ove r financial reporting that 
                  occurred during the registrant's most recent fiscal quarter 
                  that has materially affected, or is reasonably likely to 
                  materially affect, the registrant 's internal control over 
                  financial reporting; and 
 



     5.  The registrant's other certifying officer and I have disclosed, based 
         on our most recent evaluation of internal control over financial 
         reporting, to the registrant's auditors an d the audit committee of 
         registrant's board of directors: 
 
            a.    All significant deficiencies and material weaknesses in the 
                  design or operation of internal c ontrol over financial 
                  reporting which are reasonably li kely to adversely affect the 
                  registrant's ability to record, p rocess, summarize and report 
                  financial information; and 
 
            b.    Any fraud, whether or not materia l, that involves management 
                  or other employees who have a sig nificant role in the 
                  registrant's internal control ove r financial reporting. 
 
Date: November 13, 2003 
 
   /s/ Jeffrey M. Chertoff 
   ---------------------------- 
   Jeffrey M. Chertoff 
   Senior Vice President and Chief Financial Office r 
 
 

 
 
                                                                      EXHIBIT 32 
 
 
 
 
                CERTIFICATION PURSUANT TO 18 U.S.C.  SECTION 1350, 
                       AS ADOPTED PURSUANT TO SECTI ON 906 
                        OF THE SARBANES-OXLEY ACT O F 2002 
 
 
In connection with the quarterly report of eSpeed, Inc., a Delaware corporation 
(the "Company") on Form 10-Q for the period ended S eptember 30, 2003 as filed 
with the Securities and Exchange Commission on the date hereof (the "Form 
10-Q"), each of Howard W. Lutnick, Chief Executive Officer of the Company, and 
Jeffrey M. Chertoff, Chief Financial Officer of the  Company, certifies, pursuant 
to 18 U.S.C. Section 1350, as adopted pursuant to S ection 906 of the 
Sarbanes-Oxley Act of 2002, that to his knowledge: 
 
(1)  The Form 10-Q fully complies with the requirem ents of Section 13(a) or 
     15(d) of the Securities Exchange Act of 1934; and 
 
(2)  The information contained in the Form 10-Q fai rly presents, in all material 
     respects, the financial condition and results of operations of the Company. 
 
 
 
/s/ Howard W. Lutnick                         /s/ J effrey M. Chertoff 
----------------------------------            ----- ----------------------------- 
Name: Howard W. Lutnick                       Name:  Jeffrey M. Chertoff 
Title: Chairman of the Board,                 Title : Senior Vice President and 
Chief Executive Officer and President         Chief  Financial Officer 
Date: November 13, 2003                       Date:  November 13, 2003 
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