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AFFIRMATION

I, John G. Martinez, affirm that, to the best of my knowledge and belief, the accompanying financial -
statements and supplemental schedules pertaining to eSpeed Securities, Inc. for the year ended December
31, 2001 are true and correct. I further affirm that neither the Company, nor any officer or director has any
~ proprietary interest in any account classified solely as that of a customer.
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(Notary Public *

DCROTHY TEMPESTA
Notary Public, State of New York
~No. 01TE4830221 .
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. Deloitte & Touche LLP

Two World Financial Center
New York, New York 10281-1414

Tel: (212) 436-2000
Fax:(212) 436-5000
www.us.deloitte.com

Deloitte
& Touche

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
and Stockholder of eSpeed Securities, Inc.:

We have audited the accompanying statement of financial condition of eSpeed Securities, Inc. (the
“Company”’) as of December 31, 2001 that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934, This financial statement is the responsibility of the Company’s management.
Our responsibility is to express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statement is free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statement. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, such statement of financial condition presents fairly, in all material respects, the

financial position of eSpeed Securities, Inc. at December 31, 2001, in conformity with accounting
principles generally accepted in the United States of America.

Dbl § Toucln ik

March 1, 2002
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eSpeed Securities, Inc.

STATEMENT OF FINANCIAL CONDITION
December 31, 2001

Assets

Reverse repurchase agreements with related parties
Other assets

Total assets

Liabilities and Stockholder’s Equity

Liabilities:
Taxes payable to Parent

Total liabilities

Stockholder’s Equity:

Common stock, $.01 par value; 3,000 shares authorized;

100 shares issued and outstanding
Additional paid-in capital
Retained earnings

Total stockholder’s equity

Total liabilities and stockholder’s equity

See notes to Statement of Financial Condition.

$11,662,875
3,333

$11,666,208

$ 4,740,121

4,740,121

1
999,999

5,926,087
6,926,087

$11,666,208




eSpeed Securities, Inc.

NOTES TO STATEMENT OF FINANCIAL CONDITION
December 31, 2001

1. Summary of Significant Accounting Policies

Basis of Presentation: eSpeed Securities, Inc. (the Company) is a wholly-owned subsidiary of eSpeed,
Inc. (the Parent or together with each of its subsidiaries, the eSpeed entities), a publicly-traded company
in which a majority interest is held by Cantor Fitzgerald Securities (CFS), which in turn is a 99.5%-
owned subsidiary of Cantor Fitzgerald, L.P. (CFLP, or together with CFS and its affiliates, Cantor).

The eSpeed entities primarily engage in the business of operating interactive business-to-business
vertical 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
eSpeed entities provides software and hardware services for order routing and trade execution systems
for exchanges, broker-dealers and their customers, and for automated trading systems involving various
financial instruments (the Services) in the interactive electronic marketplaces operated by the eSpeed
entities. The Company serves as agent for all of the eSpeed entities in their transactions in the United
States associated with corporate, municipal and other debt securities exclusive of U.S. Treasury and
Agency securities.

Use of Estimates: The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States of America (GAAP) requires management to make estimates and
assumptions that affect the reported amounts of 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.

Transaction Revenues: Securities transactions and the related transaction revenues are recorded on a
trade date basis.

Reverse repurchase agreements with related parties: Securities purchased under agreements to resell
(Reverse Repurchase Agreements) are accounted for as collateralized investment transactions. Itis the
policy of the Company to obtain possession of collateral with a market value equal to or in excess of the
principal amount loaned. Collateral is valued daily and the Company may require counterparties to
deposit additional collateral or return amounts loaned when appropriate.

Income Taxes: The Company’s results of operations are included in the consolidated/combined income
tax returns of the Parent. Income tax is computed by applying the highest statutory tax rates to the pre-
tax income of the Company, after adjusting for permanent differences. Under a tax-sharing agreement
with the Parent, the Company pays to the Parent an amount equal to the total computed tax provision.
The Company has no deferred tax asset or liability as of December 31, 2001.

New Accounting Pronouncement: In September 2000, the Financial Accounting Standards Board
(FASB) released Statement of Accounting Standards (SFAS) No. 140, Accounting For Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities, a replacement of SFAS Statement No.
125. SFAS 140 relates primarily to the accounting and disclosures for collateral received or pledged in
secured borrowing transactions, and provides new guidance for determining whether a transfer of an




asset should be accounted for as a sale or a secured borrowing. In addition, certain provisions of SFAS
140 change the accounting for certain securities lending transactions. The adoption of SFAS 140 had no
impact on the Company’s financial condition as of December 31, 2001.

September 11 Events

On September 11, 2001, the Company, the Parent and Cantor's principal place of business at One World
Trade Center was destroyed and, as a result, the Parent lost approximately 180 employees and Cantor
lost 477 employees (the September 11 Events). :

Through the implementation of its business recovery plan, the Parent immediately relocated its surviving
employees to various locations in the New York metropolitan area. Although the eSpeed entities’
operating proprietary software was unharmed, the Company has eamed no transaction revenues since
the September 11 Events as Cantor suspended its activities in the marketplaces in which the Company
operated. At December 31, 2001, such business activities had not resumed.

Related Party Transactions

At December 31, 2001, the Company’s Reverse Repurchase Agreements were transacted on an
overnight basis with CFS. 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
permitted to be resold or repledged. The fair value of such collateral at December 31, 2001 was
$11,904,107, none of which has been sold or repledged.

Under a Joint Services Agreement among the eSpeed entities and Cantor, the eSpeed entities own and
operate the electronic trading system and are responsible for providing electronic brokerage services,
and Cantor 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 market
intermediary operations. The eSpeed entities and Cantor share revenues derived from transactions
effected in the marketplaces in which they collaborate and other specified markets. In general, the
Company earns 65% of the transaction revenues for fully electronic transactions and 7% of the
transaction revenues for voice-assisted brokerage transactions.

Pursuant to guidance contained in the FASB’s Emerging Issues Task Force No. 99-19, the Company’s
fully electronic transactions are reflected net of the fulfillment services fees that are paid to related
parties. Fully electronic transactions are reflected as transactions with related parties because they are
implemented pursuant to services agreements entered into with related parties.

Under an Administrative Services Agreement, Cantor provides various administrative services to the
eSpeed entities, including accounting, tax, sales and marketing, legal and facilities management. The
Company is required to reimburse Cantor for the cost of prov1d1ng such services to the Company. 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 eSpeed entities or Cantor. |

The services provided under both the Joint Services Agfeement and the Administrative Services
Agreement are not the result of arm’s-length negotiations because Cantor owns and controls the Parent.
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.

Commitments and Contingent Liabilities

Risk and Uncertainties: The majority of the Company’s revenues consist of transaction fees earned from
Cantor based on fixed percentages of certain commissions paid to Cantor. Consequently, any reductions
in the amounts of such commissions paid to Cantor could have a material adverse effect on the
Company’s most significant source of revenues. In addition, the Company’s and Cantor’s revenues

could vary based on the transaction volume of financial markets around the world.

Legal Matters: In the normal course of operations, various legal actions are brought and are pending
against the Company and its Parent, in some of which substantial amounts are claimed. In the opinion
of the Company’s management, based on the advice received from counsel, these matters are expected
to be resolved with no material adverse effect on the Company’s financial condition or the results of its
operations.

Regulatory Capital Requirements

The Company is subject to SEC broker-dealer regulation under Rule 17a-5 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 December 31, 2001,
the Company had net capital of $6,922,754, which was $6,607,062 in excess of its required net capital,
and the Company’s net capital ratio was .68 to 1.
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.. Deloitte & Touche LLP

Two World Financial Center
New York, New York 10281-1414

Tel:{212) 436-2000
Fax: (212) 436-5000
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Deloitte
& Touche

March 1, 2002

eSpeed Securities, Inc.
299 Park Avenue
New York, New York 10171

Dear Sirs:

In planning and performing our audit of the financial statements of eSpeed Securities, Inc. (the
“Company”’) for the year ended December 31, 2001, (on which we issued our report dated

March 1, 2002), we considered its internal control, including control activities for safeguarding
securities, in order to determine our auditing procedures for the purpose of expressing an opinion on
the financial statements and not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities and Exchange Act of 1934, we have made a
study of the practices and procedures (including tests of compliance with such practices and
procedures) followed by the Company that we considered relevant to the objectives stated in by Rule
17a-5(g) in making the periodic computations of aggregate indebtedness and net capital under Rule-
17a-3(a) (11) and for determining compliance with the exemptive provisions of Rule 15¢3-3. We did
not review the practices and procedures followed by the Company in making the quarterly securities
examinations, counts, verifications and comparisons, and the recordation of differences required by
Rule 17a-13 or in complying with the requirements for prompt payment for securities under Section 8
of Regulation T of the Board of Governors of the Federal Reserve System, because the Company does
not carry securities accounts for customers or perform custodial functions relating to customer
securities.

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
of internal control and of the practices and procedures, and to assess whether those practices and
procedures can be expected to achieve the Securities and Exchange Commission’s (the “Commission”)
above-mentioned objectives. Two of the objectives of internal control and the practices and procedures
are to provide management with reasonable, but not absolute, assurance that assets for which the
Company has responsibility are safeguarded against loss from unauthorized acquisition, use or
disposition, and that transactions are executed in accordance with management’s authorization and
recorded properly to permit the preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

Deloitte
Touche
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Because of inherent limitations in any internal control or the practices and procedures referred to
above, misstatements due to error or fraud may occur and not be detected. Also, projections of
any evaluation of the internal control or of such practices and procedures to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
degree of compliance with the practices or procedures may deteriorate.

Our consideration of the Company’s internal control would not necessarily disclose all matters in
the Company’s internal control that might be material weaknesses under standards established by
the American Institute of Certified Public Accountants. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not reduce
to a relatively low level the risk that misstatements caused by error or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions. However, we noted no matters involving the Company’s internal control and its
operation (including control activities for safeguarding securities), that we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission to be adequate for its purposes
in accordance with the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all material respects indicate a
material inadequacy for such purposes. Based on this understanding and on our study, we believe
that the Company’s practices and procedures were adequate at December 31, 2001, to meet the
Commission’s objectives.

This report is intended solely for the information and use of the board of directors, management,
the Securities and Exchange Commission, the National Association of Securities Dealer, Inc. and
other regulatory agencies that rely on Rule 17a-5(g) under Securities Exchange Act of 1934 in
their regulation of registered brokers and dealers, and is not intended to be and should not be used
by anyone other than these specified parties.

Yours truly,

Dulsctl 4 Truebs el




