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PRIVILEGED ANDCONFIDENTIAL
	ATTORNEY WORK PRODUCT
TO:	Mark Haedicke	DATE:  May 11, 2001
	Lance Schuler	
FROM:	Angela D. Davis	DEPARTMENT:  ENA Legal
SUBJECT:	Exchange of 2,576,750 shares of Class A Convertible Preferred Membership Interests (the “Shares”) in Treasury Connect LLC (the “Company”) for approximately[footnoteRef:2] 59,135 shares of the Class A Common Stock of eSpeed, Inc. (“Common Stock”) [2:  The term “approximately” is used several places herein when exact figures are not available due to ongoing negotiations.] 

RISK FACTOR:  4
	
	Houston Economic Opportunity Fund II, L.P. (“HEOF”) has invested $1,658,334 in the Company, $1,633,334 for 2,576,750 of the Shares and $25,000 as a secured loan.  eSpeed, Inc. (“eSpeed”) has offered to purchase all of the outstanding equity of the Company by (i) exchanging shares of the Common Stock valued at $3.85 million for all outstanding common and preferred shares of the Company (the “Exchange”) and (ii) making a cash payment of $150,000 to retire shareholder secured loans.  HEOF will receive (i) approximately 59,135 shares of the Common Stock constituting less than 1/10 of 1% of the outstanding Common Stock and (ii) cash of $25,000.  Although eSpeed is a public company with Common Stock traded on NASDAQ, the Common Stock received in the Exchange will not be registered.  eSpeed and the holders of the Common Stock received in the Exchange will enter into a registration rights agreement.  

	In connection with the Exchange, despite HEOF not having control of the Company by virtue of its board seat (seven member board), and because management of the Company (which holds 40% of the equity in the Company) is considered of insufficient credit worthiness, all equity holders of the Company will indemnify eSpeed, on a pro rata basis, in the event that eSpeed suffers any loss as a result of (i) a misrepresentation by the Company or (ii) failure by the Company to comply with the covenants set forth in the purchase agreement during the period from execution of the agreement to the closing of the Exchange, provided that eSpeed shall absorb the first $50,000, current management equity holders of the Company will be responsible for the next $225,000 and nonmanagement equity holders will absorb the next 59% of loss.  Indemnifiable losses are limited in aggregate to $2,710,000 and HEOF’s share thereof will not exceed approximately $697,000.  The indemnification obligation will survive for 12 months following the closing date and may be satisfied by cash payment or by tender of that number of shares of Common Stock equal to the amount of the loss, with such shares valued at the greater of $20 or the price at which the registered Common Stock is trading.  Consequently, HEOF could be required to absorb some portion of any indemnifiable loss.  In the event that HEOF has transferred all or any portion of its shares of Common Stock, it could be required to satisfy the obligation by an out of pocket cash payment.    




cc:	Gene Humphrey
	Barbara Paige
	Micardo Johns
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