S

FINANCIAL INDUSTRY REGULATORY AUTHORITY .. -

LETTER OF ACCEPTANCE, WAIVER AND CONSENT R
NO.200500179967-01- O RS
T -7 (:}

L P
TO:  Department of Market Regulation Y %
Financial Industry Regulatory Authority (“FINRA”) o

RE:  Cantor Fitzgerald & Co., Respondent
Broker-Dealer
CRD No. 134

Pursuant to FINRA Rule 9216 of FINRA’s Code of Procedure, Cantor Fitzgerald & Co. (the
“firm” or “CANT”) submits this Letter of Acceptance, Waiver and Consent (*“AWC”) for the
purpose of proposing a settlement of the alleged rule violations described below. This AWC is
submitted on the condition that, if accepted, FINRA will not bring any future actions against the
firm alleging violations based on the same factual findings described herein.

L
ACCEPTANCE AND CONSENT

A. The firm hereby accepts and consents, without admitting or denying the findings, and
solely for the purposes of this proceeding and any other proceeding brought by ot on
behalf of FINRA, or to which FINRA is a party, prior to a hearing and without an
adjudication of any issue of law or fact, io the entry of the following findings by FINRA:

BACKGROUND

CANT has been a member of FINRA since February 16, 1945 and its registration
remains in effect.

RELEVANT DISCIPLINARY HISTORY

» In October 5, 2006, NASD accepted an AWC that imposed a censure and a
$25,000 fine (consisting of a $10,000 fine for the Order Audit Trail System
(*OATS”) violations, a $10,000 fine for SEC Rule 15¢2-11 and NASD Rule 6740
violations, and a fine of $5,000 for a supervision violation).

s On April 25, 2006, NASD accepted an AWC that imposed a censure and a

~ $10,000 fine upon the firm for trade reporting violations.

s On Ociober 13, 2005, NASD accepted an AWC that imposed a censure and a
$39,500 fine (consisting of a $10,000 fine for limit order display violations, a
$7.500 fine for OATS violations, a2 $10,000 fine for SEC Rule 10b-10 violations,
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a $5,000 for SEC Rule 11Acl-5 violations, a $2,000 fine for record keeping
violations, and $5,000 for a supervision violation), and an undertaking to revise
the firm’s written supervisory procedures.

e On November 19, 2004, NASD accepted an AWC that imposed a censure and a
$6,000 fine upon the firm for committing trade reporting violations. '

* (Om October 15, 2004, NASD accepted an AWC that imposed a censure and a
$7.500 fine upon the firm for SEC Rule 10b-10 violations. .

* On January 15, 2004, NASD accepted an AWC that: (1) found that the firm
committed limit order protection, short sale, trade reporting, ACT reporting, SEC
Rule 10b-10, SEC Rule 11Ac]-5, limit order display, record keeping, three quote
rule, firm quote, SEC Rule 15¢2-11, and NASD Rule 6740 violations, and a
supervision violation; and (2) imposed a censure, a $29,000 fine, and an
undertaking to revise the firm’s written supervisory procedures.

FACTS AND VIOLATIVE CONDUCT

In matter 20050031328 (including 20050035391 and 20060044669), the Market
Regulation staff (the “staff”) reviewed CANT’s compliance with the rules applicable to
OATS during the periods June 1, 2005 through February 28, 2006 (a combined daily non-
reporting and late reporting review) and July 1, 2005 through September 31, 2005 (an
integrated review).

In matter 20060064922, the staff reviewed the firm’s compliance with the trade reporting
rules during the period May 1, 2006 through August 31, 2006.

In matter 20060047031, the staff reviewed the firm’s compliance with the OATS rules
during the period October 1, 2005 through December 31, 2005.

In matter 20060048103, the staff reviewed the firm’s compliance with SEC Rule
203(bX1) of Regulation SHO and NASD Conduct Rule 3370 during the period
November 1, 2004 through May 31, 2005,

In the matter 20070080473, the staff reviewed the firm’s compliance with the trade
reporting rules during the period September 1, 2006 through December 31, 2006.

In 20050017967, the staff conducted the 2005 Trading and Market Making Surveillance
(“TMMS”) Examination of the firm concerning the areas of review on the trade dates st
forth in Attachment 1.
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In 20060067832, the staff conducted the 2006 TMMS of the firm concerning the areas of
review on the trade dates set forth in Attachment 2.!

In 20070111207, the staff conducted the 2007 TMMS of the firm concerning the areas of
review on the trade dates set forth in Attachment 3.

As a result of theses examinations and reviews, the staff determined that;

20050031328 (including 20050035391 and 20060044669) OATS Reviews

I.  During the review period June 1, 2005 through February 28, 2006, the firm failed
to timely report to OATS 202,642 Reportable Order Events (“ROEs™). These late
ROEs represented 43 percent of all ROEs {462,749) submitted by the firm to
OQATS during the period Tune 1, 2005 through February 28, 2006, During the
period July 1, 2005 through September 31, 2005, the firm transmitted to OATS
2,646 reports that contained inaccurate, incomplete, or improperly formatted data.
Specifically, the reports contained inaccurate Market Center IDs. The conduct
described in this paragraph constitutes separate and distinct violations of NASD
Marketplace Rule 6955(a). ‘

20060064922 Trade Reporting Review

2. During the period May 1, 2006 through August 31, 2006, the firm failed, within
90 seconds after execution, to transmit to the Nasdaq Market Center 185 last sale
reports of transactions in eligible securities. These transactions constitute
approximately two percent of the transactions reviewed that the firm was required
to report to the Nasdaq Market Center during the review period. The conduct
described in this parapraph constitutes a pattern or practice of late reporting
without exceptional circumstances in violation of NASD Conduct Rule 2110.

20060047031 OATS Review

3. During the period October 1, 2005 through December 31, 2005, the firm
submitted to OATS 15,110 Reportable Order Events (*ROEs™) that were rejected
by OATS for context or syntax errors. The firm did not repair 14,277 of the
rejected ROES, representing 94 percent of all rejected ROEs. The conduct
described in this paragraph constitutes separate and distinet violations of NASD
Marketplace Rule 6955(a).

! Conduct that was found to be violative of Nasdaq rules as a result of this examination is addressed in a separate
AWC,
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20060048103 Shori Sales Review

4. During the period November 1, 2004 through May 31, 2005, the firm, on 20
occasions, accepted a short sale order in an equity security from another person,
or effected a short sale in an equity security for its own account, without (1)
borrowing the security, or entering into a bona-fide arrangement to borrow the
security; or (2) having reasonable grounds to believe that the security can be
borrowed so that it can be delivered on the date delivery is due; and (3)
documenting compliance with SEC Rule 203(b)(1) of Regulation SHO. The

- conduct described in this paragraph constitutes separate and dlstmct wolat:ons of

SEC Rule 203(b}(1) or Regulation SHO.

5. During the period November 1, 2004 through May 31, 2005, the firm accepted
one customer short sale order in a certain security and, for that order, failed to
make/annotate an affirmative determination that the firm would receive delivery
of the security on behalf of the customer or that the firm could borrow the security
on behalf of the customer for delivery by settlement date. The conduct described:
in this paragraph constitutes a violation of NASD Conduct Rule 3370.

20070080473 Trade Reporting Review

6.  During the period September 1, 2006 through December 31, 2006, the firm failed
to accept or decline in the Trade Reporting Facility (“TRF”) 415 transactions in
Reportable Securities within twenty minutes after execution, approximately three
percent of all transactions that the firm had an obligation to accept or decline in
the TRF as the OEID during the review period. The conduct described in this .
paragraph constitutes separate and distinct violations of NASD Marketplace Rule
6130(b) and a violation of NASD Conduct Rule 2110.

20050017967 (2005 TMMS Exam

7.  During the review period, the firm transmitted to OATS 47 Route or Combined
Order/Route Reports that the OATS system was unable to link to the
corresponding new order transmitted by the destination member firm due to
inaccurate, incomplete or improperly formatted data. These Route or Combined
Order/Route Reports represented 97 percent of the sample of match-eligible
Route or Combined Order/Route Reports that the firm transmitted to OATS on
the trade date(s) reviewed in the TMMS examination. The conduct described in
this paragraph constitutes separate and distinct violations of NASD Rule 6955(a).

8.  The firm executed 327 short sale transactions and reported‘each of these
transactions to ACT without using the short sale modifier accurately, The
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conduct described in this paragraph constitutes separate and distinct violations of
NASD Marketplace Rule 6130.

9.  The firm executed 528 short sale orders and failed to properly mark the orders as
short. The conduct described in this paragraph constitutes separate and distinct
violations of SEC Rule 200(g) of Regulation SHO.

10.  The firm's supervisory system did not provide for supervision reasonably
designed to achieve compliance with respect to the applicable securities laws and
regulations, and the Rules of NASD, concerning soft dollar payments.
Specifically, the firm's supervisory system did not include written supervisory
procedures providing for: (1) the identification of the person(s) responsible for
supervision with respect to the applicable rules; (2) a statement of the supervisory
step(s) to be taken by the identified person(s); (3) a statement as to how often
such person(s) should take such step(s); and (4) a statement as to how the
completion of the step(s) included in the written supervisory procedures should be
documented. The conduct described in this paragraph constitutes a violation of
NASD Rules 2110 and 3010. ‘

11. During the review period, the firm failed to enforce its written supervisory
procedures by failing to review transactions executed by the firm’s “risk/arb”
desk. The conduct described in this paragraph constitutes a violation of NASD
Conduct Rules 2110 and 3010.

20060067832 (2006 TMMS Exam)

12. The firm failed to submit required information to QATS for three orders. The firm
transmitted to OATS 29 reports that contained inaccurate, incomplete, or
improperly formatted data. Specifically, the reports contained inaccurate order
designations (limit versus market order), inaccurate time in force information,
missing desk reports and failed to use combined reports. These inaccurate and/or
incomplete reports represented 41 percent of all reports in the sample reviewed.
The conduct described in this paragraph constitutes separate and distinct
violations of NASD Marketplace Rule 6955(a).

13. The firm failed on 173 occasions to provide written notification disclosing to its
customer one or more of the following items: (1) the firm’s correct capacity in the
transaction, (2) that the transaction was executed at an average price, (3) that the
firm was a market maker in the subject security when it acted as principal for its
own account, or (4) the type of compensation received by the firm as a result of
the transaction. The conduct described in this paragraph constitutes separate and
distinct violations of SEC Rule 10b-10.
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14. The firm failed to provide documentary evidence that on the trade dates reviewed
in the 2006 TMMS examination, it performed the supervisory reviews set forth in
its written supervisory procedures concerning trade reporting, use of sales
indicators for customer and proprietary sales transactions; OATS submissions by
the firm and third parties on its behalf. The conduct described in this paragraph
constitutes viclations of NASD Conduct Rules 2110 ard 3010.

20070111207 (2007 TMMS Exam)

15. The firm failed on 46 occasions to provide written notification disclosing to its
customer its specific capacity in the transaction and incorrectly disclosed to its
customer that a commission was charged for a principal or riskless principal
transaction. On 33 occasions the firm provided written notification incorrectly
disclosing to its customer that a commission was charged for a principal or
riskless principal transaction. The firm failed, on three occasions; to provide
wrtiten notification disclosing to its costomer its specific capacity in the
transaction and notification erroneously disclosing to its customer that it was a
market maker in the subject security. The firm, on one occasion, provided written
notification erroneously disclosing to its customer that it was a market maker in
the subject security. The conduct described in this paragraph constitutes separate
and distinct violations of SEC Rule 10b-10.

o

16. During the review period, the firm failed to fransmit required information to
OATS in 14 instances. In 12 instances the firm transmitted to OATS reports that
contained inaccurate, incomplete, or improperly formatted data. Specifically, the
firm failed in eleven instances to submit a report to OATS with a Special
Handling Code of “NH” as required for a not held order and one instance
incorrectly submitted a reporting exception to QATS for an execution reported as
riskless principal under the alternate method. The conduct described in this
paragraph constitutes separate and distinct violations of NASD Rule 6955(a).

B. The firm also consents to the imposition of the following sanctions:

A. censure and fine of $135,000 and an undertaking to revise the firm’s written
supervisory procedures with respect to the areas described in paragraph 1.A.10.

The fine consists of the following:
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1. a$20,000 fine for QATS violations in 20050031328 (including

20050035391 and 20060044669);

a $10,000 fine for late trade reporting violations in 20060064922;

a $10,000 fine for the OATS violations in 20060047031;

a $10,000 fine for the short szle violations in 20060048103;

a $10,000 fine for the trade reporting violations in 20070080473;

a $5,000 fine for the OATS violations, a $10,000 fine for the short sale trade

reporting violations; a $5,000 fine for the inadequate written supervisory

procedures violation and a $15,000 fine for the failure fo supervise violation

in 20050017967;

7. a 315,000 fine for the OATS violations, 2 $5,000 fine for the SEC Rule 10b-
10 violations, and a $5,000 fine for the supervision violation for
20060067832; and

8. a$5,000 fine for the SEC Rule 10b-10 violations and a $10,000 fine for the
OATS violations in 20070111207,

S@R N

Within 30 business days of acceptance of this AWC by the NAC, a
registered principal of the Respondent shall submit to the
COMPLIANCE ASSISTANT, LEGAL SECTION, MARKET

- REGULATION DEPARTMENT, 9509 KEY WEST AVENUE,
ROCKVILLE, MD 20850, a signed, dated letter, or an e-mail from a
work-related account of the registered principal, to

MarketRegulationComp(@finra.org, providing the following

information: (1) a reference to this matter; (2} a representation that the
firm has revised its written supervisory procedures to address the
deficiencies described in paragraph 1.A.10; and (3) the date the revised
procedures were implemented.

The firm agrees to pay the monetary sanction(s) upon notice that this AWC has been
accepted and that such payment(s) are due and payable. It has submitted an Election of
Payment form showing the method by which it proposes to pay the fine imposed.

The firm specifically and voluntarily waives any right td claim that it is unable to pay,
now or at any time hereafter, the monetary sanction(s) imposed in this matter.

The sanctions imposed herein shall be effective on a date set by FINRA staff.
II.
WAIVER OF PROCEDURAL RIGHTS

The firm specifically and voluntarily waives the following rights granted under FINRA's Code of
Procedure:
7
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A, To have a Complaint issued specifying the allegations against the firm;

B. To be notified of the Complaint and have the opportunity to answer the allegations in
writing;

C. To defend against the allegations in a disciplinary hearing before a hearing panel, to have
a written record of the hearing made and to have a written decision issued; and |

D. To appeal any such decision to the National Adjudicatory Council (“NAC”) and then to
the U.S. Securities and Exchange Commission and a U.S. Court of Appeals.

Further, the firm specifically and voluntarily waives any right to claim bias or prejudgment of the
General Counsel, the NAC, or any member of the NAC, in connection with such person’s or
body’s participation in discussions regarding the terms and conditions of this AWC, or other
consideration of this AWC, including acceptance or rejection of this AWC,

The firm further specifically and voluntarily waives any right to claim that a person violated the
ex parte prohibitions of FINRA Rule 9143 or the separation of functions prohibitions of FINRA
Rule 9144, in connection with such pexson’s or body’s participation in discussions regarding the
terms and conditions of this AWC, or other consideration of this AWC, including its acceptance
or rejection.

1.
OTHER MATTERS
The firm understands that:
A Submission of this AWC is voluntary and will not resolve this matter unless and until it
has been reviewed and accepted by the NAC, a Review Subcommitiee of the NAC, or the
Office of Disciplinary Affairs (“ODA”), pursuant to FINRA Rule 9216; '

B. If this AWC is not accepted, its submission will not be used as evidence to prove any of
the allegations against the fixm; and

C. If accepted:

1. this AWC will become part of the firm’s permanent disciplinary record and may
be considered in any future actions brought by FINRA or any other regulator
against the firm;
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2. this AWC will be made available through FINRA's public disclosure program in
response to public inquiries about the firm’s disciplinary record;

3. FINRA may make a public announcement concerning this agreement and the
; subject matter thereof in accordance with FINRA Rule 8313; and

4. The firm may not take any action or make or permit to be made any public
statement, including in regulatory filings or otherwise, denying, directly or
indirectly, any finding in this AWC or create the impression that the AWC is
without factual basis. The firm may not take any position in any proceeding
brought by or on behalf of FINRA, or to which FINRA is a party, that is
inconsistent with any part of this AWC. Nothing in this provision affects the
firm’s right to take legal or factual positions in litigation or other legal
proceedings in which FINRA is not a party. :

D. The firm may attach a Corrective Action Statement to this AWC that is a statement of
demonstrable eorrective steps taken to prevent future misconduct. The firm understands
that it may not deny the charges or make any statement that is inconsistent with the AWC
in this Statement. This Statement does not constitute factual or legal findings by FINRA,
nor does it reflect the views of FINRA or its staff.

The undersigned, on behalf of the Firm, certifies that a person duly authorized to act on its behalf
has read and understands all of the provisions of this AWC and has been given a full epportunity
to ask questions about it; that it has agreed to the AWC’s provisions volumtarily; and that no
offer, threat, inducement, or promise of any kind, other than the terms set forth herein and the
prospect of avoiding the issuance of a Complaint, has been made to induce the firm to submit it.
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/i }oq
LI |
Date Respondent
Cantor Fitzgerald & Co.

vy A
Nume:_ s F. Mot~

Title: C Eo
Rcwmd{xk Q/
Atidmey Name
Counsel for Respondent
Accepted by FINRA:
fécgj e Signed on behalf of the
Date Director of ODA, by delegated authority

Thomas R, Gira
Executive Vice President
Department of Market Regulation
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?ll-e staff reviewed the following samples during the examination:

Attachment 1

B,
Sample Sige Review Areg Sample Sorgce
1512 customer and proprietary sell orders, for compliance with SEC Rules 200(g) | from trade dates May 24
and/or 203(b), and 25, 2005 & Jagnary 10
' —12, 2006, -
033 customer and proprietary sales, for complience with NASD Rute 6130, from trade dates May 24
and 25, 2005 & January 10 -
' —12, 2006,
1 “non displayed” limit orders and marketable orders in the same secarities from trade dates May 24
received while holding the “non- dlsplay " orders, for compliance with and 25, 2005,
NASD Rule 2320,
101 Cancelled transactions for comphance with the requirement to cancel trade from trade dates May 24
reports within ninety seconds of cancellation from books and records, _ and 25, 2005, + "+
41 orders for NASDAQ securities in soft dollar accounts for compliance with . from trade dates May 24
trade reporting rules and the safe harbor limitations of SEC section 28(e), and 25, 2005, «+ o
25 orders in securities for which the firm was a market center, for compliance from trade dates May 24
with the order sizeftype classification requirements of SEC Rule 605, and 25, 2005,
32 orders | security/size/order data statistios published on the firm’s monthly order | £rom the teport publahed”
"~ order type | execution report, for complisnce with SEC Rule 605, for April of 2005,
segories) ' - )
N/A data published on the firn’s quarterly order routing report, for compliance from the report published
with SEC Rule 606, for the 2pd Quarter, 2005, |
i3 customer transactions in OTCBB and OTC equity securities, for compliance | from trade dates May 24
with NASD Rules 3110(b) and 2320, and 25, 2008, °
10 persens engaged in the firm’s frading and market makmg activities, for from staff in place during |
compliance with NASD Registration rules, May 2606, . 3
1704 order/irade records prepared and maintained in connection with the above from trade dates May 24 |-
samples, for general compliance with NASD Rule 3110 and SEC Rules 17s- { and 25, 2005 and Janaary .
3 and 17a-4, 1012, 2006, i3
2210 trades reported to ACT or TRACS in connection with the above samples, for | from trade dates May 24
general compliance with NASD Trade Reporting and ACT rules, and 25, 2005 and Jenuary
10 =12, 2006
188 customer rade confirmations reviewed in conmection with the above from trade dates MLay 24
samples, for compliance with SEC Rule 10b-10, and 25, 2006,
50 orders in NNM or SC securities submitted 10 OATS, for compliance with from trade dates May 24
NASD Rule 6955, and 25, 2005, '

' RM, 11/21/2006




Sample Size Review Area Sanple Source

I;UA the firm's establishment and implementation of “regular & rigorous™ reviews | based on WSPs in effect™
of the execution quality of orders sent to other market centers and during May 2005,
internalized, for compiiance with NASD Rules 2320 and 3010,

N/A the firm’s establishment and implementation of a supervisory system and based cn WSPs m effect
written supervisory procedures, for compliance with NASD Rule 3010, during May 2005,

RM, 11/21/2006



Scope of the Trading and Market Making Surveillance Emmimtiqn

© 'NASD staff reviewed the following samples during the examination:

Sample

Size
2400

2076
0

0
100

45

10

50

N/A

N/A

25

eview Area

customer and proprietary sale transactions, for
compliance with SEC Rules 200(g) and/or 203(b),
customer and proprietary sales, for compliance with
NASD Rule 6130, ‘

customer and proprietary sale transactions, for
compliance with SEC Rules 200(g) and/or 203 (b),
short sales in CQS securities, for compliance with SEC
Rule 10a-1 (Tick Test),

cancelled trades for compliance with NASD Rules
4632(g), 4642(g), 4652(g), 6420(f), and 6620(f),

limit orders executed as principal, for compliance with
NASD Rules 2110 (and IM-2110-2), 6440, 6541 and
2320, -

*non displayed” limit orders and 0 marketable orders in

. the same securities received while holding the “non-

displayed” orders, for compliance with NASD Rule
2320,

not held market orders for compliance with NASD Rule
2320
orders for NASDAQ securities in soft dollar accounts for

compliance with trade reporting rules and the safe harbor
limitations of SEC section 28(g),

open buy limit ordexs and stop sell limit orders in
secuzities traded ex-dividend, for compliance with NASD
Rule 3220,

trades reported and modified through a mixed capacity
regulatory report, for compliance with NASD Rule 6130,
trades in NNM/ SC, CQS, or OTC/OTCRB securities
reported with a .PRP modifier, for compliance with
NASD Rules 4632/4642/6420/6620 and 2320,

orders in securities for which the firm wag a market
center, for compliance with the order sizeftype

~ classification requirements of SEC Rule 605,

Attachment 2

Sample Source

from trade date
October 18, 2006
from trade date
October 18, 2006
from trade date
Qctober 18, 2006
from trade date -
October 18, 2006

from trade date
Quctober 18, 2006

from trade date
October 18, 2006

from trade date
October 18, 2006

from trade date
October 18, 2006

from trade dats
October 18, 2006

from trade date
Qctober 18, 2006

from trade date
October 18, 2006
from trade dage

* October 18, 2006

from trade date”
October 18, 2006



Sample
4 orders!
25 trades

N/A

13
10

2607

3856

182
50

N/A

N/A

Review Area

security/size/order data statistics published on the firm’s

monthly order execution report, for compliance with
SEC Rule 605, ' .

data published on the firm’s quarterly order routing
report, for compliance with SEC Rule 606,

customer orders in OTCBB and OTC equity securities,
for compliance with NASD Rules 3110(b) and 2320,

persons engaged in the firm’s trading and market making
activities, for comapliance with NASD Registration rules,

orderfirade records prepared and maintained in
connection with the above samples, for general

cornpliance with NASD Rule 3110 and SEC Rules 172-3
and 17a-4,

trades reported to ACT or TRACS in connection with the
above samples, for general compliance with NASD
Trade Reporting and ACT rules,

customer trade confirmations reviewed in commection
with the above samples, for compliance with SEC Rule
10b-10,

orders in NNM or SC securities submitted to OATS, for
compliance with NASD Rule 6955,

the firm’s establishment and implementation of “regulat
& rigorous” reviews of the execution quality of orders
sent to other market cefters and intérnalized, for
compliance with NASD Rules 2320 and 3010,

the firm’s establishment and implementation of a
supervisory system and written supervisory procedures,
for compliance with NASD Rule 3010,

Scample Source

from the report for
Cctober 2006,

from the report for 3™
Quarter, October 2006
from trade date
October 18, 2006

from trading staff in
October 2006.

frovg trade date
October 18, 2006 and
various trade dates
throughout
Qctober 2006

from trade date
- October 18, 2006

from trade date
October 18, 2006

from trade date
October 18, 2006

from frade date
October 18, 2006

based on WSPs in effect
during October, 2006,



Size:
140

i1

7717

54

2007 MRE Exam Samples
Cantor Fitzgerald & Co. (“CANT”)
Exam No.: 2007 0111207

le Description:

Customer and proprietary sell orders, reviewed for compliance
with SEC Rule 200(g) long/short sale recording requirements.

Customer and proprietary short sales, reviewed for compliance
with SEC Rule 203(b) security location requirements.

Customer and proprietary sales reported fo 2 TRF or OTCRF,
for compliance with NASD Rules 6130, 4632 and 6620 sale
indicator reporting requirements.

Customer and proprietery sales reported to the ADF/TRACS,
for compliance with NASD Rule 4632A sale indicator
reporting requirements.

Customer and proprietary sell orders entered into the Nasdag
Exchange execution systems, for compliance with Nasdag
Rule 4755 long/fshort sale indicator entry requirements.

Cancellations of trades reported to 2 TRF or OTCREF, for
compliance with NASD Rules 4632(g), 6420(f), 6620(f) and
6130(f) trade report caticellation requirements,

Limit and market orders executed as ptineipal, for compliance
with the order protection and best execution requirements of
NASD Rules 2110, IM-2110-2, 2111, 6541 and 2320, and
Nasdaqg Rules 2110, IM-2110-2, 2111 and 2320

Limit orders for NMS stocks in which the member acts as an
exchange or OTC market maker, for compliance with the

display requirements of SEC Rule 604, 604 and Nasdag Rule
33%0.

Attachment 3

Sample Source/Period:

From trade dnte
October 23, 2007,

From trade date
October 23, 2007.

From trade date
Cictober 23, 2007.

From trade dafs
October 23, 2007.

From trade date
October 23, 2007,

From trade date
Qctober 23, 2007,

From trade date
Qctober 23, 2007,

From trade date
QOctober 23, 2007,

Popp 1 of ¢



Sample
Skze:
10

1,244

2007 MRE Exam Samples

Cantor Fitzgerald & Co, (“CANT”)

Exam No.: 2007 0111207

Sample Description:
Market orders with “not held” terms or from institutional

customers, for compliance with NASD Rule 2320 and Nasdaq
Rule 2320 best execution requirements.

Market orders executed as principal, for compliance with
NASD Rule 2320 and Nasdaq Rule 2320 best execution
requirements.

Order meroranda for net trades effected by non-institutional

and institutional customers, for compliance with NASD Rule
2441 documentation requirements.

- Net trading agreements with institutional customers, for

compliance with NASD Rule 2441 documentation
requirements.

Principal and riskless principal trade executions effected
otherwise than on an exchange for limit or market orders, for
compliance with NASD Rules 4632, 6420, 6620 and 6130
requirements fof TRF and OTCRF reporting.

Principal and riskless principal trade executions effected
otherwise than on an exchange for limit or market orders, for
compliance with NASD Rule 4632A requirements for
ADF!'I‘RACS repomng.

FINRA Market Survejllance breaks for principal and riskless
principat frades, for compliance with NASD Rules 4632,
6420, 6620, 6130 and 4632A requirements for TRE, OTCRF

and ADF/TRACS reporting.

Smnple Source/Peripd:

From frade date
October 23, 2007.

From traﬁe date
Qctober 23, 2007,

From trade date
October 23, 2007,

From trade date
Qctober 23, 2007,

From trade .dam
October 23, 2007,

From trade date
Qotober 23, 2007,

From trade date
October 23, 2007,
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le iption: ' Semple Source/Period:
Trade executions effected otherwise than on en exchange for 2 From trade date
orders in Nasdag-listed or exchange listed securities, received QOctober 23, 2007,

from customers with accounts subject to a spft dollar
apreement, for compliance with the SEC *34 Act section 28(e)
safe harbor which limits the accrual of soft dollar credits for
riskless principal transactions to those reperting in compliance
with NASD Rules 4632 and 6420.

Open limit orders to buy and/or open stop orders to sell For ex-dividend dates

secuyities that traded ex-dividend, for compliance with NASD  October 23 and 24, 2007.
Rule 3220 and Nasdaq Rule 4761. .

Trade reported to a TRF or OTCRF with a PRP modifier, for From trade date
compliance with NASD Rules 4632, 6420, 6620 and 2320. October 23, 2007.
Ordets for NMS stocks in which the firm acts as a market From trade date
center, for compliance with SEC Rule 605 order classification October 23, 2007.
requirements.

Datasets published for on the monthly order exscution report, From the month of

for compliance with SEC Rule 605 requirement to publish
acourate data, (A “dataset” js all required statistical data for a

single order category, with each category representing a single
unigue combination of a security, order type and order size, as
described in Rule 605.)

September 2007,

Quarterly order routing report, for compliancs with SEC Rule ~ Report published for the

606 requirements. period of July through
Septernber 2007,

Customer orders in OTC equity securiti tes, for compliance From trade date

with NASD Rules 2320(g) and 3110(b) requirements to QOctober 23, 2007.

ascertain and document the best interdealer market for

transactions in such securities.

Paea ¥ nfd
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233

1,377

85

15
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d by the
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Sample Description.

Orders in securities required to be submitted to OATS, for
compliance with NASD Rules 6954 and 6955, and Nasdaq

Rules 6954 and 6955 regquirement to submit OATS
information.

Order/Trade records prepared and maintained in connection
with the ebove samples, for general compliance with

requirements of NASD R.ule 3110 and SEC Rules 172-3 and
17a-4.

Trades reported to a TRE, OTCRF or ADF/TRACS in
corinection with the above samples, for general compliance
with requirements of NASD Trade Reporting and ADF rules.

Customer confirmations prepared and maintained in
connection with the above sampies, for compliance with SEC
Rule 10b-10 disclosure requirements.

CRD registration records for persons conducting and/or
supervising the member”s trading and market making
activities, for compliance with NASD Rule Series 1020, 1030
and 1040, and Nasdaq Rule Series 1020, 1030 and 1040,

The member’s supervisory system, writien supervisory
procedures (“W‘SPs”} and documents evidencing the
implementation of the WSPs, for compliance with NASD
Rule 3010 requirements to establish an implement a system
thiat is reasonably désigned to prevent and detect violations of
applicablé securities rules.

The member’s “Regniar & Rigorous™ review procedures (for
assessing the execution quality of orders sent to other trading
centers and/or internalized, for compliance with NASD Rules
2320 and 3010,

Sarmie

From trade date
Octdber 23, 2007,

‘From trads date
October 23, 2047.

From trade date
October 23, 2007;

From trade date
October 23, 2007,

List of trading persommel
for October 2007,

WSPs provided by the
member as those in effect
during October 2007, and

documentation of
supervisory reviews

- com_iucted for Octoker

2007.

Procedures provided by

the member as those in

. effect during October
2007.
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