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INTRODUCTION

Disciplinary Proceeding No. 20080148227-02 was filed on September 26, 2014, by the
Department of Market Regulation of the Financial Industry Regulatory Authority (“FINRA” or
“Complainant”). Respondents Great Point Capital LLC (“Great Point” or “the firm”) and
Michael Scott Olson (“Olson”) submitted an Offer of Settlement (“Off?r”) to Complainant on
November 6, 2015. Pursuant to FINRA Rulg 9270(e), the Complainant and the National
Adjudicatory Council (NAC), a Review Subcommittee of the NAC, or the Office of Disciplinary
Affairs (ODA) have accepted the uncontested Offer. Accordingly, this Order is issued pursuant
to FINRA Rule 9270(e)(3). The findings, conclusions and sanctions set forth in this Order are
those stated in the Offer as accepted by the Complainant and approved by the NAC.

Under the terms of the Offer, Great Point and Olson have consented, without‘admitting or
denying the allegations of the Complaint (as amended by the Offer), and solely for the purposes

of this proceeding and any other proceeding brought by or on behalf of FINRA, or to which



FINRA is a party, to the entry of findings and violations consistent with the allegations of the
Complaint (as amended by the Offer), and to the imposition of the sanctions set forth below, and
fully understand that this Order will become part of Respondents’ permanent disciplinary records
and may be considered in any future actions brought by FINRA.,

BACKGROUND

Great Point became registered as a member of FINRA on December 17, 2001 and its.
registration remains in effect. At all relevant times, Great Point was a FINRA member. FINRA
has jurisdiction over Great Point pursuant to Article IV of FINRA’s By-Laws,

On April 9, 2012, FINRA accepted an AWC in which the firm was censured and fined
$50,000 for violations of NASD Rules 2110 and 3010, and FINRA Rule 2010 for failing to have
a supervisory system reasonably designed to achieve compliance with the rules concerning wash
trades from June 19, 2006 to December 31, 2006.

Olson was first employed in the securities industry in 1992 and first registered in 1998.
From December 2004 to the present, with the exception of the nine-month period between June
16, 2008 through March 15, 2009, during which time Olson was suspended from associating
with any FINRA member in a principal capacity, Clson was responsible for supervising the
trading activity of the firm’s ﬁroprietary traders. Olson also served as the firm’s Chief
Compliance Officer from December 2004 through approximately May 2008. Olson is currently,
and was at all relevant times, registered with FINRA as a general securities principal and equity
trader at Great Point. FINRA has jurisdiction over Olson pursuant to Article V of FINRA’s By-

Laws.



On May 12, 2008, FINRA suspended Olson for nine months from acting in a principal
capacity and fined him $5,000 for failing to supervise manipulative trading activity and pre-
opening trading of two former Great Point traders, in violation of NASD Rules 2110 and 3010.

FINDINGS AND CONCLUSIONS

It has been determined that the Offer be accepted and that findings be made as follows:
STATEMENT OF FACTS
1. Great Point, a FINRA member (CRD No. 114203), derives revenues from the
proprietary trading of its registered equity traders. These traders engage primarily in short-term

“day-trading,” with each trader assigned to trade a designated sub-account of the firm’s

proprietary account(s).
2. Traders are compensated based on the profits generated for the firm’s proprietary -
account(s).

3. Two Great Point traders, identified herein as “LK” and “BR”, singly and in
concert, engaged in trading activity in the Nasdaq Opening Book in the minutes immediately
preceding the market open, and the Nasdaq Closing Book in the minutes immediately preceding
the market close.

4, Great Point also has a small number of customers, including individuals and
entities, that engage in direct market access trading at various locations including the firm’s
offices in Chicago, Ilinois and customer offices in India.

The Nasdaq Opening and Closing Book

5. Between August 29, 2008 and March 31, 2014 (the “relevant period”), Nasdaq

operated two trading books before the market opened at 9:30 a.m.: the Nasdaq “Continuous

Book,” which was open to market participants to place orders and execute trades during



extended hours frading between 7:00 a.m. and 9:30 a.m., and the Nasdaq “Opening Book,”
which accepted orders between 7:00 a.m. and 9:30 a.m. to be executed at the Nasdaq “Opening
Cross” at 9:30 a.m.

6. At the Opening Cross, orders in the Opening Book and orders in the Continuous -
Book are brought together to create a single Opening Cross price, which becomes Nasdaq’s
official opening price for each such security. Thus, transactions effected in the Continuous Book
during the two minutes preceding the Qpem'ng Cross directly affect the Opening Cross price.
Typically, the 1ast inside price in the Conﬁnuous Book at 9:30:00 a.m. becomes the price at
which orders in the Opening Book are executed in the Opening Cross.

7. During the two minutes prior to the Opening Cross, Nasdaq permits market
participants to submit imbalance-only, or “I0,” orders in the Opening Book to provide liquidity
to offset pre-open buy or sell imbalances in the Opening Book.

8. To facilitate these IO orders, Nasdaq disseminates Opening Book imbalance data
at five-second intervals beginning at 9:28:00 a.m. (the “Nasdaq Data Feed”) until the Opening
Cross.

9. The same process described above with respect to the market opening is repeated
during the last ten minutes prior to the closing of the Nasdaq market. At the close, orders in the
Nasdaq.“Closing Book” and orders in the Continuous Book are brought together to create a
single Nasdaq “Closing Cross” price for each security, which becomes Nasdaq’s official closing
price at the Closing Cross. Transactions effected in the Continuous Book during the ten minutes
immediately prior to the Closing Cross directly affect the Closing Cross price. Typically, the last
inside price in the Continuous Book at 4:00:00 pm will .set the price at which orders in the

Closing Book will execute in the Closing Cross.



10. . During these last ten minutes of trading, Nasdaq permits market participants to
submit O orders to thé Closing Book to offset order imbalances in the Closing Book.

11.  To facilitate these orders, Nasdaq disseminates Closing Book imbalance data at
five-second intervals beginning at 3:50:00 p.m. through the Nasdag Data Feed until the Closing
Cross. |

Summary of the Manipulative Trading Scheme

12. At all times relevant to this Complaint, Great Point, LK, and BR employed a
common scheme to manipulate the Nasdaq Opening and Closiné crosses and engaged in
fraudulent acts and practices, as alleged herein.

13.  More specifically, during the relevant period, between 9:28 a.m. and the Opening
Cross, two proprietary traders at Great Point Capital LLC, LK and BR, singly and in concert,
identified securities in the Opening Book that exhibited large buy-side imbalances relative to the
average daily trading volume of the securities, indicating a potential lack of liquidity to fill buy
orders. |

14. The two traders, singly and in concert, then entered a series of IO orders to sell
the identified securities in the 'Opening Book, to be executed at the Opening Cross.

| 15.  Following the entry of their IO sell orders in the Opening Book, the two traders,
singly and in concert, generally waited until éeconds before the Opening Cross and then began
rapidly purchasing the same securities in the Continuous Book, executing a series of
progressively higher-priced buy orders until the Opening Cross.

16.  The buy orders effected by LK and BR, singly and in concert, in the Continuous

Book caused the prices of the securities to artificially increase by the time of the Opening Cross.



As a result, Great Point, LK and BR obtained better pricing on their IO orders to sell in the
Opening Book.

17.  QGreat Point and BR engaged in similar trading activity during the ten minutes
leading up to the Nasdaq Closing Cross at 4:00 p.m.

18.  Great Point’s President, Michael Scott Olson, was responsible for supervising LK,
BR and other Great Point traders. He failed, however, to take reasonable steps to detect and
prevent manipulative trading activity by Great Point traders in the minutes preceding the
Opening Cross and Closing Cross.

19.  Separately, Olson was responsible for supervising all customer trading activity,
but failed to take reasonable steps to detect and prevent a customer from engaging in potentially
manipulative “layering” transactions, as described in more detail below.

20. Separately, Olson was responsible for ensuring that the firm retained electronic
communications. Olson, however, failed to ensure that the firm retained all electronic
communications.

21.  Olson also was responsible for establishing and enforcing the firm’s supervisory
system and written procedures with respect to electronic communications but failed to take
reasonable steps to address the supervision and review of all electronic communications.

22.  Inaddition, Great Point’s written supervisory procedures for short sale
transactions, as reflected in the firm’s supervisory procedures manual dated March 15, 2008 and
December 26, 2008, made no reference to Regulation SHd and referenced short sale rules no
longer in effect, Great Point failed to take reasonable steps to ensure that these procedures were
up-to-date and adequately described the firm’s procedures for the supervision of short sale

transactions.



23. By engaging in the foregoing conduct, Great Point willfully violated Section
10(b) of the Securities Exchange Act of 1934 and Rule 10b-5 thereunder, NASD Rules 2110 and
2120 (for conductl occurring prior to December 15, 2008), and FINRA Rules 2010 and 2020 (for
conduct occurring on or after December 15, 2008), and Great Point and Olson violated NASD
Rules 2110 (for conduct occurring prior to December 15, 2008) and 3010, and FINRA Rule 2010
(for conduct occurring on or after December 15, 2008). In addition, Great Point willfully violated |
Rule 17a-4(b}(4) of the Securities Exchange Act of 1934, NASD Rule 3110 (for conduct
occurring prior to December 5, 2011) and FINRA Rule 4511 (for conduct occurring on or after
December 5, 2011), and Olson violated NASD Rule 3110 (for conduct occurring prior to
December 5, 2011), and FINRA Rule 4511 (for conduct occurring on or after December 5,
2011).

LK’s Manipulative Trading Activity Prior to the Opening Cross

24,  Onnumerous occasions during the relevant period, in the two-minute period
before the market opened, LK engaged in trading activity in both the Opening Book and
Continuous Book. He did so by identifying securities in which buy-side imbalances in the
Opening Book were large relative to the average daily trading volume of the securities.

25.  His method of trading is illustrated by way of example below, in connection with
his purchase and sale transactions in shares of United Community Bank, Iﬁc. (“UCBI™).

26.  On September 29, 2008, the Nasdaq Data Feed disseminated its first opening
imbalance message for UCBI at 9:28:02 a.m., revealing a large buy-side imbalance of 114,110
shares. At the time of the dissemination of this message, UCBI was trading at $15.10 in the
Continuous Book.

27. LK started the day flat with no position in UCBL



| 28.  Beginning at 9:28:24 a.m. and continuing through 9:29:10 a.m., LK entered 110
IO orders to sell & total of 68,000 shares of UCBI in the Opening Book, in increments of 400 and
1,000 shares.

29.  During this same two minutes leading up to the Opening Cross, and while his IO
sell orders were lpend'mg in the Opening Book, LK entered a series of small, progressively higher
priced orders to buy UCBI in the Continuous Book.

30. Intotal, between 9:28:00 a.m. and 9:30:00 a.m., LK executed 87 buy orders in the
Continuous Book, buying 26,000 shares at progressively higher prices. Thirty-three of these buy
orders were entered at prices abbve the current Nasdaq offer at the time they were entered.

31.  LK’s buy orders in the Continuous Book were priced to execute against the
existing inside offer. His buy orders exhausted the shares available at the inside offer, causiﬁg
the offer to adjust upward to the next available price. These buy orders increased the inside offer
40 times in the two minutes preceding the Opening Cross.

32.  Further, in the last ten seconds before the Opening Cross — after the Nasdaq Data
Feed had revealed that the buy-side imbalance in UCBI had dropped to zero; i.e., that all
imbalance shares in the Opening Book had been paired off — LK became the dominant buyer in
the Continuous Book in UCBI, increasing both the size and frequency of his buy orders in UCBL

33.  Specifically, in the last ten seconds before the Opening Cross, LK entered 16
separate orders in the Continuous Book to buy a total of 8,800 shares, placing eight of these
orders iﬁ the last five seconds for 1,000 shares each.

34. He recei.v,ed executions on 15 of these buy orders, at prices between $17.95 and

$18.35. These 15 transactions exhausted all shares available for sale between those prices.



35. Inthelastten sec;onds before the Opening Cross, LK accounted for approximately
74 percent of all the buy executions in UCBI in the Continuous Book.

36.  Inthese last ten seconds before the Opening Cross, LK accounted for
approximately 93 percent of all shares purchased in UCBI in the Continuous Book.

37.  LK’slast buy order for UCBI in the Continuous Book was executed at 9:30:00 at
$18.35, exhausting the supply of shares at that price and pushing the inside offer to $18.48.

38. LK knew that the last inside offer price in the Continuous Book would directly
affect and likely establish the cross price at which IO sell orders in the Opening Book would be
executed in the Opening Cross.

3,' 9.  Indeed, the Opening Cross for UCBI executed at $18.48 (reflecting the last inside
offer price in the Continuous Book before the Opening Cross).

40, Out of his total 1O orders to sell 68,000 shares of UCBI, LK received executions
on his Opening Book sell orders in the Opening Cross for a total of 63,673 shares — all at the
Opening Cross price of $18.48.

41. By cauéing the inside offer in the Continuous Book to adjust upward in the two
minutes prior to the Opening Cross, LK obtained executions on his IO seil orders in the Opening
Cross at prices higher than he would have otherwise received.

42.  The costs incurred by LK in executing the small buy transactions in the pre-open
Continuous Book at succesgively higher prices were offset by profits obtained on the executions
of his sell orders at the Opening Cross price.

43,  After the Opening Cross, LK was still short 37,673 shares of UCBI as a resﬁlt of

his IO sell order executions.



44. By 9:30:50 am., however, UCBI’s stock price on Nasdaq had retreated from the
Opening Cross price of $18.48 to $17.20. By 9:40:55 it had dropped back to $15.98.

45.  During the first ten minutes of regular hours trading in the Continuous Book
(9:30:00 a.m. to 9:40:00 a.m.), LK covered his short position in UCBI, buying back 37,673
shares at an average price of $16.32.

46.  This average price to cover his short position was substantially lower than the
Opening Cross price of $18.48, a price that LK had set with his own small purchases of UCBI in
- the Continuous Book.

47.  Intotal, LK’s purchases and sales of UCBI resulted in profits of approximately
$105,850 in just 12 minutes of trading,

48. LK repeated this same pattern of trading prior to the Opening Cross iﬁ the security
symbols identified below. In each instance, LK’s purchase of shares in the Continuous Book

caused the inside offer for each security in the Continuous Book to adjust upward to the next

available price.
No. | Date Symbol Security Opening/Closing Cross
1 9/29/08 UCBI United Community Banks, Inc. Opening Cross
2 | 11/14/08 | NANO Nanometrics, Inc. Opening Cross
3 | 2/20/09 STRN Sutron Corp. : Opening Cross
4 | 3/11/09 DPTR Delta Petroleum Corp. Opening Cross
5 6/1/09 FEED AgFeed Industries, Inc. Opening Cross
6 5/27/10 NAUH National American University Opening Cross
7 12/5/12 WDC Western Digital Corporation Opening Cross

49. LK executed all transactions in the securities identified in this Complaint (as
amended herein) on a proprietary basis on behalf of Great Point, and Great Point’s President,

Olson, knew or should have known of LK’s executions.

10



BR’s Manipulative Trading Activity Priox to the Onening'Cross and the Closing Cross

50.  BR employed the same trading pattern as LK in the two minutes leading up to the
Opening Cross. He focused on securities in which large buy-side order imbalances existed in the
Nasdaq Opening Book, and selected those in which the buy-side imbalances were large relative
to the average daily trading volume of the securities.

51.  In addition, BR employed the same trading pattern in the ten minutes leading up
to the Closing Cross. His method of trading prior to the Closing Cross is illustrated below with
respect to LCCI Intemational, Inc. (“LCCI”).

52.  On August 29, 2008, the Nasdaq Data Feed disseminated its first Closing Cross
imbalance message for LCCI at 3:50:01 p.m., revealing a large buy-side order imbalance in the
Closing Book of 48,653 shares. At the time of the dissemination of this message, LCCI was
trading at $0.19 in the Continuous Book.

53.  BR had no position in LCCI before he began entering 1O sell orders into the
Closing Book.

54,  Between 3:50:11 p.m. and 3:50:13 p.m. (two seconds) BR entered 29 IO orders in
the Closing Book to sell a total of 58,000 shares of LCCL. ) |

55. By 3:50:16 p.m. the Nasdaq Data Feed disclosed that the buy-side imbalance in
LCCI had dropped to zero.

56.  Simultaneous with the entering of the 29 10 sell orders in the Closing Book,
beginning at 3:50:11 p.m. and continuing through the Closing Cross, BR entered a series of small
progressively higher-priced orders to buy LCCI in the Continuous Book. Twenty of these buy

orders were entered at prices above the current Nasdaq offer price at the time they were entered.
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57.  Intotal, BR bought 38,173 shares in the Continuous Book at progressively higher
prices between $0.19 and $0.49.

58.  Like LK, BR priced his buy orders in the Continuous Book to execute zigainét the
existing inside offer. His buy orders exhausted the shares available at the inside offer, causing
the offer to adjust upward to the next available price.

59. BR’ pﬁrchases increased the inside offer in the Continuous Book 14 times in the
ten minutes leading up to the Closing Cross.

60.  Inthelastten chonds before the Closing Cross, BR was the dominant buyer in
LCCI in the Continuous Book, placing 41 separate orders to buy a total of 30,300 shares of
LCCL

61.  Inthese last 10 seconds, BR accounted for 87.5 percent of all buy executions in
the Continuous Book, and 88.5 percent of all LCCI shares purchased in the Continuous Book.

62.  In the last seven seconds before the Closing Cross, BR received 49 buy-side
executions in the Continuous Book at progressively higher prices.

63.  BRreceived the last 14 executions of the day in LCCI in the Continuous Book at
prices between $0.30 and $0.45.

64.  These 14 executions pushed the inside offer in LCCI in the Continuous Book
from $0.32 to $0.59.

65.  BR knew that the last inside offer price in the Continuous Book would directly
affect and likely establish the cross price at which IO sell orders would be executed in the
Closing Cross.

66.  Indeed, the Closing Cross for LCCI executed at $0.59 (reflecting the last inside

offer in the Continuous Book before the Closing Cross).
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67. Out of his total orders to sell 58,000 shares of LCCI, BR received sell executions
on 39,090 shares of LCCI - all at the Closing Cross price of $0.59, leaving him almost flat at the
close with a short position in LCCI of only 917 shares, which he covered the following day.

68. By causing the inside offer in the Continuous Book to adjust upward in the ten
minutes prior to the Closing Cross, BR obtained executions on his IO sell orders in the Closing
Cross at prices higher than he would have otherwise received.

69.  The costs incurred by BR in executing the small buy transactions at successively
higher prices were offset by profits obtained on the executions of his sell orders at the Closing
Cross price.

70.  Intotal, BR’s purchases and sales in LCCI resulted in profits of approximately
$12,887.

71.  BR repeated this same pattern of trading prior to the Opening Cross in the security
symbols identified in items 2 through 7 below. In each instance, BR’s purchase of shares in the
Continuous Book caused the inside offer for each security in the Continuous Book to adjust

upward to the next available price.

No. | Date Symbol Security Opening/Closing Cross
1 8/29/08 LCCI LCC International, Inc. Closing Cross
2 | 2/20/09 STRN Sutron Corp. Opening Cross
3 | 3/11/09 DPTR Delta Petroleum Corp. Opening Cross
4 6/1/09 FEED AgFeed Industries, Inc. Opening Cross
5 9/28/09 GAME Shanda Games Limited Opening Cross
6 | 11/09/09 RCON Recon Technology, LTD Opening Cross
7 12/5/12 ‘WDC Western Digital Corporation Opening Cross

72.  BR executed all transactions in the securities identified in this Complaint (as
amended herein) on a proprietary basis on behalf of Great Point, and Great Point’s President,

Olson, knew or should have known of BR’s executions.
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Inadeguate Supervision of Trading Prior to the Opening and Closing Cross

73.  During the relevant period, with the exception of the nine-month period between
June 16, 2008 through March 15, 2009, during which time Olson was suspended from
associating with any FINRA member in a principal capacity, Olson supervised the trading
activity of the firm’s proprietary traderé, including LK and BR. He also served as Great Point’s
President.

74.  During the relevant period, Olson monitored the trading profits and losses of the
firm’s proprietary traders, including LK and BR (collectively the “traders™), on a real-time basis.
Olson also reviewed the underlying trading activity that formed the basis of these profits and
losses.

75.  Olson knew or should have known, through discussion with the traders, including
LK and BR, that the traders routinely employed the same core strategy, described above, in
connection with their trading prior to the Opening Cross and Closing Cross.

76.  Specifically, Olson knew or should have known through discussion and

observation that:
a. Traders selected securities in which buy-side imbalances in the Opening
Book or Closing Book were large relative to the average daily trading
volume in the security;
b. The traders would rapidly enter 10O orders to sell the selected securities in

the Opening Book or Closing Book;
c. At the same time, the traders would place small, progressively higher-

priced buy orders in the Continuous Book;
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d. The'traders’ buy ordérs would execute at the inside offer, exhausting the
shares available for sale at the inside, and causing it to adjust upward to
the next available price,

e. The last inside offer price in the Continuous Book directly affected and
typically established the price at which the traders’ 10 orders to sell would
execute in the Opening Cross and in the Closing Cross.

f. By causing the inside offer in the Continuous Book to adjust upward prior
to the Opening Cross and the Closing Cross, the traders obtained
executions on their IO sell orders at prices higher than they would have
otherwise received.

77.  Although Olson knew or should have known that the traders’ buy executions
increased the prices of securities in the Con:tinuous Book in the minutes preceding the Opening
and Closing Cross, and that the traders obtained (on behalf of Great Point) advantageous price
executions on fhe opposite side of the market on 1O orders to sell at the Opening or Closing
Cross pﬁce, Olson failed to take reasonable steps to supervise this trading activity to detect and
prevent its occurrence.

78.  Further, as President, Olson was responsible for Great Point’s compliance with all
applicable FINRA rules uniess and until he reasonably delegated a particular supervisory
responsibility to another person in the firm. As such, Olson was responsible for providing
adequate training and resources to supervisors to whom he delegated supervisory duties, and for
ensuring that these supervisors diligently carried out those responsibilities.

79.  For the nine-month period during which he was suspended, Olson delegated his

responsibility to supervise trading activity to a newly-appointed supervisor at the firm. Olson,

15



however, failed to provide adequate training and resources to this new supervisor to carry out his
delegated responsibilities, and failed to ensure that the supervisor diligently exercised his
supervisory duties.

80.  Further, Great Point had no specific written supervisory procedure, review or
exception report during the relevant period to monitor for manipulative trading activity occurring
in the minutes preceding the Opening Cross and Closing Cross. |

81. Olson took no action duriﬂg the relevant period to revise Great Point’s
supervisory system or written supervisory procedures to address the supervision of manipulative
trading occﬁrring prior to the Opening and Closing Cross.

82.  Olson failed to take reasonable steps during the relevant period to ensure that any
supervisor(s) to whom he delegated authority with respect to supervision of trading prior to the
Opening or Closing Cross had reasonably and diligently carried out those responsibilities.

Failure to Supervise “Layering” Activity

83.  “Layering” can occur when, for example, a market participant enters a series of
non-bona fide orders on one side of the market in order to obtain advantageous pricing on the
execution of a bona fide order on tile opposite side of the market. The non-bona fide orders are
intended to create the appearance of significant selling (or buying) pressure on one side of the
market and to entice another trader (algorithm or human) into executing against the bona fide
order. After the bona fide order is executed at an advantageous price, the non-bona fide orders on
the opposite side are cancelled. After the bona fide order is executed, and the non-bona fide
orders cancelled, the same pattern is typically repeated on the other side of the market. By

engaging in this manipulative activity, the market participant is able to obtain executions of buy
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(or sell) orders at prices lower (or higher) than it would have received in the absence of such
activity.

84. Great Point’s written supervisory procedures, dated January 13, 2013, contained
no reference to “layering” or any supervisory procedure or review to address such activity.

85.  Between September 2012 and continuing through June 2013 (the “layering review
period”), Olson was responsible for reviewing the firm’s trading activity to detect and prevent
instances of potential manipulative trading activity, including layering. Olson was, on occasion,
assisted in this review by a newly-hired compliance assistant.

86.  During the layering review period, Olson carried out his review for potential
manipulative trading activity, including layering, primarily by manually reviewing on his
computer screen orders placed by approximately 600 Great Point proprietary traders, customers,
and customer sub-account traders, including all orders entered, executed and cancelled.

87.  Neither Olson nor Great Point maintained a supervisory log or other record
evidencing the completion of such reviews.

88.  Through Cross Market Surveillance Alerts generated by Market Regulation’s
electroﬁic surveillance systems, Market Regulation identified approximately 1,100 instances of
potential layering activity occurring through Great Point during the layering review period.

89.  Market Regulation traced each of the approximately 1,100 instances of potential
layering activity identified through its Cross Market Surveillance Alerts to a single account held
by a direct market access customer account at Great Point. This customer is not, and has never
been, a member of FINRA (the “DMA Customer™).

90.  As of October 2013, the DMA Customer employed approximately 300

proprietary traders located in India.
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91.  The proprietary traders of the DMA Customer were assigned sub-accounts to
trade on behalf of the DMA Customer through Great Point.

92.  Olson knew or should have known about the potential layering activity occurring
in the DMA Customer’s account during the layering review period, but failed to take reasonable
steps to supervise this trading activity to detect and prevent its occurrence.

93.  Further, as of October 2013, Great Point had no specific written supervisory
procedure to address potential layering activity and no specific exception report designed to
monitor for layering activity.

94, Olson failed to take réasonable steps to revise Great Point’s suiaervisory system or -
written supervisory procedures to address the supervision and review for potential layering
activity.

95.  Olson also failed to take reasonable steps to ensure that any other supervisor(s) to
whom he delegated authority with respect to supervision and review for potential layering
activity had reasonably and diligently carried out those duties.

Failure to Retain‘Electronic Communications

96.  Between December 2008 and October 2013, the firm failed to retain electronic
communications occurring between Great Point traders (“tradér-to—trader electronic
communications”).

97.  Between December 2008 and October 2013, with the exception of the nine-month
period during which he was suspended, Olson was responsible for the firm’s retention of
electronic communications.

08.  Olson was advised during this period by Great Point’s compliance officers, and

by an outside consultant, that the firm was required to maintain all trader-to-trader electronic
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communications. Notwithstanding this notice, Olson failed to ensure that the firm retained all
trader-to-trader electronic communications.
Inadequate Supervision of Electronic Communications

99,  Great Point’s written supervisory procedures dated December 26, 2008, required
that all electronic communications, including e-mails and instant messages, sent or received
relating to broker dealer business be retained for three years.

100. Notwithstanding this provision, between December 2008 and October 2013, the
firm failed to retain trader-to-trader electronic communications.

101.  Further, Great Point’s written supervisory procedures dated January 13, 2013,
prohibited the use of personal e-mail accounts for busiqess communications.

102. Notwithstanding this provision, between December 2008 and August 2013, Great
Point had no effective means, or supervisory review in place, to enforce compliance with this or
any other provisions of the firm’s policy relating to electronic communications.

103. Between December 2008 and October 2013, with the exception of his suspension
period, Olson was responsible for establishing and enforcing the firm’s supervisory system and
procedures ﬁth respect to electronié communications, including the firm’s e-mail retention
policy.

104. During this period, Olson failed to establish, maintain and enfor.ce an effective
system of supervision and written supervisory procedures reasonably designed to address the
supervision and review of trader-to-trader electronic communications.

105.  Further, Olson failed to take reasonable steps to ensure that any other
super\risor(s) with delegated authority regarding the supervision of electronic communications

reasonably and diligently carried out those duties.
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Inadequate Supervision of Short Sales

106. Great Point’s written supervisory procedures manuals, dated March 15, 2008 and
December 26, 2008, relating to supervision of short sale transactions made no reference to
Regulation SHO, promulgated by the Securities and Exchange Commission in 2004 pursuant to
the Securities Exchange Act of 1934, and contained references to short sale rules no longer in
effect. Regulation SHO requires broker dealers to, among other things: mark sale orders as long,
short or short exempt; locate securities to borrow before selling; and comply with certain
heightened delivery requirements. Great Point failed to take reasonable steps to ensure that its
-supervisory procedures were up-to-date, reasonably designed to ensure compliance with fespect
to Regulation SHO, and adequately described the firm’s written supervisory procedures with
respect to short sales.

Manipulation of the Nasdaq Opening Cross and Closing Cross
by Great Point

Violations of Section 10(b) of the Securities Exchange Act of 1934 and Rule 10b-5
thereunder, NASD Rules 2110 and 2120, and FINRA Rules 2010 and 2020

107. Between August 29, 2008 and June 30, 2013, Great Point, LK, and BR, singly and
in concert, executed a series of small, progressively higher-priced orders for multiple securities
in the Nasdaq Continuous Book during the two minutes leading up to the Nasdaq Opening Cross.
These securities are identified in Exhibits A and B attached to this Offer and are incorporated
herein by reference.

108. These orders were intended to inflate, and did inflate, the price of each such
security in the Nasdaq Continuous Book, so that Great Point, LK, and BR, could obtain

advantageous pricing on IO sell orders, which executed at the Nasdaq Opening Cross price.
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109.  In at least one instance, Great Point and BR engaged in the same trading activity
with respect to LCCI in the ten minutes leading up to the Nasdaq Closing Cross.

110.  The orders to purchase LCCI in the Continuous Book in the ten minutes leading
up to the Closing Cross were intended to artificially inflate, and did inflate, the price of LCCI in
the Nasdaq Continuous Book, so that Great Point and BR could obtain advantageous pricing on
10 sell orders, which executed at the Nasdaq Closing Cross price,

i11. By intentionally or recklessly raising the reported price of each security identified
in this Offer, Great Point, LK, and BR, singly and in concert, individually and jointly, artificially
influenced and distorted the market price level of each'security, and conveyed false information
to the market as to the demand for each security.

112. Based on this conduct, Great Point, LK, and‘BR, singly and in concert,
individually and jointly, directly or indirectly, in connection with the purchase or sale of any
security, and by the use of any means or instrumentality of interstate commerce, or of the mails,
or of any facility of any national securities exchange, (a) employed a device, scheme, or arﬁﬁce
to defraud, (b) made an untrue statement of a material fact or omitted to state a material fact
necessary in order to make the sta;tements made, in light of the circumstances under which they
were made, not misleading, or (c) engaged in an act, practice or course of business which
operated as a fraud of deceit upon any person, in willful violation of Section 10(b) of the
Securities Exchange Act of 1934 and Rule 10b-5 thereunder, NASD Rule 2110 (for conduct
occurring prior to December 15, 2008), and FINRA Rule 2010 (for conduct occurring on or after
December 15, 2008).

113. Based on this same conduct, Great Point, LK, and BR, singly and in concert,

individually and jointly, intentionally or recklessly effected transactions in, or induced the
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purchase or sale of, securities by means of manipulative, decépti-ve or other fraudulent devices or
contrivances, in violation of NASD Rules 2110 and 2120 (for conduct occurring prior to
December 15, 2008) and FINRA Rules 2010 and 2020 (for conduct occurring on or after
December 15, 2008).

114, Based on this same conduct, Great Point, LK, and BR, singly and in concert,
individually and jointly, engaged in unethical business conduct, i.e., to “push” the price of
securities in the Nasdaq Stock Market prior to the Opening and/or Closing Crosses to obtain
advantageous pricing on sell orders executed during tﬁe Nasdaq Opening and/or Closing Cross,
in contravention of just and equitable principles of trade and high standards of commercial
honor, in violation of NASD Rule 2110 (for conduct occurring prior to December 15, 2008) and
FINRA Rule 2010 (for conduct occurring on or after Dgcember 15, 2008).

Failure to Supervise Trading Prior to the Opening Cross and Closing Cross

Violations of NASD Rules 2110 and 3010, and FINRA Rule 2010,
by Great Point and Olson

115. NASD Rule 3010(3;) requires FINRA members to establish and maintain a system
to supervise the activities of their registered representatives that is reasonably designed to
achieve compliance with applicable securities laws and regulations, and with applicable rules of
FINRA.

116 Between August 29, 2008 and June 30, 2013, Great Point and Olson knew or
should have known about red flags suggesting that Great Point traders were engaging in
potentially manipulative trading activity occurring prior to the Opening Cross aqd Closing Cross.
As such, Great Point and Olson each failed to reasonably supervise the trading activity of Great
Point traders and failed to establish and maintain a system to supervise the trading activities of

the firm’s proprietary traders that was reasonably designed to detect and prevent them from
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engaging in potentially manipulative, or otherwise improper, trading activity prior to the
Opening Cross and Closing Cross.

117. NASD Rule.3010(b) requires FINRA members to establish, maintain and enforce
written supervisory procedures to supervise the types of business in which they engage and to
supervise the activities of their registered representatives that are reasonably designed to achieve
compliance with applicable securities laws and regulations and with applicable Rules of FINRA.

118. Between August 29, 2008 and June 30, 2013, Great Point and Olson failed to
establish, maintain and enforce reasonable written supervisory procedures with respect to trading
activity occurring prior to the Opening Cross and Closing Cross.

119. Based on this conduct, Great Point and Olson violated NASD Rule 2110 (for
conduct occurring prior to December 15, 2008), FINRA Rule 2010 (for conduct occurring on or
after December 15, 2008), and NASD Rule 3010.

Failure to Supervise Potential “Layering” Activity

Violations of NASD Rules 2110 and 3010 and FINRA Rule 2010
by Great Point and Olson

120. Between September 2012 and June 2013, Great Point and Olson failed to detect
and prevent approximately 1,100 instances of potential manipulative “layering” activity
occurring through a DMA customer account held at Great Point.

121.  As such, Great Point and Olson each failed to reasonably supervise the trading
activity of the DMA customer to detect and prevent potential manipulative “layering”
transactions. |

122. In addition, Great Point and Olson also each failed to establish, maintain and

enforce reasonabie supervisory procedures, including written supervisory procedures, designed
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to monitor and review the trading activity of the DMA Customer to detect and prevent potential
“layering” transactions.
123. Based on this conduct, Great Point and Olson violated FINRA Rule 2010 and
NASD Rule 3010.
Failure to Retain Electronic Communications
Violations of Rule 17a-4(b)(4) of the Securities Exchange Act of 1934
by Great Point and
NASD Rules 2110 and 3110 and FINRA Rules 2010 and 4511
by Great Point and Olson

124. Rule 17a-4(b)(4) of the Securities Exchange Act of 1934 (“Exchange Act”)
requires all broker dealers subject to the record retention requirements of Rule 17a-3 of the
Exchange Act to preserve for a period of not less than three years, originals of all
communications received and copies of all communications sent by the broker dealer (including
inter-office memoranda and communications) relating to the business of the firm.

125. NASD Rule 3110 (now FINRA Rule 4511) requires FINRA members to make
and preserve books, accounts, records, memoranda, and correspondence in conformity with all
applicable laws, rules, regulations and statements of policy promulgated thereunder, with all
FINRA Rules and with the requirements of Rules 17a-3 and 17a-4 of the Exchange Act.

126. | Between December 2008 and October 2013, Great Point, and Ols.on, acting
through Great Point and as President and designated principal responsible for the firm’s retention
of electronic communications, failed to retain trader-to-trader electronic communicationé.

127. Based on this conduct, Great Point willfully violated Rule 17a-4(b)(4) of the
Exchange Act, NASD Rules 2110 (for conduct occurring prior to December 15, 2008) and 3110

(for conduct occurring prior to December 5, 2011) and FINRA Rules 2010 (for conduct

occurring on or after December 15, 2008) and 4511 (for conduct occurring on or after December
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5, 2011), and Olson violated NASD Rules 2110 (for conduct occurring prior to December 15,
2008) and 3110 (for conduct occurring prior to December 5, 2011) and FINRA Rules 2010 (for
conduct occurriﬁg on or after December 15, 2008) and 4511 (for conduct occurring on or after
December 5, 2011).

Failure to Supervise Eléctronic Communications

Violations of NASD Rules 2110 and 3010, and FINRA Rule 2010,
by Great Point and Olson

128.  Great Point’s written supervisory procedures dated December 26, 2008, required
that all electronic communications, including e-mails and instant messages, sent or received
relating to broker dealer business be retained for three years. Notwithstanding this provision,
between December 2008 and October 2013, the firm failed to retain trader-to-trader
communications.

129.  Great Point’s written supervisory procedurés dated January 13, 2013, prohibited
the use of personal e-mail accounts for business communications. Notwithstanding this
provision, between December 2008 and October 2013, Great Point had no effective means, or
supervisory review in place, to enforce compliance with this or any other provisions of the firm’s
policy relating to electronic communications.

130. Between December 2008 and October- 2013, with the exception of his suspension
period, Olson was responsible for establishing and enforcing the firm’s supervisory system and
procedures with respect to electronic communications, including the firm’s e-mail retention
policy. During this period, Olson failed to establish, maintain and enforce an effective system of
supervision and written supervisory procedures reasonably designed to address the supervision

and review of trader-to-trader electronic communications.
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131.  Further, Olson failed to take reasonable steps to ensure that any other
supervisor(s) with delegated authority regarding the supérvision of electronic communications
reasonably and diligently c@ed out those duties.

132. Based on this conduct, Great Point and Olson violated NASD Rule 2110 (for
conduct occurring prior to December 15, 2008), FINRA Rule 2010 (for conduct occurring on or
after December 15, 2008), and NASD Rule 3010.

Failure to Supervise Short Sale Transactions
Violations of NASD Rules 2110 and 3010 and FINRA Rule 2010 by Great Point

133.  Great Point’s written supervisory procedures mannals dated March 15, 2008 and
December 26, 2008 were deficient in that they included outdated references to short sale rules no
longer in effect, and failed to make reference to the requirements of Regulation SHO concerning
order marking, locating and borrowing stock, and deiivery procedures.

134. Based on this conduct, Great Point failed to establish, maintain, and enforce a
reasonable system of supervision, including adequate written supervisory procedures, with
respect to short sale transactions.

135. Based on this conduct, Great Point violated NASD Rule 2110 (for conduct
occurring prior to December 15, 2008), FINRA Rule 2010 (for conduct occurring on or after
December 15, 2008), and NASD Rule 3010.

Based on these considerations, the sanctions hereby imposed by the acceptance of the
Offer are in the public interest, are sufficiently remedial to deter Respondents from any future
misconduct, and represent a proper discharge by FINRA, of its regulatory responsibiiity under

the Securities Exchange Act of 1934,
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SANCTIONS

It is ordered that:

1

Olson is barred from associating with any FINRA member in a principal
capacity, and fined $50,000 (jointly and severally with Great Point as
described in paragraph 2 below); '

Great Point is censured and fined $1,100,000, payable to FINRA (of
which Olson shall be jointly and severally liable with Great Point to pay
$50,000 of the fine as described in paragraph 1 above);

. As of the date of the Order Accepting Offer of Settlement,, Great Point

shall be prohibited from trading in the Nasdag Continuous Book while
simultaneously trading in the same security, on the opposite side of the
market, during the Nasdaq Opening or Closing Cross process until such
time that the firm submits proof that it has implemented the
recommendations of the independent consultant described in paragraph 4,
below, with respect to the supervisory deficiencies identified in the
Complaint (as amended herein); and

Great Point shall further undertake to:

a. Retain, within 30 days of the date of the Order Accepting Offer of
Settlement, an Independent Consultant, acceptable to FINRA staff,
to conduct a comprehensive review of the adequacy of Great
Point’s s policies, systems, controls, procedures (written and
otherwise), and training relating to:

1. potentially manipulative trading activity, including but not
limited to, trading in connection with the Nasdaq Opening
and Closing Cross, “layering” and “spoofing” activity;

2. retention and supervision of electronic communications;
and
3. short sale orders and transactions.
b. Exclusively bear all costs, including compensation and expenses,

associated with the retention of the Independent Consultant;

C. Cooperate with the Independent Consultant in all respects,
including by providing staff support. Great Point shall place no
restrictions on the Independent Consultant’s communications with
FINRA staff and, upon request, shall make available to FINRA
staff any and all communications between the Independent
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Consultant and the firm, and documents reviewed by the
Independent Consultant in connection with his or her engagement.
Once retained, Great Point shall not terminate the relationship with
the Independent Consultant without FINRA staff’s written
approval; Great Point shall not be in, and shall not have, an
attorney-client relationship with the Independent Consultant and
shall not seek to invoke the attorney-client privilege or other
doctrine or privilege to prevent, restrict, or delay the Independent
Consultant from transmitting any information, reports or
documents to FINRA;

At the conclusion of the review, which shall be no more than 120
days after the date of the Order Accepting Offer of Settlement,
require the Independent Consultant to submit to the firm and
FINRA staff an Initial Report. The Initial Report shall address, ata -
minimum: (i) the adequacy of the firm’s policies, systems,
controls, procedures, and training relating to potentially
manipulative trading activity, including but not limited to, trading
in connection with the Nasdag Opening and Closing Cross,
“layering” and “spoofing” activity; retention and supervision of
electronic communications; and short sale orders and transactions;
(i1) a description of the review performed and the conclusions
reached; and (iii) the Independent Consultant’s recommendations
for modifications and additions to the firm’s policies, systems,
controls, procedures, and training relating to potentially
manipulative trading activity, including but not limited to, trading
in connection with the Nasdaq Opening and Closing Cross,
“layering” and “spoofing” activity; retention and supervision of
electronic communications; and short sale orders and transactions;

Require the Independent Consultant to enter into a written
agreement that provides that, for the period of engagement and two
years following completion of the engagement, the Independent
Consultant shall not enter into any other employment, consultant,
attorney-client, auditing or other professional relationship with
Great Point, or any of its present or former affiliates, directors,
officers, employees, or agents acting in their capacity as such. Any
firm with which the Independent Consultant is affiliated in
performing his or her duties pursuant to this Offer shall not,
without prior written consent of FINRA staff, enter into any
employment, consultant, attorney-client, auditing or other
professional relationship with Great Point or any of its present or
former affiliates, directors, officers, employees, or agents acting in
their capacity as such for the period of the engagement and two
years following completion of the engagement;
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Within 60 days after delivery of the Initial Report, Great Point
shall adopt and implement the recommendations of the
Independent Consultant or, if it determines that a recommendation
is unduly burdensome or impractical, propose an alternative
procedure to the Independent Consultant designed to achieve the
same objective. The firm shall submit such proposed alternatives in
writing simultaneously to the Independent Consultant and FINRA
staff. Within 30 days of receipt of any proposed alternative
procedure, the Independent Consultant shall; (i) reasonably
evaluate the alternative procedure and determine whether it will
achieve the same objective as the Independent Consultant’s
original recommendation; and (ii) provide the firm and FINRA
staff with a written decision reflecting his or her determination.
The firm will abide by the Independent Consultant’s ultimate
determination with respect to any proposed alternative procedure
and must adopt and implement all recommendations deemed
appropriate by the Independent Consultant;

Within 30 days after the issuance of the later of the Independent
Consultant’s Initial Report or written determination regarding
alternative procedures (if any), Great Point shall provide FINRA
staff with a written implementation report, certified by an officer
of Great Point, attesting to, containing documentation of, and
setting forth the details of the firm’s implementation of the
Independent Consultant’s recommendations;

Great Point shall further retain the Independent Consultant to
conduct a follow up review and submit a written Final Report to
the firm and to FINRA staff no later than one year from the date of
the Order Accepting Offer of Settlement. In the Final Report, the
Independent Consultant shall address Great Point’s implementation
of the systems, policies, controls, procedures, and training and
make any further recommendation he or she deems necessary.
Within 30 days of receipt of the Independent Consultant’s Final
Report, Great Point shall adopt and implement recommendations
contained in the Final Report; and

Upon written request showing good cause, FINRA staff may
extend any of the procedural dates set forth above.
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Respondents Great Point and Olson agree fo pay the monetary sanction(s) upon notice
that this Offer has been accepted and that such payments are due and payable. Great Point and
Olson have submitted an Election of Payment Form showing the method by which they propose
to pay the fine imposed.

The sanctions herein shall be effective on a date set by FINRA staff. A bar or expulsion
shall become effective upon approval or acceptance of this Order.

SO ORDERED.

FINRA

Signed on behalf of the
Director of ODA, by delegated authority

e IR

“Robert A. Marchman
Eyecutive Vice Presidént and Counsel
epartment of Market Regulation
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