THE NASDAQ STOCK MARKET LLC
NOTICE OF ACCEPTANCE OF AWC

Via Certified, Return Receipt Requested and E-Mail

TO: Cantor Fitzgerald & Co.
William Shields
Chief Compliance Officer
110 East 59" Street
New York, New York 10022

FROM: The NASDAQ Stock Market LLC (“Nasdaqg”)
c/o Financial Industry Regulatory Authority (“FINRA”)
Department of Enforcement
Brookfield Place
200 Liberty Street
New York, New York 10281

DATE: March 16, 2020

RE: Notice of Acceptance of Letter of Acceptance, Waiver and Consent No. 2015045163501

Please be advised that your above-referenced Letter of Acceptance, Waiver and Consent (“AWC”) has
been accepted on March 16, 2020 by the Nasdag Review Council’s Review Subcommittee, or by the
Office of Disciplinary Affairs on behalf of the Nasdag Review Council, pursuant to Nasdag Rule 9216.
A copy of the AWC is enclosed herewith.

You are again reminded of your obligation, if currently registered, immediately to update your Uniform
Application for Broker-Dealer Registration ("Form BD") to reflect the conclusion of this disciplinary
action. Additionally, you must also notify FINRA (or NASDAQ if you are not a member of FINRA) in
writing of any change of address or other changes required to be made to your Form BD.

You will be notified by the Registration and Disclosure Department regarding sanctions if a suspension
has been imposed and by NASDAQ’s Finance Department regarding the payment of any fine if a fine
has been imposed.

If you have any questions concerning this matter, please contact me at (646) 430-7060.

Bryan C. Wallace

Principal Counsel
Department of Enforcement, FINRA

Signed on behalf of NASDAQ
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Enclosure

cc: Isabel Patel, Risk Monitoring Director
(Via E-Mail)

Joseph Dipaola, Risk Monitoring Analyst
(Via E-Mail)

Leonard J. Amoruso, Esq.
James Dombach, Esq.

Murphy & McGonigle, PC
1185 Avenues of the Americas
New York, New York 10036



TO:

RE:

THE NASDAQ STOCK MARKET LLC
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO. 2015045163501

The NASDAQ Stock Market LLC
c/o Department of Enforcement
Financial Industry Regulatory Authority (“FINRA™)

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

Pursuant to Rule 9216 of The NASDAQ Stock Market LLC (“Nasdaq”) Code of Procedure,
Cantor Fitzgerald & Co. (“Cantor” or the “Firm”) 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, Nasdaq will not
bring any future actions against the firm alleging violations based on the same factual findings
described herein.

I
ACCEPTANCE AND CONSENT

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 or on
behalf of Nasdaq, or to which Nasdagq is a party, prior to a hearing and without an
adjudication of any issue of law or fact, to the entry of the following findings by Nasdaq:

BACKGROUND

Cantor became a member of Nasdaq on July 12, 2006, and became a member of FINRA
on February 16, 1945, These memberships remain in effect. Cantor is a U.S. broker-
dealer that is headquartered in New York, New York. The firm engages in institutional
equity, fixed income sales and trading, as well as investment banking and prime
brokerage services. Cantor has 29 branch offices and approximately 724 registered
representatives.

SUMMARY

. On behalf of the Nasdaq, FINRA reviewed the Firm’s compliance with Rule 15¢3-5 of

the Securities Exchange Act of 1934, and related supervisory requirements during the
period March 3, 2015, through January 31, 2019 (the “Review Period™).! During the
Review Period, Cantor was a broker-dealer with market access to a number of exchanges,
which included Nasdagq, by virtue of it engaging in, among other things, market making

' FINRA also investigated this matter on behalf of Choe BZX Exchange Inc. (“BZX"), Cboe EDGX Exchange Inc.
(“EDGX?”), and NYSE Arca, Inc. (“NYSE Arca”).
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activity in Exchange Traded Funds (“ETFs”) on these exchanges. Cantor, however,
failed to establish, document, and maintain risk management controls and supervisory
procedures that were reasonably designed to prevent the entry of erroneous orders.
Further, Cantor’s supervisory system and written supervisory procedures (“WSPs”)
concerning market access were not reasonably designed. Therefore, during the Review
Period, the Firm violated Rules 15¢3-5(b) and (c)(1)(ii) and Nasdaq Rules 2010A and
3010.

FACTS AND VIOLATIVE CONDUCT

Applicable Rules

2. Rule 15¢3-5(b) required that “a broker or dealer with market access, or that provides a
customer or any other person with access to an exchange or alternative trading system ...
establish, document, and maintain a system of risk management controls and supervisory
procedures reasonably designed to manage the financial, regulatory, and other risks of
this business activity.”

3. Rule 15¢3-5(c)(1) required firms that provide market access to establish risk management
controls and supervisory procedures that are “reasonably designed to systematically limit
the financial exposure of the broker or dealer that could arise as a result of market
access.”

4. Rule 15¢3-5(c)(1)(ii) further required controls and procedures reasonably designed to
“[p]revent the entry of erroneous orders by rejecting orders that exceed appropriate price
or size parameters, on an order-by-order basis or over a short period of time, or that
indicate duplicative orders.”

5. Nasdaq Rule 3010(a) required members to establish and maintain a system to supervise
the activities of each registered representative and associated person that is reasonably
designed to achieve compliance with applicable securities laws and regulations and with
applicable Nasdaq rules. Rule 3010(a) further provides that Nasdaq members are required
to comply with NASD Rule 3010 as if NASD Rule 3010 were part of Nasdaq’s Rules.?

6. Nasdag Rule 2010A required members, in the conduct of their business, to observe high
standards of commercial honor and just and equitable principles of trade.

Cantor’s Market Access

7. During the Review Period, Cantor operated, among other trading desks, an ETF Market
Making Desk (the “ETF Desk”) and a Cash Equities Trading Desk (“Cash Trading
Equities™) both of which had market access to Nasdag.

2 Like Nasdaq Rule 3010(a), NASD Rule 3010 (FINRA Rule 3110, as of December 1, 2014) requires members to
establish and maintain a supervisory system, including written supervisory procedures, which is reasonably designed
to achieve compliance with applicable securities laws and regulations, and the applicable SRO rules.












905%. As aresult, the Firm filed a clearly erroneous petition and all trades in the
security at and above $1.09 were cancelled.

23. Further, during the Review Period, the Price Tolerance Control was not reasonably
designed to prevent erroneous orders because it did not reject orders that exceeded its
parameters. Instead, when an order exceeded the threshold the relevant trading desk
could override the notification and submit the order.

24. During the Review Period, the Firm also failed to have reasonably designed WSPs
regarding the review of Price Tolerance Control alerts, clearly erroneous filings, or trade
busts. In 2016, the Firm issued guidance on the clearly erroneous filings procedures and
added a stand-alone policy and procedure for clearly erroneous filings in January 2017,
Notwithstanding these additions, the Firm’s WSPs still failed to provide any guidance to
Firm personnel as to how to determine whether an order that was flagged by the Price
Tolerance Control should be cancelled or routed for execution, or how such reviews
should be documented. As such, the Firm failed to conduct a reasonable and meaningful
review of any alerts generated by the Price Tolerance Control during the Review Period.

Cantor’s Cash Trading Desk ADV Controls

25. From March 2015 until August 2017, the Firm lacked any control that took into account
the individual characteristics of securities. In August 2017, the Firm implemented an
initial ADV control for a subset of high-priced securities. Subsequently around March
2018, the Firm added some but not all NMS-listed securities in which the Firm was listed
as a registered market maker to its ADV controls. The Firm listed the incorrect number of
securities included in the ADV control in its WSPs, and failed to document the rationale
for excluding from its ADV controls certain NMS securities in which it was a registered
marker maker.

Cantor’s Cash Trading Desk Notional Limit Controls for Reqgulation NMS Securities

26. Although prior to November 2015 the Firm employed procedures and controls that set a
maximum notional value for each order, these procedures and controls were not
reasonably designed. Until November 2015, the Firm had a $1 billion notional value that
would serve to block orders above that limit, which far exceeded the notional value of the
largest non-erroneous order that Cantor entered on any exchange. Further, the Firm
failed to have any documentation demonstrating why the $1 billion notional value was
reasonable. The Firm subsequently reduced the notional value to $75 million in March
2017.

Cantor’s Cash Trading Desk User Size Limits for Traders

27. During the Review Period until May 2017, the Firm also lacked any user size limits for
its traders and failed to address user size limits in its WSPs.

28. The acts, practices and conduct described above in paragraphs 8 through 27 constitute
violations of Rules 15¢3-5(b) and (c)(1)(ii), and Nasdag Rules 2010A and 3010(a).









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 opportunity
to ask questions about it; that it has agreed to the AWC’s provisions voluntarily; 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.

2 / I / -0 Cantor Fitzgerald & Co.
Date Respondent

By: Uuas A SH O
Name: //l /\_//\\

Title:  CC_D

Reviewed by;

Leonard J. oruso, Esq.
James Dombach, Esq.
Murphy & MlcGonigle, PC
1185 Avenue of the Americas

New York, NY 10036
Tel. 212-880-3622

Accepted by Nasdaq:

March 16, 2020 w‘uﬁf_{_‘

Date Bryan C. Wallace, Principal Counsel
Department of Enforcement

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








