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April 28,1998 

Mr. Michael A Macchiaroli 
AssociatcDirrctw 
Division of Market Regulation 
US. Securities and Exchauge Commisshn 
450,Fifth StEact N-W. 
W a s h w n  D.C. 20549 

F k  Tmtment of O K  Tre;;rsray optr ‘om Matched Book Collateral for Cantor 
Fitzguald Securities 

DGar Mr. Ms&.iaroli: 

I ?his letter responds to your q u e s t  for confirmation of tzlc treatmcnt of collateral provided in an 
OTC Treasury options matched book that was reached in our m&g of November 18,1997 and our 
February 26,1998 conferexice call. Present at the m d n g  wme rcpnsentatives of tht SEC, the Bureau of 
the Public Debt, NASDR, Cantor Fitzgerald Securities (Tantor Fi tzgdr) ,  and Roger G. Coffin, 
Coopers & Lyb- L.L.P. Set forth below is a briefdescription of the name of& buiness and the 
regulatory treatment mdcr SEC and Treasury rules that will apply to Cantor Fitzgdd’s OTC Treasury 
options matched book business (WTC Treasury options business”). 

Cantor Fitzgmld is a govcrnrnent sccuritics bmkerdeder registered with the Stcuritics &d 
Exchange Commission under Section 15C of the Securities Exchange Act of I934 (“&change Act’’) and 
is subject to the rules adopud by the Department of the Treafllry under Section 1%. Cantor Fitzgerald is 
not a member of the Securities Investor Protection Capoxation. cantor Fitzgerald engages in a varieq of 
government stcufities activities, including principal brokering of OTC options on U.S. Treasury 
SecUrities. In conducting its On= Treasury options business, Cantor Fitzgald acts as riskless principal 
in mlcring into matching OTC Trcasury uptiom simuttaneouSly bought from, and sold to, different 
countuparties. Cantor F i t z g d d  acts as a principal to each cotnttrparty. For example, Cantor 
Fitzgerald will buy an option from Jhler A and sell an identidal option to Dealer €3. Based on this 
mnganent. there is no market risk and limitad cradit risk to Cantor Fitzgcrald. 

Currcntly. !he vast majority of Cantor Fitzgmld’s counbxparties and transactions in matched OK: 
Treasury option transactions are broker-dealers, foreign dealers, or government securities dr#lers that are 
not “customers” for pwposes of Exchange Act Rule 15~3-3 and Treasury Rule 403.4. Thus. any collateral 
received fiom a broker-dcalcr corn- for whom Cantor Fitzgerald has purchased an OTC Treasury 
option may be rchypothecated by Cantor Fitzgerald to it counkrparty without triggering the possession and 
control or customer resme fornula provisions of Rule 403.4. 

To enhance the liquidity of its screen brokerage of OTC Treasury options business, Cantor -. 
Fitzgmld must include sophisticaud institutional investors that arc not brokerdealers, foreign dealers, or 
governmat securities desks, and therefore are “customers” under Rule 15~3-3  and Treasury ‘ 
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- Prim to participating as a couuteparty in Cantor Fitzgdd's OTC T m  options 
business and rehypotaacating the collateral provided by any particular institutional 
munterparfy, Cantor Fitzgdd will obtain a writaen a w t  &om each institutiOnal 
comterpaty~ stating that the countaparty agrees to and understands that any collateral 
provided do Cantor Fitzgedd under an OTC option agreement can be rehypothecated to 
other counterpsrties in the course of the O X  Treasury options business and will not be 
subject to the possession and confro1 requirements of the Exchange Act Rules 15~3-3, 
8c-1 or 15~2-I. The agreement wit1 fiather state that the counterparty recognizes that in 
the event of a dekult ar failure of Cantor Fiacrald, the counterparty will become an 
m c d  creditor of Cantor FitzgcraId and will hve  no rights to attach the collateral or 
*thcAuise~against the counterparty- c 

Cantor F i k g d d  will perfom a daily calculation ofthe "credits" and "debits" received 
as mllateral fiom both non-customcr broIoeraealcrs and "customer" couuterparties, and 
will rehypotheeatc collateral only to the extent n d e d  in thc conduct of its OTC 
Treasuxy options business. Cautor Fikgerald Will at all times maintain all countexparty 
collateral ielattd to its OTC Treasury matched book business in an account separate and 
apart from the general =sets of thc firm similar to an account established under section 
(k)(2)(i) of Exchange Act Rule 15~3-3. AII &llatcraI not subject to rehypothecation 
contemplated above must be segregated and remain in the separate accaunt Cantor 
Fitzgdd will obtain a written achowlcdgmcnt from the bank holding collateral in 
such acoormt h t  the cullamal wil1 not be subject to any right, charge, securify interest, 
lien, or c k  of any kind in favor of thc bank or any jason claiming through the bank 
Cantot Fitzgdd will bepmnittcd totehyps)thecste wIlatd consistent with these 
requirements and will not otherwise be subjtct to the nquhmt for locking up 
~ I l a t c d  under applicable SEC and Treasury rules8. 
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2. For purposes of this leutr, "idrUtiMIp1 oouncupany" meam any oountaprty M pason acting on its bchatf that 
would be dasmsd a# a "customtr" fw pwposcs of Rule I Sc3-3 ud Twury  requirements, adng for its own 
m u n t  01 for &c accuunts of other inob'tutiod eounmqudsq that In the aggregaca OURS a invests on a 
discraidnary basis 4t leasi: SlOO miliian in sccuritia of issum that arc not afRliptad with the cauntcqxmy. 
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W e  btlicvc the fwoing ~uratdyrcflocts the u u a d i u g  reached at ora November 18, I997 
meeting and om Felwuary 26,1998 cod- call. Should you, Treasuy or NASDR staff have my 
questianS regardiug thc above, please 4 1  me at (212) 938-5445. Cansistent with our c a n ~ t i o n s ,  fhe 
bkmdcalcr would like to begin folIowing the ~ t m e n t  outlined herein as soon as pctical. TImk you 
again for you assistmce in this matter. 

Sincmly, 
1 

copies: Roger G. Coffin 
Kenneth P ipj  
Thomas cassclla 
Samuel Luquc, Jr. 
Kerry- 
Lori Smtamorena 
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Skphkn M. Merkel 
Senior Vice President 
GcndCounseI 
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