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Dear Mr. Kronfeld:

In your letter dated Sfeptember 10, 2004, as supplemented by conversations with
the staff, you request on behalf of Banco Santander Central Hispano, S.A., a bank
organized under the laws of the Kingdom of Spain (“BSCH”), an exemption from Rules
101 and 102 of Regulation M under the Securities Exchange Act of 1934 (“Exchange
Act”), in connection with BSCH s acquisition of Abbey Nat1onal plc, a bank organized
under the laws of England and Wales (“Abbey National™).!

You seek an exemption to permit certain BSCH afﬁliates each operating asa
the ordmary shares of BSCH durmg the distribution of BSCH’s shares to the shareholders
of Abbey National. Specnﬁcally, you request that: (i) Pereda Gestion, S.A., a corporation
organized under the laws of Spaln (the “Market-Making Subsidiary”), be permitted to
continue to engage in market-making activities on the Automated Quotation System of
the Spanish stock exchanges‘ (11) the treasury departments of BSCH and Banco Espafiol
de Credito, S.A., a bank orgamzed under the laws of Spain (the “Trading Units™), and
other affiliates of BSCH out51de of Spain and the United States conducting similar
activities (the “International JTradmg Units™), Santander Central Hispano Bolsa, S.V.,
SA and Banesto Bolsa, S.Vi., S.A., each of which is a corporation organized under the
laws of Spain (the “Brokerage Units”), and other affiliates of BSCH outside of Spain and
the United States conducting similar activities (the “International Brokerage Units”), be
permitted to continue to eng:;;lge in derivatives hedging activities as described in your

\
! As described in your letter, the q1obal Companies may be deemed to be “affiliated purchasers” of BSCH,
thus subject to Rule 102 of Regulatlon M. As also described in your letter, although none of the Global
Companies currently expects to do so, if any of the Global Companies participates in the proxy solicitation

effort relating to the Acquisition, such company would likely be deemed to be a “distribution partl(:lpant P @ @@ESS

pursuant to Rule 101 of Regulatxon M.
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letter; (iii) Santander Pensiones S.A., E.G.F.P., Santander Gestién de Activos S.A.,

S.G.LL.C., Banif Gestién S.A., S.G.LL.C., Banesto Banca Privada Gestién S.A., S. G LI1.C.
and Santander Carteras S.A.,!S.G.C., each of which is a corporation organized under the
laws of Spain (the “Asset Managers”), and other affiliates of BSCH in Europe, Latin
America and the Bahamas conducting similar activities (collectively, the “International
Asset Managers”), be permitt;ed to continue to engage in investment management
activities as described in your letter; (iv) Santander Central Hispano Seguros y
Reaseguros, S.A., a corporatﬂon organized under the laws of Spam (the “Insurance
Company™), be permltted to continue to engage in activities in connection with
investment selections made by purchasers of insurance products as described in your
letter; and (v) the Brokerage Units and the International Brokerage Units be permitted to
continue to engage in unsolicited brokerage activities as described in your letter.

You also seek an exemption to permit certain BSCH affiliates, each operating as a
separate division of BSCH, to conduct specified transactions in the United States and
Puerto Rico in the ordinary shares of BSCH during the distribution of BSCH’s shares to
the shareholders of Abbey National. Specifically, you request that: (i) Santander Asset
Management Inc., a corporati;on organized under the laws of Puerto Rico (the “Puerto
Rico Asset Manager”), be permitted to continue to engage in investment management
activities in Puerto Rico as dc%scribed in your letter; (ii) Santander Securities Corporation,
a corporation organized undc?r the laws of Puerto Rico (the “Puerto Rico Brokerage
Unit”), be permitted to continue to engage in unsolicited brokerage activities in Puerto
Rico and the United States as described in your letter; and (ii1) Santander Investment
Securities, Inc., BSCH’s affiliated U.S. broker-dealer (“U.S. Brokerage Unit”), be
permitted to continue to engage in unsolicited brokerage activities in the United States as
described in your letter.

We have attached a copy of your letter to avoid reciting the facts that it presents.
Unless otherwise noted, each} defined term in this letter has the same meaning as defined
in your letter. |

|

Response:

Based on the facts and representatlons that you have made in your letter, but

without necessarily concumr‘xg in your analysis, the Commission hereby grants BSCH an
exemption from Rules 101 ar‘ld 102 of Regulation M to permit the Global Companies to
engage in the transactions de§cﬁbed in your letter. In particular, in your letter you make

the following key representat‘xons:

\

¢ During 2003, the avefage daily trading volume in the BSCH Shares on the
Spanish Exchanges w‘as approximately €332.33 million (or approximately
US$402.85 million at current exchange rates), and BSCH’s market capitalization
was approximately €44 8 billion (or approximately US$54.31 billion at current
exchange rates), the Iargest of any Spanish bank and the second largest of any

Spanish company, representing 16.24% of the IBEX 35 Index;
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During 2003, the average daily trading volume of the ADSs on the NYSE was

~ approximately $2.19 million, and the average daily trading volume in the BSCH

Shares on the Milan, Lisbon and Buenos Aires Stock Exchanges was

approximately €124,628 (or approximately US$151,074 at current exchange
rates) in the aggregate;
The principal tradingmarket for BSCH Shares is Spain;

The number of BSCH Shares to be delivered to Abbey National shareholders
through the Acqu1s1t10n will represent approximately 23.6% of the BSCH Shares
outstanding upon consummation of the Acquisition;

Each of the Global Companies operates as a separate division of BSCH, and there
are established “Chinese Wall” procedures to prevent price-sensitive information
relating to BSCH Shares and information relating to the Acquisition from passing
between the sales/trading areas of these companies and other areas, including any
investment oversight committees, of these companies;

The Market-Making Subsidiary conducts its market-making activities outside the
United States, and du‘ring 2003 the Market-Making Subsidiary’s market making
activities accounted for approximately 4% of the average daily trading volume in
BSCH Shares on the Spamsh Exchanges;

Each of the Trading ints the International Trading Units, the Brokerage Units
and the International Prokerage Units conducts its derivative hedging activities
outside the United States, and during 2003, the derivatives hedging activities of
the Trading Units and the Brokerage Units accounted for approximately 16% of
the average daily tradlng volume in BSCH Shares on the Spanish Exchanges;
Each of the Asset Managers and the International Asset Managers conducts its
investment management activities outside the United States;

The Insurance Compény sells insurance products and conducts activities in
connection with inveétment selections made by purchasers of such insurance
products outside the Umted States;

Each of the Brokerage Units and the International Brokerage Units conducts its
unsolicited brokerage activities outside the United States, and during 2003, the
unsolicited brokerage activities of the Brokerage Units (excluding trades executed
by the Market-Making Subsidiary) accounted for approximately 17% of the
average daily trading %volume in BSCH Shares on the Spanish Exchanges;

In the aggregate, BSCH’s market activities represented in excess of 37% of the
average daily trading volume in BSCH Shares on the Spanish Exchanges during
2003, making BSCH, on an aggregate basis, the largest participant in the market
for BSCH Shares on the Spanish Exchanges and the only market maker in such
shares;

The withdrawal of the Market Making Subsidiary as the most important market
participant and the only market maker in BSCH Shares in the primary market for
those shares, which are among the most actively traded in Spain, for an extended
period of time would have serious harmful effects in the home market, and,
indirectly, in the U.S. market for the BSCH Shares, including a significant

\
\
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imbalance of buy anc‘l sell orders, particularly given the large number of shares to
be distributed in the ‘]Acquisition, and thus greater volatility and reduced liquidity;
As of June 30, 2004,|61.90% of BSCH Shares were held by customers of BSCH
and its affiliates in securities accounts at BSCH and its affiliates in Spain. In view
of the leading position of BSCH and its subsidiaries in maintaining the accounts
in which BSCH Shares are held and executing trades in BSCH Shares on the
Spanish Exchanges, BSCH believes significant market disruption could occur if
the Brokerage Units could no longer execute trades in BSCH Shares requested by
clients;
Each of the Brokerage Units, the International Brokerage Units, the Trading
Units, the Intematlonal Trading Units, the Asset Managers, the International
Asset Managers and the Insurance Company has confirmed that the activities for
which it is requesting relief will be conducted in the ordinary course of business
and not for the purpo’se’of facilitating the Acquisition, in accordance with
applicable law in the European Union, Spain and the other markets outside the
United States and Puerto Rico which permit such activities during a distribution;
In Puerto Rico, BSCH conducts a securities business through a separate
subsidiary, the Puerto Rico Brokerage Unit, which is registered with the
Commission as a broker-dealer and is a member of the NASD, and conducts an
asset management busmess through a separate subsidiary, the Puerto Rico Asset
Manager; \
Each of the Puerto Rico Companies has confirmed that the activities for which it
is requesting relief will be conducted in the ordinary course of business and not
for the purpose of facilitating the Acquisition, in accordance with applicable law
in Puerto Rico and the United States;
The Puerto Rico Corripanies will not engage in any market-making, derivatives
hedging, or msurance activities in Puerto Rico or the United States, but rather the
Puerto Rico Asset Manager will only engage in investment management activities
in Puerto Rico in the normal course of business with its customers and the Puerto
Rico Brokerage Unit ~w111 only engage in unsolicited brokerage activities in Puerto
Rico and the United States in the normal course of business with its customers;
In the United States, 1n addition to the Puerto Rico Brokerage Unit, BSCH
conducts a securities business through a separate subsidiary, the U.S. Brokerage
Unit, which is registelled with the Commission as a broker-dealer and is a member
of the NASD; and ‘
The U.S. Brokerage Unit will not engage in any market-making, derivatives
hedging, investment management or insurance activities, but rather will only
engage in unsolicited brokerage activities in the normal course of business with its

customers. ‘
|

This exemption is subject\ito the following conditions:

1. None of th:e transactions of the Global Companies described in youyr -

letter shall occur in the United States, with the exception of the
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transactiqns of the Puerto Rico Companies and the U.S. Brokerage
Unit descnbed in your letter;

2. Allof the‘ transactions described in your letter shall be effected in the
ordinary course of business and not for the purpose of facilitating the
Acquisition;

3. The proxy‘f statement/offering document to be distributed to Abbey
National shareholders shall disclose the possibility of, or the intention
to make, the transactions described in your letter;

4. BSCH ang each of the Global Companies shall provide to the Division
of Market Regulation (the “Division”), upon request, a daily time-
sequenced schedule of all transactions made during the period
begiminé on the day the proxy solicitation or offering materials are
first disseminated to security holders, and ending upon the completion
of the dist;ribution Such schedule shall include:

a. size, broker (if any), time of execution, and price of the
\ transactions;
b. the exchange, quotation system, or other facility through which
. the transactions occurred; and
C. wl‘lether the transactions were made for a customer account or a
! proprietary account.

5. Upon request of the Division, BSCH and each of the Global
Companie‘s shall transmit the information as specified in paragraphs
4a., 4b., and 4c. to the Division at its offices in Washington, D.C.
within 30 ;days of its request;

6. BSCH and each of the Global Companies shall retain all documents
and other information required to be maintained pursuant to the
exemption for at least two years following the completion of the
Acqulsxtxo:n distribution;

7. Representatives of BSCH and each of the Global Companies shall be
made available (in person at the offices of the Commission in
Washingt&n, D.C. or by telephone) to respond to inquiries of the
Division relating to their records; and

8. Except as otherwise exempted from this letter, BSCH and each of the

Global Companies shall comply with Regulation M.

The foregoing exempiion from Rules 101 and 102 of Regulation M is based
solely on the representations made and the facts presented in your letter, and is strictly
limited to the application of these rules to the proposed transactions. Such transactions
should be discontinued, pendling presentation of the facts for our consideration, in the
. event that any material change occurs with respect to any of those facts or

representations. ’

In addition, your attention is directed to the anti-fraud and anti-manipulation

provisions of the Exchange A;sct, including Sections 9(a) and 10(b), and Rule 10b-5
thereunder. Responsibility for compliance with these and any other applicable provisions
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of the federal securities laws must rest with the participants in the various transactions.
The Division expresses no v1ew with respect to any other questions that the proposed
transactions may raise, 1ncludmg, but not limited to, the adequacy of disclosure

concerning, and the apphcablhty of any other federal or state laws to, the proposed
transactions.

D

lt For the Commission, by the

r Division of Market Regulation,
i pursuant to delegated authority,
|
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Assistant Director
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Re: Banco Santander Central Hispano, S.A.: Request for Exemptive
Relief from Rule§ 101 and 102 of Regulation M
| SECURITES ALD BCKANGE CONNUSSION

James A. Brigagliano | ‘ RECEIVED
Assistant Director |

.. L, EP 1 5 2004
Division of Market Regulation : SEP 1o 2004
Securities and Exchange Commission WIS MOE sle\i%*i&w PEGULATION
450 Fifth Street, NW. |
Washington, D.C. 20549/

Dear Mr. Brigagliano:
|

We are writing as counsel to Banco Santander Central Hispano, S.A., a
bank organized under the laws of the Kingdom of Spain (“BSCH?”), about the
application of Regulation M to transactions by BSCH and its affiliates in the
ordinary shares of BSCH (“BSCH Shares”) during the distribution of BSCH
Shares to be made by BSCH to shareholders of Abbey National plc, a bank
organized under the laws of England and Wales (“Abbey National”), in
connection with the proposed acquisition of Abbey National by BSCH (the
“Acquisition”). Specifically, on behalf of BSCH, we ask the Staff to grant BSCH
and its affiliates exemptive relief from Rules 101 and 102 of Regulation M to
permit them to continue, in the ordinary course of business as described below
and in accordance with applicable local law, to engage in the followmg activities
outside the United States durmg the Acquisition distribution:’

Market Making Aczivities. As is customary in Spain for financial
institutions, BSCH engages in market-making activities with respect to BSCH
Shares through a sub31d1ary dedicated to that function (the “Market-Making
Subsidiary”).” The Market Making Subsidiary makes bids and offers for BSCH

" BSCH and certain of its affiliates engage in certain other activities with respect to
BSCH Shares that they intend to cease during the Acquisition distribution or that are permitted
under Regulation M. These acitivities are described elsewhere in this letter.

2 Until very recently, BSCH’s market-making activities were carried out by Banco
Madesant ~ Sociedade Unipessoal, S.A., a corporation organized under the laws of Portugal.
These activities have been Ha@sfened to another subsidiary of BSCH, Pereda Gestién, S.A., a
corporation organized under the laws of Spain.
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Shares on the Automated; Quotatlon System (Sistema de Interconexion Bursatil
Espariol) of the Spanish stock exchanges (the “AQS”), the centralized national
market that integrates by computer quotation the Spanish stock exchanges in
Madrid, Barcelona, Bilbao and Valencia (collectively, the “Spanish Exchanges”)
and purchases and sells BSCH Shares on the AQS. The Market-Making
Subsidiary effects these transactlons for its own account in order to provide
liquidity to the market. ‘

Derivatives Hedgfng Activities. In connection with derivatives relating to
BSCH Shares or baskets or indices including BSCH Shares (collectively, “BSCH
Share Derivatives”) that'the principal trading units of BSCH (the “Trading
Units”)’ and the principal brokerage units of BSCH (the “Brokerage Units™)*
enter into with, or sell to or buy from customers in unsolicited transactions, the
Trading Units and the Brokerage Units solicit and effect trades in BSCH Shares
for their own accounts an‘d for the accounts of their customers for the purpose of
hedging positions (or adjusting or liquidating existing hedge positions) belonging
to them and their customers that are established in connection with these
derivatives activities.’ The Trading Units’ and the Brokerage Units’ hedging

transactions are effected on the AQS.

Trading in BSCH Shares by the Asset Managers Certain affiliates of
BSCH manage the assets of certain mutual funds, pension funds and investor
portfolios (such affiliates, the “Asset Managers”; such funds and investor

|
\
|
\

* The principal Tradmg Units consist of the treasury departments of BSCH and its
affiliate Banco Espafiol de Credlto S.A., a bank organized under the laws of Spain. Similar
activities are carried out by other afﬁhates of BSCH outside Spain and the United States (the
“International Trading Units”), although their volume of activity relating to BSCH Share
Derivatives and their trading in BSCH Shares historically have been low compared to that of the
Trading Units. We ask that the requested relief also cover ordinary course activities of the

International Trading Units. :

* The principal Broke‘rage Units consist of BSCH’s affiliates Santander Central Hispano

Bolsa, S.V., S.A. and Banesto Bolsa, S.V., S.A., both of which are corporations organized under
the laws of Spain. Similar activities are carried out by other affiliates of BSCH outside Spain and
the United States (the “Internatlonal Brokerage Units™), although their volume of activity
relating to BSCH Share Denvatlves and their trading in BSCH Shares historically have been low
compared to that of the Brokerage Units. We ask that the requested relief also cover the ordinary
course activities of the Internanonal Brokerage Units.
I

5 In addition, the Trading Units, the Brokerage Units, the International Trading Units and
the International Brokerage Unlits expect to hold BSCH Share Derivatives, in each case as part of
their portfolios of solicited, proprletary trading derivatives, at the time the restricted period
commences and would expect to continue to hedge these derivatives (through the purchase and
sale of BSCH Shares) during the restricted period. All such BSCH Share Derivatives will have
been entered into in the ordinary course of business and not in contemplation of the Acquisition.
The Trading Units, the Brokerage Units, the International Trading Units and the International
Brokerage Units would not seek to hedge any additional BSCH Share Derivatives acquired or -
entered into in connection with solicited, proprietary trading subsequent to the commencement of
the restricted period. 1
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portfolios, the “Managed, Funds™).® As part of their ordinary investment
management activities on behalf of the Managed Funds, the Asset Managers buy
and sell BSCH Shares forithe Managed Funds’ accounts.’

Trading in BSCH Shares by the Insurance Company. As part of its
business, Santander Central Hispano Seguros y Reaseguros, S.A. (the “Insurance
Company”), an affiliate of BSCH incorporated in Spain, sells certain insurance
products requiring the insurer to invest the premiums paid by the purchaser of the
policies within certain asset classes determined by that purchaser (such as shares
represented in the IBEX 35 Index, which includes BSCH Shares) (such products,
the “Asset Class Pollc1es”) The Insurance Company does not provide any
investment advice to purchasers with respect to the asset classes that may be
selected by the customer as part of the Asset Class Policies.

\

Unsolicited Brokejrage Activities. The Brokerage Units engage in full-
service brokerage activitic;ss for their customers through ordinary customer
facilitation and related services. These services involve discussions with
customers regarding investment strategies, including with respect to BSCH
Shares, and buying and selling BSCH Shares both as principal and agent in
connection with such customers’ unsolicited orders. Although the buy or sell
orders received by the Brokerage Units from their customers are unsolicited, the
Brokerage Units may solicit the other sides of these transactions.®

% The Asset Managers‘ consist of Santander Pensiones S.A., E.G.F.P., Santander Gestion
de Activos S.A., S.G.LLC., Banif Gestién S.A., S.G.11.C., Banesto Banca anada Gestién S.A.,
S.G.II.C. and Santander Carteras S.A., S.G.C,, each of Wthh 1s a corporation organized under the
laws of Spain. |

7 Several of BSCH's afﬁhates in Europe, Latin America and the Bahamas (collectively,
the “International Asset Managers ’) also engage in mutual fund, pension fund and investor
portfolio investment management activities of the kind described above with their customers in
their respective jurisdictions and, in doing so, may buy and sell limited amounts of BSCH Shares
for the accounts of their Managed Funds. In addition, Santander Asset Management Inc. (the
“Puerto Rico Asset Manager”), BSCH’s affiliated asset management company in Puerto Rico,
also engages in mutual fund, pensmn fund and investor portfolio investment management
activities of the kind descnbed above with its customers in Puerto Rico and, in doing so, may buy
and sell limited amounts of BSCH Shares for the accounts of its Managed Funds. We ask that the
requested relief also cover the ordinary course mutual fund, pension fund and investor portfolio
investment management activities of the International Asset Managers and the Puerto Rico Asset
Manager. }

® Santander Investment Securities, Inc., BSCH’s affiliated U.S. broker-dealer, and
Santander Securities Corporation (the “Puerto Rico Brokerage Unit”), BSCH’s affiliated
brokerage company in Puerto Rico, engage in unsolicited brokerage activities with their customers
in the United States and the Puerto Rico Brokerage Unit also engages in unsolicited brokerage
activities in Puerto Rico. The volume of brokerage of BSCH Shares and ADSs by these business

units historically has been low."
\

In addition, the International Brokerage Units engage in unsolicited brokerage activities
of the kind described above w1th their customers, although their volume of brokerage of BSCH
Shares historically has also becn low. We ask that the requested relief also cover the ordinary
course, unsolicited brokerage activities of Santander Investment Securities, Inc., the Puerto Rico

\
|
|
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The Market-Making Subsidiary, the Trading Units, the Brokerage Units,
the Asset Managers and the Insurance Company are collectively referred to herein
as the “Spanish Companies”. The Spanish Companies, together with the
International Trading Units, the International Brokerage Units, Santander

Investment Securities, Inc., the Puerto Rico Companies and the International
Asset Managers are collectively referred to herein as the “Global Companies”.

The availability of the exemption BSCH is requesting would be
conditioned on the disclosure and record-keeping undertakings outlined below.

The descriptions of factual matters in this letter, including the market for
BSCH Shares and the Global Companies’ business and market activities, as well
as the descriptions of certain matters under English law, Spanish law, the laws of
Puerto Rico and the laws of other jurisdictions outside the United States included
in this letter, have been provided to us by BSCH.

I. The Market for BSCH Shares

The principal trad!ing market for BSCH Shares is on the Spanish
Exchanges through the AQS in Spain. The BSCH Shares are also listed on the
New York (in the form of American Depositary Shares (‘“ADSs”)), Milan, Lisbon
and Buenos Aires Stock Exchanges. Each ADS represents one BSCH Share and
is evidenced by an American Depositary Receipt issued by Morgan Guaranty
Trust Company of New York, as Depositary.

At December 31, 2003, there were 4,768,402,943 BSCH Shares
outstanding, held by 1,075,733 record holders. Approximately 55% of the BSCH
Shares were held of record by non-residents of Spain and 7.65% of the BSCH
Shares were held by 836 record holders with registered addresses in the United
States (including Puerto Rico). BSCH’s market capitalization at December 31,
2003 was approximately €44.8 billion ($54.31 billion),” the largest of any Spanish
bank and the second largest of any Spanish company, representing 16.24% of the
IBEX 35 Index. The average daily trading volume in the BSCH Shares on the
Spanish Exchanges in 2003 was approximately €332.33 million (3402.85
million). The average daily trading volume of the ADSs on the New York Stock
Exchange (the “NYSE”) during 2003 was approximately $2.19 million. The
average daily trading volume of the BSCH Shares on the Milan, Lisbon and
Buenos Aires Stock Exchanges during 2003 was approximately €124,628
($151,074) in the aggregate.

Brokerage Unit and the International Brokerage Units. The Puerto Rico Brokerage Unit and the
Puerto Rico Asset Manager are collectively referred to herein as the “Puerto Rico Companies”.

® Throughout this lettér, euros have been translated to dollars at the rate of €1.00 =
$1.2122, the noon buying rate in New York City as published by the Federal Reserve Bank of
New York on July 23, 2004.



James A. Brigagliano 5 September 10, 2004

The AQS links the Spanish Exchanges, providing securities listed on it
with a uniform continuous market that eliminates the differences among the
Spanish Exchanges. The principal feature of the system is the computerized
matching of buy and sell orders at the time of entry of the order. Each order is
executed as soon as a matching order is entered, but can be modified or canceled
until executed. The activity of the market can be continuously monitored by
investors and brokers. All trades on the AQS must be placed through a bank,
brokerage firm, an official stock broker or a dealer firm member of a Spanish
Exchange directly. The AQS operates separate order-matching systems for block
trades (which exceed certain minimum amounts) and all other trades.

In 2003, the aggregate turnover on the Spanish Exchanges, for both equity
and debt securities, was in excess of €1,774.56 billion, and as of December 31,
2003 the overall market capitalization of equity securities listed on the Spanish
Exchanges was approximately €547.76 billion. As of December 31, 2003, there
were 2,219 listed companies and 3,756 listed securities on the Spanish Exchanges.

II. The Market Activities for Which Relief is Sought

BSCH is a global, integrated financial services firm operating principally
in Spain, other European countries and Latin America. BSCH, together with its
subsidiaries, is engaged in retail banking, asset management, private banking,
investment banking and private equity. BSCH has offices worldwide and its
principal executive offices are located in Madrid, Spain. As of December 31,
2003, BSCH was the largest commercial banking group in Spain in terms of
customer deposits. In 2003, BSCH had consolidated net income of approximately
€2.61 billion ($3.16 billion) and at December 31, 2003 total assets of
approximately €351.8 billion ($426.45 billion) and stockholder’s equity of
approximately €18.36 billion (§22.26 billion). ’

The Spanish Companies are either business units or subsidiaries of BSCH
and have separate management in charge of day-to-day operations. Although the
Spanish Companies have,offices outside Spain and the United States, the principal
executive offices of the Spanish Companies are located in Madrid and the Spanish
Companies’ market activities for which BSCH is seeking relief will occur solely
on the Spanish Exchanges and be managed principally by representatives in
Madrid who operate within “Chinese Walls”, as further discussed below. The
Spanish Companies have confirmed that the activities described below, for which
they are requesting relief; are permitted under and would be conducted in
accordance with applicable European Union, Spanish and other local laws.

In the United States, BSCH conducts a securities business through a
separate subsidiary, Santander Investment Securities, Inc., which has its principal
offices in New York City. Santander Investment Securities, Inc. is registered with
the Securities and Exchange Commission (the “SEC”) as a broker-dealer and is a
member of the National Association of Securities Dealers, Inc. (the “NASD”). In
Puerto Rico, BSCH conducts securities and asset management businesses through
the Puerto Rico Companies. The Puerto Rico Brokerage Unit is also registered
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with the SEC as a broker-dealer and is a member of the NASD. In the rest of the
world, excluding Spain, BSCH conducts securities and related businesses through
the International Brokerage Units, the International Trading Units and the
International Asset Managers. With respect to those activities for which BSCH is
seeking relief, (1) Santander Investment Securities, Inc. will only engage in
unsolicited brokerage activities in the United States, (i) the Puerto Rico
Brokerage Unit will only engage in unsolicited brokerage activities in the United
States and in Puerto Rico and (iii) the Puerto Rico Asset Manager will only
engage in asset management activities in Puerto Rico. The rest of the activities
for which BSCH is seeking relief (including unsolicited brokerage and asset
management) will be conducted by the Spanish Companies and the other Global
Companies outside the United States, Puerto Rico and the United Kingdom as
described below. |

Market Making Activities. As is customary in Spain for financial
institutions, BSCH engages in market-making activities with respect to BSCH
Shares through its Market-Making Subsidiary. The Market-Making Subsidiary
makes bids and offers for BSCH Shares and purchases and sells BSCH Shares on
the AQS. The Market-Making Subsidiary effects these transactions for its own
account in order to provide liquidity to the market. The Market-Making
Subsidiary conducts its market-making activities outside the United States and
manages these activities from Madrid.

As noted above, the AQS is an order-matching system, not an inter-dealer
market with formal, officially designated market makers. The Market-Making
Subsidiary engages in its market-making activities by placing bids and offers on
the AQS, primarily through one of the Brokerage Units. However, the Market-
Making Subsidiary is not required to and does not maintain independently
established bid and ask prices. In connection with block trades, if an adequate
counterparty order is not available on the AQS at the time that the bid or offer is
placed, the broker through which the order was placed, or the Market-Making
Subsidiary itself, may solicit counterparty orders. The Market-Making Subsidiary
1s not required to make a market in the BSCH Shares. Accordingly, the Market-
Making Subsidiary does not act as a “market maker” as that term is understood in
the United States securities markets.

BSCH believes that the Market-Making Subsidiary is the only market-
maker for BSCH Shares on the Spanish Exchanges and, during 2003, the Market-
Making Subsidiary’s market-making activities accounted for approximately 4% of
the average daily trading volume in BSCH Shares on the Spanish Exchanges. At
times when supply has significantly exceeded demand, its share of such average
daily trading volume has ;increased materially, but the Market-Making
Subsidiary’s market-making activities generally do not comprise in excess of 20%
of the average daily trading volume in BSCH Shares on the Spanish Exchanges.
The monthly average percentage of outstanding BSCH Shares held as a result of
market-making activities ranged from 0.019% to 0.416% in 2003.



|

|
|
1

\

\
James A. Brigagliano 1 7 September 10, 2004

During the Acquisition distribution, the Market-Making Subsidiary

intends to continue its market-making activities in the ordinary course of business,
although the Acquisition distribution is expected to result in increased selling
pressure and thus volume$ of transactions by the Market-Making Subsidiary may
be higher than average and represent a greater than average percentage of trading
volume, including in excess of 20% of such daily trading volume.

Derivatives Hedging Activities. In connection with BSCH Share
Derivatives that the Trading Units and the Brokerage Units enter into with, or sell
to or buy from customers in unsolicited transactions, the Trading Units and the
Brokerage Units solicit and effect trades in BSCH Shares for their own accounts
and for the accounts of their customers for the purpose of hedging positions (or
adjusting or liquidating ex1st1ng hedging positions) belonging to them and their
customers that are establlshed in connection with these derivatives activities.
These hedging transactions are effected outside the United States, through the
AQS, and during 2003, represented approximately 16% of the average daily
trading volume in BSCH Shares on the Spanish Exchanges.

In addition, the Trading Units and the Brokerage Units expect to hold
BSCH Share Derivatives as part of their portfolios of solicited, proprietary trading
derivatives at the time the Regulation M restricted period commences and would
expect to continue to hedge these derivatives (through the purchase and sale of
BSCH Shares) during thelrestricted period. 19" All such BSCH Share Derivatives
will have been entered mto in the ordinary course of business and not in
contemplation of the Acqu1s1t10n The Trading Units and the Brokerage Units
would not seek to hedge gmy additional BSCH Share Derivatives acquired or
entered into in connection with solicited, proprietary trading activities subsequent

to the commencement of the restricted period.
\

As noted above, the International Trading Units and the International
Brokerage Units also engage in such hedging activities in the ordinary course of
business in their respectlve jurisdictions, each of which is outside the United
States.

Trading in BSCH Shares by the Asset Managers. As part of their
investment management activities, the Asset Managers buy and sell BSCH Shares
outside the United States for the Managed Funds’ accounts. Under Spanish law,
the Asset Managers have a fiduciary duty to oversee the Managed Funds in a
manner that is in the best interests of the investors of those funds. The Asset
Managers are prohibited by law from taking into account any factors other than
the interests of the funds’|beneficiaries in making investment decisions.
Accordingly, the Asset Managers would be prohibited by law from following a
directive by BSCH to cea“se trading BSCH Shares during the Regulation M
restricted period, unless the Asset Managers believed that cessation of such

' The Regulation M restricted period relating to the Acquisition is discussed in Section V
of this letter— “Application of Regulation M”.
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trading was in the best interests of the Managed Funds’ beneficiaries."’ Similarly,
the Asset Managers would be prohibited by law from following a BSCH directive
to bid for or purchase BSCH Shares unless the Asset Managers independently
concluded that such bids or purchases were in the best interests of the Managed
Funds’ beneficiaries. ‘
|

As noted above, t}}e International Asset Managers and the Puerto Rico
Asset Manager also engage in mutual fund, pension fund and investor portfolio
investment management actlvmes for Managed Funds’ accounts in the ordinary
course of business in thelr respective jurisdictions and generally would be subject
to similar fiduciary dutles under the laws of those jurisdictions.'? The
International Asset Managers conduct these activities outside the United States,
and the Puerto Rico Asse‘t Manager conducts such activities in Puerto Rico.

Trading in BSCH jShares by the Insurance Company. The Insurance
Company purchases BSCH Shares in connection with investing premiums paid on
Asset Class Policies, Whié:h require investments within a narrow class of assets,
such as the IBEX 35 Index, that may include BSCH Shares. The Insurance
Company conducts these %activities outside the United States.

|
Under Spanish law, the Insurance Company has a fiduciary duty to the
“purchasers of Asset Class} Policies to oversee the investments with respect to those
policies in a manner that is in the best interests of those purchasers. The
Insurance Company may not take into account any factors other than the interests

"' Some of the pension funds managed by the Asset Managers have an “investment
oversight committee” charged with overseeing the investments made by the Asset Managers. In
|
certain cases, representatives and/or employees of BSCH or its affiliates may be members of those
investment oversight committees. However, those committees (and their members) would be
unable to require the pension ﬁmd Asset Manager to stop or start trading BSCH Shares during the
restricted period if the Asset Manager did not believe it was in the best interests of the fund’s

owners to do so. The represen‘tatwes and/or employees of BSCH who participate on the

mvestment oversight committees are, like the Asset Managers themselves, isolated by Chinese
Walls from the areas of BSCH! where price-sensitive information relating to BSCH Shares and

where information relating to the Acquisition would be discussed.

2 Prior to the commencement of the restricted period, BSCH will issue directives to the
International Asset Managers And to the Puerto Rico Asset Manager requesting such asset
managers to stop trading in BSCH Shares until the termination of the restricted period. The
Spanish National Securities Market Commission (the “CNMV™) has prohibited BSCH from
issuing a similar “stop order” t;o the Asset Managers, all of which are organized under Spanish law
and operate in Spain. Asa result prior to the commencement of the restricted period, BSCH will
instead issue advisory notices to such asset managers informing them that any trading by them in
BSCH Shares during the restricted period could result in a violation of U.S. law. However, in
light of the fiduciary duties that the Asset Managers, the International Asset Managers and the
Puerto Rico Asset Manager have to the beneficiaries of the Managed Funds (as further described
above), no assurances can be g‘iven that such asset managers will in fact refrain from trading in
BSCH Shares during the restricted period. Accordingly, we are asking that the requested relief
cover the asset management activities of the Asset Managers, the International Asset Managers

and the Puerto Rico Asset Mar\}ager to the extent that such asset managers continue to trade in
BSCH Shares in the ordinary course of business during the restricted period.
|



|
|

James A. Brigagliano } 9 September 10, 2004
of its insureds in making ‘investment decisions under these policies. Accordingly,
the Insurance Company would be prohibited by law from following, with respect
to the Asset Class Policies, a directive by BSCH to cease trading BSCH Shares
during the Regulation M restricted period, unless such a halt in trading were in the
best interests of the purchasers of those policies. Similarly, the Insurance
Company would be prohlblted by law from following a BSCH directive to bid for
or purchase BSCH Shares unless the Insurance Company independently
concluded that such bids or purchases were in the best interests of its insureds
under the Asset Class Policies.

Unsolicited Brokerage Activities. The Brokerage Units engage in full-
service brokerage activities outside the United States for their customers through
ordinary customer facilitzttion and related services. These services involve
discussions with customers regarding investment strategies, including with
respect to BSCH Shares, and buying and selling BSCH Shares in Spain and
elsewhere outside the United States as both principal and agent in connection with
such customers’ unsolicited orders.”> The unsolicited brokerage activities of the
Brokerage Units (excludmg trades executed by the Brokerage Units on behalf of
the Market-Making Sub51d1ary) represented approximately 17% of the average
daily trading volume in BSCH Shares on the Spanish Exchanges during 2003.

\
Although the Brokerage Units from time to time provide advice to their

customers regarding an investment in BSCH Shares, none of the Brokerage Units,
BSCH or any subsidiary of BSCH publishes research reports concerning BSCH."
Furthermore, the Brokerage Units’ personnel have been instructed not to make
any investment recommendations to their customers with respect to either BSCH
Shares or ADSs or Abbey National’s shares or ADSs during the restricted period.

As of June 30, 2004, 61.90% of BSCH’s Shares were held by customers of
BSCH and its affiliates in securities accounts at BSCH and its affiliates in Spain.
The Brokerage Units are required by Spanish law, as well as, in some cases, by
the terms of their contracts with such customers, to facilitate the trading activity
of customers as described above.'” It would place a substantial burden on these
customers to require them to transfer their BSCH Shares to a securities account
with another bank, or to have the Brokerage Units place orders with another bank,
in order to make trades with respect to the BSCH Shares during the Acquisition
distribution. Moreover, the Brokerage Units would likely lose a significant
number of these customers if they were prevented from providing them with
customary facilitation ser}vices during this time period.

'* In addition, although the buy or sell orders received by the Brokerage Units from their
customers are unsolicited, the Brokerage Units may solicit the other sides of these transactions.

' Accordingly, none ?f the International Brokerage Units, Santander Investment
Securities, Inc. or the Puerto Rico Brokerage Unit publishes research reports concerning BSCH.
|

' The Brokerage Units are not required, however, to buy or sell BSCH Shares as
principal for the benefit of their clients.
i
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As noted above, Santander Investment Securities, Inc. engages in
unsolicited brokerage transactions with its customers in the United States and the
Puerto Rico Brokerage Unit engages in unsolicited brokerage transactions with its
customers in the United States and in Puerto Rico. These transactions are effected
on the NYSE, in the over-the-counter market and, occasionally, through the AQS
in Spain. In addition, the International Brokerage Units also engage in unsolicited
brokerage transactions with their customers in their respective jurisdictions, each
of which is outside the United States. The personnel of Santander Investment
Securities, Inc., the Puerto Rico Brokerage Unit and the International Brokerage
Units have been instructed not to make any investment recommendations to their
customers with respect to either BSCH Shares or ADSs or Abbey National’s
shares or ADSs during the restricted period.

Significance to Market. As noted above, the Market-Making Subsidiary’s
market-making activities accounted for 4% of the average daily trading volume in
BSCH Shares on the Spanish Exchanges, while the derivatives hedging activities
of the Trading Units and the Brokerage Units and the unsolicited brokerage
activities of the Brokerage Units (excluding trades executed on behalf of the
Market-Making Subsidiary) represented approximately 16% and 17%,
respectively, of such average 2003 trading volume. In the aggregate, BSCH’s
market activities represented in excess of 37% of the average daily trading
volume in BSCH Shares on the Spanish Exchanges during 2003, making BSCH,
on an aggregate basis, the largest participant in the market for BSCH Shares on
the Spanish Exchanges and the only market-maker in such shares. Although
BSCH is unable to determine on whose behalf the non-BSCH record holders of
BSCH Shares are trading such shares on the Spanish Exchanges, the second
largest participant in the market for BSCH Shares accounted for only
approximately 10% of average 2003 daily trading volume on the Spanish
Exchanges.

Chinese Walls. BSCH has established “Chinese Wall” procedures to
prevent price-sensitive information from passing between any area in which
market-making, derivatives hedging, asset management (including any investment
oversight committee), insurance or brokerage activities of the Global Compames
are conducted and any other area of BSCH in which price-sensitive information
relating to BSCH Shares, including information relating to the Acquisition, would
be available. Accordingly, during restricted periods prior to announcements of
earnings results or other material developments that have not yet become public,
the Global Companies are generally able to continue their respective market
activities. BSCH will continue to maintain these Chinese Wall procedures during
the Acquisition distribution. Furthermore, the Global Companies will continue to
conduct their market activities free of direction from senior management of
BSCH, including management with responsibility for the Acquisition.

III. Other Market Activ‘lities for Which Relief is Not Being Sought

BSCH and certain of its affiliates, including the Global Companies,
conduct other market activities in or relating to BSCH Shares in the ordinary
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course of business. These companies regularly buy and sell BSCH Shares for the
purpose of generating trading gains and independent of any need for liquidity in
the market. They also enter into, buy and sell BSCH Share Derivatives on an
unsolicited basis and on a solicited basis for proprietary trading purposes. In
addition to the hedging activities for which relief is being sought, BSCH and
certain of its affiliates purchase and sell BSCH Shares to hedge their proprietary
positions in BSCH Share Derivatives.'® In connection with the Acquisition,
BSCH and its affiliates will suspend these market activities during the restricted
period to the extent they are prohibited by Regulation M. Accordingly, BSCH is
not seeking relief from the Staff for these activities.

IV. The BSCH/Target Acquisition

On July 25, 2004, the Boards of Directors of BSCH and Abbey National
reached an agreement on the terms of the Acquisition pursuant to which each
holder of Abbey National’s common stock will have the right to receive, for each
Target share, one BSCH Share and 25 pence (approximately $0.46)"" in cash to be
paid through a special dividend.'®

The Acquisition will be effected by means of a Scheme of Arrangement
under Section 425 of the Companies Act 1985 of England and Wales. Pursuant to
the provisions of Section 425, BSCH intends to deliver the BSCH Shares in
exchange for the cancellation of Abbey National’s shares. In order for the
Scheme of Arrangement to become effective and binding, the following steps
must take place in sequence:

o distribution of a proxy statement/offering document to all
registered shareholders of Abbey National which contains the
background to, reasons for, and terms and conditions of the
Acquisition as well as notices of the Court Meeting (as defined
below) and Shareholders’ Meeting (as defined below), which
meetings are scheduled to occur approximately one month after the
distributidn of such proxy statement/offering document;

e approval Qf the Scheme of Arrangement by a majority in number
of the holders of Abbey National’s shares representing not less
than 75% in value of the votes cast of holders of such shares at a

'® We note that exemptive relief is being sought with respect to hedging of proprietary
BSCH Share Derivatives positions entered into prior to the commencement of the restricted
period. ‘

' United Kingdom Pounds have been translated to dollars at the rate of £1.00 = $1.8321,
the noon buying rate in New York City as published by the Federal Reserve Bank of New York on
July 23, 2004.

¥ The total dividend to be received by Abbey National’s shareholders equals 31 pence
(approximately $0.57), of which 25 pence is a special dividend and 6 pence is an ordinary
dividend.
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meeting (tﬂe “Court Meeting”) convened at the direction of the
High Court of England and Wales (the “High Court”);

e approval of a special resolution required to implement the Scheme
of Arrangement through a capital reduction in Abbey National by
holders of Abbey National’s shares representing not less than 75%
in value of votes cast of holders of such shares at an extraordinary
general meeting of shareholders convened by Abbey National (the
“Shareholders’ Meeting”);

e the sanctio!n of the Scheme of Arrangement by the High Court after
a hearing relating thereto; and

e the registration of the court order approving the Scheme of
Arrangement with the Registrar of Companies in England and
Wales.

In order to sanction the Scheme of Arrangement, the High Court must
consider, among other things, the fairness of the Scheme of Arrangement with
regard to the interests of Abbey National’s shareholders. In determining whether
to sanction the Scheme of Arrangement, the Court may require additional
evidence as to the falmess of the Scheme of Arrangement and may entertain any
objections brought by interested parties. Because of the various procedural steps
which need to be completed in order for the Acquisition to be sanctioned as a
Scheme of Arrangement (including the obtaining of necessary anti-trust and
regulatory approvals and ;clearances in the United Kingdom, Spain and the United
States, the satisfaction of certain closing conditions and the approval required by
BSCH’s shareholders in order to effect a necessary capital increase), BSCH
estimates that the entire p‘rocess could last up to two months after distribution of
the proxy statement (and potentlally longer in the event of a competing offer for
Abbey National). |

The BSCH Shares to be delivered pursuant to the Scheme of Arrangement
‘will be issued in the United States without registration under the Securities Act of
1933 pursuant to Section 3(a)(10) thereof. The BSCH Shares to be delivered to
Abbey National’s shareh@lders will represent approximately 23.6% of the BSCH
Shares outstanding upon consummation of the Acquisition. Abbey National’s
shares are listed on the London Stock Exchange and their principal market is in
the United Kingdom. In addition, ADSs representing Abbey National’s shares are
traded in the over-the-counter market in the United States. As of July 23, 2004,
the date on which the Acquisition was announced, the Acquisition consideration
represented a premium of approximately 28.6% for Abbey National’s
shareholders (based on the average closing mid-market prices for the BSCH
Shares and the Abbey National shares for the three-month period up to the date
preceding the announcement) and a premium of approximately 17.3% for such
shareholders (based on the closing mid-market prices for the BSCH Shares and
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the Abbey Natlonal shares on July 22, 2004, the day preceding the
announcement) ‘

V. Application of Regulation M

In connection with the Acquisition, BSCH will distribute BSCH Shares to
Abbey National shareholders and, therefore, will be engaged in a distribution in
the United States for purposes of Regulation M. Under Regulation M, the
restricted period for the distribution will begin on the day that the proxy
statement/offering document is first mailed to Abbey National shareholders and
will end once Abbey National’s shareholders have approved the Acquisition at the
Shareholders’ Meeting. Thus, as noted above, the restricted period is likely to last

approximately one month (or potentially longer in the event of a competing offer
for Abbey National).

As business units of BSCH that, from time to time, purchase BSCH Shares
for their own accounts and the accounts of others and recommend and exercise
investment discretion with respect to the purchase of BSCH Shares, the Global
Companies may be deemed to be “affiliated purchasers” of BSCH, as defined in
Rule 100 of Regulation M. In addition, none of the Global Companies currently
intends to participate in the proxy solicitation effort relating to the Acquisition;
accordmgly, they would not be deemed to be “distribution participants” as defined
in Rule 100 and, thus, would be subject to Rule 102 of Regulation M.

Under Rule 102, the Global Companies will not be permitted to bid for or
purchase, or attempt to induce any person to bid for or purchase, BSCH Shares
during the restricted period unless one of the specified exceptions under Rule 102
is available. There are no exceptions available under Rule 102 that would permit
the Global Companies to engage in the market-making, derivatives hedging, asset
management, insurance and unsolicited brokerage activities described in Section
II of this letter. Therefore, without the requested exemptive relief, the Global
Companies would not be permitted to engage in these activities for an extended
period of time, which is l;ikely to last approximately one month (or potentially
longer in the event of a competing offer for Abbey National).

BSCH believes tl{at the withdrawal of the most important market
participant and the only market-maker in BSCH Shares in the primary market for

" In calculating the premium to be received by Abbey National’s shareholders, the
Acquisition consideration does not include the 6 pence ordinary dividend.

|
** If any of the Global Companies participated in the solicitation effort, they would likely

be considered a “distribution participant” and thus would be subject to Rule 101 of Regulation M.
Under Rule 101, none of the Global Companies would be permitted to bid for or purchase, or
attempt to induce any person to bid for or purchase, BSCH Shares during the restricted period,
unless one of the specified exceptions under Rule 101 were available. As the available exceptions
under Rule 101 would not perrmt the Global Companies to engage in most of the activities for
which relief is being sought i in' this letter, we ask that the exemption that we are requesting apply
whether these Global Companies are subject to Rule 101 or Rule 102.
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those shares, which are arjnong the most actively traded in Spain, for such an
extended period of time would have serious harmful effects in the home market,
and, indirectly, in the U.S. market, for the BSCH Shares. These effects could
include a significant imbalance of buy and sell orders, particularly given the large
number of shares to be distributed in the Acquisition, and thus greater volatility
and reduced liquidity. |

!

If the Trading Units and the International Trading Units and the Brokerage
Units and the International Brokerage Units are precluded from effecting hedging
transactions in BSCH Shares relating to BSCH Share Derivatives on behalf of
their customers, and on behalf of themselves in the case of BSCH Share
Derivatives held by them 1 1n order to accommodate customer requests, the
application of Regulatlon M could have serious adverse effects on their ability to
meet their client’s demands for BSCH Share Derivatives. Given that these
hedging transactions are entered into in connection with BSCH Share Derivatives
which were entered into by or at the requests of their customers, these business
units would have to cease providing such derivatives services to their customers if
they were prohibited from effecting these hedging transactions.

Separately, if the Trading Units, Brokerage Units, International Trading
Units and International Brokerage Units are precluded from effecting hedging
transactions in BSCH Shares relating to BSCH Share Derivatives held in their
proprietary trading portfolios prior to the commencement of the restricted period
and entered into in the ordinary course of business and not in contemplation of the
Acquisition, these units may be forced to unwind these derivatives or to incur
losses as a result of their i'inability to properly hedge these transactions.

Absent an exemption, the Brokerage Units, Santander Investment
Securities, Inc., the Puerto Rico Brokerage Unit and the International Brokerage
Units may also be unableito execute brokerage orders submitted by their
customers in the normal course, thereby forcing their customers to take their
orders elsewhere. In vie\%/ of the leading position of BSCH and its subsidiaries in
maintaining the accounts in which BSCH Shares are held and executing trades in
BSCH Shares on the Spanish Exchanges, BSCH believes significant market
disruption could occur if the Brokerage Units could no longer execute trades in
BSCH Shares requested by clients.

Given the importahce of BSCH Shares to the overall Spanish securities
market, to prohibit the Asset Managers from trading BSCH Shares during the
restricted period, would Have a significant adverse effect on their ab111ty to
manage their mvestments on behalf of their clients. Furthermore, in the case of
the Asset Managers, the Intematlonal Asset Managers and the Puerto Rico Asset
Manager, it would be a violation of their fiduciary duties to the beneficiaries of
the Managed Funds for s1|10h Asset Managers to refrain from, or engage in, trading
BSCH Shares as a result of investment instructions received from their parent
company unless such actlpn were in the best interests of such beneficiaries.

\
|
|

i
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Similarly, the Insurance Company has fiduciary duties to the purchasers of

Asset Class Policies to oversee the investments with respect to those policies in a
manner that is in the best interests of those purchasers. Accordingly, the Insurance
Company may not refrain from, or engage in, trading BSCH Shares as a result of
investment instructions re}ceived from BSCH, unless such action is in the best
interests of the purchasers of those policies.

As noted above, tk;xe International Asset Managers, the International
Trading Units, Santander Investment Securities, Inc., the Puerto Rico Companies
and the International Brokerage Units historically have engaged in low volumes
of trading in BSCH Shareis. Accordingly, BSCH believes that because these units
intend to conduct the trading activities that are the subject of this request for
exemptive relief in a manner consistent with their past practices, it is unlikely that

such activities could havé any price effect on the market for BSCH Shares.

- The BSCH Shares would easily qualify as actively traded securities that
are exempt under Rule lOl(c)( 1), with an average daily trading volume in 2003 of
approximately €332.33 mllhon ($402.85 million) and a public float value
significantly in excess of $150 million. Regulation M normally would not
interfere with market- makmg and other market activities in actively traded
securities, such as the BSCH Shares. However, because the Global Companies
are affiliated purchasers of the issuer, they may not rely on the actively traded
securities exception to do what market makers and brokers for large U.S. issuers
are normally allowed to do during distributions by those issuers.

|
Finally, BSCH believes that the risk of market manipulation by the Global

Companies is limited by the Chinese Wall procedures and fiduciary duties
described above, the fact that the market activities that are the subject of this
request for exemptive rehef are the ordinary course market activities of the Global
Companies rather than ac}1v1tles commenced or managed in contemplation of the
Acquisition, and the fact that the jurisdictions in which the Global Companies
operate have laws which prohibit market manipulation (as further discussed

below). }
For these reasons, BSCH asks the Staff to provide an exemption from

Regulation M that would lallow the Global Companies to continue to engage in

the ordinary course market activities described above during the restricted period,

as permitted under markejlt practice and applicable law in their home jurisdictions.
|

1
VI. The Spanish Regulatory Market
I

The principal regﬁlations that apply to the Spanish Companies’ market
activities under Spanish law are the Spanish Securities Market Act (the “SSMA”),
Royal Decree 867/2001 (relating to regulations governing the activities of
investment firms) and Royal Decree 629/1993 (relating to conduct on the Spanish
Exchanges). The SSMA established an independent regulatory authority, the
CNMYV to supervise the securities markets. The SSMA governs, among other
things, trading practices, tender offers, insider trading and disclosure. In

|
|
\
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|
particular, Articles 83 ter,>' 80(a)** and 99(i)> of the SSMA prohibits market
manipulation. Under the SSMA, the CNMYV oversees price formation, execution
and the settlement of tran$actions to ensure that insider trading, price
manipulation and other breaches of law may be detected. The CNMYV has a
division which has responsibility for market supervision, monitoring compliance,
investigating violations ar:1d imposing disciplinary measures. The CNMYV also
takes measures to ensure that information necessary to maintain a transparent
market is made public. This applies, in particular, to the prices and volumes of

securities traded on and off the Spanish Exchanges.
|

The Spanish Crimiinal Code provides remedies for abusing confidential
information that is likely to influence the prices of securities. Market
manipulation and dissemipation of false rumors to affect the prices of listed
securities to realize a gain are prohibited. The breach of professional secrecy,
insider trading and price manipulation in Spain are criminal offenses. In
particular, Article 284 of Spain’s Criminal Code establishes criminal liability for
employment of any machination with the intent to alter prices that would

otherwise result from a fr%ee market for, among other things, securities.

Under Spanish law, BSCH and its subsidiaries are prohibited from
purchasing BSCH Sharesiunless the purchase of BSCH Shares is generally
authorized at a meeting of shareholders of BSCH, and BSCH creates reserves
equal to the acquisition price of any BSCH Shares that are actually purchased. In
addition, the total number of BSCH Shares held by BSCH and its subsidiaries
may not exceed 5% of the total capital stock of BSCH. The law requires that the
CNMYV be notified each time BSCH and its subsidiaries acquire, on an aggregate
basis, 1% of the outstanding capital stock of BSCH (without deducting any sales
of BSCH Shares which rnfay have been made during that time period). In

21 Article 83 ter provic}ies:

Any person ér entity acting or otherwise related to the securities markets shall
refrain from engaging in activities that may falsify the free development of prices in the
securities markets. |

2 rticle 80 provides:
|

1
In no event shall the persons or institutions referred to in the preceding
paragraph [including brokers and market makers}:

\
(a) Instigate ‘to their own or another’s benefit an artificial development of prices.
3 Article 99 provides:i

The following acts or omissions constitute extremely serious infringements by
the individuals and institutions referred to in Article 95 hereof [including brokers, market

makers and their resp%:ctive officers]:
|

(i) breach of ‘article 83 ter if such breach has a material adverse effect on the
price [of the relevant s:;ecurity]; if the effect on the price is not material, this would still
constitute a serious inlfringement.

i
|
\
l
|



James A. Brigagliano | 17 September 10, 2004

addition, the Bank of Spain requires BSCH to provide monthly reports of the
number of BSCH Shares held by BSCH and its subsidiaries, the number of BSCH
Shares held for hedging ﬂurposes and the number of BSCH Shares held by third
parties whose purchase was either financed by or pledged to BSCH or any of its
subsidiaries. ‘

|

Pursuant to Spani$h regulations relating to conduct in the securities

markets, the Brokerage Upits must keep records of orders received from any third
party regarding BSCH Shares and any other security as well the execution of such
order. The Brokerage Uniits must also keep records relating to transactions in
which they are acting as principals. The information contained in such records
must include identification of the client, the number, type and price of securities
bought or sold, and the market on which the transaction is effected. These records
must be made available to the CNMV upon request. In addition, the Trading
Units, the Market-Making Subsidiary, the Asset Managers and the Insurance
Company must also main;tain records relating to the transactions in which they
engage, including the number, type and price of securities bought or sold.

The jurisdictions in which the International Trading Units, the
International Brokerage Units, Santander Investment Securities, Inc., the Puerto
Rico Companies and the International Asset Managers operate generally have
anti-market manipulation, insider trading and record-keeping laws and regulations
similar to those governing market activities in Spain.

VII. Relief Requested |

As discussed aboxlle, BSCH is seeking exemptive relief from the
application of Rules 101 and 102 of Regulation M to permit the Spanish
Companies to continue to engage in the market-making, derivatives hedging, asset
management, insurance and unsolicited brokerage activities described in Section
IT of this letter during the| Regulation M distribution period for the Acquisition.
These activities would bei conducted in the ordinary course of business and in
accordance with applicable law in the Spanish and other non-U.S. markets, all as
described in this letter. BSCH also asks for relief to permit the International
Trading Units, the Intem:fxtional Brokerage Units, Santander Investment
Securities, Inc., the Puerto Rico Companies and the International Asset Managers
to engage in their respective activities in the normal course of business and in

accordance with applicabﬁe local law as described in this letter.

As a condition to the relief being requested, BSCH would undertake to
include disclosure in the proxy statement/offering document that will be
distributed to Abbey National shareholders. The disclosure would be
substantially similar to the following:

Since the lcmnouncement of the Acquisition, BSCH and certain of
its affiliates have engaged and intend to continue to engage in various
dealing and brokerage activities involving BSCH Shares outside the
United States and! the United Kingdom. Among other things, BSCH,
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through an afﬁliate, has made a market, from time to time, and intends to
continue to make a market, from time to time, in the BSCH Shares by
purchasing and selling BSCH Shares for its own account in Spain on the
Spanish stock excpanges.

Certain mutual fund management companies, pension fund
management companies asset management companies and insurance
companies that are affiliates of BSCH have purchased and sold, and intend
to continue to purchase and sell, BSCH Shares as part of their ordinary
investing activities and/or as part of the investment selections made by
their clients. BSCH and its affiliates have also engaged, and intend to
continue to engagé in dealings in BSCH Shares for their accounts and the
accounts of their customers for the purpose of hedging their positions
established in connectlon with certain derivatives activities (such as
options, warrants and other instruments) relating to BSCH Shares entered
into by BSCH and its affiliates and their customers, as well as to effect
unsolicited brokerjage transactions in BSCH Shares with their customers.
These activities occurred and are expected to continue to occur in Spain,
elsewhere in Europe, in various countries in Latin America and elsewhere
outside the Unite(% States and the United Kingdom.

BSCH'’s securities affiliates in the United States and in Puerto Rico
have also engaged and may continue to engage in unsolicited brokerage
transactions in BSCH Shares and American Depositary Shares
representing BSCH Shares in the United States and in Puerto Rico. In
addition, BSCH’s} affiliate in Puerto Rico may purchase BSCH Shares in
connection with asset management activities in Puerto Rico. BSCH is not
obliged to make a ‘market in BSCH Shares and any such market making
may be dlscontmued at any time. All of these activities could have the
effect of preventlng or retarding a decline in the market price of the BSCH
Shares. i
As a further condi‘tion to the relief being requested, BSCH will undertake
to keep records (the “Records”) of the date and time when any BSCH Shares are
purchased or sold, the market in which the purchase or sale is effected, the
amount of BSCH Shares purchased or sold and the price of the purchase or sale,
for each purchase or sale of BSCH Shares that the Global Companies make
during the restricted period (this information with respect to the Global
Companies (other than Santander Investment Securities, Inc. and the Puerto Rico
Companies) will not 1nclude any client-specific data, the disclosure of which is
restricted under local law) BSCH will maintain the Records for a period of two
years following the completion of the Acquisition distribution. Upon the written
request of the Director of the Division of Market Regulation of the SEC, BSCH
will make a copy of the relevant Records available at the SEC’s offices in
Washington, D.C. |
\

We note that BSCH is seeking similar exemptive relief from the Takeover

Panel in the United ngdom relating to the market activities of the Global
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Companies described in Section II of this letter. Furthermore, in order to comply
with the regulations under the Takeover Code under the laws of the United
Kingdom, BSCH is publicly disclosing, and will continue until the end of the
restricted period (and potentially longer in the event of a competing offer for
Abbey National) to publicly disclose, the amount of BSCH Shares and certain
BSCH Share Derivatives purchased or sold by the Global Companies (other than
any such BSCH Shares or BSCH Share Derivatives purchased or sold pursuant to
unsolicited brokerage transactions) and the price of such purchase or sale during
the restricted period by 12:00 p.m. (London time) on the business day following
each such purchase or sale, as well as the resulting amount of BSCH Shares held
by the Global Compam'esi (on a consolidated basis).

\

In connection with the relief requested by BSCH in this letter, please note
that substantially similar c;exemptive relief from Rule 101 and Rule 102 of
Regulation M was granted with respect to market-making, derivatives hedging
and unsolicited brokerage activities to: (1) UBS AG under your exemptive letter
of September, 22, 2000** and (2) Allianz AG under your exemptive letter of April
10, 2003. Finally, we nbte that the Staff granted exemptive relief to BSCH from
the trading practices regulations that preceded Regulation M (Rule 10b-6
principally) for the market-making and unsolicited brokerage activities of its
affiliated companies, most recently in connection with a rights offering by BSCH
in 1994.% |

\

If you have any questions about this request, please do not hesitate to
contact me (212-450-4950) or Maurice Blanco (212-450-4086). We appreciate
your assistance in this matter.

i Very truly yours,

ﬂ/ o //« //a’/

| Nicholas A. Kronfeld

) |
cc:  Juan Guitard Mariq

% See UBS AG, SEC:No-Action Letter, 2000 SEC No-Act. LEXIS 915 (September 22,
2000). :

2 See Allianz AG, S];EC No-Action Letter, File No. TP 03-57 (April 10, 2003).

\
26 See Banco Santander, S.A., SEC No-Action Letter, 1994 SEC No-Act. LEXIS 541

(June 6, 1594).



