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PART 1
ITEM 1. BUSINESS
General

We are a retailer and wholesale distributor of a broad line of leather and related products, including leather,
leatherworking tools, buckles and adornments for belts, leather dyes and finishes, saddle and tack hardware, and
do-it-yourself kits. We also manufacture leather lacing and kits. During 2006, our consolidated sales totaled $55.2
million of which approximately 10.9% were export sales. We maintain our principal offices at 3847 East Loop 820
South, Fort Worth, Texas 76119. Our common stock trades on the American Stock Exchange under the symbol
"TLE."

Our company was founded in 1980 as Midas Leathercraft Tool Company, a Texas corporation. Midas' original
business activity focused on the distribution of leathercraft tools. In addition, the founders of Midas entered into a
consulting agreement with Brown Group, Inc., a major footwear retailer, as a result of their proposal to develop a
multi-location chain of wholesale stores known as "The Leather Factory." In 1985, Midas purchased the assets of The
Leather Factory from Brown Shoe Group, which then consisted of six wholesale stores.

In 1993, we changed our name to "The Leather Factory, Inc.", then reincorporated in the state of Delaware in 1994. In
2005, we changed our name to Tandy Leather Factory, Inc.

Our Development in Recent Years

Our expansion of the wholesale chain occurred via the opening of new stores as well as numerous acquisitions of
small businesses in strategic geographic locations including the acquisition of our Canadian distributor, The Leather
Factory of Canada, Ltd., in 1996. By 2000, we had grown to twenty-seven Leather Factory stores located in the
United States and two Leather Factory stores in Canada. In November 2000, we acquired the operating assets of two
subsidiaries of Tandycrafts, Inc. to form Tandy Leather Company. In 2002, we began opening retail stores under the
"Tandy Leather" name. During that year, Tandy Leather purchased four independent leathercraft retail stores and
opened another ten. We also opened our thirtieth Leather Factory store - our third in Canada. In 2003, we opened
twelve Tandy Leather retail stores. In 2004, we purchased three independent leathercraft retail stores and opened an
additional nine stores in the U.S. We also opened another store in Canada which is operating as a Tandy Leather retail
store. In November 2004, we acquired all of the issued and outstanding shares of capital stock of Heritan Ltd. and its
parent, our primary Canadian competitor, headquartered in Barrie, Ontario. The acquisition resulted in an additional
three retail stores in Canada, bringing the total locations in Canada to seven - three Leather Factory stores and four
Tandy Leather stores. In 2005, we opened eight Tandy Leather retail stores. In 2006, we opened eleven Tandy Leather
retail stores and converted one wholesale store to a retail store.

At December 31, 2005, we operated twenty-nine wholesale stores operating under the Leather Factory name (26 in the
U.S. and 3 in Canada) and sixty-two retail stores operating under the Tandy Leather name (58 in the U.S. and 4 in
Canada). We also own and operate Roberts, Cushman and Company, Inc., a manufacturer of custom hat trims.

Our growth, measured both by our net sales and net income, occurs as a result of the increase in the number of stores
we have and the increase from year to year of the sales in our existing stores. The following tables provide summary
information concerning the additions of facilities for our Leather Factory wholesale stores and Tandy Leather retail
stores in each of our fiscal years from 1999 to 2006.

STORE COUNT
YEARS ENDED DECEMBER 31, 1999 through 2006
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Leather Factory wholesale stores Tandy Leather retail stores
Year Ended Opened  Conversions(1) Total Opened (2)  Closed Total
Balance Fwd 22 N/A
1999 4 0 26 N/A
2000 2 0 28 jl% 0 1
2001 2 0 30 0 0 1
2002 1 (1) 30 14 1* 14
2003 0 0 30 12 0 26
2004 0 0 30 16 0 42
2005 0 0 30 8 0 50
2006 0 @) 29 12 0 62

(1) Leather Factory wholesale store converted to a Tandy Leather retail store.
(2) Includes conversions of Leather Factory wholesale stores to Tandy Leather retail stores.
(*) The Tandy Leather operation began as a central mail-order fulfillment center in 2000 that we closed in 2002.

No single customer’s purchases represent more than 10% of our total sales in 2006. Sales to our five largest customers
combined to represent 9.5%, 9.4% and 10.6%, respectively, of consolidated sales in 2006, 2005 and 2004. While
management does not believe the loss of one of these customers would have a significant negative impact on our
operations, it does believe the loss of several of these customers simultaneously or a substantial reduction in sales
generated by them could temporarily affect our operating results.
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Our Operating Divisions

We service our customers primarily through the operation of three divisions. We identify those divisions based on
management responsibility and customer focus. The Wholesale Leathercraft division consists of twenty-nine Leather
Factory stores of which 26 are located in the United States and three are located in Canada. As of March 1, 2007, the
Retail Leathercraft division consists of 65 Tandy Leather retail stores of which 61 are located in the United States and
four are located in Canada. Both of these divisions sell leather and leathercraft-related products. Our third business
segment, referred to as “Other,” consists of our hatband manufacturer, Roberts, Cushman & Company, Inc.

Wholesale Leathercraft

The Wholesale Leathercraft operation distributes its broad product line of leather and leathercraft-related products in
the United States and internationally through Leather Factory stores. This segment had net sales of $31.0 million,
$31.0 million and $30.6 million for 2006, 2005 and 2004, respectively.

General We operate Leather Factory stores in 20 states and three Canadian provinces. The centers range in size from
2,600 square feet to 19,800 square feet, with the average size of a store being approximately 6,000 square feet. The
type of premises utilized for Leather Factory locations is generally light industrial office/warehouse space in
proximity to a major freeway or with other similar access. This type of location typically offers lower rents compared
to other more retail-oriented locations.

Business Strategy The Leather Factory business concept centers around the wholesale distribution of leather and
related accessories to retailers, manufacturers, and end users. Our strategy is that a customer can purchase the leather,
related accessories and supplies necessary to complete his project from one place. The size and layout of the centers
are planned to allow large quantities of product to be displayed in an easily accessible and visually appealing manner.
Leather is displayed by the pallet where the customer can see and touch it, assessing first-hand the numerous sizes,
styles, and grades offered. The location of the stores is selected based on the location of customers, so that delivery
time to customers is minimized. A two-day maximum delivery time for phone, internet and mail orders is our goal.

Leather Factory stores serve customers through various means including walk-in traffic, phone and mail order. We
also employ a distinctive marketing tactic in that we maintain an internally-developed target customer mailing list for
use in our aggressive direct mail advertising campaigns. We staff Leather Factory stores with experienced managers
whose compensation is tied to the operating profit of the store they manage. Sales are generated by the selling efforts
of the store personnel, our direct mail advertising, our website (www.leatherfactory.com), our participation at trade
shows and, on a limited basis, the use of sales representative organizations. The sales representative organizations
consist of companies located in specific geographic areas that represent numerous companies in a similar industry.
These organizations call on customers and show multiple products from more than one vendor at a time.

Customers Leather Factory’s customer base consists of individuals, wholesale distributors, tack and saddle shops,
institutions (prisons and prisoners, schools, hospitals), western stores, craft stores and craft store chains, other large
volume purchasers, manufacturers, and retailers dispersed geographically throughout the world. Wholesale sales
constitute the majority of our Leather Factory business, although retail customers may purchase products from Leather
Factory stores. Leather Factory sales generally do not reflect significant seasonal patterns.

Our Authorized Sales Center (“ASC”) program was developed to create a presence in geographical areas where we do
not have a wholesale store. An unrelated person operating an existing business who desires to become an ASC must
apply with Leather Factory and upon approval, place a minimum initial order. There are also minimum annual
purchase amounts to which the ASC must adhere in order to maintain ASC status. In exchange, the benefits to the
ASC are free advertising in various sale flyers produced and distributed by us, price breaks on many products,
advance notice of new products, and priority shipping and handling on all orders. Leather Factory stores service 155
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ASC's: 89 located in the U.S., 47 located in Canada, and 19 located outside North America.

Merchandise Our products are generally organized into thirteen categories. We carry a wide assortment of products
including leather, lace, hand tools, kits, and craft supplies. We operate a light manufacturing facility in Fort Worth
whose processes generally involve cutting leather into various shapes and patterns using metal dies. The factory
produces approximately 20% of our products and also assembles and repackages product as needed. Products
manufactured in our factory are distributed through our stores under the Tejas™ brand name. We also distribute
product under the Tandy Leather™ and Dr. Jackson's™ brands. We develop new products through the ideas and
referrals of customers and store personnel as well as the tracking of fads and trends of interest in the market. Our
personnel walk trade shows and various specialty stores with the purpose of obtaining product ideas that are then
developed in-house.

We offer an unconditional satisfaction guarantee to our customers. Simply stated, we will accept product returns for
any reason. We believe this liberal policy promotes customer loyalty. We offer credit terms to our non-retail
customers, upon receipt of a credit application and approval by our credit manager. Generally, our open accounts are
net 30 days.

During 2006 and 2005, Wholesale Leathercraft division sales by product category were as follows:

2006 2005

Product Category Sales Mix Sales Mix
Belts strips and straps 2% 2%
Books, patterns, videos 1% 1%
Buckles 4% 4%
Conchos” 4% 4%
Craft supplies 5% 5%
Custom tools and hardware 1% 1%
Dyes, finishes, glues 5% 5%
Hand tools 12% 12%
Hardware 8% 8%
Kits 7% 8%
Lace 14% 13%
Leather 34% 34%
Stamping tools 3% 3%

100 % 100 %

A concho is a metal adornment attached to clothing, belts, saddles, etc., usually made into a pattern of some
southwestern or geometric object.

In addition to meeting ordinary operational requirements, our working capital demands are a product of the need to
maintain a level of inventory sufficient to fill customer orders as they are received with minimal backorders and the
time required to collect our accounts receivable. Because availability of merchandise and prompt delivery time are
important competitive factors for us, we maintain higher levels of inventory than our smaller competitors. For
additional information regarding our cash, inventory and accounts receivable at the end of 2006 and 2005, see "Item 7.
Management's Discussion and Analysis of Financial Condition and Results of Operations."
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Suppliers We currently purchase merchandise and raw materials from 100-150 vendors dispersed throughout the
United States and in approximately 20 foreign countries. In 2006, our ten largest vendors accounted for approximately
80% of our inventory purchases.

Because leather is sold internationally, market conditions abroad are likely to affect the price of leather in the United
States. Outbreaks of mad cow and hoof-and-mouth disease (or foot-and-mouth disease) in any part of the world can
influence the price of the leather we purchase. As such an occurrence is beyond our control, we cannot predict when
and to what extent we could be affected in the future. Aside from increasing purchases when we anticipate price
increases (or possibly delaying purchases if we foresee price declines), we do not attempt to hedge our inventory
costs.

Overall, we believe that our relationships with suppliers are strong and do not anticipate any material changes in these
supplier relationships. Due to the number of alternative sources of supply, the loss of any of these principal suppliers
would not have a material impact on our operations.

Operations Hours of operations vary by location, but generally range from 8:00 am to 6:00 pm Monday through
Friday, and from 9:00 am to 4:00 pm on Saturdays. The stores maintain uniform prices, except where lower prices are
necessary to meet local competition.

Competition Most of our competition comes in the form of small, independently-owned retailers who in most cases
are also our customers. We estimate that there are a few hundred of these small independent stores in the United States
and Canada. We compete on price, availability of merchandise, and delivery time. While there is competition in
connection with a number of our products, to our knowledge there is no direct competition affecting our entire product
line. Our large size relative to most competitors gives us the advantage of being able to purchase large volumes and
stock a full range of products.

Distribution The Leather Factory stores receive the majority of their inventory from our central warehouse located in
Fort Worth, Texas, although occasionally, merchandise is shipped directly from the vendor. Inventory is shipped to
the stores from our central warehouse once a week to meet customer demand without sacrificing inventory turns.
Customer orders are filled as received, and we do not have backlogs.

We attempt to maintain the optimum number of items in our product line to minimize out-of-stock situations against
carrying costs involved with such an inventory level. We generally maintain higher inventories of imported items to
ensure a continuous supply. The number of products offered changes every year due to the introduction of new items
and the discontinuance of others. We carry approximately 2,700 items in the current lines of leather and
leather-related merchandise. All items are offered in both the Leather Factory and Tandy Leather stores.

Expansion Leather Factory's expansion across the United States has been fairly consistent since we purchased the
original six stores in 1985. We opened our thirtieth store in August 2002. We converted one Leather Factory store to a
Tandy Leather store in 2006, reducing the number of Leather Factory stores to twenty-nine. While we do not believe
there is a significant and immediate opportunity for expansion of the Leather Factory distribution system in terms of
opening additional locations, we do believe expansion could be achieved by acquiring companies in related
areas/markets which offer collaborative advantages based on the local markets and/or the product lines of the
businesses.

Retail Leathercraft
Our Retail Leathercraft division consists of a growing chain of retail stores operating under the name, Tandy Leather.

Tandy Leather Company, established in 1919 as Hinkley-Tandy Leather Company, is the oldest and best-known
supplier of leather and related supplies used in the leathercraft industry. We offer a product line of quality tools,
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leather, accessories, kits and teaching materials. This segment had net sales of $22.5 million, $18.0 million and $13.5
million for 2006, 2005 and 2004, respectively.

General As of March 1, 2007, the Tandy Leather retail chain has 65 stores located in 31 states and three Canadian
provinces with plans to reach 100 to 120 stores as opportunities arise over the next several years. The stores range in
size from 1,200 square feet to 3,800 square feet, with the average size of a store being approximately 2,000 square
feet. The type of premises utilized for a Tandy Leather store is generally an older strip shopping center located at
well-known crossroads, making the store easy to find.

Business Strategy Tandy Leather has long been known for its reputation in the leathercraft industry and its
commitment to promoting and developing the craft through education and customer development. Our commitment to
this strategy is evidenced by our re-establishment of the retail store chain throughout the United States following our
acquisition of the assets of Tandy Leather in 2000. We continue to broaden our customer base by working with
various youth organizations and institutions where people are introduced to leathercraft, as well as hosting classes in
our stores.

The retail stores serve walk-in, mail and phone order customers as well as orders generated from its website,
www.tandyleather.com. Tandy Leather stores are staffed by knowledgeable sales people whose compensation is
based, in part, upon the profitability of their store. Sales by Tandy Leather are driven by the efforts of the store staff,
trade shows, and our direct mail and e-mail marketing program.

Customers Individual retail customers are our largest customer group, representing more than 65% of Tandy
Leather's 2006 sales. Youth groups, summer camps, schools, and a limited number of wholesale customers complete
our customer base. Like Leather Factory, Tandy fills orders as they are received, and there is no order backlog. Tandy
maintains reasonable amounts of inventory to fill these orders. Tandy Leather’s retail store operations historically
generate slightly more sales in the 4th quarter of each year (30-32%) while the other three quarters remain fairly even
at 23-25% per quarter.
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Merchandise Our products are generally organized into thirteen categories. We carry a wide assortment of products
including leather, hand tools, kits, dyes & finishes, and stamping tools.

During 2006 and 2005, Retail Leathercraft division sales by product category were as follows:

2006 2005

Product Category Sales Mix Sales Mix
Belts strips and straps 5% 5%
Books, patterns, videos 2% 3%
Buckles 4% 4%
Conchos 4% 4%
Craft supplies 3% 3%
Dyes, finishes, glues 7% 7%
Hand tools 16% 16%
Hardware 7% 6%
Kits 11% 12%
Lace 4% 4%
Leather 31% 30%
Stamping tools 6% 6%

100% 100%

As indicated above, the products sold in our Tandy Leather stores are also sold in our Leather Factory stores.
Therefore, the discussion above regarding Leather Factory products, their sources and the working capital
requirements for the Wholesale Leathercraft division also apply to the Tandy Leather stores. Sales at Tandy Leather
stores are generally cash transactions or through national credit cards. We also sell on open account to selected
wholesale customers including schools and other institutions and small retailers. Our terms are generally net 30 days.
Like Leather Factory, Tandy Leather has an unconditional return policy.

Operations Hours of operation are 9:00 am to 6:00 pm Monday through Friday, and from 9:00 am to 4:00 pm on
Saturdays. In addition, most of the stores stay open late one night a week for leathercrafting classes taught in the
stores. Selling prices are uniform throughout the Tandy Leather store system.

Competition Our competitors are generally small local craft stores that carry a limited line of leathercraft products.
Several national retail chains that are customers in our Wholesale Leathercraft division also carry leathercraft products
on a very small scale relative to their overall product line. To our knowledge, our retail store chain is the only one in
existence solely specializing in leathercraft.

Distribution The Tandy Leather stores receive their inventory from our central warehouse located in Fort Worth,
Texas. The stores generally restock their inventory once a week with a shipment from the warehouse. Retail
Leathercraft’s inventory turns are higher than Wholesale Leathercraft’s because the Wholesale Leathercraft calculation
includes the central warehouse inventory whereas the Retail Leathercraft calculation includes only the inventory in the
Tandy Leather retail stores.

Expansion We intend to expand the Tandy Leather retail store chain to 100 to 120 stores throughout North America
at an average rate of approximately 12 stores per year. Fourteen stores were opened in 2002; twelve stores were
opened in 2003; sixteen were opened in 2004 (including four in Canada); eight were opened in 2005, and twelve were
opened in 2006. Ten of the 65 stores opened to date were independent leathercraft stores that we acquired. Separately,
these acquisitions are not material. The other fifty-five stores have been de novo stores opened by us. In 2007, we plan
to open 12 retail stores. Three stores have been opened in 2007 as of March 15t
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Roberts, Cushman, founded in 1856, produces made-to-order trimmings for the headwear industry. This segment had
net sales of $1.7 million, $1.6 million, and $2.0 million for 2006, 2005 and 2004, respectively.

Business Strategy Roberts, Cushman has long been considered one of the leaders in the field of headwear trimmings.
It designs and supplies exclusive trimmings for all types of hats. Trims are sold to hat manufacturers directly. We do
not employ an outside sales force. Instead, customers visit our facilities and, with the review of previous designs,
incorporate their ideas into a customized product. The customer is provided samples or photographs of each design
before they leave the premises. These samples can then be used as a sales tool to obtain hat orders from their
customers. This “design-on-site” process is unique in the industry.

Customers We design and supply trims for approximately 50 of the headwear manufacturers worldwide, supplying
customized trims, ribbons, buckle sets, name pins, feathers, and other items. Our success in developing and
maintaining long-standing relationships with our customers is due primarily to our ability to deliver quality products
in a timely manner. Our backlog of in-house orders from customers as of February 20, 2007 was $110,000, which
approximates thirty days of sales. Roberts, Cushman’s sales generally do not reflect significant seasonal patterns.

The working capital requirements of this operation are dictated by the amounts needed to meet current obligations,
purchase raw material and allow for collection of accounts receivable. Roberts, Cushman provides sufficient cash flow
to satisfy these requirements.

Merchandise Our hat bands are generally produced from leather, ribbon, or woven fabrics, depending on the style of
hat. They are created by cutting leather and/or other materials into strips, and then enhancing the trim by attaching
conchos and/or three-piece buckle sets, braiding with other materials, and finishing the end or borders by stitching or
by lacing with leather lace. We also supply custom-designed buckles and conchos, feathers for dress hats, and name
pins, separate from hat bands. Roberts, Cushman purchases components from over 25 vendors, located predominately
in the United States. In 2006, our top 10 vendors (in dollars purchased) represented approximately 45% of its total
purchases. Products are sold on terms that generally range from net 30 to net 90 days. Because our products are
custom-designed, we do not accept product returns, except in the case of defective merchandise.

Expansion Cushman has been successful in providing a very specific product line directly to headwear
manufacturers. Given the current industry conditions, we do not believe there is much potential for expansion, other
than to capture additional market share.

Additional Information

Compliance With Environmental Laws Our compliance with federal, state and local environmental protection laws
has not had, and is not expected to have, a material effect on our capital expenditures, earnings or competitive
position.

Employees As of December 31, 2006, we employed 412 people, 310 of whom were employed on a full-time basis.
We are not a party to any collective bargaining agreements. Overall, we believe that relations with employees are
good.

Intellectual Property We own approximately 20 registered trademarks, including federal trade name registrations for

"The Leather Factory" and "Tandy Leather Company." We also own approximately 20 registered foreign trademarks
worldwide.

12
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We own approximately 500 registered copyrights in the United States covering more than 600 individual works
relating to various products. We also own several United States patents for specific belt buckles and leather-working
equipment. These rights are valuable assets and we defend them as necessary.

International Operations Information regarding our revenues from the United States and abroad and our long-lived
assets are found in Note 13 to our Consolidated Financial Statements, Segment Information.

Our Website and Availability of SEC Reports We file reports with the Securities and Exchange Commission
("SEC"). These reports include our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports
on Form 8-K and any amendments to these filings. The public may read any of these filings at the SEC's Public
Reference Room at 450 Fifth Street, NW, Washington, DC 20549. In addition, the public may obtain information on
the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. Further, the SEC maintains an
Internet site that contains reports, proxy and information statements and other information concerning us. You can
connect to this site at http://www.sec.gov.

Our corporate website is located at http://www.tandyleatherfactory.com. We make copies of our Annual Report on
Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, proxy statements and any amendments
filed with or furnished to the SEC available to investors on or through our website free of charge as soon as
reasonably practicable after we electronically file them with or furnish them to the SEC. Our SEC filings can be found
on the Investor Relations page of our website through the "SEC Filings" link. In addition, certain other corporate
governance documents are available on this website through the "Corporate Governance" link.

13
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Executive Officers of the Registrant

The following table sets forth information concerning our executive officers.

Name and Age Position and Business Experience During Past  Served as
Five Years Officer Since

J. Wray Thompson, Chief Executive Officer from June 1993 to 1993
75 December 2006; President from June 1993 to

January 2001
Ronald C. Morgan, Chief Executive Officer since January 2007; 1993
59 President since January 2001; Chief Operating

Officer since June 1993
Shannon L. Greene, Chief Financial Officer since May 2000; 2000
41 Controller from January 1998 to May 2000
Robin L. Morgan, Vice President of Administration since June 1993 1993
56

Wray Thompson has served as our Chairman of the Board since June 1993. He served as Chief Executive Officer
from June 1993 to December 2006. He also served as President from June 1993 to January 2001. Mr. Thompson was a
co-founder of the company.

Ronald C. Morgan has served as our President since January 2001 and has served as Chief Operating Officer and
director since June 1993. He was appointed as our Chief Executive Officer in January 2007 following the resignation
of Wray Thompson. Mr. Morgan was also a co-founder of the company. Mr. Morgan is married to Robin L. Morgan,
our Vice President.

Shannon L. Greene has served as our Chief Financial Officer and Treasurer since May 2000. She was appointed to

serve on the Board of Directors in January 2001. Ms. Greene is also our Chief Accounting Officer. From September

1997 to May 2000, Ms. Greene served as our Controller and Assistant Controller. Ms. Greene also is a member of our

Employees’ Stock Ownership Plan (ESOP) Committee and is a certified public accountant. Her professional
affiliations include the American Institute of Certified Public Accountants, the Texas Society of Certified Public

Accountants and its Fort Worth chapter, the Fort Worth Association for Financial Professionals, the National Investor

Relations Institute, and the Financial Executives International.

Robin L. Morgan has served as our Vice President of Administration and Assistant Secretary since June 1993. Ms.
Morgan is responsible for import, banking, and procurement for our import product lines and maintains all inventory
costs. She administers our insurance programs and serves as chairman of our ESOP committee. Ms. Morgan is
married to Ronald C. Morgan, our CEO and President.

All officers are elected annually by the Board of Directors to serve for the ensuing year.

We have two stock option plans - an incentive stock option plan for key management personnel and a non-qualified
stock option plan for our outside directors. Both plans expired in 2005. At expiration, there were 20,000 unoptioned
shares from the 1995 Stock Option Plan and 24,000 unoptioned shares from the 1995 Directors Non-Qualified Stock
Option Plan. The expiration of the plans has no effect on the options previously granted. There were no changes to the
exercise prices of the outstanding options under these two plans during 2006.

14
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ITEM 1A. RISK FACTORS

Certain risk factors that may affect our business, financial condition, results of operations and cash flows, or that may
cause our actual results to vary from the forward-looking statements contained in this Annual Report on Form 10-K
are set forth in Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations, under
the caption, “Forward-Looking Statements,” in this Annual Report on Form 10-K.

ITEM 2. PROPERTIES

We lease all of our premises and believe that all of our properties are adequately covered by insurance. The properties
leased by our Wholesale Leathercraft (Leather Factory stores) and Retail Leathercraft (Tandy Leather stores) divisions
are described in Item 1 in the description of each segment. Our Fort Worth location, which includes the Fort Worth
Leather Factory store, our central warehouse and manufacturing facility, the sales, advertising, administrative, and
executive offices, and the administrative offices of Roberts, Cushman, consists of 115,000 square feet and leases for
$427,000 per year. The lease expires in March 2008. We also lease a 284 square-foot showroom in the Denver
Merchandise Mart for $5,908 per year. This lease will expire in October 2008. The following table summarizes the
locations of our leased premises on a state and province basis as of December 31, 2006:

State Wholesale Retail Other
Leathercraft Leathercraft
Alabama - 1 -
Arizona 2 2 -
Arkansas - 1 -
California 3 6 -
Colorado 1 3 -
Connecticut - 1 -
Florida 1 3 -
Georgia - 1 -
Idaho - 1 -
Illinois 1 1 -
Indiana - 2 -
Towa 1 - -
Kansas 1 - -
Kentucky - 1 -
Louisiana 1 - -
Maryland - 1 -
Michigan 1 1 -
Minnesota - 2 -
Missouri 1 2 -
Montana 1 - -
Nebraska 1 -
Nevada - 2 -
New Mexico 1 2 -
New York - 1 -
North Carolina - 2 -
Ohio 1 1 -
Oklahoma - 2 -
Oregon 1 - -
Pennsylvania 1 1 -
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Tennessee
Texas

Utah
Virginia
Washington
Wisconsin -

—_ N =

—_—
Ll \° R \O o)
1

Canadian
locations:
Alberta 1
British Columbia -
Manitoba 1 - -
Ontario 1 2 -

—_—
1

ITEM 3. LEGAL PROCEEDINGS

We are involved in litigation in the ordinary course of business but are not currently a party to any material pending
legal proceedings.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of our security holders during the fourth quarter of our fiscal year ended
December 31, 2006.
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ITEM S. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Our common stock is traded on the American Stock Exchange using the symbol TLF. The high and low prices for
each calendar quarter during the last two fiscal years are as follows:

2006 High Low 2005 High Low
4th quarter $8.30  $6.30 4th quarter $7.23 $4.15
3t quarter $6.90 $5.75 3t quarter $5.65 $4.30
2nd quarter $8.30  $6.40 2nd quarter $4.95 $3.25
15t quarter $7.40 $5.79 15t quarter $3.79 $3.20

There were approximately 509 stockholders of record on March 10, 2007.

We have never declared or paid any cash dividends on the shares of our common stock. Our Board of Directors has
historically followed a policy of reinvesting our earnings in the expansion of our business. This policy is subject to
change based on future industry and market conditions, as well as other factors.

The following table sets forth information regarding our equity compensation plans (including individual
compensation arrangements) that authorize the issuance of shares of our common stock. The information is
aggregated in two categories: plans previously approved by our stockholders and plans not approved by our
stockholders. The table includes information for officers, directors, employees and non-employees. All information is
as of December 31, 2006.

Column (a) Column (b) Column (c)
Number of Weighted-average = Number of securities
Securities to be  exercise price of  remaining available for
Plan Category issued upon exercise outstanding future issuance under equity
of outstanding  options, warrants compensation plans
options, warrants and rights (excluding securities
and rights reflected in Column (a)
Equity compensation
plans approved by 296,200 $2.05 -
stockholders
Equity compensation
plans not approved by 98,300 3.65 -
stockholders
TOTAL 561,000 $2.39 44,000

For additional information, see Note 11 to our Consolidated Financial Statements, Stockholders' Equity.
Stockholder Return Performance Graph

The line graph below compares the yearly percentage change in our cumulative five-year total stockholder return on
our common stock with the Standard & Poor’s SmallCap 600 Index and the S&P Specialty Stores Index. The graph
assumes that $100 was invested on December 31, 2001 in our common stock, the Standard & Poor’s SmallCap 600
Index, and the S&P Specialty Stores Index, and that all dividends were reinvested. The returns shown on the graph are
not necessarily indicative of future performance.
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Tandy Leather Factory, Inc.

Company Name / Index

Dec 01| Dec 02| Dec 03| Dec 04| Dec 05| Dec 06

TANDY LEATHER 100{ 162.50] 232.69| 170.67| 329.33| 387.98
FACTORY
S&P SMALLCAP 600 100( 85.37| 118.48| 145.32( 156.48| 180.14
INDEX
S&P SPECIALTY 100] 88.89| 119.69| 125.92( 148.72( 180.78
STORES

Data Source: Research Data Group, Inc., San Francisco, CA
10
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ITEM 6. SELECTED FINANCIAL DATA

The selected financial data presented below are derived from and should be read in conjunction with our Consolidated
Financial Statements and related notes. This information should also be read in conjunction with "Item 7 -
Management’s Discussion and Analysis of Financial Condition and Results of Operations.” Data in prior years has not
been restated to reflect acquisitions, if any, that occurred in subsequent years.

Income Statement Data,
Years ended December 31,
Net sales
Cost of sales
Gross profit
Operating expenses
Operating income

Operating income per
share - basic

Operating income per
shares - diluted
Other (income) expense
Income before income taxes
Income tax provision
Income before cumulative effect
of change in accounting
principle
Cumulative effect of change in
accounting principle
Net income (loss)

Earnings (loss) per share

Earnings (loss) per share-
assuming dilution

2006
$55,199,021
23,566,251
31,632,770
24,565,056
7,067,714

$0.65

$0.64

(98,391)
7,166,105
2,389,039

4,777,066

$4,777,066

$0.44

$0.43

Weighted average common shares outstanding for:

Basic EPS
Diluted EPS

Balance Sheet Data, as of
December 31,

Cash and cash equivalents
Total assets

Capital lease obligation,
including current portion
Long-term debt, including
current portion

Total Stockholders’ Equity

10,807,316
11,113,855

2006 2005

$6,739,981 $3,215,727
31,916,635 25,680,473

111,723 245,789

$26,323,243 $21,257,857

2005 2004 2003
$50,719,574 $46,146,284 $41,712,191
21,964,530 20,706,239 19,020,292
28,755,044 25,440,045 22,691,899
23,181,633 21,181,599 18,594,240
5,573,411 4,258,446 4,097,659
$0.52 $0.40 $0.40
$0.51 $0.39 $0.38
(134,502) 44,800 125,169
5,707,913 4,213,646 3,972,490
1,994,199 1,559,605 1,232,116
3,713,714 2,654,041 2,740,374
$3,713,714  $2,654,041 $2,740,374
$0.35 $0.25 $0.27
$0.34 $0.24 $0.25
10,643,004 10,543,994 10,323,549
10,976,240 10,957,518 10,861,305

2004 2003 2002
$2,560,202 $1,728,344  $101,557
22,167,163 19,058,406 19,675,602
379,857 1,134 7,691
505,154 1,792,984 4,213,533
$17,310,233 $14,509,493 $11,170,062

2002
$39,728,615
18,393,914
21,334,701
17,202,927
4,131,774

$0.41

$0.38

311,917
3,819,857
1,224,868

2,594,989

(4,008,831)
$(1,413,842)

$(0.14)

$(0.13)

10,063,581
10,761,670
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

We intend for the following discussion to provide you with information that will assist you in understanding our
financial statements, the changes in key items in those financial statements from year to year, and the primary factors
that accounted for those changes, as well as how particular accounting principles affect our financial statements. This
discussion also provides information about the financial results of the various segments of our business so you may
better understand how those segments and their results affect our financial condition and results of operations as a
whole. Finally, we have identified and discussed trends known to management that we believe are likely to have a
material effect.

This discussion should be read in conjunction with our financial statements as of December 31, 2006 and 2005 and the
two years then ended and the notes accompanying those financial statements. You are also urged to consider the
information under the caption "Summary of Critical Accounting Policies."

Summary

We are the world's largest specialty retailer and wholesale distributor of leather and leathercraft-related items. Our
operations are centered on operating retail and wholesale stores. We have built our business by offering our customers
quality products in one location at competitive prices. The key to our success is our ability to grow our base business.
We grow that business by opening new locations and by increasing sales in our existing locations. We intend to
continue to expand both domestically, in the short-term, and internationally, in the long-term.

We operate in three segments. First, Wholesale Leathercraft, consisting of our Leather Factory stores and our national
account group, is the largest source of revenues ($31.0 million in 2006). This division has generally offered steady but
modest increases in sales. Sales in 2006 declined 0.1%, short of our target of annual sales growth of 2% to 4%. The
decrease in sales to national accounts in 2006 accounted for the shortfall. Excluding national account sales, the stores
produced a sales gain of 2.7% for 2006.

Since acquiring its assets in 2000, we have focused on re-establishing Tandy Leather as the operator of retail
leathercraft stores. These retail stores comprise our second segment, Retail Leathercraft. Because of growth here, this
segment has experienced the greatest increases in sales ($22.5 million in 2006, up from $18.0 million in 2005). Our
business plan calls for opening an average of 12 stores annually as we work toward a goal of 100+ stores from 64
stores at the end of 2006.

We refer to our third segment as “Other”. It consists of Roberts, Cushman, a supplier of trimmings for headwear. Its
operations are not material to us. In 2002, we wrote off the goodwill related to our investment in Roberts, Cushman in
connection with an accounting change.

On a consolidated basis, a key indicator of costs, gross margin as a percent of total net sales, increased in 2005 and
again in 2006, reflecting a number of factors including more retail sales with higher profit margins. Operating
expenses as a percent of total net sales in 2006 decreased 1.2% from 2005. Operating expenses were down 0.2% as a
percentage of total net sales in 2005 when compared with 2004.

We reported consolidated net income for 2006 of $4.8 million. Consolidated net income for 2005 and 2004 was $3.7
million and $2.7 million, respectively. We have used our cash flow to fund our operations, to fund the opening of new
Tandy Leather stores and to eliminate our bank debt. At the end of 2006, our stockholders’ equity had increased to
$26.3 million from $21.3 million the previous year.
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Comparing the December 31, 2006 balance sheet with the prior year’s, we increased our investments in inventory
($17.2 million from $15.7 million) and accounts receivable ($2.6 million from $2.2 million), while total cash

increased to $6.7 million from $3.2 million. In addition to cash on hand, we have a $3 million bank line of credit, of
which none was drawn on December 31, 2006.

Net Sales

Net sales for the three years ended December 31, 2006 were as follows:

Year | Wholesale Retail Other Total Total Company Incr
Leathercraft | Leathercraft Company from Prior Year

2006 $31,068,188| $22,520,461/$1,610,372( $55,199,021 8.8%

2005 $31,046,268| $18,023,214|$1,650,092| $50,719,574 9.9%

2004 $30,630,122| $13,515,662($2,000,500[ $46,146,284 10.6%

Our net sales grew by 8.8% in 2006 when compared with 2005 and 9.9% in 2005 when compared with 2004. These

annual increases resulted primarily from our Retail Leathercraft expansion program.

12
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Costs and Expenses

In general, our gross profit as a percentage of sales (our gross margin) fluctuates based on the mix of customers we
serve, the mix of products we sell, and our ability to source products globally. Our negotiations with suppliers for
lower pricing are an on-going process and we have varying degrees of success in those endeavors. Sales to retail
customers tend to produce higher gross margins than sales to wholesale customers due to the difference in pricing
levels. Therefore, as retail sales increase in the overall sales mix, higher gross margins tend to follow. Finally, there is
significant fluctuation in gross margins between the various merchandise categories we offer. As a result, our gross
margins can vary depending on the mix of products sold during any given time period.

For 2006, our cost of sales decreased as a percentage of total net sales when compared to 2005, resulting in an overall
increase of 0.6% in our consolidated gross margin from 56.7% in 2005 to 57.3% in 2006. Similarly, our total cost of
sales as a percentage of our total net sales had decreased for 2005 when compared to 2004 resulting in an overall
increase in consolidated gross margin of 1.6% from 55.1% for 2004 to 56.7% in 2005. These increases in gross
margin were primarily due to increased retail sales over the three years.

Our gross margins for the three years ended December 31, 2006 were as follows:

Year Wholesale Retail Other Total
Leathercraft Leathercraft Company
2006 56.13 % 60.79 % 32.09 % 57.31%
2005 55.20% 61.82% 27.89% 56.69%
2004 53.82% 61.77% 30.31% 55.13%

Our operating expenses decreased 1.2% as a percentage of total net sales to 44.5% in 2006 when compared with
45.7% in 2005 which indicates that our sales grew faster than our operating expenses. Significant expense fluctuations

in 2006 compared to 2005 are as follows:

Expense 2006 amount Incr (decr) over

2005
Employee compensation & benefits $13.3 million $1.1 million
Rent & utilities 3.5 million 300,000
Supplies 800,000 200,000
Contributions - (200,000)
Legal & professional fees 300,000 (100,000)

Our operating expenses decreased 0.2% as a percentage of total net sales to 45.7% in 2005 when compared with
45.9% in 2004. Significant expense fluctuations in 2005 compared to 2004 are as follows:

Expense 2005 amount Incr (decr) over

2004
Employee compensation & benefits $12.2 million $1.2 million
Rent & utilities 3.2 million 300,000
Advertising & marketing 3.3 million 600,000
Property insurance 400,000 (150,000)
Legal & professional fees 400,000 (100,000)

Other Income/Expense (net)
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Other Income/Expense consists primarily of currency exchange fluctuations and discounts taken or given. In 2006, we
had income (net) of $98,000 compared to a income (net) of $135,000 in 2005, attributable to currency exchange gain
of $52,000 in 2006 compared to $72,000 in 2005, and net discounts given in 2006 of $16,000 compared to net
discounts taken in 2005 of $11,000.

In 2005, we had income (net) of $135,000 compared to an expense (net) of $45,000 in 2004, attributable to the
reduction of $50,000 in interest paid, a currency exchange gain of $72,000 in 2005 compared to a currency exchange
loss of $5,000 in 2004, and net discounts taken in 2005 of $11,000 compared to net discounts given in 2004 of
$63,000.

Net Income

During 2006, we earned net income of $4.8 million, a 29% improvement over our net income of $3.7 million earned
during 2005. As a result of the increase in our overall gross margin and an improvement in operating efficiency, our
profits in 2006 grew at a rate faster than sales.

During 2005, we earned net income of $3.7 million, a 40% improvement over our net income of $2.65 million earned

during 2004. As a result of the increase in our overall gross margin, slight improvement in operating efficiency, and
reduction in interest and other expenses, our profits in 2005 grew at a rate faster than sales.

13
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Wholesale Leathercraft
Net Sales Incr Operating Income| Operating
Year (Decr) Operating Incr (Decr) Income as a
from Prior Yr Income from Prior Year | Percentage of
Sales
2006 0.1)% $4,814,240 29.4% 15.5%
2005 1.4% $3,721,891 23.5% 12.0%
2004 (0.2)% $3,013,316 (13.0)% 9.8%

Wholesale Leathercraft, consisting of 29 Leather Factory stores, accounted for 56.2% of our consolidated net sales in
2005, which compares to 61.2% in 2005 and 66.4% in 2004. The decrease in this division's contribution to our total
net sales is the result of the growth in Retail Leathercraft and we expect this trend to continue.

Sales in the stores increased 2.5% in 2006 compared to sales in 2005, but this gain was offset by a 4% sales decline in
our national account group. By customer group, we achieved gains to our retail and small manufacturing customers
while our sales to our wholesale customers declined slightly. Our sales mix by customer group was as follows:

Customer Group 2006 2005 2004

Retail 25% 23% 23%
Institution 7% 7% 7%
Wholesale 39% 45% 47%
National Accounts 19% 16% 16%
Manufacturers 10% 9% 7%

100% 100% 100%

The 2006 increase in operating income as a percentage of divisional sales resulted from an increase of 1.81% in gross
margin (as a percentage of sales) compared with 2005, and a decrease of 5.8% in operating expenses as a percent of
sales. Significant operating expense decreases occurred in contributions ($200,000), various bank fees ($100,000),
legal and professional fees ($100,000), depreciation ($100,000) and advertising costs ($250,000). These reductions
were partially offset by increases in employee wages ($100,000) and general supplies ($150,000).

The 2005 increase in operating income as a percentage of divisional sales resulted from an increase of 1.43% in gross
margin (as a percentage of sales) compared with 2004, and a decrease of 0.3% in operating expenses as a percent of
sales. Significant operating expense decreases occurred in employee benefits ($245,000), various insurance costs
($195,000), legal and professional fees ($80,000) and outside services ($125,000). These reductions were partially
offset by increases in manager bonuses ($320,000) and advertising and marketing expenses ($285,000).

Retail Leathercraft
Net Sales Operating Income (Operating Income
Year Increase Operating Incr (Decr) as a Percentage of
from Prior Yr Income from Prior Year Sales
2006 25.0% $2,310,073 30.7% 10.3%
2005 33.4% $1,766,960 45.9% 9.8%
2004 46.6% $1,210,566 100.3% 8.9%

Reflecting the growth previously discussed, Retail Leathercraft accounted for 40.8% of our total net sales in 2006, up
from 35.5% in 2005 and 29.3% in 2004.
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Growth in net sales for Retail Leathercraft division in 2006 and 2005 resulted primarily from our expansion program.
Expansion during 2006 and 2005 consisted of the opening of 12 and 8 new stores, respectively.

Our sales mix by customer group was as follows:

Customer Group 2006 2005 2004
Retail 65% 62% 72%
Institution 8% 11% 6%
Wholesale 26% 26% 21%
National Accounts 0% 0% 0%
Manufacturers 1% 1% 1%
100% 100% 100%

Operating income as a percentage of sales increased to 10.3% for 2006 compared to 9.8% for 2005. Gross margin fell
to 60.8% in 2006 from 61.8% in 2005. Operating expenses as a percent of sales in 2006 decreased by 1.5%, from
52.0% for 2005 to 50.5% for 2006 as sales and gross margin grew at a faster pace than that of operating expenses.

Operating income as a percentage of sales increased to 9.8% for 2005 compared to 8.9% for 2004. Gross margin
remained steady at 61.8% in 2004 and 2005. Operating expenses as a percent of sales in 2005 decreased by 0.8%,
from 52.8% for 2004 to 52.0% for 2005.

We intend to continue the expansion of Tandy Leather’s retail store chain in 2007 by opening approximately 12 new
stores throughout the year. As of March 1, 2007, we have opened three new stores this year:

- Boston, MA
- Allentown, PA
- Cincinnati, OH

We remain committed to a conservative expansion plan for this division that minimizes risks to our profits and
maintains financial stability.

Other

Roberts, Cushman accounted for 2.9% of our total sales in 2006 compared with 3.3% and 4.3% in 2005 and 2004,
respectively. The loss from operations was $57,000 in 2006 compared to operating income of $84,000 in 2005 and
$35,000 in 2004. Roberts, Cushman's sales and profits are immaterial to us as a whole.

14
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At December 31, 2005, we held $3.2 million of cash, $15.6 million of inventory, accounts receivable of $2.2 million,
and $1.7 million of property and equipment. Goodwill and other intangibles (net of amortization and depreciation)
were $747,000 and $399,000, respectively. We also own a leather artwork collection, most of which was created by
Al Stohlman, a legendary leathercrafter, valued on our balance sheet at $250,000. Net total assets were $25.7 million.
Current liabilities were $4.1 million (including $134,000 of current maturities of capital lease obligations), while
long-term debt was $111,000. Total stockholders’ equity at the end of 2005 was $21.2 million.

At December 31, 2006, we held $6.7 million of cash, $17.2 million of inventory, accounts receivable of $2.6 million,
and $1.9 million of property and equipment. Goodwill and other intangibles (net of amortization and depreciation)
were $747,000 and $360,000, respectively. Net total assets were $31.9 million. Current liabilities were $5.4 million
(including $111,000 of current maturities of capital lease obligations), while long-term debt was $0. Total
stockholders’ equity at the end of 2006 was $26.3 million.

Specific ratios on a consolidated basis at the end of each year ended December 31 were as follows:

2006 2005 2004
Solvency Ratios:
Quick Ratio i L L P e 1
Liabilities
Current Ratio Total Current Assets/Total 519 530 479
Current Liabilities

Total Current Liabilities/Net

Current Liabilities to Net Worth 020 0.19 0.22

Worth
e Total Current

Current Liabilities to Inventory Liabilities/Tnventory 031 026 030

Total Liabilities to Net Worth Total Liabilities/Net Worth 0.21 021 0.28

Fixed Assets to Net Worth Fixed Assets/Net Worth 0.07 0.08 0.11

Efficiency Ratios:

Collection Period (Days Accounts Receivable/Credit

Outstanding) Sales x 365 343 4417 43.57

Inventory Turnover Sales/Average Inventory 336 357 3.87

Assets to Sales Total Assets/Sales 0.58 051 048

Sales to Net Working Capital Sallles‘/.C‘u rrent Assets - Current 245 238 321
Liabilities

Accounts Payable to Sales Accounts Payable/Sales 0.03 002 0.04

Profitability Ratios:
Return on Sales (Profit Margin) Net Profit After Taxes/Sales 0.09 0.07 0.06
Net Profit After Taxes/Total

Return on Assets 0.15 0.14 0.12
Assets

Retqrn on Net Worth (Return on Net Profit After Taxes/Net 018 018  0.15

Equity) Worth

Capital Resources and Liquidity
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On November 1, 2004, we entered into a Credit Agreement with JPMorgan Chase Bank, N.A. (formerly BankOne,

N.A.), which replaced our line of credit with Wells Fargo Bank. The current facility matures in October 2008 and is
secured by our accounts receivable and inventory. We opted to reduce the maximum amount that may be borrowed
under this line of credit to $3.0 million in order to reduce the fees required on the un-borrowed portion of the line.

We are currently in compliance with all covenants and conditions contained in the JPMorgan Chase Credit Agreement
and have no reason to believe that we will not continue to operate in compliance with the provisions of these financing
arrangements. The principal terms and conditions of the Credit Agreement are described in further detail in Note 5 to
the Consolidated Financial Statements, Notes Payable and Long-Term Debt.

We borrow and repay funds under revolving credit terms as needed. The principal balance has been zero since the first
quarter of 2005. We have not borrowed (and repaid) funds since that time. Total bank indebtedness at the end of 2006
and 2005 is zero.

Reflecting the reduction of bank indebtedness during the periods, our financing activities for 2006, 2005 and 2004
provided (required) net cash of $69,000, ($447,000), and ($1.2 million), respectively.

The primary source of liquidity and capital resources during 2006 was cash flow provided by operating activities.
Cash flow from operations for 2006 and 2005 was $3.9 million and $1.5 million, respectively, the largest portion
generated from net income partially offset by the increase in inventory. Cash flow from operations in 2004 was $2.9
million.

Consolidated accounts receivable increased to $2.6 million at December 31, 2006 compared to $2.2 million at
December 31, 2005. Average days to collect accounts slowed from 44.17 days in 2005 to 53.4 days in 2006 on a
consolidated basis due primarily to the suspension of payments from a large customer due to a processing error on the
part of the customer. The problem was resolved and we expect to collect the backlog of payments by the end of the
first quarter of 2007.
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Inventory increased from $15.7 million at the end of 2005 to $17.2 million at December 31, 2006. We expect our
inventory to slowly trend upward as we continue our expansion of the Tandy Leather store chain. We attempt to
manage our inventory levels to avoid tying up excessive capital while maintaining sufficient inventory in order to
service our current customer demand as well as plan for our expected store growth and expansion. While we believe
our investment in inventory at the end of 2006 was at a reasonable level given our expansion plans, it was
approximately 5% above our internal targets of optimum inventory levels.

Consolidated inventory turned 3.36 times during 2006, a slight slow down from the 3.57 times turned in 2005. We
compute our inventory turnover rates as sales divided by average inventory.

By operating division, inventory turns are as follows:

Segment 2006 2005 2004
Wholesale Leathercraft 2.40 2.68 3.11
Retail Leathercraft 6.99 8.23 8.88
Roberts, Cushman 7.15 3.75 4.12
Wholesale Leathercraft stores only 7.48 7.73 8.69

Retail Leathercraft inventory turns are significantly higher than that of Wholesale Leathercraft because its inventory
consists only of the inventory at the stores. The Tandy Leather stores have no warehouse (backstock) inventory to
include in the turnover computation as the stores get their product from the central warehouse. Wholesale
Leathercraft’s turns are expected to be slower because the central warehouse inventory is part of this division and its
inventory is held as the backstock for all of the stores.

Accounts payable increased to $1.8 million at the end of 2006 compared to $1.2 million at the end of 2005 due
primarily to the intentional slowdown in payments to vendors. We were paying ahead of terms in many cases in 2005
which resulted in the lower accounts payable balance at December 31, 2005.

As discussed above, the largest use of operating cash in 2006 was for inventory purchases and increase in accounts
receivable. Capital expenditures totaled $471,000 and $273,000 for the years ended December 31, 2006 and 2005,
respectively. In 2006, capital expenditures consisted of factory machines and dies ($85,000); fixtures and equipment
for the new Tandy Leather retail stores ($175,000), air conditioner replacements at existing stores ($40,000), leather
display racks ($25,000); computer server upgrades ($60,000) and miscellaneous computer and other office equipment
($150,000). Since we intend to continue opening or acquiring new Tandy Leather stores, expenditures related to this
expansion should continue into 2007.

We believe that cash flow from operations will be adequate to fund our operations in 2007, while also funding
expansion. At this time, we know of no trends or demands, commitments events or uncertainties that will or are likely
to materially affect our liquidity, capital resources or results of operations. In addition, we anticipate that this cash
flow will enable us to meet the contractual obligations and commercial commitments. However, if cash flows should
decrease or uses of cash increase, we may increase our borrowings on our line of credit as needed. We believe that, if
desired, our present financial condition would permit us to increase the maximum amount that could be borrowed
from lenders. Further, we could defer expansion plans if required by unanticipated drops in cash flow. In particular,
because of the relatively small investment required by each new Tandy Leather store, we have flexibility in when we
make most expansion expenditures.
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Off-Balance Sheet Arrangements

We did not have any off-balance sheet arrangements during 2006, 2005 and 2004, and we do not currently have any
such arrangements.

Contractual Obligations

The following table summarizes by years our contractual obligations and commercial commitments as of December
31, 2006 (not including related interest expense):

Payments Due by Periods
Less than 1-3 4-5 After
Contractual Obligations Total 1 Year Years Years 5 Years

Long-Term Debt(1) -- --
Capital Lease Obligations $ 111,722 $ 111,722 -- --
Operating Leases(2) 6,050,225 2,370,711% 3,408,483 $270,031 --

Total Contractual $6,161,947 $2,482,433 $3,408,483 $270,031 $--
Obligations

(1) Our loan from JPMorgan Chase matures in October 2008. The loan's maturity can be accelerated in the event of a
material adverse change or upon other occurrences described in the related credit agreement.
(2) These are our leased facilities.

The interest rate on the capital lease is 0%. Any imputed interest over the term of the lease would be insignificant.
Summary of Critical Accounting Policies

We strive to report our financial results in a clear and understandable manner, although in some cases accounting and
disclosure rules are complex and require us to use technical terminology. We follow generally accepted accounting
principles in the U.S. in preparing our consolidated financial statements. These principles require us to make estimates
and apply judgments that affect our financial position and results of operations. We continually review our accounting
policies, how they are applied and how they are reported and disclosed in our financial statements. Following is a
summary of our more significant accounting policies and how they are applied in preparation of the financial
statements.

Basis of Consolidation. We report our financial information on a consolidated basis. Therefore, unless there is an
indication to the contrary, financial information is provided for the parent company, Tandy Leather Factory, Inc., and
its subsidiaries as a whole. Transactions between the parent company and any subsidiaries are eliminated for this
purpose. We own all of the capital stock of our subsidiaries, and we do not have any subsidiaries that are not
consolidated. None of our subsidiaries are “off balance sheet.”

Revenue Recognition. We recognize revenue for retail (over the counter) sales as transactions occur and other sales
upon shipment of our products, provided that there are no significant post-delivery obligations to the customer and
collection is reasonably assured, which generally occurs upon shipment. Net sales represent gross sales less negotiated
price allowances, product returns, and allowances for defective merchandise.

Allowance for Accounts Receivable. We reduce accounts receivable by an allowance for amounts that may become
uncollectible in the future. This allowance is an estimate based primarily on our evaluation of the customer's financial
condition, past collection history, and the aging of the account. If the financial condition of any of our customers
deteriorates, resulting in an impairment or inability to make payments, additional allowances may be required.
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Inventory. Inventory is stated at the lower of cost or market and is accounted for on the “first in, first out” method. This
means that sales of inventory treat the oldest item of identical inventory as being the first sold. In addition, we

regularly reduce the value of our inventory for slow-moving or obsolete inventory. This reduction is based on our
review of items on hand compared to their estimated future demand. If actual future demand is less favorable than

what we project, additional write-downs may be necessary. Goods shipped to us are recorded as inventory owned by

us when the risk of loss shifts to us from the supplier.

Goodwill. A change in the accounting rules necessitated a change in 2002 in how we report goodwill on our balance
sheet. As a result, we incurred an impairment write-down in 2002 of our investment in Roberts, Cushman in the
amount of $4.0 million. We periodically analyze the remaining goodwill on our balance sheet to determine the
appropriateness of its carry value. As of December 31, 2006, we determined that the present value of the discounted
estimated future cash flows of the stores associated with the goodwill is sufficient to support their respective goodwill
balances. If actual results of these stores differ significantly from our projections, such difference could affect the
present value calculation in the future resulting in an impairment of all or part of the goodwill currently carried on our
balance sheet.
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Forward-Looking Statements

“Item 1. Business” and “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations”
of this report contain forward-looking statements of management. In general, these are predictions or suggestions of

future events and statements or expectations of future occurrences. There are important risks that could cause results

to differ materially from those anticipated by some of the forward-looking statements. Some, but not all, of the

important risks which could cause actual results to differ materially from those suggested by the forward-looking
statements include, among other things:

- We might fail to realize the anticipated benefits of the opening of Tandy Leather retail stores or we might be unable
to obtain sufficient new locations on acceptable terms to meet our growth plans. Further, we might fail to hire and

train competent managers to oversee the stores opened.

- Political considerations here and abroad could disrupt our sources of supplies from abroad or affect the prices we
pay for goods.

- Continued involvement by the United States in war and other military operations in the Middle East and other areas
abroad could disrupt international trade and affect our inventory sources.

- A slump in the economy in the United States, as well as abroad, may cause our sales to decrease or not to increase
or adversely affect the prices charged for our products. Also, hostilities, terrorism or other events could worsen this

condition.

- As aresult of the on-going threat of terrorist attacks on the United States, consumer buying habits could change and
decrease our sales.

- Livestock diseases such as mad cow could reduce the availability of hides and leathers or increase their cost. Also,
the prices of hides and leathers fluctuate in normal times, and these fluctuations can affect us.

- If, for whatever reason, the costs of our raw materials and inventory increase, we may not be able to pass those costs
on to our customers.

- Other factors could cause either fluctuations in buying patterns or possible negative trends in the craft and western
retail markets. In addition, our customers may change their preferences to products other than ours, or they may not

accept new products as we introduce them.

- Tax or interest rates might increase. In particular, interest rates have been increasing. These increases will increase
our costs of borrowing funds as needed in our business.

- Any change in the commercial banking environment may affect us and our ability to borrow capital as needed.
- Other uncertainties, which are difficult to predict and many of which are beyond our control, may occur as well.

We do not intend to update forward-looking statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLLOSURES ABOUT MARKET RISK
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We face exposure to financial market risks, including adverse movement in foreign current exchange rates and
changes in interest rates. These exposures may change over time and could have a material impact on our financial
results. We do not use or invest in market risk sensitive instruments to hedge any of these risks or for any other
purpose.

Foreign Currency Exchange Rate Risk

Our primary foreign currency exposure is related to our subsidiary in Canada. The Leather Factory of Canada, Ltd.
has local currency (Canadian dollar) revenue and local currency operating expenses. Changes in the currency
exchange rate impact the U.S. dollar amount of revenue and expenses. See Note 13 to the Consolidated Financial
Statements, Segment Information, for financial information concerning our foreign activities.

Interest Rate Risk

We are subject to market risk associated with interest rate movements on outstanding debt. Our current credit

agreement with JPMorgan Chase accrues interest at a rate that changes with fluctuations in the prime rate. Because we

currently have no outstanding borrowings, changes in the prime rate do not impact us in this area.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Tandy Leather Factory, Inc.
Consolidated Balance Sheets
December 31, 2006 and 2005

ASSETS
CURRENT ASSETS:
Cash
Accounts receivable-trade, net of allowance for doubtful accounts
of $149,000 and $138,000 in 2006 and 2003, respectively
Inventory
Deferred income taxes
Other current assets
Total current assets

PROPERTY AND EQUIPMENT, at cost
Less accumulated depreciation and amortization

GOODWILL

OTHER INTANGIBLES, net of accumulated amortization of

Once we have delivered an Automatic Conversion Notice following
the occurrence of a Capital Adequacy Trigger Event (or following
an Automatic Conversion (if sooner)), (i) subject to the right of the
securityholders in the event of our failure to issue and deliver any
Conversion Shares to the Conversion Shares Depository on the
Conversion Date described under  Automatic Conversion Upon
Capital Adequacy Trigger Event Automatic Conversion, the
securityholders will have no rights whatsoever under the Indenture
or the Securities to instruct the trustee or the paying agent to take
any action whatsoever and (ii) as of the date of the Automatic
Conversion Notice, except for any indemnity and/or security
provided by any securityholder in such direction or related to such
direction, any direction previously given to the trustee by any
securityholder will cease automatically and will be null and void and
of no further effect; except in each case of (i) and (ii), with respect
to any rights of the securityholders with respect to any payments
under the Securities that were unconditionally due and payable prior
to the date of the Automatic Conversion Notice or unless the trustee
or the paying agent is instructed in writing by us to act otherwise.

Neither the trustee nor the paying agent will be liable with respect to
(1) the calculation or accuracy of the end-point CET1 Ratio in
connection with the occurrence of a Capital Adequacy Trigger Event
and the timing of such Capital Adequacy Trigger Event, (ii) our

December

31,
2006

$6,739,891

2,599,279
17,169,358
266,018
1,089,258
27,863,804

6,865,946
(4,989,341)
1,876,605

746,139

December
31,
2005

$3,215,727

2,178,848
15,669,182
273,872
358,058
21,695,687

6,424,091
(4,664,614)
1,759,477

746,611
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failure to post or deliver the underlying end-point CET1 Ratio
calculations of a Capital Adequacy Trigger Event to the Clearing
Systems or the securityholders or (iii) any aspect of our decision to
deliver an Automatic Conversion Notice or the related Automatic
Conversion.

Trustee s Duties

For purposes of the Securities, the following discussion replaces in
its entirety the first paragraph in Description of Contingent
Convertible Securities Trustee s Duties in the accompanying
prospectus.

In the case of a default, the trustee will exercise such of the rights
and powers vested in it by the Indenture, and use the same degree of
care and skill in their exercise as a prudent person would exercise or
use under the circumstances in the conduct of his or her own affairs.
Subject to the provisions of the Indenture relating to the duties of the
trustee, in case a default occurs and is continuing with respect to the
Securities, the trustee will be under no obligation to any
securityholder to exercise any of its rights or powers under the
Indenture at the request of any securityholder unless such
securityholder will have offered to the trustee indemnity satisfactory
to the trustee.

Subject to such provisions for the indemnification of the trustee, and
subject to certain exceptions, the holder or holders of a majority in
aggregate principal amount of the Securities then outstanding will
have the

S-77
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right to direct the time, method and place of conducting any
proceeding for any remedy available to the trustee or exercising any
trust or power conferred on the trustee with respect to the Securities.
However, the trustee may refuse to follow any direction that is in
conflict with any rule of law or the Indenture or is unjustly

prejudicial to any securityholder not taking part in the direction. The
trustee may take any other action that it deems proper which is not
inconsistent with that direction. See also  Defaults and Remedies No
Other Remedies.

By its acquisition of the Securities, each securityholder (which, for
these purposes, includes each beneficial owner) will acknowledge
and agree that neither a Capital Adequacy Trigger Event, an
Automatic Conversion, a reduction or cancellation, in part or in full,
of the Amounts Due, the conversion thereof into another security or
obligation of us or another person, as a result of the exercise of the
UK bail-in power by the relevant UK resolution authority with
respect to the Securities, nor the exercise of the UK bail-in power by
the relevant UK resolution authority with respect to the Securities
will give rise to a default for purposes of Section 315(b) (Notice of
Default) and Section 315(c) (Duties of the Trustee in Case of
Default) of the Trust Indenture Act.

Payments Subject to Fiscal Laws

All payments are subject in all cases to any applicable fiscal or other
laws, regulations and directives in any jurisdiction, but without
prejudice to the  Additional Amounts provisions below. For the
purposes of the preceding sentence, the phrase fiscal or other laws,
regulations and directives will include any obligation on us to
withhold or deduct from a payment pursuant to an agreement
described in Section 1471(b) of the U.S. Internal Revenue Code of
1986, as amended (the Code ), or otherwise imposed pursuant to
FATCA.

Additional Amounts

All payments made under or with respect to the Securities will be
made without deduction or withholding for, or on account of, any
and all present and future taxes, levies, imposts, duties, charges,
fees, deductions or withholdings whatsoever imposed, levied,
collected, withheld or assessed by or on behalf of the UK or any
political subdivision or taxing authority thereof or therein having the
power to tax (each, a Taxing Jurisdiction ), unless required by law.

If such deduction or withholding will at any time be required by the
law of the Taxing Jurisdiction, we will pay such additional amounts

in respect of any payments of interest on the Securities (but not, for
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the avoidance of doubt, in respect of the payment of principal in
respect of the Securities) ( Additional Amounts ) as may be necessary
so that the net amounts (including Additional Amounts) paid to the
securityholders, after such deduction or withholding, will be equal

to the respective amounts of interest which the securityholders

would have been entitled to receive in respect of the Securities in the
absence of such deduction or withholding; provided that the

foregoing will not apply to any such tax, levy, impost, duty, charge,
fee, deduction or withholding which:

would not be payable or due but for the fact that the
securityholder or beneficial owner is domiciled in, or is a
national or resident of, or engaging in business or maintaining
a permanent establishment or being physically present in, the
Taxing Jurisdiction, or otherwise has some connection or
former connection with the Taxing Jurisdiction other than the
holding or ownership of a Security, or the collection of
principal or interest payments on, or the enforcement of, a
Security;

would not be payable or due but for the fact that the certificate
representing the relevant Securities (i) is presented for
payment in the Taxing Jurisdiction or (ii) is presented for
payment more than 30 days after the date payment became due
or was provided for, whichever is later, except to the extent
that the securityholder would have been entitled to such
Additional Amount on presenting the same for payment at the
close of such 30-day period;

would not have been imposed if presentation for payment of
the certificate representing the relevant Securities had been
made to a paying agent other than the paying agent to which
the presentation was made;

S-78
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is imposed in respect of a securityholder that is not the sole
beneficial owner of the principal or the interest, or a portion of
either, or that is a fiduciary or partnership, but only to the
extent that a beneficiary or settlor with respect to the fiduciary,
a beneficial owner or member of the partnership would not
have been entitled to the payment of an Additional Amount
had the beneficiary, settlor, beneficial owner or member
received directly its beneficial or distributive share of the
payment;

is imposed because of the failure to comply by the
securityholder or the beneficial owner or the beneficial owner
of any payment on such Securities with a request from us
addressed to the securityholder or the beneficial owner,
including a written request from us related to a claim for relief
under any applicable double tax treaty:

to provide information concerning the nationality,
residence, identity or connection with a taxing jurisdiction
of the securityholder or the beneficial owner; or

to make any declaration or other similar claim to satisfy
any information or reporting requirement, if the
information or declaration is required or imposed by a
statute, treaty, regulation, ruling or administrative practice
of the Taxing Jurisdiction as a precondition to exemption
from withholding or deduction of all or part of the tax,
duty, assessment or other governmental charge;

is imposed in respect of any estate, inheritance, gift, sale,
transfer, personal property, wealth or similar tax, duty
assessment or other governmental charge; or

is imposed in respect of any combination of the above items.
We have agreed in the Indenture that at least one paying agent for
the Securities will be located outside the UK.

As provided in  Payments Subject to Fiscal Laws, all payments in
respect of the Securities will be made subject to any withholding or
deduction required pursuant to FATCA, and we will not be required
to pay any Additional Amounts on account of any such deduction or
withholding required pursuant to FATCA.
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Whenever we refer in this prospectus supplement, in any context, to
the payment of any interest on or in respect of any Securities, we
mean to include the payment of Additional Amounts to the extent
that, in the context, Additional Amounts are, were or would be
payable.

Paying Agent

Payments of principal of and interest, if any, on the Securities will
be made in pounds sterling and such payments on Securities
represented by a global security will be made through one or more
paying agents to a common depositary for the accounts of the
relevant Clearing System or its nominee. Initially, the paying agent
will be HSBC Bank USA, National Association. We may change the
paying agent without prior notice to the securityholders, and in such
an event we may act as paying agent. Payments of principal of, and
interest on, the Securities represented by a global security will be
made by wire transfer of immediately available funds; provided,
however, that in the case of payments of principal, such global
security is first surrendered to the paying agent.

Calculation Agent

The calculation agent is HSBC Bank USA, National Association, or
its successor appointed by us, pursuant to a calculation agent
agreement expected to be entered into on September , 2018.
Subsequent Holders Agreement

The securityholders (which, for these purposes, includes beneficial
owners of the Securities) that acquire the Securities in the secondary

market and any successors, assigns, heirs, executors, administrators,
trustees in

S-79

Table of Contents

40



Edgar Filing: TANDY LEATHER FACTORY INC - Form 10-K

Table of Conten

bankruptcy and legal representatives of any securityholder will be
deemed to acknowledge, accept, agree to be bound by and consent
to the same provisions specified herein to the same extent as the
securityholders that acquire the Securities upon their initial issuance,
including, without limitation, with respect to the acknowledgement
and agreement to be bound by and consent to the terms of the
Securities related to the UK bail-in power and related to a Capital
Adequacy Trigger Event and the Mid-Market Swap Rate and
LIBOR.

Governing Law

The Indenture and the Securities will be governed by, and construed
in accordance with, the laws of the State of New York, except that
the subordination provisions of the Indenture and of the Securities
(see  Subordination ) will be governed by, and construed in
accordance with, the laws of England and Wales.

Listing

Application will be made to Euronext Dublin for the Securities to be
admitted to the Official List and to trading on the GEM, which is the
exchange regulated market of Euronext Dublin.

Definitions

Set forth below are definition for certain defined terms used in this
Description of the Securities for which no definition is provided.

Acquirer means the person or persons that control (as such term is
used with respect to the definition of Takeover Event ) us following
a Takeover Event.

Additional Amounts has the meaning given to such term under
Additional Amounts.

Adjusted Reset Date has the meaning given to such term under
Interest General.

Alternative Base Rate means the rate that has replaced LIBOR in
customary market usage for determining floating interest rates in
respect of bonds denominated in pounds sterling or, if the
Independent Financial Adviser or we (in consultation with the
calculation agent and acting in good faith and a commercially
reasonable manner), as applicable, determine that there is no such
rate, such other rate as the Independent Financial Adviser or we (in
consultation with the calculation agent and acting in good faith and
a commercially reasonable manner), as applicable, determine in its
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or our sole discretion is most comparable to LIBOR.

Alternative Screen Page means the alternative screen page,
information service or source on which the Alternative Base Rate
appears (or such other page, information service or source as may
replace the alternative screen page, information service or source, in
each case, as may be nominated by the person providing or
sponsoring the information appearing on such page for purposes of
displaying comparable rates).

Amounts Due has the meaning given to such term under  Agreement
with Respect to the Exercise of UK Bail-in Power.

Approved Entity means a body corporate which, on the occurrence
of the Takeover Event, has in issue Approved Entity Shares.

Approved Entity Shares means ordinary shares in the capital of a
body corporate that constitutes Equity Share Capital or the
equivalent (or depository or other receipts representing the same)
which are listed and admitted to trading on a Recognized Stock
Exchange. On and after the date of a Qualifying Takeover Event,
references herein to our ordinary shares will be read as references to

Approved Entity Shares to be delivered by the Approved Entity. In
relation to an Automatic Conversion in respect of which the
Conversion Date falls on or after the QTE Effective Date, references
herein to Conversion Shares will be deemed to be references to

Approved Entity Shares to be delivered by the Approved Entity.
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auditors means (i) our auditors or, if we have joint auditors, any one
of such joint auditors or (ii) in the event their being unable or
unwilling to carry out any action requested of them pursuant to the
terms of the Securities and the Indenture or in such circumstances
and for such purposes as the trustee may approve, either (x) such
other firm of accountants as may be nominated by us and approved
by the trustee or (y) failing such nomination and/or approval within
three business days of a request by the trustee to us for such
nomination, as may be nominated by the trustee.

Automatic Conversion has the meaning given to such term under
Automatic Conversion Upon Capital Adequacy Trigger
Event Automatic Conversion.

Automatic Conversion Notice has the meaning given to such term
under  Automatic Conversion Upon Capital Adequacy Trigger
Event Procedure Automatic Conversion Procedure.

Automatic Conversion Settlement Notice has the meaning given to
such term under  Automatic Conversion Upon Capital Adequacy
Trigger Event Procedure Settlement Procedure.

Automatic Conversion Settlement Request Notice has the meaning
given to such term under  Automatic Conversion Upon Capital
Adequacy Trigger Event Procedure Settlement Procedure.

Balance Sheet Condition has the meaning given to such term under
Subordination.

BRRD means Directive 2014/59/EU establishing a framework for
the recovery and resolution of credit institutions and investment
firms, as amended, supplemented or replaced from time to time.

business day means any day on which banks are open for general
business (including dealings in foreign exchange and foreign
currency deposits) in London, England, and in New York City, New
York, or, if the Securities are held in definitive form, in the case of
payment by transfer to a pounds sterling account, any day on which
dealings in foreign currencies may be carried on in London,
England, and in New York City, New York; and in the case of
surrender (or, in the case of part payment only, endorsement) of any
Securities in definitive form, any day on which banks are open for
general business (including dealings in foreign exchange and foreign
currency deposits) in the place in which the Securities in definitive
form are surrendered (or, as the case may be, endorsed).

calculation agent means HSBC Bank USA, National Association, or
its successor appointed by us, pursuant to a calculation agent
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agreement expected to be entered into on September , 2018.

Calculation Changes has the meaning given to such term under
Interest General.

Cancellation Date means (i) with respect to any Security for which
an Automatic Conversion Settlement Notice is received by the
Conversion Shares Depository on or before the Notice Cut-off Date,
the applicable Settlement Date and (ii) with respect to any Security
for which an Automatic Conversion Settlement Notice is not
received by the Conversion Shares Depository on or before the
Notice Cut-off Date, the Final Cancellation Date.

Capital Adequacy Trigger Event has the meaning given to such term
under  Automatic Conversion Upon Capital Adequacy Trigger
Event Automatic Conversion.

Capital Disqualification Event has the meaning given to such term
under  Redemption Special Event Redemption.

Capital Instruments Regulations means any regulatory capital rules,
regulations or standards which are applicable to us at any time (on a

solo or consolidated basis and including any implementation thereof
or
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supplement thereto by the PRA from time to time) and which lay
down the requirements to be fulfilled by financial instruments for
inclusion in our regulatory capital (on a solo or consolidated basis)
as may be required by (i) the CRR and/or (ii) the CRD, including
(for the avoidance of doubt) any delegated acts and implementing
acts made by the European Commission (such as regulatory
technical standards and implementing technical standards) and EBA
guidelines all as amended from time to time and as implemented in
the UK.

Cash Dividend means any dividend or distribution in respect of our
ordinary shares to our ordinary shareholders which is to be paid or
made in cash (in whatever currency), however described and
whether payable out of share premium account, profits, retained
earnings or any other capital or revenue reserve or account and
including a distribution or payment to our ordinary shareholders
upon or in connection with a reduction of capital.

CET1 Capital means, as of any date, the sum, expressed in U.S.
dollars, of all amounts that constitute common equity Tier 1 capital
of the HSBC Group as of such date, less any deductions from
common equity Tier 1 capital required to be made as of such date, in
each case as calculated by us on a consolidated basis and without
applying the transitional provisions set out in Part Ten of the CRR
(or in any successor provisions thereto or any equivalent provisions
of the Relevant Rules which replace or supersede such provisions)
in accordance with the Relevant Rules applicable to us as of such
date (which calculation will be binding on the trustee, the paying
agent and the securityholders). For the purposes of this definition,
the term common equity Tier 1 capital will have the meaning
assigned to such term in the Relevant Rules as interpreted and
applied in accordance with the Relevant Rules then applicable to the
HSBC Group or by the Relevant Regulator.

Clearing Systems means Clearstream Luxembourg and Euroclear.

Clearing System Business Day means a day on which each Clearing
System for which any global certificate is being held is open for
business.

Clearstream Luxembourg means Clearstream Banking S.A.

Code has the meaning given to such term under  Payments Subject to
Fiscal Laws.

Companies Act means the Companies Act 2006 (United Kingdom)
as amended from time to time.
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Conversion Date has the meaning given to such term under
Automatic Conversion Upon Capital Adequacy Trigger
Event Automatic Conversion.

Conversion Price has the meaning given to such term under
Automatic Conversion Upon Capital Adequacy Trigger
Event Conversion Shares.

Conversion Shares has the meaning given to such term under
Automatic Conversion Upon Capital Adequacy Trigger
Event Conversion Shares.

Conversion Shares Depository means a financial institution, trust
company, depository entity, nominee entity or similar entity to be
appointed by us on or prior to any date when a function ascribed to
the Conversion Shares Depository in the Indenture is required to be
performed, to perform such functions and which, as a condition of
such appointment, such entity will be required to undertake, for the
benefit of the securityholders, to hold the Conversion Shares (and
any Conversion Shares Offer Consideration) on behalf of such
securityholders in one or more segregated accounts, unless
otherwise required for the purposes of the Conversion Shares Offer
and, in any event, on terms consistent with the Indenture.

Conversion Shares Offer has the meaning given to such term under
Automatic Conversion Upon Capital Adequacy Trigger
Event Conversion Shares Offer.
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Conversion Shares Offer Agent has the meaning given to such term
under  Automatic Conversion Upon Capital Adequacy Trigger
Event Conversion Shares Offer.

Conversion Shares Offer Consideration has the meaning given to
such term under  Automatic Conversion Upon Capital Adequacy
Trigger Event Conversion Shares Offer.

Conversion Shares Offer Notice has the meaning given to such term
under  Automatic Conversion Upon Capital Adequacy Trigger
Event Procedure Automatic Conversion Procedure.

Conversion Shares Offer Period means the period during which the
Conversion Shares Offer may occur, which period will end no later
than 40 business days after the delivery of the Conversion Shares
Offer Notice.

Conversion Shares Offer Price has the meaning given to such term
under  Automatic Conversion Upon Capital Adequacy Trigger
Event Conversion Shares Offer.

CRD means Directive 2013/36/EU of the European Parliament and
of the Council of June 26, 2013 on access to the activity of credit
institutions and the prudential supervision of credit institutions and
investment firms, amending Directive 2002/87/EC and repealing
Directives 2006/48/EC and 2006/49/EC as amended, supplemented
or replaced from time to time, and (where relevant) any applicable
successor EU or UK legislation.

CRD IV means, taken together, (i) the CRR, (ii) the CRD and
(iii) the Capital Instruments Regulations.

CREST means the relevant system, as defined in the CREST
Regulations, or any successor clearing system.

CREST Regulations means the Uncertificated Securities
Regulations 2001 (SI 2001 No. 01/378), as amended.

CRR means regulation (EU) No 575/2013 of the European
Parliament and of the Council of June 26, 2013 on prudential
requirements for credit institutions and investment firms and
amending regulation (EU) No 648/2012, as amended, supplemented
or replaced from time to time and (where relevant) any applicable
successor EU or UK legislation.

Current Market Price means, in respect of one of our ordinary shares
at a particular date, the arithmetic average of the Volume Weighted

Average Price per ordinary share for the five consecutive Exchange
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Business Days ending on the Exchange Business Day immediately
preceding such date (the Relevant Period ), provided that:

(i) if at any time during the Relevant Period the Volume
Weighted Average Price has been based on a price ex-dividend
(or ex-any other entitlement) and during some other part of
that period the Volume Weighted Average Price has been
based on a price cum-dividend (or cum-any other entitlement),
then:

(1) if our ordinary shares to be issued do not rank for the
dividend (or entitlement) in question, the Volume
Weighted Average Price on the dates on which our
ordinary share will have been quoted cum-dividend (or
cum-any other entitlement) will for the purpose of this
definition be deemed to be the amount thereof reduced by
an amount equal to the Fair Market Value of that dividend
(or entitlement) per ordinary share as of the date of first
public announcement relating to such dividend or
entitlement and, for these purposes, the amount or value
will be determined on a gross basis disregarding any
withholding or deduction required to be made on account
of tax and disregarding any associated tax credit; or

(2) if our ordinary shares to be issued do rank for the dividend
(or entitlement) in question, the Volume Weighted Average
Price on the dates on which our ordinary shares will have
been quoted ex-dividend (or ex-any other entitlement) will
for the purpose of this definition be deemed to have been
the amount thereof increased by such similar amount; and
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(i1)if on each of the five Exchange Business Days during the
Relevant Period our ordinary shares have been quoted
cum-dividend (or cum-any other entitlement) in respect of a
dividend (or entitlement) which has been declared or
announced but our ordinary shares to be issued do not rank for
that dividend (or entitlement), the Volume Weighted Average
Price on each of such dates will for the purposes of this
definition be deemed to be the amount thereof reduced by an
amount equal to the Fair Market Value of that dividend (or
entitlement) per ordinary share as of the date of first public
announcement relating to such dividend or entitlement, and
for these purposes, the amount or value will be determined on
a gross basis disregarding any withholding or deduction
required to be made on account of tax and disregarding any
associated tax credit;

(iii)if such Volume Weighted Average Price of one of our
ordinary shares is not available on each of the five Exchange
Business Days during the Relevant Period, then the arithmetic
average of such Volume Weighted Average Prices which are
available in the Relevant Period will be used (subject to a
minimum of two such closing prices); and

(iv)if only one or no such Volume Weighted Average Price is
available in the Relevant Period, then the Current Market
Price will be determined by an Independent Financial
Adviser.
default has the meaning given to such term under  Defaults and
Remedies Events of Default and Defaults.

Distributable Items means the amount of our profits at the end of the
last financial year plus any profits brought forward and reserves
available for that purpose before distributions to holders of the
Securities and any Parity Securities and Junior Securities less any
losses brought forward, profits which are non-distributable pursuant
to the Companies Act or other provisions of English law from time
to time applicable to us or our Memorandum and Articles of
Association (our Articles of Association ) and sums placed to
non-distributable reserves in accordance with the Companies Act or
other provisions of English law from time to time applicable to us or
our Articles of Association, those losses and reserves being
determined on the basis of our individual accounts and not on the
basis of our consolidated accounts.

EEA Regulated Market means a regulated market as defined by
Article 4.1(21) of Directive 2014/65/EU of the European Parliament
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and of the Council on markets in financial instruments, as the same
may be amended, supplemented or replaced from time to time.

Effective Date means, for the purposes of clause (c) under
Anti-dilution Adjustment of Conversion Price and Conversion Shares

Offer Price, the first date on which our ordinary shares are traded
ex-rights, ex-options or ex-warrants on the Relevant Stock
Exchange and, for the purposes of clause (d) under  Anti-
dilution Adjustment of Conversion Price and Conversion Shares
Offer Price, the first date on which our ordinary shares are traded
ex-the relevant Extraordinary Dividend on the Relevant Stock
Exchange.

end-point CET1 Ratio means, as of any date, the ratio of CET1
Capital to the Risk Weighted Assets, in each case as of such date,
expressed as a percentage.

Equity Share Capital has the meaning provided in Section 548 of the
Companies Act.

Euroclear means Euroclear Bank SA/NV.

Exchange Business Day means any day that is a trading day on the
Relevant Stock Exchange other than a day on which the Relevant
Stock Exchange is scheduled to close prior to its regular weekday
closing time.

Extraordinary Dividend means any Cash Dividend that is declared
expressly by us to be a capital distribution, extraordinary dividend,
extraordinary distribution, special dividend, special distribution or
return of value to our ordinary shareholders as a class or any
analogous or similar term, in which case the Extraordinary Dividend
will be such Cash Dividend.
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Fair Market Value means

(i) with respect to a Cash Dividend or other cash amount the
amount of such cash; provided that any Cash Dividend or other
cash amount in a currency other than pounds sterling will be
converted into pounds sterling at the Prevailing Rate as of the
date on which the Fair Market Value is to be calculated

(ii) where securities, options, warrants or other rights are publicly
traded in a market which is determined by us to have adequate
liquidity, the fair market value of (a) such securities will equal
the arithmetic average of the Volume Weighted Average
Prices of such securities, and (b) such options, warrants or
other rights will be the arithmetic mean of the daily closing
prices of such options, warrants or other rights, in each case
during the period of five trading days on the relevant market
commencing on such date (or, if later, the first such trading
day such securities, options, warrants or other rights are
publicly traded) or such shorter period as such securities,
options, warrants or other rights are publicly traded; provided
that any amount in a currency other than pounds sterling will
be converted into pounds sterling at the Prevailing Rate as of
the date on which the Fair Market Value is to be calculated
and

(iii) with respect to any other property on any date, the fair market
value of that property as of that date as determined by an
Independent Financial Adviser taking into account such
factors as it considers appropriate.

For these purposes, the amount or value will be determined on a
gross basis disregarding any withholding or deduction required to be
made on account of tax and disregarding any associated tax credit.

FATCA means (i) sections 1471 to 1474 of the Code or any
associated regulations or other official guidance; (ii) any treaty, law,
regulation or other official guidance enacted in any other
jurisdiction, or relating to an intergovernmental agreement between
the United States and any other jurisdiction, which (in either case)
facilitates the implementation of clause (i); or (iii) any agreement
pursuant to the implementation of clauses (i) or (ii) with the U.S.
Internal Revenue Service, the U.S. government or any governmental
or taxation authority in any other jurisdiction.
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Final Cancellation Date means the date, as specified in the
Automatic Conversion Settlement Request Notice, on which the
Securities in relation to which no Automatic Conversion Settlement
Notice has been received by the Conversion Shares Depository on or
before the Notice Cut-off Date will be cancelled, which date may be
up to 15 business days following the Notice Cut-off Date.

GEM means the Global Exchange Market, which is the exchange
regulated market of Euronext Dublin.

Governmental Entity means (i) the UK government, (ii) an agency
of the UK government or (iii) a Takeover Person or entity (other
than a body corporate) controlled by the UK government or any
such agency referred to in clause (ii) of this definition. If we are then
organized in another jurisdiction, the references to UK government
will be read as references to the government of such other
jurisdiction.

HSBC Group means HSBC Holdings plc together with its
subsidiary undertakings.

Indenture has the meaning given to such term in the second
paragraph of this Description of the Securities.

Independent Financial Adviser means an independent financial
institution of international repute or other independent financial
adviser experienced in the international capital markets, in each case

appointed by us at our own expense.

Initial Interest Rate has the meaning given to such term under
Interest General.
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Junior Securities means, in respect of the Securities, (i) any of our
ordinary shares or our other securities that rank, or are expressed to
rank, junior to the Securities in our winding-up or administration as
described under  Subordination and/or (ii) any securities issued by
any other member of the HSBC Group where the terms of such
securities benefit from a guarantee or support agreement entered into
by us that ranks, or is expressed to rank, junior to the Securities in
our winding-up or administration as described under  Subordination
and/or (iii) any of our capital instruments that qualify as common
equity Tier 1 instruments under the Relevant Rules.

LIBOR means the interest rate benchmark known as the London
interbank offered rate, which is calculated and published by a
designated distributor (currently Thomson Reuters) in accordance
with the requirements from time to time of ICE Benchmark
Administration Limited (or any other person which takes over the
administration of that rate) based on the estimated interbank
borrowing rate for pounds sterling that is provided by a panel of
contributor banks.

London banking day means any day on which dealings in pounds
sterling are transacted in the London interbank market.

LSE means the London Stock Exchange plc.

Margin has the meaning given to such term under  Interest General.

Maximum Distributable Amount means any applicable maximum
distributable amount relating to us required to be calculated in
accordance with Article 141 of CRD (and any implementation of
such provision in the UK or, as the case may be, any succeeding
provision amending or replacing such Article or any such
implementing provision).

Mid-Market Swap Rate has the meaning given to such term under
Interest General.

Mid-Market Swap Rate Quotation has the meaning given to such
term under  Inferest General.

Monetary Judgment has the meaning given to such term under
Defaults and Remedies Limited Remedies for Breach of Obligations
(Other than Non-payment).

New Conversion Condition means the condition that will be
satisfied if by not later than seven business days following the
completion of a Takeover Event where the Acquirer is an Approved
Entity, we have entered into arrangements to our satisfaction with
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the Approved Entity pursuant to which the Approved Entity

irrevocably undertakes to the trustee, for the benefit of the

securityholders, to deliver the Approved Entity Shares to the

Conversion Shares Depository upon a conversion of the Securities,

pursuant to, and subject to the conditions specified under,
Qualifying Takeover Event.

New Conversion Price means an amount (in pounds sterling) per

Approved Entity Share determined by us in accordance with the
following formula:

RS(Average)
NCP=ECP X

OS (Average)
where:

NCP means the New Conversion Price.

ECP means the Conversion Price in effect on the Exchange Business
Day immediately prior to the QTE Effective Date.
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RS (Average) means the arithmetic average of the Volume
Weighted Average Price per Approved Entity Share (converted, if
necessary, into pounds sterling at the Prevailing Rate on the relevant
Exchange Business Day) on each of the 10 Exchange Business Days
ending on the Exchange Business Day prior to the date the
Qualifying Takeover Event occurred.

OS (Average) means the arithmetic average of the Volume
Weighted Average Price of our ordinary shares (converted, if
necessary, into pounds sterling at the Prevailing Rate on the relevant
Exchange Business Day) on each of the 10 Exchange Business Days
ending on the Exchange Business Day prior to the date the
Qualifying Takeover Event has occurred.

New Conversion Shares Offer Price means the New Conversion
Price initially calculated following the occurrence of a Qualifying
Takeover Event.

Non-payment Event has the meaning given to such term under
Defaults and Remedies Non-payment Event.

Notice Cut-off Date means the date specified as such in the
Automatic Conversion Settlement Request Notice, which date will
be at least 40 business days following the Suspension Date.

OECD means Organization for Economic Co-operation and
Development. Outstanding Amount has the meaning given to such
term under  Conversion Shares.

Parity Securities means, (i) the most senior ranking class or classes
of preference shares in our capital from time to time and any other
of our securities ranking, or expressed to rank, pari passu with the
Securities and/or such senior preference shares in our winding-up or
administration as described under  Subordination, and/or (ii) any
securities issued by any other member of the HSBC Group where
the terms of such securities benefit from a guarantee or support
agreement entered into by us which ranks or is expressed to rank
pari passu with the Securities and/or such senior preference shares
in our winding-up or administration as described under

Subordination.

Performance Obligation has the meaning given to such term under
Defaults and Remedies Limited Remedies for Breach of Obligations
(Other than Non-payment).
PRA means the UK Prudential Regulation Authority or any

successor entity.
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Prevailing Rate means, in relation to any two currencies and any
day:

(a)for the purposes of the definition of Conversion Shares Offer
Consideration, the executable bid quotation obtained by the
Conversion Shares Depository that is most favorable to the
securityholders, out of quotations obtained by it from three
recognized foreign exchange dealers selected by the
Conversion Shares Depository, for value on such day; and

(b)for all other purposes, the prevailing market currency
exchange rate at the time at which such rate is determined in
the relevant market for foreign exchange transactions in such
currencies for value on such day, as determined by us in our
sole discretion and acting in a commercially reasonable
manner.
Price and Prices have the meanings given to such terms under
Anti-dilution Adjustment of Conversion Price and Conversion Shares
Offer Price.

pro rata cash component has the meaning given to such term under
Automatic Conversion Upon Capital Adequacy Trigger
Event Conversion Shares Offer.
pro rata Conversion Shares component has the meaning given to

such term under  Automatic Conversion Upon Capital Adequacy
Trigger Event Conversion Shares Offer.
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QTE Effective Date means the date with effect from which the New
Conversion Condition will have been satisfied.

Qualifying Takeover Event has the meaning given to such term
under  Qualifying Takeover Event.

Recognized Stock Exchange means an EEA Regulated Market or
another regulated, regularly operating, recognized stock exchange or
securities market in an OECD member state.

Reference Banks has the meaning given to such term under
Interest General.

regulated entity has the meaning given to such term under
Agreement with Respect to the Exercise of UK Bail-in Power.

Relevant Distributions means, in relation to any interest payment
date, the sum of (i) all distributions or interest payments made or
declared by us since the end of the last financial year and prior to
such interest payment date on or in respect of any Parity Securities,
the Securities and any Junior Securities and (ii) all distributions or
interest payments payable by us (and not cancelled or deemed to
have been cancelled) on such interest payment date on or in respect
of any Parity Securities, the Securities and any Junior Securities, in
the case of each of (i) and (ii), excluding any payments already
accounted for in determining the Distributable Items.

Relevant Regulator means the PRA or any successor entity
primarily responsible for our prudential supervision.

Relevant Rules means, at any time, the laws, regulations,
requirements, guidelines and policies relating to capital adequacy
(including, without limitation, as to leverage) then in effect in the
UK including, without limitation to the generality of the foregoing,
as may be required by CRD IV or BRRD or any applicable
successor legislation or any delegated or implementing acts (such as
regulatory technical standards) adopted by the European
Commission and applicable to us from time to time and any
regulations, requirements, guidelines and policies relating to capital
adequacy adopted by the Relevant Regulator from time to time
(whether or not such requirements, guidelines or policies are applied
generally or specifically to us or to us and any of our holding or
subsidiary companies or any subsidiary of any such holding
company).

relevant screen page has the meaning given to such term under
Interest General.
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Relevant Stock Exchange means, (i) in respect of our ordinary
shares, the LSE or if our ordinary shares are no longer admitted to
listing, trading and/or quotation by the LSE, the principal stock
exchange or securities market by which our ordinary shares are then
admitted to listing, trading and/or quotation, and (ii) in respect of
any securities other than our ordinary shares, the principal stock
exchange or securities market on which the Approved Entity Shares
or such securities, as applicable, are then admitted to listing, trading
and/or quotation.

Relevant Supervisory Consent means as (and to the extent) required,
a consent or waiver to the relevant purchase, repurchase or
redemption from the Relevant Regulator. For the avoidance of
doubt, Relevant Supervisory Consent will not be required if none of
the Securities qualify as part of our regulatory capital.

relevant UK resolution authority has the meaning given to such term
under  Agreement with Respect to the Exercise of UK Bail-in Power.

Reset Dates has the meaning given to such term under
Interest General.

Reset Determination Cut-off Date has the meaning given to such
term under  Interest General.

Reset Determination Date has the meaning given to such term under
Interest General.
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Reset Period has the meaning given to such term under
Interest General.

Risk Weighted Assets means, as of any date, the aggregate amount,
expressed in U.S. dollars, of the risk weighted assets of the HSBC
Group as of such date, as calculated by us on a consolidated basis
and without applying the transitional provisions set out in Part Ten
of the CRR (or in any successor provisions thereto or any equivalent
provisions of the Relevant Rules which replace or supersede such
provisions) in accordance with the Relevant Rules applicable to us
as of such date (which calculation will be binding on the trustee, the
paying agent and the securityholders). For the purposes of this
definition, the term risk weighted assets means the risk weighted
assets or total risk exposure amount, as calculated by us in
accordance with the Relevant Rules.

Securities means the % Perpetual Subordinated Contingent
Convertible Securities (Callable and Every Five Years
Thereafter).

securityholders means holders of the Securities.

Senior Creditors has the meaning given to such term under
Subordination.

Settlement Date means (i) with respect to any Security in relation to
which an Automatic Conversion Settlement Notice is received by
the Conversion Shares Depository on or before the Notice Cut-off
Date, the later of (a) the date that is two business days after the end
of the relevant Conversion Shares Offer Period and (b) the date that
is two business days after the date on which such Automatic
Conversion Settlement Notice has been received by the Conversion
Shares Depository and (ii) with respect to any Security in relation to
which an Automatic Conversion Settlement Notice is not received
by the Conversion Shares Depository on or before the Notice
Cut-off Date, the date on which the Conversion Shares Depository
delivers the relevant Conversion Shares or Conversion Shares Offer
Consideration, as applicable.

Solvency Condition has the meaning given to such term under
Subordination.

Special Event has the meaning given to such term under
Redemption Special Event Redemption.

Suspension Date has the meaning given to such term under
Automatic Conversion Upon Capital Adequacy Trigger

Event Procedure Automatic Conversion Procedure.
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Takeover Event has the meaning given to such term under
Qualifying Takeover Event.

Takeover Event Notice has the meaning given to such term under
Qualifying Takeover Event.

Takeover Person includes any individual, company, corporation,
firm, partnership, joint venture, undertaking, association,
organization, trust, state or agency of a state (in each case whether

or not being a separate legal entity) or other legal entity.

Tax Event has the meaning given to such term under
Redemption Special Event Redemption.

Taxing Jurisdiction has the meaning given to such term under
Additional Amounts .

Tradable Amount means the denomination of each book-entry
interest in a Security.

Trust Indenture Act has the meaning given to such term in the third
paragraph of this Description of the Securities.

UK bail-in power has the meaning given to such term under
Agreement with Respect to the Exercise of UK Bail-in Power.
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Volume Weighted Average Price means, in respect of one of our
ordinary shares, an Approved Entity Share or, as applicable, a
security on any Exchange Business Day, the order book
volume-weighted average price of such ordinary share, Approved
Entity Share or security published by or derived from the principal
stock exchange or securities market on which such ordinary share,
Approved Entity Share or security are then listed or quoted or dealt
in, if any or, in any such case, such other source as will be
determined to be appropriate by an Independent Financial Adviser
on such Exchange Business Day; provided that if on any such
Exchange Business Day such price is not available or cannot
otherwise be determined as provided above, the Volume Weighted
Average Price of one of our ordinary shares, an Approved Entity
Share or a security, as the case may be, in respect of such Exchange
Business Day will be the Volume Weighted Average Price,
determined as provided above, on the immediately preceding
Exchange Business Day on which the same can be so determined or
as an Independent Financial Adviser might otherwise determine to
be appropriate.

Winding-up Event has the meaning given to such term under
Defaults and Remedies Winding-up Event.
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FORM, SETTLEMENT AND CLEARANCE

For purposes of the Securities, the following discussion replaces in
its entirety the discussion set forth in Description of Contingent
Convertible Securities Form, Settlement and Clearance in the
accompanying prospectus.

The description of the Clearing Systems in this section reflects our
understanding of the rules and procedures of Clearstream
Luxembourg and Euroclear as they are currently in effect. These
systems could change their rules and procedures at any time. We
have obtained the information in this section concerning
Clearstream Luxembourg and Euroclear and their book-entry
systems and procedures from sources that we believe to be reliable,
but we take no responsibility for the accuracy of this information.

The Securities will initially be represented by one or more fully
registered global securities. Each such global security will be
deposited with, or on behalf of, a common depositary, and registered
in the name of the nominee of the common depositary for the
accounts of Clearstream Luxembourg and Euroclear. Except as set
forth below, the global securities may be transferred, in whole and
not in part, only to Euroclear or Clearstream Luxembourg or their
respective nominees. You may hold your interests in the global
securities in Europe through Clearstream Luxembourg or Euroclear,
either as a participant in such systems or indirectly through
organizations which are participants in such systems. Clearstream
Luxembourg and Euroclear will hold interests in the global
securities on behalf of their respective participating organizations or
customers through customers securities accounts in Clearstream
Luxembourg s or Euroclear s names on the books of their respective
depositaries. Book-entry interests in the Securities and all transfers
relating to the securities will be reflected in the book-entry records
of Clearstream Luxembourg and Euroclear.

The distribution of the Securities will be cleared through
Clearstream Luxembourg and Euroclear. Any secondary market
trading of book-entry interests in the Securities will take place
through Clearstream Luxembourg and Euroclear participants and
will settle in same-day funds. Owners of book-entry interests in the
Securities will receive payments relating to their Securities in
pounds sterling.

Clearstream Luxembourg and Euroclear have established electronic
securities and payment transfer, processing, depositary and custodial
links among themselves and others, either directly or through
custodians and depositaries. These links allow the Securities to be
issued, held and transferred among the Clearing Systems without the
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physical transfer of certificates. Special procedures to facilitate
clearance and settlement have been established among the Clearing
Systems to trade securities across borders in the secondary market.

The policies of Clearstream Luxembourg and Euroclear will govern
payments, transfers, exchanges and other matters relating to your
interest in the Securities. We have no responsibility for any aspect of
the records kept by Clearstream Luxembourg or Euroclear or any of
their direct or indirect participants. We also do not supervise these
systems in any way.

Clearstream Luxembourg and Euroclear and their participants
perform these clearance and settlement functions under agreements
they have made with one another or with their customers. You
should be aware that they are not obligated to perform or continue to
perform these procedures and may modify them or discontinue them
at any time.

Except as provided below, owners of beneficial interests in the
Securities will not be entitled to have the Securities registered in
their names, will not receive or be entitled to receive physical
delivery of the Securities in definitive form and will not be
considered the owners or holders of the Securities under the
Indenture. Accordingly, each person owning a beneficial interest in
a global security must rely on the procedures of the depositary and,
if such person is not a participant, on the procedures of the
participant through which such person owns its interest, in order to
exercise any rights of a securityholder.
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Clearstream Luxembourg

Clearstream Luxembourg has advised us that it is incorporated
under the laws of Luxembourg as a professional depositary.
Clearstream Luxembourg holds securities for its participating
organizations ( Clearstream Participants ) and facilitates the clearance
and settlement of securities transactions between Clearstream
Participants through electronic book-entry changes in accounts of
Clearstream Participants, thereby eliminating the need for physical
movement of certificates. Clearstream Luxembourg provides to
Clearstream Participants, among other things, services for
safekeeping, administration, clearance and settlement of
internationally traded securities and securities lending and
borrowing. Clearstream Luxembourg interfaces with domestic
markets in several countries.

As a professional depositary, Clearstream Luxembourg is subject to
regulation by the Luxembourg Commission for the Supervision of
the Financial Sector (Commission de Surveillance du Secteur
Financier). Clearstream Participants are recognized financial
institutions around the world, including underwriters, securities
brokers and dealers, banks, trust companies, clearing corporations
and certain other organizations and may include the underwriters.
Indirect access to Clearstream Luxembourg is also available to
others, such as banks, brokers, dealers and trust companies that clear
through or maintain a custodial relationship with a Clearstream
Participant, either directly or indirectly.

Distributions with respect to interests in the Securities held
beneficially through Clearstream Luxembourg will be credited to
cash accounts of Clearstream Participants in accordance with its
rules and procedures.

Euroclear

Euroclear has advised us that it was created in 1968 to hold

securities for participants of Euroclear ( Euroclear Participants ) and
to clear and settle transactions between Euroclear Participants
through simultaneous electronic book-entry delivery against
payment, thereby eliminating the need for physical movement of
certificates and any risk from lack of simultaneous transfers of
securities and cash. Euroclear includes various other services,
including securities lending and borrowing and interfaces with
domestic markets in several countries. Euroclear is operated by
Euroclear Bank SA/NV (the Euroclear Operator ). All operations are
conducted by the Euroclear Operator, and all Euroclear securities
clearance accounts and Euroclear cash accounts are accounts with

the Euroclear Operator. Euroclear Participants include banks
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(including central banks), securities brokers and dealers and other
professional financial intermediaries and may include the
underwriters. Indirect access to Euroclear is also available to other
firms that clear through or maintain a custodial relationship with a
Euroclear Participant, either directly or indirectly.

The Terms and Conditions Governing Use of Euroclear and the
related Operating Procedures of the Euroclear System, or the
Euroclear Terms and Conditions, and applicable Belgian law govern
securities clearance accounts and cash accounts with the Euroclear
Operator. Specifically, these terms and conditions govern:

transfers of securities and cash within Euroclear;

withdrawal of securities and cash from Euroclear; and

receipt of payments with respect to securities in Euroclear.
All securities in Euroclear are held on a fungible basis without
attribution of specific certificates to specific securities clearance
accounts. The Euroclear Operator acts under the terms and
conditions only on behalf of Euroclear Participants and has no
record of or relationship with persons holding securities through
Euroclear Participants.

Distributions with respect to interests in the Securities held
beneficially through Euroclear will be credited to the cash accounts

of Euroclear Participants in accordance with the Euroclear Terms
and Conditions.
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Clearance and Settlement Procedures

Investors that hold their securities through Clearstream Luxembourg
or Euroclear accounts will follow the settlement procedures that

are applicable to conventional eurobonds in registered form.
Securities will be credited to the securities custody accounts of
Clearstream Luxembourg and Euroclear participants on the business
day following the issue date, for value on the issue date. They will
be credited either free of payment or against payment for value on
the issue date.

Secondary market trading between Clearstream Luxembourg and/or
Euroclear participants will occur in the ordinary way following the
applicable rules and operating procedures of Clearstream
Luxembourg and Euroclear. Secondary market trading will be
settled using procedures applicable to conventional eurobonds in
registered form.

You should be aware that investors will only be able to make and
receive deliveries, payments and other communications involving
the Securities through Clearstream Luxembourg and Euroclear on
days when those systems are open for business. Those systems may
not be open for business on days when banks, brokers and other
institutions are open for business in the United States.

In addition, because of time-zone differences, there may be
problems with completing transactions involving Clearstream
Luxembourg and Euroclear on the same business day as in the
United States. U.S. investors who wish to transfer their interests in
the Securities, or to make or receive a payment or delivery of the
Securities, on a particular day, may find that the transactions will
not be performed until the next business day in Luxembourg or
Brussels, depending on whether Clearstream Luxembourg or
Euroclear is used.

Clearstream Luxembourg or Euroclear will credit payments to the
cash accounts of Clearstream Luxembourg customers or Euroclear
participants, as applicable, in accordance with the relevant system s
rules and procedures, to the extent received by its depositary.
Clearstream Luxembourg or the Euroclear Operator, as the case may
be, will take any other action permitted to be taken by a holder
under the indenture on behalf of a Clearstream Luxembourg
customer or Euroclear participant only in accordance with its
relevant rules and procedures.

Clearstream Luxembourg and Euroclear have agreed to the
foregoing procedures in order to facilitate transfers of securities

among participants of Clearstream Luxembourg and Euroclear.
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However, they are under no obligation to perform or continue to
perform those procedures, and they may discontinue those
procedures at any time.

Definitive Securities

Owners of interests in the Securities, as a whole (but not in part),
will not be entitled to receive securities in definitive form unless:

(1) the depositary notifies us in writing that it is unwilling to or
unable to continue as a depositary for the Securities and a successor
is not appointed by us within 90 days, (2) a Winding-up Event has
occurred and is continuing or (3) we, at our option and sole
discretion, determine that a global security should be exchanged for
definitive securities. Any securities issued in definitive form in
exchange for a registered global security will be registered in the
name or names that the depositary gives to the trustee or other
relevant agent of the trustee. It is expected that the depositary s
instructions will be based upon directions received by the depositary
from participants with respect to ownership of beneficial interests in
the registered global security that had been held by the depositary.
In addition, we may at any time determine that the securities will no
longer be represented by a global security and will issue securities in
definitive form in exchange for such global security pursuant to the
procedure described above.
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TAXATION
Material U.S. Federal Income Tax Considerations

This section discusses material U.S. federal income tax
considerations of an investment in the Securities and the Conversion
Shares by certain beneficial holders thereof. Except as otherwise
noted below, this summary replaces, and should be read to
supersede, the discussion of tax matters discussed in the section
entitled Taxation U.S. Taxation in the accompanying prospectus.
This section does not purport to be a comprehensive description of
all of the tax considerations that may be relevant to any particular
investor. We have assumed that you are familiar with the tax rules
applicable to investments in securities generally and with any
special rules to which you may be subject.

The following is a summary of material U.S. federal income tax
considerations that may be relevant to a U.S. Holder (as defined
below) of a Security or Conversion Shares, and certain
considerations (described in  Information Reporting and Backup
Withholding below and Description of the Securities Payments
Subject to Fiscal Laws ) relevant to both a U.S. Holder and a
Non-U.S. Holder (as defined below) of a Security.

This summary deals only with holders that purchase Securities as
part of an initial offering and hold Securities or Conversion Shares
as capital assets for U.S. federal income tax purposes. It does not
address tax considerations applicable to investors that may be
subject to special tax rules, including banks or other financial
institutions, tax-exempt entities, insurance companies, regulated
investment companies, common trust funds, entities that are treated
for U.S. federal income tax purposes as partnerships or other
pass-through entities, dealers in securities or currencies, traders in
securities that elect mark-to-market treatment, persons that will hold
Securities or Conversion Shares as part of an integrated investment,
including a straddle, a synthetic security or hedge or a conversion
transaction, persons that own or are deemed to own 10% or more of
our stock, measured by voting power or value, or U.S. Holders that
have a functional currency other than the U.S. dollar. In addition,
this summary does not address any aspects of the Medicare
contribution tax on net investment income. Furthermore, this
summary does not address the tax treatment of the Securities
following any exercise of the UK bail-in power by the relevant UK
resolution authority.

The summary is based on the Code, administrative pronouncements,
judicial decisions and final, temporary and proposed Treasury

regulations, in each case as of the date hereof, changes to any of
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which subsequent to the date of this prospectus supplement may
affect the tax consequences described herein, possibly with
retroactive effect. Persons considering the purchase of Securities
should consult their own tax advisers in determining the tax
consequences to them of the purchase, ownership and disposition of
Securities or Conversion Shares, including the application to their
particular situation of the U.S. federal income tax considerations
discussed below, as well as the application of state, local, foreign or
other tax laws.

As used in this prospectus supplement, the term U.S. Holder means:

a citizen or resident of the United States;

a corporation (or other entity treated as a corporation for U.S.
federal income tax purposes) that is organized under the laws
of the United States, any state thereof or the District of
Columbia; or

any person otherwise subject to U.S. federal income

taxation on a net income basis in respect of the

Security.
As used in this summary, the term Non-U.S. Holder means a holder
that is not a U.S. Holder (for the avoidance of doubt, excluding any
entity treated as a partnership or other pass-through entity for U.S.
federal income tax purposes).
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U.S. Tax Status of the Securities; Distributions on the Securities
and the Conversion Shares

The Securities will be treated as equity of HSBC Holdings for U.S.
federal income tax purposes. Interest payments with respect to the
Securities, and distributions with respect to the Conversion Shares,
will be treated as dividends for U.S. federal income tax purposes.

Interest payments on the Securities and distributions with respect to
the Conversion Shares paid in pounds sterling generally will be
includible in a U.S. Holder s income in a U.S. dollar amount
calculated by reference to the exchange rate in effect on the date
such holder receives such payments, and the U.S. Holder will have a
tax basis in the pounds sterling equal to their U.S. dollar value on
the date of receipt. If the interest payment or dividend is converted
into U.S. dollars on the date of receipt, a U.S. Holder should not be
required to recognize foreign currency gain or loss in respect of the
interest payment or dividend. A U.S. Holder may have foreign
currency gain or loss if the interest payment or dividend is converted
into U.S. dollars after the date of receipt. In general, foreign
currency gain or loss will be treated as U.S.-source ordinary gain or
loss.

Subject to certain exceptions for short-term and hedged positions,
dividends received by certain non-corporate U.S. Holders will be
subject to taxation at preferential rates if the dividends are qualified
dividends. Interest received with respect to the Securities and
distributions with respect to the Conversion Shares will be qualified
dividends if (i) either (A) HSBC Holdings is eligible for the benefits
of a comprehensive income tax treaty with the United States that the
Internal Revenue Service (the IRS ) has approved for purposes of the
qualified dividend rules, or (B) the Securities or Conversion Shares
are readily tradable on an established securities market in the United
States, and (ii) HSBC Holdings was not, in the year prior to the year
in which the interest payment was made, and is not, in the year in
which the interest payment is made, a passive foreign investment
company ( PFIC ). HSBC Holdings expects to be eligible for the
benefits of the comprehensive income tax treaty between the United
States and the UK (which has been approved by the IRS for the
purposes of the qualified dividend rules). Based on the HSBC
Holdings audited financial statements and relevant market data,
HSBC Holdings believes that it was not a PFIC for U.S. federal
income tax purposes with respect to its 2017 taxable year. In
addition, based on its audited financial statements and its current
expectations regarding the value and nature of its assets, the sources
and nature of its income, and relevant market data, HSBC Holdings
does not anticipate becoming a PFIC for its 2018 taxable year, and
the foreseeable future. Accordingly, subject to certain exceptions for
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short-term and hedged positions, HSBC Holdings expects that the
dividends received by non-corporate U.S. Holders will generally be
subject to taxation at preferential rates. If, contrary to the conclusion
above, the issuer was a PFIC for U.S. federal income tax purposes,
such treatment generally would result in adverse tax consequences
to U.S. Holders. U.S. Holders should consult their tax advisers
regarding the application of the PFIC rules to an investment in
Securities or Conversion Shares.

Interest payments on the Securities and distributions with respect to

the Conversion Shares generally will constitute foreign-source,
passive category income for foreign tax credit purposes and will not

be eligible for the dividends-received deduction available to

domestic corporations. The amount of a payment on the Securities

or the Conversion Shares will include amounts, if any, withheld in

respect of UK taxes. See UK Taxation. Subject to limitations, UK

taxes withheld from payments on the Securities or the Conversion

Shares to a U.S. Holder generally will give rise to a foreign tax

credit or deduction for U.S. federal income tax purposes. U.S.

Holders should consult their tax advisers regarding the creditability

of foreign taxes in their particular circumstances.

Automatic Conversion

The conversion of Securities into Conversion Shares pursuant to an
Automatic Conversion will not be treated as a taxable exchange for
U.S. Holders. A U.S. Holder s tax basis in Conversion Shares
received pursuant to an Automatic Conversion will equal the tax
basis of the Securities converted, and the holding period of such
Conversion Shares will generally include the period during which
the Securities were held prior to the Automatic Conversion. A U.S.
Holder s tax basis in a Security generally will equal the cost of that
Security to such holder.
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Assumption of Obligations

The U.S. federal income tax treatment of an assumption of our
obligations under the Securities by either a subsidiary or a holding
company of ours (described in  Description of Contingent
Convertible Securities Assumption of Obligations in the
accompanying prospectus) is uncertain. Such assumption might be
deemed by the IRS to be a taxable exchange of the Securities for
new contingent convertible securities for U.S. federal income tax
purposes if the new contingent convertible securities are treated as
differing materially in kind or extent from the Securities, in which
case a U.S. Holder should recognize gain, if any. Deductibility of
loss, if any, may be limited pursuant to, among other things, the
wash sale rules. U.S. Holders should consult their own tax advisers
with respect to the tax consequences of such an assignment.

Sale, Exchange or Redemption of the Securities and Conversion
Shares

Upon any sale, exchange, redemption or other disposition of
Securities or Conversion Shares (other than a conversion of the
Securities into Conversion Shares, as discussed above), including
the sale of Conversion Shares pursuant to the Conversion Shares
Offer, a U.S. Holder generally will recognize gain or loss equal to
the difference between (1) the amount realized on the disposition
and (2) the U.S. Holder s adjusted tax basis in such Securities or
Conversion Shares, provided that, in the case of a redemption, the
U.S. Holder does not own, and is not deemed to own, any ordinary
shares of HSBC Holdings or securities of HSBC Holdings treated as
equity for U.S. federal income tax purposes at such time.

A U.S. Holder s initial tax basis in a Security will be the U.S. dollar
value of the pounds sterling-denominated purchase price determined
on the date of purchase. If the Securities are treated as traded on an

established securities market, a cash basis U.S. Holder (or, if it
elects, an accrual basis U.S. Holder) will determine the U.S. dollar
value of the cost of the Securities by translating the amount paid at
the spot rate of exchange on the settlement date of the purchase.

Such gain or loss will generally be U.S.-source capital gain or loss
and will generally be long-term gain or loss if the U.S. Holder has
held the Securities or Conversion Shares for more than one year. Net
long-term capital gain recognized by certain non-corporate U.S.
Holders will generally be subject to taxation at preferential rates.
Additionally, even if the Securities or Conversion Shares are held
for less than one year, loss recognized on a sale or other disposition
of the Securities or Conversion Shares will be long-term capital loss
to the extent of any payments of interest received by the U.S. Holder
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which constitute qualified dividend income and are considered

extraordinary dividends. Payments of interest on the Securities or
Conversion Shares may be considered extraordinary dividends if the
U.S. Holder purchased the Securities or Conversion Shares at a
premium to the price listed on the cover hereof, which could occur if
the Securities or Conversion Shares are acquired by the underwriters
pursuant to an over-allotment option and then purchased by the U.S.
Holder. The deductibility of capital losses is subject to limitations.
U.S. Holders should consult their tax advisers regarding the
applicability of extraordinary dividend treatment in their particular
circumstances.

If a U.S. Holder sells, exchanges, redeems or otherwise disposes of
Securities or Conversion Shares in exchange for currency other than
U.S. dollars, the amount realized generally will be the U.S. dollar
value of the currency received at the spot rate on the date of sale or
other disposition (or, if the Securities or Conversion Shares are
traded on an established securities market at such time, in the case
of cash basis and electing accrual basis U.S. Holders, the settlement
date). An accrual basis U.S. Holder that does not elect to determine
the amount realized using the spot exchange rate on the settlement
date will recognize foreign currency gain or loss equal to the
difference between the U.S. dollar value of the amount received
based on the spot exchange rates in effect on the date of the sale or
other disposition and the settlement date. If an accrual basis U.S.
Holder makes the election described in the first sentence of this
paragraph, it must be applied consistently from year to year and
cannot be revoked without the consent of the IRS. A U.S. Holder
should consult its own tax advisors regarding the treatment of any
foreign currency gain or loss realized with respect to any currency
received in a sale or other disposition of the Securities or
Conversion Shares.
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Adjustment of the Conversion Price and the Conversion Shares
Offer Price

The Conversion Price and the Conversion Shares Offer Price are
subject to adjustment under certain circumstances. A U.S. Holder of
the Securities may be treated as having received a constructive
distribution if and to the extent that certain adjustments (or, in some
cases, certain failures to make adjustments) to the fixed conversion
rates increase a U.S. Holder s proportionate interest in our assets or
earnings. If adjustments that do not qualify as being pursuant to a
bona fide reasonable adjustment formula are made (or, in some
cases, adjustments that do so qualify that fail to be made), U.S.
Holders of Securities will be treated as having received a
distribution even though they have not received any cash or
property. For example, increases in the Conversion Price and the
Conversion Shares Offer Price to reflect an extraordinary dividend
to holders of ordinary shares will generally give rise to a
constructive taxable distribution to the U.S. Holders of the
Securities. Any constructive distribution will be includable in such
U.S. Holder s income at its fair market value at the time of the
distribution in a manner described above under  U.S. Tax Status of
the Securities; Distributions on the Securities and Conversion
Shares. Adjustments to the Conversion Price and the Conversion
Shares Offer Price made pursuant to a bona fide reasonable
adjustment formula that has the effect of preventing dilution of the
interest of the U.S. Holder of the Securities, however, will generally
not be considered to result in a constructive distribution to the U.S.
Holder.

Foreign Financial Asset Reporting

Certain U.S. Holders that own specified foreign financial assets with
an aggregate value in excess of US$50,000 are generally required to
file an information statement along with their tax returns, currently
on Form 8938, with respect to such assets. Specified foreign
financial assets include any financial accounts held at a non-U.S.
financial institution, as well as securities issued by a non-U.S. issuer
(which would include the Securities) that are not held in accounts
maintained by financial institutions. Higher reporting thresholds
apply to certain individuals living abroad and to certain married
individuals. Regulations extend this reporting requirement to certain
entities that are treated as formed or availed of to hold direct or
indirect interests in specified foreign financial assets based on
certain objective criteria. U.S. Holders that fail to report the required
information could be subject to substantial penalties. In addition, the
statute of limitations for assessment of tax would be suspended, in
whole or part. Prospective investors should consult their own tax
advisors concerning the application of these rules to their investment
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in the Securities, including the application of the rules to their
particular circumstances.

Information Reporting and Backup Withholding

Payments in respect of the Securities and the Conversion Shares
may be subject to information reporting and backup withholding
unless (1) the U.S. Holder is a corporation or other exempt recipient,
or (2) in the case of backup withholding, the U.S. Holder provides a
correct taxpayer identification number and certifies that it is not
subject to backup withholding. A Non-U.S. Holder may be required
to comply with certification and identification procedures in order to
establish its exemption from information reporting and backup
withholding. Backup withholding is not an additional tax. Any
amounts withheld under the backup withholding rules will be
allowed as a refund or a credit against a U.S. Holder s U.S. federal
income tax liability, provided the required information is accurately
and timely furnished to the IRS.

UK Taxation

The following disclosure supplements and should be read in

addition to the disclosure set forth in the accompanying prospectus,
beginning on page 60, under Taxation.

Payments of Interest

The following disclosure supplements and should be read in

addition to the disclosure set forth in the accompanying prospectus,
beginning on page 61, under Taxation UK Taxation Taxation of Debt

Securities and Contingent Convertible Securities Payments of
Interest.
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Payments of interest on the Securities should be exempt from
withholding or deduction for or on account of UK income tax under
the provisions of UK tax law relating to quoted Eurobonds provided
that the Securities are regarded as carrying a right to interest and

they are listed and continue to be listed on a recognised stock
exchange within the meaning of section 1005 of the Income Tax Act
2007. The Irish Stock Exchange (which is now trading as Euronext
Dublin) is currently recognized for these purposes and Securities

will be treated as listed on that exchange if they are included in the
Official List and admitted to trading on the GEM.

Provided that the Securities constitute regulatory capital securities
for the purposes of The Taxation of Regulatory Capital Securities
Regulations 2013 S.I. 2013/3209, as amended from time to time (the

Regulations ), and there are no arrangements, the main purpose, or
one of the main purposes, of which is to obtain a tax advantage for
any person as a result of the application of the Regulations in respect
of the Securities, interest payments on the Securities may be paid
without withholding or deduction for or on account of UK income
tax (regardless of whether the exemption for quoted Eurobonds
applies). The Securities will constitute regulatory capital securities
for the purposes of the Regulations provided the Securities qualify,
or have qualified, as an additional Tier 1 instrument under Article 52
of the Commission Regulation (EU) No. 575/2013 (as amended
from time to time) and form, or formed, a component of additional
Tier 1 capital for the purposes of Commission Regulation (EU) No
575/2013 (as amended from time to time).

Stamp Taxes

No UK stamp duty or stamp duty reserve tax ( SDRT ) will be
payable by securityholders upon the issue of the Securities.

No UK stamp duty or SDRT will be payable on transfers of the
Securities, provided that the Securities constitute regulatory capital
securities (as defined in the Regulations) and there are no
arrangements, the main purpose, or one of the main purposes, of
which is to obtain a tax advantage for any person as a result of the
application of the Regulations in respect of the Securities.

Regardless of whether the Regulations apply to the Securities, so
long as the Securities are held in a clearance service that has not
made an election under Section 97A Finance Act 1986 that is
applicable to the Securities, securityholders will not be liable to UK
stamp duty or SDRT on transfers of, or agreements to transfer, the
Securities.
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No liability for UK stamp duty or SDRT will arise for a
securityholder upon an Automatic Conversion of the Securities or
pursuant to a Conversion Shares Offer by the Conversion Shares
Depository.

No UK stamp duty or SDRT will be payable by securityholders on a
redemption of the Securities.
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CERTAIN ERISA CONSIDERATIONS

The Employee Retirement Income Security Act of 1974, as

amended ( ERISA ), imposes certain requirements on employee
benefit plans subject to Title I of ERISA and on entities that are
deemed to hold the assets of such plans ( ERISA Plans ), and on those
persons who are fiduciaries with respect to ERISA Plans.

Investments by ERISA Plans are subject to ERISA s general

fiduciary requirements, including, but not limited to, the

requirement of investment prudence and diversification and the
requirement that an ERISA Plan s investments be made in

accordance with the documents governing the ERISA Plan.

Section 406 of ERISA and Section 4975 of the Code prohibit certain
transactions involving the assets of an ERISA Plan (as well as those
plans that are not subject to ERISA but which are subject to

Section 4975 of the Code, such as individual retirement accounts) or
an entity deemed to hold the assets of such plans (together with
ERISA Plans, Plans ) and certain persons (referred to as parties in
interest under ERISA or disqualified persons under the Code)
having certain relationships to such Plans, unless a statutory or
administrative exemption is applicable to the transaction. A party in
interest or disqualified person who engages in a prohibited
transaction may be subject to excise taxes and other penalties and
liabilities under ERISA and the Code. In addition, the fiduciary of
the Plan that is engaged in such a non-exempt prohibited transaction
may be, among other things, subject to penalties under ERISA and
the Code.

The fiduciary of a Plan that proposes to purchase and hold any
Securities (or any interest therein) should consider, among other
things, whether such purchase and holding may involve (i) the direct
or indirect extension of credit to a party in interest or a disqualified
person, (ii) the sale or exchange of any property between a Plan and
a party in interest or a disqualified person, or (iii) the transfer to, or
use by or for the benefit of, a party in interest or disqualified person,
of any Plan assets. Such parties in interest or disqualified persons
could include, without limitation, HSBC, the underwriters, the

agents or any of their respective affiliates ( Transaction Parties ).
Depending on the satisfaction of certain conditions which may
include the identity of the Plan fiduciary making the decision to
acquire or hold the Securities (or any interest therein) on behalf of a
Plan, exemptions from the prohibited transaction provisions of
ERISA and Section 4975 of the Code could potentially include,
without limitation, Section 408(b)(17) of ERISA and Section 4975
of the Code (relating to transactions with certain service providers)
or Prohibited Transaction Class Exemption ( PTCE ) 84-14 (relating
to transactions effected by a qualified professional asset manager ),
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PTCE 90-1 (relating to investments by insurance company pooled
separate accounts), PTCE 91-38 (relating to investments by bank
collective investment funds), PTCE 95-60 (relating to investments

by insurance company general accounts) or PTCE 96-23 (relating to
transactions directed by an in-house asset manager) (collectively,

the Class Exemptions ). However, there can be no assurance that any
of these Class Exemptions or any other exemption will be available
with respect to any particular acquisition or other transaction

involving the Securities.

Any Plan fiduciary that proposes to cause a Plan to purchase the
Securities should consult with its counsel regarding the applicability
of the fiduciary responsibility and prohibited transaction provisions
of ERISA and Section 4975 of the Code to such an investment, and
to confirm that its purchase, holding and disposition of the
Securities will not constitute or result in a non-exempt prohibited
transaction or any other violation of an applicable requirement of
ERISA or the Code. None of the Transaction Parties has provided,
and none of them will provide, any impartial investment
recommendation or investment advice, and are not giving any
advice in a fiduciary capacity, in connection with any Plan s
investment in the Securities.

Non-U.S. plans, governmental plans (as defined in Section 3(32) of
ERISA) and certain church plans (as defined in Section 3(33) of
ERISA), while not subject to the fiduciary responsibility provisions
of ERISA or the prohibited transaction provisions of ERISA and
Section 4975 of the Code, may nevertheless be subject to other
federal, state, local or non-U.S. laws or regulations that are
substantially similar to the foregoing provisions of ERISA and the
Code ( Similar Law ). Fiduciaries of any such plans subject to Similar
Law ( Non-ERISA Plans ) should consult with their counsel before
purchasing the Securities to determine the need for, if necessary, and
the availability of, any exemptive relief under any Similar Law.
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Through its purchase or other acquisition and holding of the
Securities, each purchaser or other acquirer of the Securities (and
each Plan fiduciary and each fiduciary of a Non-ERISA Plan
directing or advising a Plan or Non-ERISA Plan to purchase or
otherwise acquire and hold the Securities) will be deemed to have
represented and agreed that either: (A) no assets of a Plan or
Non-ERISA Plan have been used to acquire or will be used to hold
such Securities or an interest therein or (B) the purchaser s purchase,
other acquisition, holding and disposition of the Securities or any
interest therein do not and will not constitute a non-exempt
prohibited transaction under ERISA or Section 4975 of the Code or
violation of Similar Law.

In addition, if the purchaser is a Plan then, by its acceptance of such
Security, it will be deemed to represent and warrant that none of the
Transaction Parties has provided, and none of them will provide,
any impartial investment recommendation or investment advice, and
none of the Transaction Parties is or will be a fiduciary to the
purchaser within the meaning of ERISA and Section 4975 of the
Code with respect to the purchaser s investment in the Securities in
this offering.

Each Plan fiduciary (and each fiduciary for a Non-ERISA Plan)
should consult with its legal adviser concerning the potential

consequences to the plan under ERISA, Section 4975 of the
Code or Similar Law of an investment in the Securities.
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UNDERWRITING (CONFLICTS OF INTEREST)

The underwriters named below have severally agreed, subject to the
terms and conditions of the underwriting agreement with us, dated
the date of this prospectus supplement, to purchase the principal
amount of Securities set forth below opposite their respective
names.

Principal
Amount of
Name of Underwriter Securities
HSBC Bank plc £
Total £

The underwriters propose to offer the Securities in part directly to
the public at the initial public offering price set forth on the cover
page of this prospectus supplement and in part to certain securities

dealers at such price less a concession not in excess of % of the
principal amount of the Securities. The underwriters may allow, and
such dealers may reallow, a concession not to exceed % of the

principal amount of the Securities to certain brokers and dealers.
After the initial public offering, the public offering price, concession
and discount may be changed.

Certain of the underwriters may not be U.S. registered
broker-dealers and accordingly will not effect any offers or sales of
any Securities in the United States unless it is through one or more
U.S. registered broker-dealers as permitted by applicable securities
laws and the regulations of FINRA.

The underwriting agreement provides that the obligations of the
underwriters to purchase the Securities included in this offering are
subject to approval of legal matters by counsel and to other
conditions. The underwriters have agreed to purchase all of the
Securities sold pursuant to the underwriting agreement if any of the
Securities are sold. If an underwriter defaults, the underwriting
agreement provides that the purchase commitments of the
non-defaulting underwriters may be increased or the underwriting
agreement may be terminated.

We have agreed to indemnify the several underwriters against
certain liabilities, including civil liabilities under the Securities Act,
or contribute to payments the underwriters may be required to make
in respect thereof.
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It is expected that the delivery of the Securities will be made against
payment therefor on or about the date specified on the cover page of
this prospectus supplement, which is the sixth business day
following the date hereof (this settlement cycle being referred to as
T+6). Under Rule 15c6-1 under the Exchange Act, trades in the
secondary market generally are required to settle in two business
days, unless the parties to the trade expressly agree otherwise.
Accordingly, purchasers who wish to trade Securities on the date of
pricing or the next three succeeding business days will be required,
by virtue of the fact that the Securities initially will settle in T+6, to
specify an alternative settlement cycle at the time of any trade to
prevent a failed settlement and should consult their own adviser.

The following are the estimated expenses to be incurred in
connection with the issuance and distribution of the Securities:

SEC registration fee $
Printing expenses

Legal fees and expenses

Accounting fees and expenses

Trustee s, calculation agent s and paying agent s fees and
expenses

Listing and listing agent fees

Other fees

Total $
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If the underwriters sell more than the total principal amount of
Securities set forth in the first table above, HSBC Bank plc ( HBEU ),
on behalf of the underwriters, has an option to purchase up to an
additional £ principal amount of the Securities
(representing an increase of up to 10% of the aggregate principal
amount) at the initial public offering price less the underwriting
discount solely to cover over-allotments. This over-allotment option
is exercisable, at the discretion of HBEU, on behalf of the
underwriters once only, in whole or in part, prior to the date of
delivery of the Securities (as set forth on the cover page of this
prospectus supplement). If any Securities are purchased pursuant to
this option, the underwriters will severally purchase Securities in
approximately the same proportion as set forth in the first table
above. Any Securities issued or sold under the option will be issued
and sold on the same terms and conditions as the other Securities
that are the subject of this offering.

In connection with the offering made hereby, the underwriters or
persons acting on their behalf may purchase and sell the Securities
in the open market. These transactions may include over-allotment
transactions (provided that the aggregate principal amount of
Securities allotted does not exceed 115% of the aggregate principal
amount of the Securities subject to the offering), stabilizing
transactions and purchases to cover short positions created by the
underwriters in connection with the offering. Short positions created
by the underwriters involve the sale by the underwriters or persons
acting on their behalf of a greater number of Securities than they are
required to purchase from us. Stabilization transactions consist of
certain bids or purchases for the purpose of preventing or retarding a
decline in the market price of the Securities. The underwriters may
also impose a penalty bid, whereby selling concessions allowed to
broker-dealers in respect of the Securities sold in the offering may
be reclaimed by the underwriters if such Securities are repurchased
by the underwriters or persons acting on their behalf in stabilization
or covering transactions. These activities may stabilize, maintain or
otherwise affect the market price of the Securities, which may be
higher than the price that might otherwise prevail in the open
market. These activities, if commenced, may be discontinued at any
time. These transactions may be effected on the GEM or otherwise.
These activities, if commenced, will be conducted in accordance
will all applicable laws and rules.

Any stabilization action may begin on or after the date of adequate
public disclosure of the final terms of the offer of the relevant
Securities and, if begun, may be ended at any time, but it must end
no later than 30 days after the date on which we receive the proceeds
of the issue, or no later than 60 days after the date of allotment of
the relevant Securities, whichever is the earlier. Neither we nor any
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of the underwriters makes any representation or prediction as to the
direction or magnitude of any effect that the transactions described
above may have on the price of the Securities. In addition, neither
we nor any of the underwriters makes any representation that the
underwriters will engage in these transactions or that these
transactions, once commenced, will not be discontinued.

Selling Restrictions

The Securities are offered for sale only in jurisdictions where it is
legal to make such offers. The offer and sale of the Securities are
subject to the following limitations. Neither the underwriters nor we
have taken any action in any jurisdiction that would constitute a
public offering of the Securities, other than in the United States.

United Kingdom

Each underwriter has represented and warranted that:

(a)it has only communicated or caused to be communicated and
will only communicate or cause to be communicated an
invitation or inducement to engage in investment activity
(within the meaning of Section 21 of the FSMA) received by it
in connection with the issue or sale of the Securities in
circumstances in which Section 21(1) of the FSMA does not
apply to us; and

(b)it has complied and will comply with all applicable provisions
of the FSMA with respect to anything done by it in relation to
the Securities in, from or otherwise involving the UK.
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European Economic Area

Each underwriter has represented and agreed that it has not offered,
sold or otherwise made available and will not offer, sell or otherwise
make available any Securities which are the subject of the offering
contemplated by this prospectus supplement to any retail investor in
the EEA. For the purposes of this provision: (a) the expression retail
investor means a person who is one (or more) of the following: (i) a
retail client as defined in point (11) of Article 4(1) of MiFID II; or
(i1) a customer within the meaning of the IMD, where that customer
would not qualify as a professional client as defined in point (10) of
Article 4(1) of MiFID II; and (b) the expression offer includes the
communication in any form and by any means of sufficient
information on the terms of the offer and the Securities to be offered
so as to enable an investor to decide to purchase or subscribe for the
Securities.

Italy

The offering of the Securities has not been registered with the
Commissione Nazionale per le Societa e la Borsa ( CONSOB )
pursuant to Italian securities legislation and, accordingly, no
Securities may be offered, sold or delivered, directly or indirectly,
nor copies of this prospectus supplement or any other documents
relating to the Securities may be distributed in Italy, either on the
primary or the secondary market, except:

(a)to qualified investors (investitori qualificati) as defined in
Article 26, paragraph 1, letter d) of CONSOB Regulation
No. 16190 of 29 October 2007, as amended (  Regulation
No. 16190 ) pursuant to Article 100 of Legislative Decree
No. 58 of 24 February 1998, as amended (the Decree No. 58 )
and Article 34-ter, paragraph 1, letter b) of CONSOB
Regulation No. 11971 of 14 May 1999, as amended
( Regulation No. 11971 ); or

(b)in any other circumstances which are exempted from the rules
on public offerings pursuant to Article 100 of the Decree
No. 58 and its implementing CONSOB regulations, including
Regulation No. 11971.
Any offer, sale or delivery of the Securities or distribution of copies
of this prospectus supplement or any other documents relating to the
Securities in Italy must be, in any event, conducted:
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(a)either by a bank, investment firm or a financial intermediary
permitted to conduct such activities in Italy in accordance with
the Financial Services Act, CONSOB Regulation No. 16190
of 29 October 2007 (as amended from time to time),

Legislative Decree No. 385 of 1 September 1993, as amended
(the Banking Law ), Decree No. 58, Regulation No. 16190, and
any other applicable laws and regulations;

(b)in compliance with Article 129 of the Banking Law, and the
implementing guidelines of the Bank of Italy, as amended
from time to time, pursuant to which the Bank of Italy may
request information on the issue or the offer of securities in
Italy; and

(c)in compliance with any Italian securities, tax, exchange
control and any other applicable laws, including any
requirements or limitations which may be imposed, from time
to time, by CONSOB, the Bank of Italy or any other Italian
competent authority.

Any investor purchasing the Securities is solely responsible for
ensuring that any offer or resale of the Securities by such investor
occurs in compliance with applicable laws and regulations.

Switzerland

The Securities may not be publicly offered, advertised, distributed
or redistributed in or from Switzerland, and neither this prospectus
supplement and the accompanying prospectus nor any marketing
material for investments in the Securities may be publicly
distributed or otherwise made publicly available in Switzerland,
communicated or distributed in Switzerland in any way that could
constitute a public offering within the meaning of Articles 652a or
1156 of the Swiss Code of Obligations. This prospectus supplement
and the accompanying
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prospectus is not a prospectus within the meaning of Articles 652a
and 1156 of the Swiss Code of Obligations or a listing prospectus
according to Article 32 et seq. of the Listing Rules of the SWX
Swiss Exchange and may not comply with the information standards
required thereunder. We will not apply for a listing of the Securities
on any Swiss stock exchange.

Japan

The Securities have not been and will not be registered under the
Financial Instruments and Exchange Act of Japan (Law No. 25 of
1948, as amended; the Financial Instruments and Exchange Act ).
Accordingly, none of the Securities, nor any interest thereon, may
be, directly or indirectly, offered or sold in Japan or to, or for the
benefit of, any resident of Japan (as defined under Item 5, Paragraph
1, Article 6 of the Foreign Exchange and Foreign Trade Control Act
(Law No. 228 of 1949, as amended)), or to others for re-offering or
resale, directly or indirectly, in Japan or to, or for the benefit of, any
resident of Japan, except pursuant to an exemption from the
registration requirements of, and otherwise in compliance with, the
Financial Instruments and Exchange Act and any other relevant laws
and regulations of Japan.

Hong Kong

The Securities may not be offered or sold by means of any

document other than (1) in circumstances which do not constitute an
offer to the public within the meaning of the Companies (Winding

Up and Miscellaneous Provisions) Ordinance (Cap.32, Laws of

Hong Kong), or (ii) to professional investors within the meaning of
the Securities and Futures Ordinance (Cap.571, Laws of Hong

Kong) and any rules made thereunder, or (iii) in other circumstances
which do not result in the document being a prospectus within the
meaning of the Companies (Winding Up and Miscellaneous
Provisions) Ordinance (Cap.32, Laws of Hong Kong), and no
advertisement, invitation or document relating to the Securities may
be issued or may be in the possession of any person for the purpose

of issue (in each case whether in Hong Kong or elsewhere), which is
directed at, or the contents of which are likely to be accessed or read
by, the public in Hong Kong (except if permitted to do so under the
securities laws of Hong Kong) other than with respect to Securities
which are or are intended to be disposed of only to persons outside
Hong Kong or only to professional investors within the meaning of
the Securities and Futures Ordinance (Cap. 571, Laws of Hong

Kong) and any rules made thereunder.

Singapore
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This prospectus supplement has not been and will not be registered
as a prospectus by the Monetary Authority of Singapore.
Accordingly, this prospectus supplement and any other document or
material in connection with the offer or sale, or invitation for
subscription or purchase, of the Securities may not be circulated or
distributed, nor may the Securities be offered or sold, or be made the
subject of an invitation for subscription or purchase, whether
directly or indirectly, to persons in Singapore other than (i) to an
institutional investor (as defined under Section 4A of the Securities
and Futures Act, Chapter 289 of Singapore (the SFA )) pursuant to
Section 274 of the SFA, (ii) to a relevant person (as defined under
Section 275(2) of the SFA) pursuant to Section 275(1) of the SFA,
or any person pursuant to Section 275(1A) of the SFA, and in
accordance with the conditions specified in Section 275 of the SFA
or (iii) otherwise pursuant to, and in accordance with the conditions
of, any other applicable provision of the SFA.

Where the Securities are subscribed or purchased under Section 275
of the SFA by a relevant person which is:

(a)a corporation (which is not an accredited investor (as defined
under Section 4A of the SFA)) the sole business of which is to
hold investments and the entire share capital of which is
owned by one or more individuals, each of whom is an
accredited investor; or

(b)a trust (where the trustee is not an accredited investor) whose
sole purpose is to hold investments and each beneficiary of the
trust is an accredited investor,
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securities (as defined under Section 239(1) of the SFA) of that
corporation or the beneficiaries rights and interest (howsoever
described) in that trust will not be transferable for six months after
that corporation or that trust has acquired the Securities pursuant to
an offer made under Section 275 of the SFA except:

(1)to an institutional investor or to a relevant person as defined in
Section 275(2) of the SFA, or to any person arising from an
offer referred to in Section 275(1A) or Section 276(4)(1)(B) of
the SFA;

(2)where no consideration is or will be given for the transfer;

(3)where the transfer is by operation of law;

(4)as specified in Section 276(7) of the SFA; or

(5)as specified in Regulation 32 of the Securities and Futures
(Offers of Investments) (Shares and Debentures) Regulations
2005 of Singapore.
Dubai International Financial Centre

This document relates to an exempt offer in accordance with the
Rules of the Dubai Financial Services Authority. This document and
any related financial products or services are intended for
distribution only to persons who qualify as Professional Clients
under the Dubai Financial Services Authority Rules. It must not be
delivered to, or relied on by, any other person. The Dubai Financial
Services Authority has no responsibility for reviewing or verifying
any documents in connection with exempt offers. The Dubai
Financial Services Authority has not approved this document nor
taken steps to verify the information set out in it, and has no
responsibility for it. The Securities which are the subject of the
offering contemplated by this prospectus supplement may be illiquid
and/or subject to restrictions on their resale. Prospective purchasers
of the Securities offered should conduct their own due diligence on
the Securities. If you do not understand the contents of this
document you should consult an authorized financial adviser.

Canada
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The Securities may be sold only to purchasers in the provinces of
Canada purchasing, or deemed to be purchasing, as principal that are
accredited investors, as defined in National Instrument 45-106
Prospectus Exemptions or subsection 73.3(1) of the Securities Act
(Ontario), and are permitted clients, as defined in National
Instrument 31-103 Registration Requirements, Exemptions and
Ongoing Registrant Obligations. Any resale of the bonds must be
made in accordance with an exemption from, or in a transaction not
subject to, the prospectus requirements of applicable securities laws.

Securities legislation in certain provinces or territories of Canada
may provide a purchaser with remedies for rescission or damages if
this prospectus supplement (including any amendment thereto)
contains a misrepresentation, provided that the remedies for
rescission or damages are exercised by the purchaser within the time
limit prescribed by the securities legislation of the purchaser s
province or territory. The purchaser should refer to any applicable
provisions of the securities legislation of the purchaser s province or
territory for particulars of these rights or consult with a legal

adviser.

Pursuant to section 3A.3 of National Instrument 33-105
Underwriting Conflicts (NI 33-105), the underwriters are not
required to comply with the disclosure requirements of NI 33-105
regarding underwriter conflicts of interest in connection with this
offering.

Listing

Application will be made to Euronext Dublin for the Securities to be
admitted to the Official List and to trading on the GEM, which is the
exchange regulated market of Euronext Dublin. The Securities are a
new issue of securities with no established trading market. The
underwriters have advised us that the underwriters currently intend
to make a market in the Securities, as permitted by applicable laws
and regulations. The underwriters are not obligated, however, to
make a market in the Securities and may discontinue any such
market-making at any
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time at their sole discretion. Accordingly, no assurance can be given
as to the liquidity of, or trading markets for, the Securities or that an
active public market for the Securities will develop. If an active
public trading market for the Securities does not develop, the market
price and liquidity of the Securities may be adversely affected.

Conflicts of Interest

HBEU is not a U.S. registered broker-dealer and, therefore, to the
extent that it intends to effect any sales of the Securities in the
United States, it will do so through HSBC Securities (USA) Inc.

( HSI ). HSI is an is an affiliate of HSBC Holdings, and, as such, is

deemed to have a conflict of interest under Rule 5121 of the FINRA.

Accordingly, the offering of the Securities is being conducted in
compliance with the requirements of the FINRA Rule 5121
addressing conflicts of interest when distributing the securities of an
affiliate. Neither HSI nor any of our other affiliates will sell any
Securities into any of its discretionary accounts without the prior
specific written approval of the accountholder.

Some of the underwriters and their affiliates have engaged in, and
may in the future engage in, commercial and investment banking

and other commercial dealings in the ordinary course of business

with us. They have received customary fees and commissions for
these transactions.

Market-Making Resales by Affiliates

This prospectus supplement together with the accompanying
prospectus and your confirmation of sale may be used by an affiliate
of HBEU in connection with offers and sales of the Securities in
market-making transactions at negotiated prices related to prevailing
market prices at the time of sale. In a market-making transaction,
such affiliate may resell a security it acquires from other
securityholders after the original offering and sale of the Securities.

Resales of this kind may occur in the open market or may be
privately negotiated, at prevailing market prices at the time of resale
or at related or negotiated prices. In these transactions, such affiliate
may act as principal or agent, including as agent for the counterparty
in a transaction in which such affiliate acts as principal, or as agent
for both counterparties in a transaction in which such affiliate does
not act as principal. Such affiliate may receive compensation in the
form of discounts and commissions, including from both
counterparties in some cases. Neither HBEU, nor any other of our
affiliates, have an obligation to make a market in the Securities and,
if commenced, may discontinue any market-making activities at any
time without notice, in their sole discretion.
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Furthermore, HBEU or another of our affiliates may be required to
discontinue its market-making activities during periods when we are
seeking to sell certain of our securities or when HBEU or another of
our affiliates, such as by means of its affiliation with us, learns of
material non-public information relating to us. HBEU or another of
our affiliates would not be able to recommence its market-making
activities until such sale has been completed or such information has
become publicly available. It is not possible to forecast the impact,
if any, that any such discontinuance may have on the market for the
Securities. Although other broker-dealers may make a market in the
Securities from time to time, there can be no assurance that any
other broker-dealer will do so at any time when HBEU or another of
our affiliates discontinues its market-making activities. In addition,
any such broker-dealer that is engaged in market-making activities
may thereafter discontinue such activities at any time at its sole
discretion.

We do not expect to receive any proceeds from market-making
transactions.

Information about the trade and settlement dates, as well as the
purchase price, for a market-making transaction will be provided to
the purchaser in a separate confirmation of sale.

In connection with any use of this prospectus supplement and the
accompanying prospectus by HBEU or another of our affiliates, you
may assume this prospectus supplement and the accompanying
prospectus is being used in a market-making transaction unless
otherwise specified.
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TRADING IN ORDINARY SHARES AND ADSS BY US AND
OUR AFFILIATES

Pursuant to an SEC order dated January 23, 2018 under Regulation
M under the Exchange Act during distributions of contingent
convertible debt securities qualifying as additional Tier 1 capital,
such as the Securities, HSBC Group may bid for, purchase and
attempt to induce others, in certain circumstances, to bid for or
purchase our ordinary shares and ADSs in connection with specified
activities. Our affiliates may continue to engage, including during
the offering of the Securities, in one or more market activities
involving our ordinary shares and ADSs, including derivatives
market-making and hedging, trading by asset managers, trading by
trustees and personal representatives, unsolicited brokerage, stock
borrowing and lending and taking collateral, banking-related
activities and trading pursuant to employee incentive plans. These
market activities have occurred and are expected to continue to
occur both outside and inside the United States, solely in the
ordinary course of business and not in contemplation of the offering
of the Securities. In addition, our affiliates may, under certain
circumstances, participate in the offering of the Securities.

LEGAL OPINIONS

Certain legal matters in connection with the securities to be offered
hereby will be passed upon for us by Cleary Gottlieb Steen &
Hamilton LLP, London, England, our U.S. counsel and English
solicitors. The underwriters are being represented by Skadden, Arps,
Slate, Meagher & Flom (UK) LLP, London, England.

EXPERT

The financial statements and management s assessment of the
effectiveness of internal control over financial reporting (which is
included in Management s Report on Internal Control over Financial
Reporting) incorporated in this prospectus supplement by reference
to the Annual Report on Form 20-F for the year ended

December 31, 2017 have been so incorporated in reliance on the
report of PricewaterhouseCoopers LLP, an independent registered
public accounting firm, given on the authority of said firm as experts
in auditing and accounting.
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Prospectus

HSBC Holdings plc
Subordinated Debt Securities
Senior Debt Securities
Contingent Convertible Securities
Ordinary Shares
Non-cumulative Dollar-denominated Preference Shares

American Depositary Shares

HSBC Holdings plc may offer the following securities for sale
through this prospectus:

dated subordinated debt securities;

undated subordinated debt securities (together with the dated
subordinated debt securities, the subordinated debt securities );

senior debt securities (together with the subordinated debt
securities, the debt securities );

contingent convertible securities;

ordinary shares of $0.50 nominal value each, which will be
offered solely in connection with the offer of any contingent
convertible securities (which may be converted into ordinary
shares pursuant to the terms of such contingent convertible
securities); and
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non-cumulative dollar-denominated preference shares of $0.01
nominal value each, which will be represented by American
depositary shares and offered and sold solely in connection
with market-making transactions.
We will provide the specific terms of the securities that we are
offering in supplements to this prospectus. You should read this
prospectus and any prospectus supplement carefully before you
invest.

This prospectus may not be used to consummate sales of debt
securities, contingent convertible securities, preference shares or
ordinary shares unless accompanied by a prospectus supplement.

Our ordinary shares are listed or admitted to trading on the London
Stock Exchange, the Hong Kong Stock Exchange, Euronext Paris,

the New York Stock Exchange ( NYSE ) and the Bermuda Stock
Exchange. Our ordinary shares listed on NYSE (under the trading
symbol HSBC ) are listed in the form of American depositary shares
( ADS ), each representing five of our ordinary shares. On February
22,2018, the closing price of our ADSs was $51.04 per ADS on the
NYSE.

The debt securities and contingent convertible securities will be
subject to the exercise of the UK bail-in power by the relevant
UK resolution authority as described herein and in the
applicable prospectus supplement for such debt securities or
contingent convertible securities.

The debt securities and contingent convertible securities are not
deposit liabilities of HSBC Holdings and are not covered by the
United Kingdom Financial Services Compensation Scheme or
insured by the US Federal Deposit Insurance Corporation or
any other governmental agency of the United Kingdom, the
United States or any other jurisdiction.

Investing in the securities involves certain risks. See Risk
Factors beginning on page 6 to read about certain risk factors
you should consider before investing in the securities.
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NEITHER THE SECURITIES AND EXCHANGE
COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF
THESE SECURITIES OR PASSED UPON THE ADEQUACY
OR ACCURACY OF THIS PROSPECTUS. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL
OFFENSE.

We may use this prospectus in the initial sale of these securities. In
addition, HSBC Securities (USA) Inc. or another of our affiliates
may use this prospectus in a market-making transaction in any of
these securities after their initial sale. Unless we or our agent
informs you otherwise in the confirmation of sale, this prospectus is
being used in a market-making transaction.

The date of this prospectus is February 23, 2018.
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Prohibition of Sales to EEA Retail Investors

If the applicable prospectus supplement includes a section entitled

Prohibition of sales to EEA retail investors, the securities are not
intended to be offered, sold or otherwise made available to and
should not be offered, sold or otherwise made available to any retail
investor in the European Economic Area (the EEA ). For these
purposes, a retail investor means a person who is one (or more) of:
(i) a retail client as defined in point (11) of Article 4(1) of Directive
2014/65/EU ( MiFID II ); (ii) a customer within the meaning of
Directive 2002/92/EC (as amended, the IMD ), where that customer
would not qualify as a professional client as defined in point (10) of
Article 4(1) of MiFID II; or (iii) not a qualified investor as defined
in the Prospectus Directive. Consequently no key information
document required by Regulation (EU) No 1286/2014 (as amended,
the PRIIPs Regulation ) for offering or selling the securities or
otherwise making them available to retail investors in the EEA has
been prepared and therefore offering or selling the securities or
otherwise making them available to any retail investor in the EEA
may be unlawful under the PRIIPS Regulation. The expression

Prospectus Directive means Directive 2003/71/EC (and amendments
thereto, including Directive 2010/73/EU), and includes any relevant
implementing measure in any Member State.

This document is for distribution only to persons who (i) have
professional experience in matters relating to investments and who
fall within Article 19(5) of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (as amended, the Financial
Promotion Order ), (ii) are persons falling within Article 49(2)(a) to
(d) ( high net worth companies, unincorporated associations etc. ) of
the Financial Promotion Order, (iii) are outside the United Kingdom
( UK ) or (iv) are persons to whom an invitation or inducement to
engage in investment activity (within the meaning of section 21 of
the Financial Services and Markets Act 2000) in connection with the
issue or sale of any securities may otherwise lawfully be
communicated or caused to be communicated (all such persons
together being referred to as relevant persons ). This document is
directed only at relevant persons and must not be acted on or relied
on by persons who are not relevant persons. Any investment or
investment activity to which this document relates is available only
to relevant persons and will be engaged in only with relevant
persons.

This prospectus has been prepared on the basis that any offer of
securities in any Member State of the EEA will be made pursuant to
an exemption under the Prospectus Directive from the requirement
to produce a prospectus for offers of securities. Accordingly any
person making or intending to make an offer in that Member State
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of securities which are the subject of an offering contemplated in
this prospectus as completed by final terms in relation to the offer of
those securities may only do so in circumstances in which no
obligation arises for us or any of the underwriters to publish a
prospectus pursuant to Article 3 of the Prospectus Directive or
supplement a prospectus pursuant to Article 16 of the Prospectus
Directive, in each case, in relation to such offer. Neither we nor any
of the underwriters have authorized, nor do we or any of the
underwriters authorize, the making of any offer of the securities in
circumstances in which an obligation arises for us or the
underwriters to publish a prospectus for such offer. Neither we nor
the underwriters have authorized, nor do we authorize, the making
of any offer of securities through any financial intermediary, other
than offers made by the underwriters, which constitute the final
placement of the securities contemplated in this prospectus.

In connection with any issue of securities through this prospectus,
the person(s) (if any) named as the stabilization manager(s) in the
applicable prospectus supplement (the stabilization manager ) (or
any person acting for it) may over-allot securities or effect
transactions with a view to supporting the market price of such
securities and any associated securities at a level higher than that
which might otherwise prevail for a limited period after the issue
date. However, there is no obligation on the stabilization manager
(or persons acting on behalf of a stabilization manager) to undertake
such stabilization action. Any stabilization may begin on or after the
date on which adequate public disclosure of the terms of any offer of
the relevant securities is made and, if begun, may be ended at any
time, but it must end no later than the earlier of 30 days after we
receive the proceeds of the issue and 60 days after the date of the
allotment of any relevant securities. Any stabilization action or
over-allotment must be conducted by the relevant stabilization
manager (or persons acting on behalf of a stabilization manager) in
accordance with all applicable laws and rules.
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Where the applicable prospectus supplement includes a section
entitled MiFID II product governance, it will outline the target
market assessment in respect of the securities and the appropriate
channels for distribution. Any person subsequently offering, selling
or recommending the securities (a distributor ) should take into
consideration the target market assessment; however, a distributor
subject to MiFID II is responsible for undertaking its own target
market assessment in respect of the securities (by either adopting or
refining the target market assessment made in respect of such
securities by any manufacturer) and determining appropriate
distribution channels. For the purpose of the Markets in Financial
Instruments Directive product governance rules under EU Delegated
Directive 2017/593 (the MiFID Product Governance Rules ), a
determination will be made in relation to each issue about whether
any underwriter or dealer subscribing for any securities is a
manufacturer in respect of such securities, but otherwise neither the
underwriters nor the dealers nor any of their respective affiliates will
be a manufacturer for the purpose of the MiFID Product Governance
Rules.

ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with

the Securities and Exchange Commission (the SEC ) using the shelf
registration process. Under the shelf registration process, we may

sell the securities described in this prospectus in one or more

offerings.

This prospectus provides you with a general description of the
securities we may offer. Each time we sell securities, we will

provide a prospectus supplement that will contain specific
information about the terms of the securities. The prospectus
supplement may also add to, update or change information

contained in this prospectus. You should read both this prospectus
and any prospectus supplement together with the additional
information described under the heading Where You Can Find More
Information About Us.

As used in this prospectus and in any prospectus supplement, the

terms HSBC Holdings, we, us and our referto HSBC Holdings plec,
and the terms HSBC Group and HSBC mean HSBC Holdings plc

and its subsidiary undertakings. In addition, the term IFRSs means
International Financial Reporting Standards.

In this prospectus and any prospectus supplement, all references to

(i) USdollars, US$, dollars or $ are to the lawful currency of the
United States of America and (ii) sterling  pounds sterling or £ are to
the lawful currency of the UK.
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PRESENTATION OF FINANCIAL INFORMATION

The consolidated financial statements of the HSBC Group have
been prepared in accordance with IFRSs, as issued by the
International Accounting Standards Board ( IASB ) and as endorsed
by the EU. EU-endorsed IFRSs could differ from IFRSs as issued by
the IASB, if, at any point in time, new or amended IFRSs were to be
endorsed by the EU. As of December 31, 2017, there were no
unendorsed standards effective for the year ended December 31,
2017 affecting these consolidated financial statements, and there
was no difference between IFRSs endorsed by the EU and IFRSs
issued by the IASB in terms of their application to HSBC.
Accordingly, HSBC s financial statements for the year ended
December 31, 2017 were prepared in accordance with IFRSs as
issued by the IASB. We use the US dollar as our presentation
currency in our consolidated financial statements because the US
dollar and currencies linked to it form the major currency bloc in
which we transact and fund our business.
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LIMITATION ON ENFORCEMENT OF US LAWS AGAINST
US, OUR

MANAGEMENT AND OTHERS

We are an English public limited company. Most of our directors
and executive officers (and certain experts named in this prospectus
or in documents incorporated herein by reference) are resident
outside the United States, and a substantial portion of our assets and
the assets of such persons are located outside the United States. As a
result, it may not be possible for you to effect service of process
within the United States upon these persons or to enforce against
them or us in US courts judgments obtained in US courts predicated
upon the civil liability provisions of the federal securities laws of the
United States. We have been advised by our English solicitors,
Cleary Gottlieb Steen & Hamilton LLP, that there is doubt as to
enforceability in the English courts, in original actions or in actions
for enforcement of judgments of US courts, of liabilities predicated
solely upon the federal securities laws of the United States. In
addition, awards of punitive damages in actions brought in the
United States or elsewhere may not be enforceable in the UK. The
enforceability of any judgment in the UK will depend on the
particular facts of the case in effect at the time.

CAUTIONARY STATEMENT REGARDING
FORWARD-LOOKING STATEMENTS

This prospectus and the documents incorporated by reference herein
contain both historical and forward-looking statements. All
statements other than statements of historical fact are, or may be
deemed to be, forward-looking statements. Forward-looking
statements may be identified by the use of terms such as believes,
expects, estimate, may, intends, plan, will, should, potential,
reasonably possible or anticipates or the negative thereof or similar
expressions, or by discussions of strategy. These forward-looking
statements include statements relating to the implementation and
exercise of the UK bail-in powers. We have based the
forward-looking statements on current expectations and projections
about future events. These forward-looking statements are subject to
risks, uncertainties and assumptions about us, as described under
Cautionary statement regarding forward-looking statements
contained in HSBC Holdings Annual Report on Form 20-F for the
year ended December 31, 2017 filed with the SEC on February 20,
2018 (the 2017 Form 20-F ) . We undertake no obligation to publicly
update or revise any forward-looking statements, whether as a result
of new information, future events or otherwise. In light of these
risks, uncertainties and assumptions, the forward-looking events
discussed herein might not occur. You are cautioned not to place
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undue reliance on any forward-looking statements, which speak
only as of their dates. Additional information, including information
on factors which may affect HSBC s business, is contained in the
2017 Form 20-F and under Risk Factors in this prospectus.

WHERE YOU CAN FIND MORE INFORMATION ABOUT
US

We file reports and other information with the SEC. You may read
and copy any document we file at the SEC s public reference room at
100 F Street, N.E., Room 1580, Washington, DC 20549. Please call
the SEC at (800) SEC-0330 for further information on the public
reference room. Documents filed with the SEC are also available to
the public on the SEC s internet site at http://www.sec.gov.

The SEC allows us to incorporate by reference in this prospectus the
information in the documents that we file with it, which means we

can disclose important information to you by referring you to those
documents. The information incorporated by reference is considered

to be a part of this prospectus. We incorporate by reference in this
prospectus the documents listed below.

the 2017 Form 20-F;

any future Reports on Form 6-K that indicate they are
incorporated into this registration statement; and

any future Annual Reports on Form 20-F that we may file with
the SEC under the Securities Exchange Act of 1934, as
amended (the Exchange Act ).
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You may request a copy of these documents at no cost to you by
writing or telephoning us at either of the following addresses:

Group Company Secretary

HSBC Holdings plc

8 Canada Square

London E14 5SHQ

United Kingdom

Tel: +44 20-7991-8888

HSBC Holdings plc

c/o HSBC North America Holdings Inc.

452 Fifth Avenue

New York, NY, 10018

Attn: Company Secretary

Tel: +1 212-525-5000

We will provide to the trustee referred to under Description of Debt
Securities and Description of Contingent Convertible Securities and
the depositary referred to under Description of Preference Share
ADSs our annual reports, which will include a description of
operations and annual audited consolidated financial statements
prepared under IFRSs as issued by the IASB. We will also furnish
the trustee and the depositary with interim reports, which will
include unaudited interim consolidated financial information
prepared in accordance with IAS 34 Interim Financial Reporting as
issued by the IASB. The trustee and the depositary, as appropriate,

will make such reports available for inspection by holders at their
respective corporate trust offices.
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HSBC

HSBC is one of the largest banking and financial services
organizations in the world. As of December 31, 2017, we had total
assets of US$2,522 billion and total shareholders equity of US$190
billion. For the year ended December 31, 2017, our operating profit
was US$14,792 million on total operating income of US$63,776
million. We are a strongly capitalized banking group with a CRD IV
common equity Tier 1 ratio (end-point basis) of 14.5% as of
December 31, 2017.

Headquartered in London, HSBC operates through long-established
businesses and serves customers worldwide from around 3,900
offices in 67 countries and territories in Europe, Asia, North and
Latin America, and the Middle East and North Africa. Within these
regions, a comprehensive range of banking and related financial
services is offered to personal, commercial, corporate, institutional,
investment and private banking clients. Our products and services
are delivered to clients through four global businesses, Retail
Banking and Wealth Management, Commercial Banking, Global
Banking and Markets and Global Private Banking.
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RISK FACTORS

You should consider carefully all of the information included, or
incorporated by reference, in this document and any risk factors
included in the applicable prospectus supplement before you decide
to buy securities.

Risks Relating to HSBC s Business

For information on risks relating to HSBC s business, you should
read the risks described in the 2017 Form 20-F, including the section
entitled Risk factors on pages 98 through 106 and Note 34 (Legal
proceedings and regulatory matters) to the consolidated financial
statements included therein on pages 280 through 288, which is
incorporated by reference in this prospectus supplement, and/or
similar disclosure in subsequent filings incorporated by reference in
this prospectus.

Risks Relating to the Securities

Under the terms of the debt securities and contingent convertible
securities you will agree to be bound by the exercise of any UK
bail-in power by the relevant UK resolution authority.

You will agree to be bound by the exercise of any UK bail-in power.
You should consider the risk that you may lose all of your
investment, including the principal amount plus any accrued

interest, if the UK bail-in power is acted upon or that any remaining
outstanding debt securities and contingent convertible securities or
the securities into which the debt securities and contingent
convertible securities are converted, including our ordinary shares,
may be of little value at the time of conversion and thereafter (as
described under  Risks Relating to the Securities The debt securities
and contingent convertible securities are the subject of the UK
bail-in power, which may result in such debt securities and
contingent convertible securities being written down to zero or
converted into other securities, including unlisted equity securities ).

Specifically, by your acquisition of the debt securities and/or the
contingent convertible securities, you (which, for these purposes,
includes each beneficial owner) will acknowledge, accept, consent
and agree, notwithstanding any other term of the debt securities
and/or the contingent convertible securities or the relevant indenture
or any other agreements, arrangements or understandings between
us and you, to be bound by (a) the effect of the exercise of any UK
bail-in power by the relevant UK resolution authority (as such terms
are defined herein) and (b) the variation of the terms of the debt
securities and/or the contingent convertible securities or the relevant
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indenture, if necessary, to give effect to the exercise of any UK
bail-in power by the relevant UK resolution authority. No repayment
or payment of amounts due will become due and payable or be paid
after the exercise of any UK bail-in power by the relevant UK
resolution authority if and to the extent such amounts have been
reduced, converted, cancelled, amended or altered as a result of such
exercise. Moreover, you (which, for these purposes, includes each
beneficial owner) will consent to the exercise of the UK bail-in
power as it may be imposed without any prior notice by the relevant
UK resolution authority of its decision to exercise such power with
respect to the debt securities and/or the contingent convertible
securities. See Description of Debt Securities Agreement with
Respect to the Exercise of the UK Bail-in Power and Description of
Contingent Convertible Securities Agreement with Respect to the
Exercise of the UK Bail-in Power.

As used in this prospectus, a UK bail-in power is any write-down,
conversion, transfer, modification, or suspension power existing
from time to time under, and exercised in compliance with, any
laws, regulations, rules or requirements in effect in the UK, relating
to the transposition of Directive 2014/59/EU, as amended from time
to time (the BRRD ), including but not limited to the Banking Act
and the instruments, rules and standards created thereunder,
pursuant to which (i) any obligation of a regulated entity (or other
affiliate of such regulated entity) can be reduced, cancelled,
modified or converted into shares, other securities or other
obligations of such regulated entity or any other person (or
suspended for a temporary period); and (ii) any right in a contract
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governing an obligation of a regulated entity may be deemed to have
been exercised. A reference to a regulated entity is to any BRRD
Undertaking as such term is defined under the PRA Rulebook
promulgated by the Prudential Regulation Authority (the PRA ), as
amended from time to time, which includes certain credit
institutions, investment firms, and certain of their parent or holding
companies or any comparable future definition intended to designate
entities within the scope of the UK recovery and resolution regime;
and (iii) the relevant UK resolution authority is any authority with
the ability to exercise a UK bail-in power.

The debt securities and contingent convertible securities are the
subject of the UK bail-in power, which may result in such debt
securities and contingent convertible securities being written down
to zero or converted into other securities, including unlisted equity
securities.

On January 1, 2015, the UK Banking Act 2009, as amended (the
Banking Act ), and other primary and secondary legislative
instruments were amended to give effect to the BRRD in the UK.
The stated aim of the BRRD is to provide supervisory authorities,
including the relevant UK resolution authority, with common tools
and powers to address banking crises pre-emptively in order to
safeguard financial stability and minimize taxpayers contributions to
bank bail-outs and/or exposure to losses.

As the parent company of a UK bank, we are subject to the Banking
Act, which gives wide powers in respect of UK banks and their
parent and other group companies to Her Majesty s Treasury ( HM
Treasury ), the Bank of England (the BoE ), the PRA and the UK
Financial Conduct Authority (the FCA ) in circumstances where a
UK bank has encountered or is likely to encounter financial
difficulties.

As aresult, the debt securities and contingent convertible securities
are subject to existing UK bail-in powers under the Banking Act,
and may be subject to future UK bail-in powers under existing or
future legislative and regulatory proposals, including measures
implementing the BRRD. In particular, the Banking Act was
amended to implement the power to write-down and convert capital
instruments (the capital instruments write-down and conversion
power )anda bail-in tool, both of which may be exercised by the
BoE (as a relevant UK resolution authority) as part of the UK bail-in
power and may result in your securities being partially or fully
written down or converted to common equity Tier 1 instruments.

The capital instruments write-down and conversion power may be
exercised independently of, or in combination with, the exercise of a
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resolution tool (other than the bail-in tool, which would be used
instead of the capital instruments write-down and conversion
power), and such power allows resolution authorities to cancel all or
a portion of the principal amount of capital instruments and/or
convert such capital instruments into common equity Tier 1
instruments when an institution is no longer viable. The BoE or
PRA determines the point of non- viability for such purposes as the
point at which the relevant institution meets the conditions for
resolution or will no longer be viable unless the relevant capital
instruments are written down or extraordinary public support is
provided and without such support the appropriate authority
determines that the institution would no longer be viable. The BoE
will exercise the capital instruments write-down and conversion
power in accordance with the priority of claims under normal
insolvency proceedings such that common equity Tier 1 items will
be written down before additional Tier 1 and Tier 2 instruments,
successively, are written down or converted into common equity
Tier 1 instruments. In contrast to the bail-in tool, the capital
instruments write-down and conversion power does not include a
safeguard designed to leave no creditor worse off than in the case of
insolvency.

Where the conditions for resolution exist, the BoE may use the
bail-in tool (individually or in combination with other resolution
tools) to cancel all or a portion of the principal amount of, or interest
on, certain unsecured liabilities of a failing financial institution
and/or convert certain debt claims into another security, including
ordinary shares of the surviving entity. In addition, the BoE may use
the bail-in tool to, among other things, replace or substitute the
issuer as obligor in respect of debt instruments, modify the terms of
debt instruments (including altering the maturity (if any) and/or the
amount of interest payable and/or imposing a temporary suspension
on payments) and discontinue the listing and admission to trading of
financial instruments. The BoE must apply the bail-in tool in
accordance with a specified preference order. In particular, the
Banking Act
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requires resolution authorities to write-down or convert debts in the
following order: (i) additional Tier 1 instruments, (ii) Tier 2
instruments, (iii) other subordinated claims that do not qualify as
additional Tier 1 or Tier 2 instruments and (iv) eligible senior
claims. Unlike the capital instruments write-down and conversion
power, the bail-in tool has a safeguard designed to leave no creditor
worse off than in the case of insolvency. However, due to the
discretion afforded to the BoE, the claims of some creditors whose
claims would rank equally with yours may be excluded from being
subject to the bail-in tool. The greater number of such excluded
creditors there are, the greater the potential impact of the bail-in tool
on other creditors who have not been excluded (which may include

you).

Moreover, to the extent the UK bail-in power is exercised pursuant
to the Banking Act or otherwise, we do not expect any securities
issued upon conversion of the debt securities or contingent
convertible securities to meet the listing requirements of any
securities exchange, and we expect our outstanding listed securities
to be delisted from the securities exchanges on which they are listed.
Any securities you receive upon conversion of the debt securities or
contingent convertible securities (whether debt or equity) likely will
not be listed for at least an extended period of time, if at all, or may
be on the verge of being delisted by the relevant exchange,
including, for example, our American depositary receipts listed on
the New York Stock Exchange, our ordinary shares listed on the
London Stock Exchange or otherwise or any securities listed on the
Global Exchange Market of the Irish Stock Exchange. Additionally,
there may be limited, if any, disclosure with respect to the business,
operations or financial statements of the issuer of any securities
issued upon conversion of the debt securities or contingent
convertible securities, or the disclosure with respect to any existing
issuer may not be current to reflect changes in the business,
operations or financial statements as a result of the exercise of the
UK bail-in power. Moreover, the exercise of the UK bail-in power
and/or other actions implementing the UK bail-in power may
require interests in the debt securities or contingent convertible
securities to be held or taken, as the case may be, through clearing
systems, intermediaries or persons other than DTC. Furthermore, the
trustee may be unwilling to continue serving in its capacity as
trustee for the debt securities and/or contingent convertible
securities, subject to the terms of the relevant indenture. As a result,
there may not be an active market for any securities you may hold
after the exercise of the UK bail-in power.

You should consider the risk that you may lose all of your
investment, including the principal amount plus any accrued

interest, if the UK bail-in power is acted upon or that any remaining

Table of Contents

110



Edgar Filing: TANDY LEATHER FACTORY INC - Form 10-K

outstanding securities or securities into which the debt securities or
contingent convertible securities are converted, including our
ordinary shares, may be of little value at the time of conversion and
thereafter. In addition, trading behavior, including prices and
volatility, may be affected by the threat of bail-in and, as a result,
the debt securities and contingent convertible securities are not
necessarily expected to follow the trading behavior associated with
other types of securities. See also,  Risks Relating to the
Securities Other powers contemplated by the Banking Act may affect
your rights under, and the value of your investment in, the debt
securities or contingent convertible securities.

Your rights may be limited in respect of the exercise of the UK
bail-in power by the relevant UK resolution authority.

There may be limited protections, if any, that will be available to
holders of securities subject to the UK bail-in power (including debt
securities and contingent convertible securities) and to the broader
resolution powers of the relevant UK resolution authority. For
example, although under the Banking Act the BoE s resolution
instrument with respect to the exercise of the bail-in tool must set
out the provisions allowing for securities to be transferred, cancelled
or modified (or any combination of these), the resolution instrument
may make any other provision that the BoE considers to be
appropriate in exercising its specific powers. Such other provisions
are expected to be specific and tailored to the circumstances that
have led to the exercise of the bail-in tool under the Banking Act
and there is uncertainty as to the extent to which usual processes or
procedures under English law will be available to holders of
securities (including debt securities and contingent convertible
securities). Accordingly, you may have limited or circumscribed
rights to challenge any decision of the BoE or other relevant UK
resolution authority to exercise its UK bail-in power.
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Other powers contemplated by the Banking Act may affect your
rights under, and the value of your investment in, the securities.

In addition to the capital instruments write-down and conversion
power and the bail-in tool, the Banking Act also includes powers to
(a) transfer all or some of the securities issued by a UK bank or its
parent, or all or some of the property, rights and liabilities of a UK
bank or its parent (which would include the securities offered
hereby), to a commercial purchaser or, in the case of securities, into
temporary public ownership (to HM Treasury or an HM Treasury
nominee), or, in the case of property, rights or liabilities, to a bridge
bank (an entity owned by the BoE); (b) together with another
resolution tool only, transfer impaired or problem assets to one or
more publicly owned asset management vehicles to allow them to be
managed with a view to maximizing their value through eventual
sale or orderly wind-down; (c) override any default provisions,
contracts or other agreements, including provisions that would
otherwise allow a party to terminate a contract or accelerate the
payment of an obligation; (d) commence certain insolvency
procedures in relation to a UK bank; and (e) override, vary or
impose contractual obligations, for reasonable consideration,
between a UK bank or its parent and its group undertakings
(including undertakings which have ceased to be members of the
group), in order to enable any transferee or successor bank of the
UK bank to operate effectively.

The Banking Act also gives power to HM Treasury to make further
amendments to the law for the purpose of enabling it to use these
powers effectively, potentially with retrospective effect.

The powers set out in the Banking Act could affect how credit
institutions (and their parent companies) and investment firms are
managed as well as, in certain circumstances, the rights of creditors.
Accordingly, the taking of any actions contemplated by the Banking
Act may affect your rights under the securities, and the value of
your securities may be affected by the exercise of any such powers
or threat thereof.

The circumstances under which the relevant UK resolution
authority would exercise its UK bail-in power or other resolution
tools under the Banking Act or future legislative or regulatory
proposals are uncertain, which may affect the value of your
securities.

There remains significant uncertainty regarding the ultimate nature
and scope of the resolution powers under the Banking Act (and such
significant uncertainty may exist with respect to any other resolution
powers or tools enacted under future legislative or regulatory
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proposals, including changes proposed to the BRRD in November
2016), as well as the manner in which such powers would affect us
and our securities if such powers were exercised.

For example, although the exercise of the capital instruments
write-down and conversion power and other resolution tools under
the Banking Act are subject to certain pre-conditions thereunder,
there remains uncertainty regarding the specific factors (including,
but not limited to, factors outside our control or not directly related
to us) which the BoE would consider in deciding whether to
exercise such powers with respect to us or our securities. In
particular, because the Banking Act allows for the BoE to exercise
its discretion in choosing which resolution tool or tools to apply, it
will be difficult to predict whether the exercise of the BoE s
resolution powers will result in a principal write-off or conversion to
equity. You may not be able to refer to publicly available criteria in
order to anticipate a potential exercise of any such resolution powers
and consequently its potential effect on us or the securities.

Accordingly, it is not yet possible to assess the full impact of the
exercise of the UK bail-in power pursuant to the Banking Act or
otherwise on us, and there can be no assurance that the taking of any
actions contemplated therein would not adversely affect your rights,
the price or value of your investment in our securities and/or our
ability to satisfy our obligations under our securities.

The securities are not bank deposits, and we cannot guarantee that
an active public market for the securities will develop or be
sustained.

An investment in the debt securities and contingent convertible
securities is not equivalent to an investment in a bank deposit and
carries risks that are very different from the risk profile of such a
deposit.
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The issue price, interest rate and yield to maturity of these securities
are expected to reflect the additional risks borne by investors therein
when compared to those of bank depositors. For example, debt
securities and contingent convertible securities do not benefit from
any protection provided pursuant to Directive 2014/49/EU of the
European Parliament and of the Council on deposit guarantee
schemes or any national implementing measures implementing such
directive in any jurisdiction (such as the UK Financial Services
Compensation Scheme). Therefore, if we become insolvent or
default on our obligations, investors could lose their entire
investment. Additionally, given that the debt securities and
contingent convertible securities are not bank deposits, they may be
subject to the capital instruments write-down and conversion power
and would be subject to the bail-in tool before it is applied to bank
deposits (to the extent that such deposits are subject to the bail-in

tool at all). See  Risks Relating to the Securities The debt securities

and contingent convertible securities are the subject of the UK
bail-in power, which may result in such debt securities and
contingent convertible securities being written down to zero or
converted into other securities, including unlisted equity securities.

Moreover, each series of debt securities and contingent convertible
securities will constitute a new issue of securities by us, and there
will have been no public market for such securities prior to their
issuance. Even though debt securities and contingent convertible
securities are expected to have greater liquidity than a bank deposit
given that bank deposits are generally not transferable, there can be
no assurance that an active public market for the debt securities and
contingent convertible securities will develop.

10
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USE OF PROCEEDS
Unless we otherwise disclose in the accompanying prospectus
supplement, we will use the net proceeds from the sale of the

securities for general corporate purposes and to further strengthen
the capital base of HSBC Holdings.

11
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CONSOLIDATED CAPITALIZATION AND
INDEBTEDNESS OF HSBC HOLDINGS PLC

The following table shows the share capital position of HSBC
Holdings plc and its consolidated capitalization and indebtedness as
of December 31, 2017:

As at
December 31,
2017 in
US$m

Share capital of HSBC Holdings plc
Ordinary shares (of nominal value US$0.50
each)(D 10,160
Preference shares (of nominal value US$0.01 each) 1,450
HSBC Group Equity
Called up share capital 10,160
Share premium account 10,177
Other equity instruments® 22,250
Other reserves 7,664
Retained earnings 139,999
Total shareholders equity 190,250
Non-controlling interests 7,621
Total equity 197,871
HSBC Group Indebtedness®
Debt securities in issue 64,546
Trading liabilities Debt securities in issues 40,734
Debt securities in issue designated at fair value 64,359
Subordinated liabilities® 44,116
Total indebtedness 213,755
Total Capitalization and Indebtedness 411,626

(1) As of February 22, 2018, 668,746 ordinary shares of US$0.50
each have been issued since December 31, 2017 as a result of
shares issued pursuant to exercises of employee share options
and share plans.

(2)Comprises two series of exchangeable bonds and seven
outstanding series of contingent convertible securities, each
issued by HSBC Holdings.

(3)As at December 31, 2017, HSBC had other liabilities of
US$45,907 million and contingent liabilities and contractual
commitments of US$775,967 million (including guarantees of
US$89,762 million).

(4)Includes US$1,000 million of guaranteed subordinated liabilities.
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Save as disclosed in the above notes, there has been no material
change in the issued share capital of HSBC Holdings, or its
consolidated capitalization and indebtedness, since December 31,
2017.
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DESCRIPTION OF DEBT SECURITIES

Debt securities offered through this prospectus will be issued under
one of three indentures between HSBC Holdings, as issuer, and The
Bank of New York Mellon, as trustee. The dated subordinated debt
securities will be issued under the indenture for dated subordinated
debt securities, the undated subordinated debt securities will be
issued under the indenture for undated subordinated debt securities
and the senior debt securities will be issued under the indenture for
senior debt securities. The following summary of certain provisions
of the debt securities and the indentures and any such summary in
any prospectus supplement do not purport to be complete and are
subject and are qualified by reference to all the provisions of the
debt securities and the relevant indenture. Defined terms used in this
section but not otherwise defined in this prospectus have the
meanings assigned to them in the relevant indenture.

General

The indentures do not limit the amount of debt securities that we
may issue under them and provide that we may issue debt securities
from time to time in one or more series.

Please refer to the prospectus supplement relating to the particular
series of debt securities offered through this prospectus for the
following terms, where applicable, of the debt securities:

whether such debt securities, in the case of subordinated debt
securities, will be dated subordinated debt securities with a
specified maturity date or undated subordinated debt securities
with no specified maturity date;

the title and series of such debt securities;

the aggregate principal amount of such debt securities, and the
limit, if any, on the aggregate principal amount of the debt
securities of that series that may be issued under the relevant
indenture;

the issue date or dates and the maturity date or dates, if any;
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the rate or rates, at which such debt securities will bear interest
or the method by which interest will be determined, and the
dates and mechanics of payment of interest, including record
dates;

specific redemption terms;

whether such debt securities, if dated subordinated debt
securities or senior debt securities, are to be issued as discount
securities and the terms and conditions of any such discount
securities;

the place or places where any principal, premium or interest in
respect of debt securities of the series will be payable;

whether payments are subject to a condition that we are able to
make such payment and remain able to pay our debts as they
fall due and our assets continue to exceed our liabilities (other
than subordinated liabilities) (a solvency condition );

whether there are any other conditions to which payments with
respect to such debt securities are subject;

provisions, if any, for the discharge and defeasance of such
debt securities;

the form in which such debt securities are to be issued;

the denominations in which such debt securities will be
issuable;

if other than the principal amount thereof, the portion of the
principal amount of debt securities of the series that will be
payable upon declaration of acceleration of the payment of
such principal pursuant to the relevant indenture;

the currency in which such debt securities are to be
denominated,;

13
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the currency in which payments on such debt securities will be
made;

if payments on debt securities may be made in a currency other
than US dollars, or a foreign currency or a foreign currency
other than the foreign currency in which such debt securities
are denominated or stated to be payable, the periods within
which and the terms and conditions upon which such election
may be made and the time and manner of determining the
relevant exchange rate;

whether any debt securities of the series are to be
issued as indexed securities and, if so, the manner in
which the principal of (and premium, if any, on) or
interest thereon will be determined and the amount
payable upon acceleration under the relevant
indenture and any other terms in respect thereof;

any restrictive covenants provided for with respect to such
debt securities;

any other or different events of default;

provisions, if any, for the exchange, modification or
conversion of such debt securities;

provisions relating to the exercise of the UK bail-in power by
the relevant UK resolution authority; and

any other terms of the series.
Debt securities of any series may be sold at a substantial discount
below their stated principal amount, bearing no interest or interest at
a rate that at the time of issuance is below market rates, may be
redeemable at a premium, or may be otherwise designated by us as
issued with original issue discount. We will discuss certain tax
considerations that may be relevant to holders of such discount
securities, undated or perpetual debt securities and debt securities
providing for indexed, contingent or variable payments or payments
in a currency other than the currency in which such debt securities
are denominated in the prospectus supplement relating to such
securities.
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Debt securities and any coupons relating to such debt securities will
become void unless presented for payment within 10 years with
respect to a payment of principal and premium, if any, and five
years with respect to a payment of interest. All monies paid by us to
a paying agent or the trustee for the payment of principal of (and
premium, if any, on) or any interest on any debt security that remain
unclaimed at the end of two years after such principal, premium, or
interest will have become due and payable will be repaid to us, and
the holder of such debt security must look to us for payment thereof.

Form, Settlement and Clearance

General. Unless the relevant prospectus supplement states

otherwise, the debt securities will initially be represented by one or
more global securities in registered form, without coupons attached,
and will be deposited with or on behalf of one or more depositaries,
including, without limitation, The Depository Trust Company

( DTC ), Euroclear Bank SA/NV ( Euroclear ) and/or Clearstream
Banking S.A. ( Clearstream Luxembourg ), and will be registered in
the name of such depositary or its nominee. Our obligations, as well
as the obligations of the trustee and those of any third parties
employed by us or the trustee, run only to persons who are

registered as holders of the debt securities. Unless and until the debt
securities are exchanged in whole or in part for other securities that
we issue or the global securities are exchanged for definitive
securities, the global securities may not be transferred except as a
whole by the depositary to a nominee or a successor of the
depositary.

The debt securities may be accepted for clearance by DTC,
Euroclear and Clearstream Luxembourg. Unless the relevant
prospectus supplement states otherwise, the initial distribution of the
debt securities will be cleared through DTC only. In such event,
beneficial interests in the global debt securities will be shown on,
and transfers thereof will be effected only through, the book-entry
records maintained by DTC and its direct and indirect participants,
including, as applicable, Euroclear and Clearstream Luxembourg.

The laws of some states may require that certain investors in
securities take physical delivery of their securities in definitive form.

Those laws may impair the ability of investors to own interests in
book-entry securities.

14
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So long as the depositary, or its nominee, is the holder of a global
debt security, the depositary or its nominee will be considered the
sole holder of such global debt security for all purposes under the
relevant indenture. Except as described below under the heading

Definitive Debt Securities, no participant, indirect participant or
other person will be entitled to have debt securities registered in its
name, receive or be entitled to receive physical delivery of debt
securities in definitive form or be considered the owner or holder of
the debt securities under the relevant indenture. Each person having
an ownership or other interest in debt securities must rely on the
procedures of the depositary, and, if a person is not a participant in
the depositary, must rely on the procedures of the participant or
other securities intermediary through which that person owns its
interest to exercise any rights and obligations of a holder under the
relevant indenture or the debt securities.

DTC has advised us that: DTC is a limited-purpose trust company
organized under the New York Banking Law, a banking
organization within the meaning of the New York Banking Law, a
member of the Federal Reserve System, a clearing corporation
within the meaning of the New York Uniform Commercial Code,
and a clearing agency registered pursuant to the provisions of
Section 17A of the Exchange Act. DTC holds securities that its
participants deposit with DTC. DTC also facilitates settlement
among participants of securities transactions, such as transfers and
pledges, in deposited securities through electronic computerized
book- entry changes in participants accounts thereby eliminating the
need for physical movement of securities certificates. Participants
include securities brokers and dealers, banks, trust companies,
clearing corporations, and certain other organizations. Access to the
DTC system is also available to others such as securities brokers and
dealers, banks, trust companies, and clearing corporations that clear
through or maintain a custodial relationship with a participant, either
directly or indirectly.

Payments on the Global Debt Security. Payments of any amounts in
respect of any global securities will be made by the paying agent to
the depositary. Payments will be made to beneficial owners of debt
securities in accordance with the rules and procedures of the
depositary or its direct and indirect participants, as applicable.
Neither we nor the trustee nor any of our agents will have any
responsibility or liability for any aspect of the records of any
securities intermediary in the chain of intermediaries between the
depositary and any beneficial owner of an interest in a global
security, or the failure of the depositary or any intermediary to pass
through to any beneficial owner any payments that we make to the
depositary.
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All such payments will be distributed without deduction or
withholding for any UK taxes or other governmental charges, or if
any such deduction or withholding is required to be made under the
provisions of any applicable UK law or regulation, then, except as
described under Additional Amounts, such additional amounts will
be paid as may be necessary in order that the net amounts received
by any holder of the global security and by the owners of interests in
the debt securities, after such deduction or withholding, will equal
the net amounts that such holder and owners would have otherwise
received in respect of the global security or interests in the debt
securities, as the case may be, if such deduction or withholding had
not been made.

Settlement. Initial settlement for the debt securities and settlement of
any secondary market trades in the debt securities will be made in
same-day funds. The debt securities will settle in DTC s Same-Day
Funds Settlement System.

Definitive Debt Securities. Owners of interests in the debt securities
will be entitled to receive definitive debt securities in registered
form in respect of such interest if: (1) (i) DTC notifies us in writing
that it is unwilling to or unable to continue as a depositary for the
debt securities of such series or the debt securities, as the case may
be, or (ii) if at any time DTC ceases to be eligible as a clearing
agency registered under the Exchange Act or we become aware of
such ineligibility and, in either case, a successor is not appointed by
us within 90 days or (2) an event of default has occurred and is
continuing and the registrar has received a request from DTC or

(3) the applicable prospective supplement provides otherwise with
respect to a particular series.

Unless otherwise indicated in the applicable prospectus supplement,
definitive debt securities will be issued in denominations of $1,000

or integral multiples of $1,000 and will be issued in registered form.
Such definitive
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debt securities will be registered in the name or names of such
person or persons as the registrar will notify the trustee based on the
instructions of DTC.

Payments

Any payments of interest and, in the case of subordinated dated debt
securities and senior debt securities, principal and premium (if any),
on any particular series of debt securities will be made on such dates
and, in the case of payments of interest, at such rate or rates, as are
set forth in, or as are determined by the method of calculation
described in, the prospectus supplement relating to the debt
securities of such series.

Undated Subordinated Debt Securities. We are not required to make
payments with respect to any series of undated subordinated debt
securities on any payment date specified for such payment in the
prospectus supplement relating to the debt securities of such series.
Failure to make any such payment on any such payment date will
not constitute a default by us for any purpose. Any payment not
made by us in respect of any series of undated subordinated debt
securities on any applicable payment date, together with any other
unpaid payments, will, so long as they remain unpaid, constitute

missed payments and will accumulate until paid. Missed payments
will not bear interest.

Missed payments, if any, may be paid at our option in whole or in
part at any time on not less than 14 days notice to the trustee, but all
missed payments in respect of all undated subordinated debt
securities of a particular series at the time outstanding will (subject
to any solvency condition) become due and payable in full on
whichever is the earliest of:

the date fixed for any redemption of such undated
subordinated debt securities; and

the commencement of our winding up in England.
If we give notice of our intention to pay the whole or part of the
missed payments on the undated subordinated debt securities of any
series, we will be obliged, subject to any solvency condition, to do
so upon the expiration of such notice. Where missed payments in
respect of undated subordinated debt securities of any series are paid
in part, each part payment will be deemed to be in respect of the full
amount of missed payments accrued relating to the earliest payment
date or consecutive payment dates in respect of such undated
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subordinated debt securities.

If we are unable to make any payment on or with respect to the
undated subordinated debt securities of any series because we are
not able to satisfy a solvency condition, the amount of any such
payment which would otherwise be payable will be available to meet
our losses. In the event of our winding up, the right to claim for
interest, including missed payments, and any other amount payable
on such undated subordinated debt securities may be limited by
applicable insolvency law.

Computation of Interest. Except as otherwise specified in the
prospectus supplement with respect to the debt securities of any
series, any interest on the debt securities of each series, which is not
denominated in Euro, will be computed on the basis of a 360-day
year of twelve 30-day months. Interest on debt securities of each
series denominated in Euro will be computed on the basis of the
actual number of days in the calculation period divided by 365 (or,
if any portion of that calculation period falls in a leap year, the sum
of (a) the actual number of days in that portion of the calculation
period falling in a leap year, divided by 366 and (b) the actual
number of days in that portion of the calculation period falling in a
non-leap year, divided by 365).

Additional Amounts

Senior Debt Securities

Unless the relevant prospectus supplement provides otherwise, all
amounts of principal of and interest on any senior debt securities

will be paid by us without deduction or withholding for, or on
account of, any and all
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present and future taxes, levies, imposts, duties, charges, fees,
deductions, or withholdings whatsoever imposed, levied, collected,
withheld or assessed by or on behalf of the UK or any political
subdivision or taxing authority thereof or therein having the power
to tax (each, a Taxing Jurisdiction ), unless required by law. If such
deduction or withholding will at any time be required by the law of
the Taxing Jurisdiction, we will pay such additional amounts of, or
in respect of, the principal amount of and interest on such senior
debt securities as may be necessary in order that the net amounts
received by the noteholders after such deduction or withholding,
will equal the respective amounts that would have been received in
respect of the senior debt securities by the noteholders in the
absence of such deduction or withholding; provided that the
foregoing will not apply to any such tax, levy, impost, duty, charge,
fee, deduction or withholding which:

would not be payable or due but for the fact that the noteholder
or beneficial owner is domiciled in, or is a national or resident
of, or engaging in business or maintaining a permanent
establishment or being physically present in, the Taxing
Jurisdiction, or otherwise has some connection or former
connection with the Taxing Jurisdiction other than the holding
or ownership of a senior debt security, or the collection of any
payment of (or in respect of) principal of and interest or the
enforcement of a senior debt security;

would not be payable or due but for the fact that the certificate
representing the relevant senior debt securities (i) is presented
for payment in the Taxing Jurisdiction or (ii) is presented for
payment more than 30 days after the date payment became due
or was provided for, whichever is later, except to the extent
that the noteholder would have been entitled to such additional
amount on presenting the same for payment at the close of
such 30-day period;

is imposed in respect of a noteholder that is not the sole
beneficial owner of the principal or the interest, or a portion of
either, or that is a fiduciary or partnership, but only to the
extent that a beneficiary or settlor with respect to the fiduciary,
a beneficial owner or member of the partnership would not
have been entitled to the payment of such additional amount
had the beneficiary, settlor, beneficial owner or member
received directly its beneficial or distributive share of the
payment;
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would not have been imposed if presentation for payment of
the certificate representing the relevant senior debt securities
had been made to a paying agent other than the paying agent to
which the presentation was made;

is imposed because of the failure to comply by the noteholder
or the beneficial owner or the beneficial owner of any payment
on such senior debt securities with our request addressed to the
noteholder or the beneficial owner, including our written
request related to a claim for relief under any applicable
double tax treaty:

(a) to provide information concerning the nationality,
residence, identity or connection with a taxing jurisdiction
of the noteholder or the beneficial owner; or

(b) to make any declaration or other similar claim to satisfy
any information or reporting requirement,
if the information or declaration is required or imposed by a statute,
treaty, regulation, ruling or administrative practice of the Taxing
Jurisdiction as a precondition to exemption from withholding or
deduction of all or part of the tax, duty, assessment or other
governmental charge;

is imposed in respect of any estate, inheritance, gift, sale,
transfer, personal property, wealth or similar tax, duty
assessment or other governmental charge; or

is imposed in respect of any combination of the above items.
Dated Subordinated Debt Securities

Unless the relevant prospectus supplement provides otherwise, all
amounts of principal of and interest on any dated subordinated debt
securities will be made without deduction or withholding for, or on
account of, any and all present and future taxes, levies, imposts,
duties, charges, fees, deductions, or withholdings whatsoever
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imposed, levied, collected, withheld or assessed by or on behalf of
the Taxing Jurisdiction, unless required by law. If such deduction or
withholding will at any time be required by the law of the Taxing
Jurisdiction, we will pay additional amounts of, or in respect of, the
principal amount of (and premium, if any, on) and interest on such
dated subordinated debt securities as may be necessary so that the
net amount (including additional amounts) paid to the noteholders,
after such deduction or withholding, will be equal to the amount to
which the noteholders would have been entitled in the absence of
such deduction or withholding, provided that the foregoing will not
apply to any such tax, levy, impost, duty, charge, fee, deduction or
withholding which:

would not be payable or due but for the fact that the noteholder
or beneficial owner is domiciled in, or is a national or resident
of, or engaging in business or maintaining a permanent
establishment or being physically present in, the Taxing
Jurisdiction, or otherwise has some connection or former
connection with the Taxing Jurisdiction, other than the holding
or ownership of a dated subordinated debt security, or the
collection of any payment of (or in respect of) principal of and
interest, or the enforcement of, a dated subordinated debt
security;

would not be payable or due but for the fact that the certificate
representing the relevant dated subordinated debt securities

(1) is presented for payment in the Taxing Jurisdiction or (ii) is
presented for payment more than 30 days after the date
payment became due or was provided for, whichever is later,
except to the extent that the holder would have been entitled to
such additional amount on presenting the same for payment at
the close of such 30-day period;

would not have been imposed if presentation for payment of
the certificate representing the relevant dated subordinated
debt securities had been made to a paying agent other than the
paying agent to which the presentation was made;

is imposed because of the failure to comply by the noteholder
or the beneficial owner of such dated subordinated debt
securities or the beneficial owner of any payment on such
dated subordinated debt securities with our request addressed
to the noteholder or the beneficial owner, including our written
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request related to a claim for relief under any applicable
double tax treaty:

(a) to provide information concerning the nationality,
residence, identity or connection with a taxing jurisdiction
of the noteholder or the beneficial owner; or

(b) to make any declaration or other similar claim to satisfy
any information or reporting requirement, if the
information or declaration is required or imposed by a
statute, treaty, regulation, ruling or administrative practice
of the Taxing Jurisdiction as a precondition to exemption
from withholding or deduction of all or part of the tax,
duty, assessment or other governmental charge;

is imposed in respect of any estate, inheritance, gift, sale,
transfer, personal property, wealth or similar tax, duty
assessment or other governmental charge; or

is imposed in respect of any combination of the above items.
Undated Subordinated Debt Securities

Unless the relevant prospectus supplement provides otherwise, all
amounts of principal, interest and related deferred payments and
missed payments, if any, on any undated subordinated debt
securities will be paid by us without deduction or withholding for, or
on account of, any and all present and future income, stamp and
other taxes, levies, imposts, duties, charges, fees, deductions or
withholdings whatsoever imposed, levied, collected, withheld or
assessed by or on behalf of the Taxing Jurisdiction, unless such
deduction or withholding is required by law. If deduction or
withholding of any such taxes, levies, imposts, duties, charges, fees,
deductions or withholdings will at any time be required by the
Taxing Jurisdiction, we will pay such additional amounts of, or in
respect of, payments of principal, interest and related deferred
payments and missed payments, if any, on such undated
subordinated debt securities as may be necessary in order that the
net amounts paid to the noteholders, after such deduction or
withholding, will equal the respective amounts of payments of
principal, interest and related deferred payments and missed
payments, if any, which would have been payable in respect of such
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undated subordinated debt securities had no such deduction or
withholding been required, provided that the foregoing will not
apply to any such tax, levy, impost, duty, charge, fee, deduction or
withholding which would not have been payable or due but for the
fact that:

the noteholder or beneficial owner is a domiciliary, national or
resident of, or engaging in business or maintaining a
permanent establishment or physically present in, the Taxing
Jurisdiction or otherwise has some connection or former
connection with the Taxing Jurisdiction other than the holding
or ownership of an undated subordinated debt security, or the
collection of any payment of (or in respect of) principal,
interest and related deferred payments and missed payments, if
any, or the enforcement of, any undated subordinated debt
security;

the relevant undated subordinated debt security or coupon or
other means of payments of (or in respect of) principal, interest
and related deferred payments and missed payments, if any in
respect of undated subordinated debt securities is presented for
payment in the UK;

the relevant undated subordinated debt security or other means
of payments of (or in respect of) principal, interest and related
deferred payments and missed payments, if any, in respect of
undated subordinated debt securities is presented for payment
more than 30 days after the date payment became due or was
provided for, whichever is later, except to the extent that the
noteholder would have been entitled to such additional amount
on presenting the same for payment at the close of such 30-day
period; or

presentation for payment of the relevant undated
subordinated debt securities was made to a paying
agent who was required to make (or pass through)
such deduction or withholding and presentation for
payment could have been made to a paying agent
who was not required to make (or pass through)
such deduction or withholding;
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there was a failure to comply by the noteholder or
the beneficial owner or the beneficial owner of any
payment on such undated subordinated debt
securities with our request addressed to the
noteholder or the beneficial owner, including our
request related to a claim for relief under any
applicable double tax treaty:

(a) to provide information concerning the nationality,
residence, identity or connection with a Taxing Jurisdiction
of the noteholder or the beneficial owner; or

(b) to make any declaration or other similar claim to satisfy
any information or reporting requirement,
if the information or declaration is required or imposed by a statute,
treaty, regulation, ruling or administrative practice of the Taxing
Jurisdiction as a precondition to exemption from withholding or
deduction of all or part of the tax, duty, assessment or other
governmental charge;

such tax, levy, impost, duty, charge, fee, deduction or
withholding is imposed in respect of any estate, inheritance,
gift, sale, transfer, personal property, wealth or similar tax,
duty, assessment or other governmental charge; or

such tax, levy, impost, duty, charge, fee, deduction or
withholding is imposed in respect of any combination of the
above items.

General

We have agreed in each indenture that at least one paying agent for
each series of debt securities will be located outside the UK.

Unless the relevant prospectus supplement provides otherwise, all
payments in respect of the debt securities will be made subject to
any withholding or deduction required pursuant to the US Foreign
Account Tax Compliance Act ( FATCA ), and we will not be
required to pay any additional amounts on account of any such
deduction or withholding required pursuant to FATCA.
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Whenever we refer in this prospectus, in any context, to the payment
of the principal of , or any interest payments on, or in respect of any
debt securities, we mean to include the payment of additional
amounts to the extent that, in the context, additional amounts are,
were or would be payable.

Redemption

In addition to the redemption provisions set forth in the prospectus
supplement relating to the debt securities of a series, the debt
securities of any series may be redeemed, in whole but not in part, at
our option, on not less than 30 nor more than 60 days notice, at any
time at a redemption price equal to the principal amount (or in the
case of principal indexed debt securities, face amount) thereof (or
premium, if any), together with accrued interest, if any, to the date
fixed for redemption (or, in the case of discounted securities, the
accreted face amount thereof, together with accrued interest, if any,
or, in the case of an index-linked debt security, the amount specified
in the related prospectus supplement) and any debt securities
convertible into preference shares or other securities may, at our
option, be converted as a whole, if, at any time, we determine that:

(a)in making payment under such debt securities in respect of
principal (or premium, if any), interest or missed payment we
have or will or would become obligated to pay additional
amounts as provided in the relevant indenture and as described
under Additional Amounts above provided such obligation
results from a change in or amendment to the laws of the UK
or any political subdivision or taxing authority thereof or
therein having the power to tax (the taxing jurisdictions ), or
any change in the official application or interpretation of such
laws (including a decision of any court or tribunal), or any
change in, or in the official application or interpretation of, or
execution of, or amendment to, any treaty or treaties affecting
taxation to which the UK is a party, which change, amendment
or execution becomes effective on or after the date of original
issuance of the debt securities of such series; or

(b)the payment of interest in respect of such debt securities has
become or will or would be treated as a distribution within the
meaning of Section 1000 of the Corporation Tax Act 2010 of
the UK (or any statutory modification or reenactment thereof
for the time being) as a result of a change in or amendment to
the laws of the taxing jurisdiction, or any change in the official
application or interpretation of such laws, including a decision
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of any court, which change or amendment becomes effective
on or after the date of original issuance of the debt securities
of such series;
provided, however, that, in the case of (a) above, no notice of
redemption will be given earlier than 90 days prior to the earliest
date on which we would be obliged to pay such additional amounts
were a payment in respect of such debt securities then due.

Any redemption of the undated subordinated debt securities may be
subject to one or more solvency conditions, as specified in the
relevant prospectus supplement.

We and any of our subsidiary undertakings may, in accordance with
applicable law, repurchase debt securities for our or their account.
Under the practices of the PRA at the date of this prospectus, any
optional tax redemption and any other optional redemption or
repurchase requires the prior consent of the PRA.

Modification and Waiver

Modifications of and amendments to the relevant indenture with
respect to the debt securities may be made by us and the trustee,
without the consent of the holders of the debt securities of such
series for certain purposes and otherwise with the consent of the
holders of a majority in principal amount (or in the case of
index-linked debt securities, face amount) of the debt securities of
such series then outstanding; provided, however, that no such
modification or amendment may, without the consent of the holder
of each outstanding debt security affected thereby:

change the stated maturity of the principal of, or any
installment of interest or additional amounts payable on, any
senior debt security or any dated subordinated debt security or
change the terms of any
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undated subordinated debt security to include a stated maturity
of the principal or change the payment dates for payment of
additional amounts on any undated subordinated debt security;

reduce the principal amount (or in the case of index-linked
debt securities, face amount), including the amount payable on
a discount security upon the acceleration of the maturity
thereof, of any interest or any related deferred payment,
missed payment or the rate of interest on any of the foregoing,
on or any premium payable upon redemption of, or additional
amounts payable on, any debt security;

change the manner in which the amount of any principal,
premium or interest in respect of index-linked debt securities is
determined;

except as permitted by the relevant indenture, change our
obligation to pay additional amounts;

reduce the amount of the principal of a discount security that
would be due and payable upon an acceleration of the maturity
of it;

change the place of payment or currency in which any
payment of the principal (premium, if any), any interest or any
missed payment is payable on any debt security, or the rate of
interest on any of the foregoing;

impair the right to institute suit for the enforcement of any
payment on or with respect to any debt security;

reduce the percentage of the aggregate principal amount (or in
the case of index-linked debt securities, face amount) of the
outstanding debt securities of such series, the consent of whose
holders is required for any such modification or amendment,
or the consent of the holders of which is required for waiver of
compliance with certain provisions of the applicable indenture
or waiver of certain defaults, as provided in that indenture;
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change any of the provisions relating to modifications of and
amendments to the relevant indenture, waivers of past defaults,
or waivers of certain covenants except to increase the relevant
percentages or to provide that certain other provisions of the
relevant indenture cannot be modified or waived without the
consent of all holders of affected debt securities;

change the terms and conditions of the preference
shares or conversion securities into which undated
subordinated debt securities may be convertible;

change any of our obligations to maintain an office or agency
in the places and for the purposes required by the relevant
indenture;

change in any manner adverse to the interests of the holders of
the debt securities of such series the subordination provisions
of any series of debt securities; or

modify or affect in any manner adverse to the interests of the
holders of the debt securities of such series the terms and
conditions of our obligations regarding the due and punctual
payment of the principal, premium, if any, interest, any missed
payment or the rate of interest on any of the foregoing.
The holders of not less than a majority in principal amount (or, in
the case of any principal indexed debt securities, face amount) of the
outstanding debt securities of a series may, on behalf of all holders
of debt securities of that series, waive, insofar as that series is
concerned, our compliance with certain restrictive provisions of the
indenture before the time for such compliance.

In addition, material variations in the terms and conditions of debt
securities of any series, including modifications relating to
subordination, redemption and events of default may require the
consent of the PRA.

Subordinated Debt Securities Subordination, Defaults and
Events of Default

The subordinated debt securities will be our direct, unsecured
obligations, and the subordinated debt securities of a series will rank

equally and ratably without any preference among themselves. Our
obligations
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pursuant to the subordinated debt securities will be subordinate in
right of payment to depositors and all our other creditors other than
claims which are by their terms, or are expressed to be, subordinated
to, or pari passu with, the subordinated debt securities as described
below under  Subordination; Dated Subordinated Debt Securities
and  Subordination; Undated Subordinated Debt Securities.

The maturity of the subordinated debt securities will be subject to
acceleration only in the event of our winding up or if an effective
resolution is validly adopted by our shareholders for our winding up.
See  Defaults and Events of Default below.

Subordination; Dated Subordinated Debt Securities. The rights of
holders of dated subordinated debt securities will, in the event of our
winding up, be subordinated in right of payment to claims of our
depositors and all our other creditors other than claims which are by
their terms, or are expressed to be, subordinated to the dated
subordinated debt securities (including the undated subordinated
debt securities) or pari passu therewith. The subordination
provisions of the dated subordinated indenture, and to which the
dated subordinated debt securities will be subject, will be governed
by, and construed in accordance with, the laws of England and
Wales.

Subordination; Undated Subordinated Debt Securities. The rights of
holders of undated subordinated debt securities will, in the event of
our winding up, be subordinated in right of payment to claims of our
depositors and all our other creditors other than claims which are by
their terms, or are expressed to be, subordinated to, or pari passu
with, the undated subordinated debt securities. The subordination
provisions of the undated subordinated indenture, and to which the
undated subordinated debt securities will be subject, will be
governed by, and construed in accordance with, the laws of England
and Wales. In the event of our winding up, holders of undated
subordinated debt securities will be treated in the same way as they
would be treated if they were holders of a class of preference shares
in our capital having a preferential right to a return of assets in such
winding up over the holders of all other classes of shares in our
capital for the time being issued and outstanding; they will receive
an amount equal to the principal amount of the undated subordinated
debt securities of such series then outstanding together with accrued
interest, if any, to the extent that a holder of such class of preference
shares would receive an equivalent amount.

Defaults and Events of Default. Unless otherwise provided in a
prospectus supplement with respect to subordinated debt securities
of a series, subject to certain exceptions, it will be an event of
default only if an order is made by an English court which is not
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successfully appealed within 30 days after the date such order was
made for our winding up or an effective resolution is validly
adopted by our shareholders for our winding up. If an event of
default occurs and is continuing with respect to a series of
subordinated debt securities, the trustee may, and if so requested by
the holders of at least 25% in principal amount of the outstanding
debt securities of such series will, declare the principal amount (or
such other amount as is specified in the prospectus supplement)
together with accrued but unpaid interest (or, in the case of discount
securities, the accreted face amount, together with accrued interest,
if any, or, in the case of an index-linked debt security, the amount
specified in the related prospectus supplement) with respect to the
debt securities of such series due and payable immediately; provided
that after such declaration, but before a judgment or decree based on
such declaration has been obtained, the holders of a majority in
principal amount of the outstanding debt securities of such series
may (under certain circumstances) rescind and annul such
declaration.

Unless otherwise provided in a prospectus supplement with respect
to any series of subordinated debt securities and subject to the
paragraph below relating to circumstances in which a relevant
failure will not be a default, it will be a default with respect to dated
subordinated debt securities of a series if:

any installment of interest upon any dated subordinated debt
security of such series or any related coupon is not paid when
due and such failure continues for 14 days; or

all or any part of the principal of (or premium, if any, on) any
dated subordinated debt security of such series as and when
the same will become due and payable, whether at maturity,
upon redemption or otherwise, is not paid and such failure
continues for seven days.
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Unless otherwise provided in a prospectus supplement with respect
to any series of subordinated debt securities and subject to the
paragraph below relating to circumstances in which a relevant
failure will not be a default, it will be a default with respect to
undated subordinated debt securities of a series if:

any missed payment is not paid on or prior to any date on
which a dividend is paid on any class of our share capital and
such failure continues for 30 business days; or

all or any part of the principal of (or premium, if

any, on), or any accrued but unpaid interest and any

missed payments on the date fixed for redemption

of, such undated subordinated debt securities is not

paid when due and such failure continues for seven

business days.
If a default occurs, the trustee may institute proceedings in England
(but not elsewhere) for our winding up provided that the trustee may
not, upon the occurrence of a default on the subordinated debt
securities, accelerate the maturity of any of the dated subordinated
debt securities of the relevant series or declare the principal of (or
premium, if any, on) and any accrued but unpaid interest of the
undated subordinated debt securities of the relevant series
immediately due and payable unless an event of default has occurred
and is continuing. For the purposes of determining whether or not an
event of default has occurred on the undated subordinated debt
securities, a payment will not be deemed to be due on any date on
which any solvency condition is not satisfied. However, if we fail to
make the payments set out in the two bullet points above, and at
such time such solvency condition is satisfied, the trustee may
institute proceedings in England (but not elsewhere) for our winding

up.

Notwithstanding the foregoing, failure to make any payment in
respect of a series of subordinated debt securities will not be a
default in respect of such debt securities if such payment is withheld
or refused:

in order to comply with any fiscal or other law or regulation or
with the order of any court of competent jurisdiction, in each
case applicable to such payment; or
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in case of doubt as to the validity or applicability of any such
law, regulation or order, in accordance with advice given as to
such validity or applicability at any time during the said grace
period of 14 or seven days, as the case may be, with respect to
the dated subordinated debt securities, or 30 or seven business
days, as the case may be, with respect to the undated
subordinated debt securities, by independent legal advisers
acceptable to the trustee;
provided, however, that the trustee may, by notice to us, require us
to take such action (including but not limited to proceedings for a
declaration by a court of competent jurisdiction) as the trustee may
be advised in an opinion of counsel, upon which opinion the trustee
may conclusively rely, is appropriate and reasonable in the
circumstances to resolve such doubt, in which case, we will
forthwith take and expeditiously proceed with such action and will
be bound by any final resolution of the doubt resulting therefrom. If
any such resolution determines that the relevant payment can be
made without violating any applicable law, regulation or order then
the preceding sentence will cease to have effect and the payment
will become due and payable on the expiration of the relevant grace
period of 14 or seven business days, as the case may be, with respect
to the dated subordinated debt securities, or 30 or seven business
days, as the case may be, with respect to the undated subordinated
debt securities, after the trustee gives written notice to us informing
us of such resolution.

After the end of each fiscal year, we will furnish to the trustee a
certificate of certain officers as to the absence of an event of default
or a default under the relevant indenture, as the case may be,
specifying any such event of default or default.

Senior Debt Securities Defaults and Events of Default

The senior debt securities will be our direct, unsecured obligations
and rank on a parity with our other senior indebtedness, and the
senior debt securities of a series will rank equally and ratably
without any preference among themselves. Senior indebtedness will
not include any indebtedness that is expressed to be subordinated to
or on par with the subordinated debt securities.
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The maturity of the senior debt securities will be subject to
acceleration only as specified under  Defaults and Events of Default
below.

Defaults and Events of Default. Unless otherwise provided in a
prospectus supplement with respect to any series of senior debt
security, it will be a default with respect to senior debt securities of a
series if:

an order is made by an English court which is not successfully
appealed within 30 days after the date such order was made for
our winding up other than in connection with a scheme of
amalgamation or reconstruction not involving bankruptcy or
insolvency;

an effective resolution is validly adopted by our shareholders
for our winding up other than in connection with a scheme of
amalgamation or reconstruction not involving bankruptcy or

insolvency;

failure to pay principal or premium, if any, on any
senior debt security of such series at maturity, and
such default continues for a period of 30 days; or

failure to pay any interest on any senior debt security of such

series when due and payable, which failure continues for 30

days.
If an event of default occurs and is continuing with respect to a
series of senior debt securities, the trustee may, and if so requested
by the holders of at least 25% in principal amount of the outstanding
senior debt securities of such series will, declare the principal
amount (or such other amount as is specified in the prospectus
supplement) together with accrued but unpaid interest (or, in the
case of discount securities, the accreted face amount, together with
accrued interest, if any, or, in the case of an index-linked debt
security, the amount specified in the related prospectus supplement)
with respect to the senior debt securities of such series due and
payable immediately; provided that after such declaration, but
before a judgment or decree based on such declaration has been
obtained, the holders of a majority in principal amount of the
outstanding senior debt securities of such series may (under certain
circumstances) rescind and annul such declaration.
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No Right of Set-Off by Holders

To the fullest extent permitted by law, holders of subordinated debt
securities, in respect of any claims of such holders to payment of
any principal, premium or interest in respect of any subordinated
debt securities, by their acceptance thereof, will be deemed to have
waived any right of set-off or counterclaim that they might
otherwise have. Holders of subordinated debt securities, by their
acceptance thereof, will covenant and agree that if, on our winding
up, they receive any sums by way of set-off, they will hold such
sums on trust for our creditors that are senior to the subordinated
debt securities and will, without undue delay, pay such sums to the
liquidator to apply in payment of claims of such creditors.

Waiver of Events of Default and Defaults

The holders of not less than a majority in aggregate principal
amount (or, in the case of any principal indexed debt securities, face
amount) of the outstanding debt securities of a series may, on behalf
of all holders of debt securities of that series, waive any past event
of default or default under the applicable indenture with respect to
debt securities of that series, except a default in the payment of any
principal of (or premium, if any, on) or any installment of interest or
missed payment on any debt securities of that series and except a
default in respect of a covenant or provision, the modification or
amendment of which would require the consent of the holder of
each outstanding debt security affected by it. Upon any such waiver,
such event of default or default will cease to exist, and any event of
default or default with respect to any series arising therefrom will be
deemed to have been cured and not to have occurred; provided that
no such waiver will extend to any subsequent or other event of
default or default or impair any right consequent thereon.

Limitation on Remedies and Suits
No remedy against us other than as specifically provided by the
relevant indenture will be available to the trustee or the holders of

debt securities whether for the recovery of amounts owing in respect
of such debt
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securities or under the relevant indenture or in respect of any breach
by us of any obligation, condition or provision under the relevant
indenture or such debt securities or otherwise.

No holder of debt securities will be entitled to proceed directly
against us, except as described below.

Before a holder of any debt securities may bypass the trustee and
bring its own lawsuit or other formal legal action or take other steps
to enforce its rights or protect its interests relating to any debt
securities, the following must occur:

The holder must give the trustee written notice that a default or
an event of default has occurred and remains uncured.

The holders of not less than a majority in outstanding principal
amount (or, in the case of an index-linked debt security, the
face amount) of the debt securities of the relevant series must
make a written request that the trustee take action because of
the event of default, and the holder must offer indemnity
satisfactory to the trustee against the cost and other liabilities
of taking that action.

The trustee must not have taken action for 60 days

after receipt of the above notice and offer of security

or indemnity, and the trustee must not have received

an inconsistent direction from the majority in

principal amount (or, in the case of an index-linked

debt security, the face amount) of all outstanding

debt securities of the relevant series during that

period.
Notwithstanding any other provision of the indentures or debt
securities, the right of any holder of debt securities to receive
payment of the principal of (and premium, if any, on), or interest on,
such debt securities on or after the due dates thereof and to institute
suit for the enforcement of any such payment on or after such
respective dates, will not be impaired or affected without the
consent of such holder.

Consolidation, Merger and Sale of Assets
We may, without the consent of the holders of any of the debt
securities, consolidate or amalgamate with, or merge into, any

corporation, or convey, sell, transfer or lease our properties and
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assets substantially as an entirety to any person, provided that:

any successor corporation expressly assumes our obligations
under the debt securities and the relevant indenture and, if
applicable, the provision for payment of additional amounts
for withholding taxes are amended to include the jurisdiction
of incorporation of the successor corporation;

immediately after giving effect to the transaction and treating
any indebtedness that becomes our obligation, as a result of
such transaction as having been incurred by us at the time of
the transaction, no event of default or default, and no event
that, after notice or lapse of time, or both, would become an
event of default or a default, will have occurred and be

continuing; and

certain other conditions are satisfied.
Assumption of Obligations

With respect to a series of debt securities, a holding company of us
or any of our subsidiary undertakings may assume our obligations
(or those of any corporation which will have previously assumed our
obligations); provided, that:

the successor entity expressly assumes such obligations by an
amendment to the relevant indenture, in a form satisfactory to
the trustee, and we will, by an amendment to the relevant
indenture, unconditionally guarantee all of such successor
entity s obligations under the debt securities of such series and
the relevant indenture, as so modified by such amendment
(provided, however, that, for the purposes of our obligation to
pay additional amounts as provided, and subject to the
limitations as set forth, in the relevant indenture and as
described under the section headed Additional Amounts above,
references to such successor entity s country of organization
will be added to the references to the UK);
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the successor entity confirms in such amendment to the

relevant indenture that the successor entity will pay to the
holders such additional amounts as provided by, and subject to
the limitations set forth in, the relevant indenture and as
described under the section headed Additional Amounts above
(provided, however, that for these purposes such successor
entity s country of organization will be substituted for the
references to the UK); and

immediately after giving effect to such assumption of
obligations, no event of default or default and no event which,
after notice or lapse of time or both, would become an event of
default or default with respect to debt securities of such series
will have occurred and be continuing.
Upon any such assumption, the successor entity will succeed to, and
be substituted for, and may exercise all of our rights and powers
under the relevant indenture with respect to the debt securities of
such series with the same effect as if the successor entity had been
named under the relevant indenture.

Defeasance and Discharge

If so specified in the applicable prospectus supplement with respect
to debt securities of a series that are payable only in US dollars, we
will be discharged from any and all obligations in respect of the debt
securities of such series (with certain exceptions) if, at any time,
inter alia, either

all debt securities of such series theretofore authenticated and
delivered have been delivered to the trustee for cancellation; or

all debt securities of such series not theretofore delivered to
the trustee for cancellation either (i) have become due and
payable, (ii) will become due and payable in accordance with
their terms within one year or (iii) are to be called for
redemption, exchange or conversion within one year under
arrangements satisfactory to the trustee for the giving of notice
of redemption, and in each case, we have irrevocably
deposited or caused to be deposited with the trustee as trust
funds in trust for the purpose (x) US dollars in an amount,

(y) US government obligations that through the payment of
interest and principal in respect thereof in accordance with
their terms will provide, not later than the due date of any
payment in an amount or (z) any combination of (x) and (y) in
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an amount sufficient to pay and discharge the entire principal
(and premium, if any) and interest on the debt securities of
such series in accordance with the terms of such debt securities
of such series.

Any discharge will be subject to the consent of the PRA, if required.

If so specified in the applicable prospectus supplement with respect

to dated subordinated securities or senior debt securities of a series
that are payable only in US dollars at our option, (i) we will be
discharged from any obligations with respect to the dated

subordinated securities or the senior debt securities of any series, as
applicable, or (ii) we will cease to comply with the obligation to
furnish to the trustee upon its request compliance certificates or
opinions of counsel ( covenant defeasance ) (and any other restrictive
covenant added in the prospectus supplement for the benefit of such
series) if:

we irrevocably deposit, in trust with the trustee, (a) cash in US
dollars in an amount, (b) US government obligations which
through the payment of interest thereon and principal thereof
in accordance with their terms will provide cash in US dollars
not later than the due date of any payment, in an amount, or
(c) any combination of (a) and (b), sufficient in the opinion
(with respect to (b) and (c)) of an internationally recognized
firm of independent public accountants expressed in a written
certification thereof delivered to the trustee to pay all the
principal of (and premium, if any) and interest on, the dated
subordinated debt securities or senior debt securities of such
series, as applicable, in accordance with the terms of such
dated subordinated debt securities or senior debt securities of
such series, as applicable;

no event of default or default or no event (including such
deposit) which, after notice or lapse of time or both, would
become an event of default or a default with respect to the
dated subordinated debt
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securities or senior debt securities of such series, as applicable,
will have occurred and be continuing on the date of such
deposit;

we deliver to the trustee an officer s certificate stating that all
conditions precedent relating to such covenant defeasance
have been complied with; and

certain other conditions are complied with.
Any covenant defeasance will be subject to the consent of the PRA,
if required.

Conversion

The prospectus supplement relating to a particular series of debt
securities may provide for the exchange or conversion of such debt
securities.

Except as otherwise specified in the prospectus supplement relating
to a particular series of undated subordinated debt securities, we will
have the option to convert, in whole but not in part, the undated
subordinated debt securities of any series into preference shares on
any payment date. The related prospectus supplement will describe
the other terms and conditions of the conversion provisions.

Trustee s Duties

Except during the continuance of an event of default or a default, the
trustee will only be liable for performing those duties specifically set
forth in the relevant indenture. In the event an event of default or
default has occurred and is continuing, the trustee will exercise such
of the rights and powers vested in it by the relevant indenture and
use the same degree of care and skill in its exercise as a prudent
person would exercise or use under the circumstances in the conduct
of such person s own affairs.

If an event of default or default occurs and is continuing with
respect to the debt securities of a series, the trustee will be under no
obligation to exercise any of the rights or powers vested in it by the
relevant indenture at the request or direction of any of the holders of
debt securities of such series, unless such holders have offered to the
trustee reasonable security or indemnity satisfactory to the trustee
against the costs, expenses and liabilities that might be incurred by it
in compliance with such request or direction. Subject to such
provisions for the indemnification of the trustee, the holders of a
majority in aggregate principal amount (or, in the case of an
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index-linked debt security, the face amount) of the outstanding debt
securities of a series will have the right to direct the time, method
and place of conducting any proceeding for any remedy available to
the trustee or exercising any trust or power conferred on the trustee
with respect to the debt securities of such series. However, (i) this
direction must not be in conflict with any rule of law or the relevant
indenture and (ii) the trustee will have the right to decline to follow
any such direction if the trustee in good faith, by a responsible
officer of the trustee, determines that the proceeding so directed
would be unjustly prejudicial to the holders of debt securities of
such series not joining in any such direction. The trustee also may
take any other action it deems proper, which is not inconsistent with
such direction.

The trustee will, within 90 days after the occurrence of an event of
default or default with respect to the debt securities of a series, give
to the holders of the affected debt securities of such series notice of
such event of default or default, unless such event of default or
default has been cured or waived. However, the trustee will be
protected in withholding such notice so long as the board of
directors, the executive committee or a trust committee of directors
and/or responsible officers of the trustee reasonably determines that
the withholding of such notice is in the interest of the holders of
debt securities of such series.

Agreement with Respect to the Exercise of UK Bail-in Power
The debt securities will be subject to the exercise of the UK bail-in
power by the relevant UK resolution authority as set forth in the

applicable prospectus supplement. In particular, by its acquisition of
the debt
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securities, each holder (which, for these purposes, includes each
beneficial owner) will acknowledge, accept, consent and agree,
notwithstanding any other term of the debt securities or the relevant
indenture or any other agreements, arrangements, or understandings
between us and any holder, to be bound by (a) the effect of the
exercise of any UK bail-in power by the relevant UK resolution
authority and (b) the variation of the terms of the debt securities or
the relevant indenture, if necessary, to give effect to the exercise of
any UK bail-in power by the relevant UK resolution authority.

No repayment or payment of amounts due will become due and
payable or be paid after the exercise of any UK bail-in power by the
relevant UK resolution authority if and to the extent such amounts
have been reduced, converted, cancelled, amended or altered as a
result of such exercise. Moreover, each securityholder (which, for
these purposes, includes each beneficial owner) will consent to the
exercise of any UK bail-in power as it may be imposed without any
prior notice by the relevant UK resolution authority of its decision to
exercise such power with respect to the debt securities.

Governing Law

Except as stated above, each indenture and the debt securities of
each series will be governed by, and construed in accordance with,
the laws of the State of New York. See Subordinated Debt
Securities Subordination, Defaults and Events of Default.

Jurisdiction; Consent to Service

We have consented to the jurisdiction of any state or federal court in
the City of New York with respect to any suit or proceeding arising
out of, or relating to, the indentures or the debt securities of any

series and have appointed HSBC Bank USA, National Association,
as agent for service of process.
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DESCRIPTION OF CONTINGENT CONVERTIBLE
SECURITIES

Contingent convertible securities offered through this prospectus
will be issued under a contingent convertible securities indenture
between HSBC Holdings, as issuer, and The Bank of New York
Mellon, as trustee. The following summary of certain provisions of
the contingent convertible securities and the contingent convertible
securities indenture and any such summary in any prospectus
supplement do not purport to be complete and are subject to, and are
qualified by reference to, all the provisions of the contingent
convertible securities and the contingent convertible securities
indenture.

General

The contingent convertible securities indenture does not limit the
amount of contingent convertible securities that we may issue under
it and provides that we may issue contingent convertible securities
from time to time in one or more series.

The contingent convertible securities will be our direct and
unsecured obligations. The contingent convertible securities of each
series will rank pari passu among themselves, without any
preference one over the other by reason of the date they were issued
or otherwise. The relevant prospectus supplement will set forth the
nature of the subordinated ranking of each series of contingent
convertible securities relative to the debt and equity issued by us,
including to what extent the contingent convertible securities may
rank junior in right of payment to our other obligations or in any
manner.

Please refer to the prospectus supplement relating to the particular
series of contingent convertible securities offered through this
prospectus for the following terms, where applicable, of such
contingent convertible securities:

the issue date;

the maturity date, if any;

the specific designation and aggregate principal amount of the
contingent convertible securities;
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any limit on the aggregate principal amount of the contingent
convertible securities that may be authenticated or delivered;

if the amounts of payments of principal of (and premium, if
any) or interest, if any, on the contingent convertible securities
may be determined with reference to an index or are otherwise
not fixed on the issue date thereof, the manner in which such
amounts will be determined and the calculation agent, if any,
who will be appointed and authorized to calculate such
amounts;

under what conditions, if any, another issuer may be
substituted for HSBC Holdings as the issuer of the contingent
convertible securities;

whether the contingent convertible securities are intended to
qualify as capital for capital adequacy purposes;

the ranking of the contingent convertible securities relative to
our issued debt and equity, including to what extent they may
rank junior in right of payment to other of our obligations or in
any other manner;

the prices at which we will issue the contingent convertible
securities;

if interest is payable, the interest rate or rates, or how to
calculate the interest rate or rates, and under what
circumstances interest is payable;

provisions, if any, for the cancellation of any interest payment
at our discretion or under other circumstances;

limitations, if any, on our ability to pay principal or interest in
respect of the contingent convertible securities, including
situations whereby we may be prohibited from making such
payments;
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whether any premium, upon redemption or otherwise, will be
payable by us;

whether the contingent convertible securities are to be issued
as discount securities and the terms and conditions of any such
discount securities;

provisions, if any, for the discharge and defeasance of the
contingent convertible securities;

the obligation, if any, to redeem or purchase contingent
convertible securities pursuant to any sinking fund or
analogous provisions or at the option of the holders of such
contingent convertible securities, and the period or periods
within which, the price or prices at which, and the terms and
conditions upon which such contingent convertible securities
will be redeemed or purchased, in whole or in part, pursuant to
such obligation;

any condition applicable to payment of any principal, premium
or interest on contingent convertible securities;

the dates and places at which any payments are payable;

the places where notices and demands to or upon us in respect
of the contingent convertible securities may be served and
notice to holders may be published;

the terms of any mandatory or optional redemption and related
notices;

any terms on which the contingent convertible securities may
or will be converted at our option or otherwise into ordinary
shares or other securities of HSBC Holdings ( Conversion
Securities ), and, if so, the nature and terms of the Conversion
Securities into which such contingent convertible securities are
convertible and any additional or other provisions relating to
such conversion, including any triggering event that may give
rise to such conversion (which may include, but will not be
limited to, certain regulatory capital events) and the terms
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upon which such conversion should occur;

whether we may conduct an offer of Conversion Securities
after any conversion of the contingent convertible securities in
order to deliver cash proceeds to holders of contingent
convertible securities in lieu of the Conversion Securities and
the terms upon which any such offer should occur;

any terms relating to the adjustment of the Conversion
Securities into which the contingent convertible securities may
be converted;

the terms of any repurchase of the contingent convertible
securities;

the denominations in which the contingent convertible
securities will be issued, which may be an integral multiple of
either $1,000 or any other specified amount;

the amount, or how to calculate the amount, that we will pay to
the holder of contingent convertible securities, if the
contingent convertible securities are redeemed before their
stated maturity, if any, or accelerated, or for which the trustee
will be entitled to file and prove a claim to the extent so
permitted;

whether and how the contingent convertible securities may or
must be converted into any other type of securities, or their
cash value, or a combination of these;

the currency or currencies in which the contingent convertible
securities are denominated, and in which we make any
payments;

whether we will issue the contingent convertible securities
wholly or partially as one or more global contingent
convertible securities;

what conditions must be satisfied before we will issue the
contingent convertible securities in definitive form ( definitive
contingent convertible securities );
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any reference asset we will use to determine the amount of any
payments on the contingent convertible securities;
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any other or different contingent convertible events of default
(as defined under Contingent Convertible Events of Default ),
other categories of default or covenants applicable to any of
the contingent convertible securities, and the relevant terms if
they are different from the terms in the applicable contingent
convertible securities indenture;

any restrictions applicable to the offer, sale and delivery of the
contingent convertible securities;

whether we will pay contingent convertible additional amounts
(as defined under Additional Amounts ) on the contingent
convertible securities;

the record date for any payment of principal, interest or
premium;

any listing of the contingent convertible securities on a
securities exchange;

whether holders of the contingent convertible securities may
exercise, claim or plead any right of set-off, compensation or
retention in respect of any amount owed to them by us arising
under, or in connection with, the contingent convertible
securities;

the names and duties of any co-trustees, depositaries,
authenticating agents, paying agents, transfer agents or
registrars of any series;

what we believe are any additional material US federal and
UK tax considerations;

provisions relating to the exercise of the UK bail-in power by
the relevant UK resolution authority; and

any other or different terms of the contingent convertible
securities.

Form, Settlement and Clearance
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General. Unless the relevant prospectus supplement states
otherwise, the contingent convertible securities initially will be
represented by one or more global securities in registered form,
without coupons attached, and will be deposited with or on behalf of
one or more depositaries, including, without limitation, DTC,
Euroclear and/or Clearstream Luxembourg, and will be registered in
the name of such depositary or its nominee. Our obligations, as well
as the obligations of the trustee and those of any third parties
employed by us or the trustee, run only to persons who are
registered as holders of the contingent convertible securities. Unless
and until the contingent convertible securities are exchanged in
whole or in part for other securities that we issue or the global
securities are exchanged for definitive contingent convertible
securities (see  Definitive Contingent Convertible Securities ), the
global contingent convertible securities may not be transferred
except as a whole by the depositary to a nominee or a successor of
the depositary.

The contingent convertible securities may be accepted for clearance
by DTC, Euroclear and Clearstream Luxembourg. Unless the
relevant prospectus supplement states otherwise, the initial
distribution of the contingent convertible securities will be cleared
through DTC only. In such event, beneficial interests in the global
contingent convertible securities will be shown on, and transfers
thereof will be effected only through, the book-entry records
maintained by DTC and its direct and indirect participants,
including, as applicable, Euroclear and Clearstream Luxembourg.

The laws of some states may require that certain investors in
securities take physical delivery of their securities in definitive form.
Those laws may impair the ability of investors to own interests in
book-entry securities.

So long as the depositary, or its nominee, is the holder of a global
contingent convertible security, the depositary or its nominee will be
considered the sole holder of such global contingent convertible
security for all purposes under the contingent convertible securities
indenture. Except as described below under the heading

Definitive Contingent Convertible Securities, no participant, indirect
participant or other person will be entitled to have contingent

convertible securities registered in its name, receive or be entitled to
receive physical
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delivery of contingent convertible securities in definitive form or be
considered the owner or holder of the contingent convertible
securities under the contingent convertible securities indenture. Each
person having an ownership or other interest in contingent
convertible securities must rely on the procedures of the depositary,
and, if a person is not a participant in the depositary, must rely on
the procedures of the participant or other securities intermediary
through which that person owns its interest to exercise any rights
and obligations of a holder under the contingent convertible
securities indenture or the contingent convertible securities.

DTC has advised us that: DTC is a limited-purpose trust company
organized under the New York Banking Law, a banking
organization within the meaning of the New York Banking Law, a
member of the Federal Reserve System, a clearing corporation
within the meaning of the New York Uniform Commercial Code,
and a clearing agency registered pursuant to the provisions of
Section 17A of the Exchange Act. DTC holds securities that its
participants deposit with DTC. DTC also facilitates settlement
among participants of securities transactions, such as transfers and
pledges, in deposited securities through electronic computerized
book-entry changes in participants accounts thereby eliminating the
need for physical movement of securities certificates. Participants
include securities brokers and dealers, banks, trust companies,
clearing corporations, and certain other organizations. Access to the
DTC system is also available to others such as securities brokers and
dealers, banks, trust companies, and clearing corporations that clear
through or maintain a custodial relationship with a participant, either
directly or indirectly.

Payments on the Global Contingent Convertible Security. Payments
of any amounts in respect of any global contingent convertible
securities will be made by the paying agent to the depositary.
Payments will be made to beneficial owners of contingent
convertible securities in accordance with the rules and procedures of
the depositary or its direct and indirect participants, as applicable.
Neither we nor the trustee nor any of our agents will have any
responsibility or liability for any aspect of the records of any
securities intermediary in the chain of intermediaries between the
depositary and any beneficial owner of an interest in a global
contingent convertible security, or the failure of the depositary or
any intermediary to pass through to any beneficial owner any
payments that we make to the depositary.

All such payments will be distributed without deduction or
withholding for any UK taxes or other governmental charges, or if
any such deduction or withholding is required to be made under the
provisions of any applicable UK law or regulation, then, except as
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described under Additional Amounts, such additional amounts will
be paid as may be necessary in order that the net amounts received
by any holder of the global contingent convertible security and by
the owners of interests in the contingent convertible securities, after
such deduction or withholding, will equal the net amounts that such
holder and owners would have otherwise received in respect of the
global contingent convertible security or interests in the contingent
convertible securities, as the case may be, if such deduction or
withholding had not been made.

Settlement. Initial settlement for the contingent convertible securities
and settlement of any secondary market trades in the contingent
convertible securities will be made in same-day funds. The
contingent convertible securities will settle in DTC s Same-Day
Funds Settlement System.

Definitive Contingent Convertible Securities. Owners of interests in
the contingent convertible securities will not be entitled to receive
definitive contingent convertible securities in registered form in
respect of such interest unless: (1) (i) DTC notifies us in writing that
it is unwilling to or unable to continue as a depositary for the
contingent convertible securities of such series or the contingent
convertible securities, as the case may be, or (ii) if at any time DTC
ceases to be eligible as a clearing agency registered under the
Exchange Act or we become aware of such ineligibility and, in
either case, a successor is not appointed by us within 90 days, (2) a
contingent convertible event of default has occurred and is
continuing and the registrar has received a request from DTC,

(3) we, at our option and sole discretion, determine that a global
contingent convertible security should be exchanged for definitive
contingent convertible securities or (4) the applicable prospective
supplement provides otherwise with respect to a particular series.
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Unless otherwise indicated in the applicable prospectus supplement,
definitive contingent convertible securities will be issued in
denominations of $1,000 or integral multiples of $1,000 and will be
issued in registered form. Such definitive contingent convertible
securities will be registered in the name or names of such person or
persons as the registrar will notify the trustee based on the
instructions of DTC.

Payments

Payments of interest, principal and premium (if any), on any
particular series of contingent convertible securities will be made on
such dates and, in the case of payments of interest, at such rate or
rates, as are set forth in, or as are determined by the method of
calculation described in, the prospectus supplement relating to the
contingent convertible securities of such series.

Additional Amounts

Unless the relevant prospectus supplement provides otherwise, all
payments made under or with respect to the contingent convertible
securities will be made without withholding or deduction for, or on
account of, any and all present and future taxes, levies, imposts,
duties, charges, fees, deductions or withholdings whatsoever
imposed, levied, collected, withheld or assessed by or on behalf of
the UK or any political subdivision or taxing authority thereof or
therein having the power to tax (each, a Taxing Jurisdiction ) unless
required by law.

If such deduction or withholding will at any time be required by the
law of the Taxing Jurisdiction, we will pay such additional amounts
in respect of any payments of interest in respect of the contingent
convertible securities (but not, for the avoidance of doubt, in respect
of the payment of principal in respect of the contingent convertible
securities) as may be necessary in order that the net amounts
received by the securityholders after such withholding or deduction
will equal the respective amounts of interest, if any, that would have
been received in respect of the contingent convertible securities in
the absence of such withholding or deduction; provided that the
foregoing will not apply to any such tax, levy, impost, duty, charge,
fee, deduction or withholding which:

(a)would not be payable or due but for the fact that the
securityholder or beneficial owner is domiciled in,
or is a national or resident of, or engaging in
business or maintaining a permanent establishment
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or being physically present in, the Taxing
Jurisdiction, or otherwise has some connection or
former connection with the Taxing Jurisdiction other
than the holding or ownership of a contingent
convertible security, or the collection of principal or
interest payments on, or the enforcement of, a
contingent convertible security;

(b)would not be payable or due but for the fact that the certificate
representing the relevant contingent convertible securities
(1) is presented for payment in the Taxing Jurisdiction or (ii) is
presented for payment more than 30 days after the date
payment became due or was provided for, whichever is later,
except to the extent that the securityholder would have been
entitled to such additional amount on presenting the same for
payment at the close of such 30-day period;

(c)would not have been imposed if presentation for payment of
the certificate representing the relevant contingent convertible
securities had been made to a paying agent other than the
paying agent to which the presentation was made;

(d)is imposed in respect of a securityholder that is not the sole
beneficial owner of the principal or the interest, or a portion of
either, or that is a fiduciary or partnership, but only to the
extent that a beneficiary or settlor with respect to the fiduciary,
a beneficial owner or member of the partnership would not
have been entitled to the payment of an additional amount had
the beneficiary, settlor, beneficial owner or member received
directly its beneficial or distributive share of the payment;

(e)is imposed because of the failure to comply by the
securityholder or the beneficial owner of any
payment on such contingent convertible securities
with a request from us addressed to the
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securityholder or the beneficial owner, including a written
request from us related to a claim for relief under any
applicable double tax treaty:

(i) to provide information concerning the nationality,
residence, identity or connection with a taxing jurisdiction
of the securityholder or the beneficial owner; or

(i1) to make any declaration or other similar claim to satisfy
any information or reporting requirement,
if the information or declaration is required or imposed by a statute,
treaty, regulation, ruling or administrative practice of the Taxing
Jurisdiction as a precondition to exemption from withholding or
deduction of all or part of the tax, duty, assessment or other
governmental charge;

(f)is imposed in respect of any estate, inheritance, gift, sale,
transfer, personal property, wealth or similar tax, duty
assessment or other governmental charge; or

(g)is imposed in respect of any combination of the above items.
We have agreed in the contingent convertible securities indenture
that at least one paying agent for the contingent convertible
securities will be located outside the UK.

Unless the relevant prospectus supplement provides otherwise, all
payments in respect of the contingent convertible securities will be
made subject to any withholding or deduction required pursuant to
FATCA, and we will not be required to pay any contingent
convertible additional amounts on account of any such deduction or
withholding required pursuant to FATCA.

Whenever we refer in this prospectus, in any context, to the payment
of the principal of , or any interest payments on, or in respect of any
contingent convertible securities, we mean to include the payment of
additional amounts to the extent that, in the context, additional
amounts are, were or would be payable.

Redemption
Any terms of the redemption of any series of contingent convertible
securities, whether at our option or upon the occurrence of certain

circumstances (including, but not limited to, the occurrence of
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certain tax or regulatory events), will be set forth in the relevant
prospectus supplement.

Modification and Waiver

Modifications of, and amendments to, the contingent convertible
securities indenture with respect to the contingent convertible
securities of a series may be made by us and the trustee, without the
consent of the holders of the contingent convertible securities of
such series for certain purposes and otherwise with the consent of
the holders of a majority in principal amount of the contingent
convertible securities of such series then outstanding; provided,
however, that no such modification or amendment may, without the
consent of the holder of each outstanding contingent convertible
security affected thereby:

change the principal amount of, or any premium or rate of
interest with respect to, any contingent convertible security;

change our obligation, or any successor s, to pay contingent
convertible additional amounts, if any;

change the places at which payments are payable or the
currency of payment;

impair the right to sue for the enforcement of any payment due
and payable;

reduce the percentage in aggregate principal amount of
outstanding contingent convertible securities of the series
necessary to modify or amend the contingent convertible
securities indenture or to waive compliance with certain
provisions of the contingent convertible securities indenture
and any past contingent convertible event of default;
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change our obligation to maintain an office or agency in the
place and for the purposes specified in the contingent
convertible securities indenture;

modify the subordination provisions, if any, or the terms and
conditions of our obligations in respect of the due and punctual
payment of the amounts due and payable on the contingent
convertible securities, in either case in a manner adverse to the
holders; or

modify the foregoing requirements or the provisions of the
contingent convertible securities indenture relating to the
waiver of any past contingent convertible event of default or
covenants, except as otherwise specified.
The holders of not less than a majority in principal amount of the
outstanding contingent convertible securities of a series may, on
behalf of all holders of contingent convertible securities of that
series, waive, insofar as that series is concerned, our compliance
with certain restrictive provisions of the contingent convertible
securities indenture before the time for such compliance.

In addition, material variations in the terms and conditions of
contingent convertible securities of any series, including
modifications relating to subordination, redemption and events of
default may require the consent of the PRA.

Subordination

Payment of the principal of (and premium, if any) and interest, if
any, on a series of contingent convertible securities will be
subordinated to the claims of the holders of certain of our other
present and future obligations to the extent and in the manner
described in the relevant prospectus supplement. The subordination
provisions will be governed by, and construed in accordance with,
the laws of England and Wales.

Contingent Convertible Events of Default

Unless the relevant prospectus supplement provides otherwise, a
contingent convertible event of default with respect to the
contingent convertible securities will result if (i) a court of
competent jurisdiction in England (or such other jurisdiction in
which we may be organized) makes an order for our winding-up
which is not successfully appealed within 30 days of the making of
such order, or (ii) our ordinary shareholders adopt an effective
resolution for our winding-up (other than, in the case of either (i) or
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(i1) above, under or in connection with a scheme of reconstruction,
merger or amalgamation not involving a bankruptcy or insolvency).
Subject to certain provisions relating to the subordination of the
contingent convertible securities, if a contingent convertible event of
default occurs and is continuing, the trustee or the holders of at least
25% in aggregate principal amount of the outstanding securities may
declare the principal amount of the securities (and any accrued but
unpaid interest) to be due and payable immediately. However, if the
contingent convertible event of default has been cured after this
declaration, but before the trustee obtains a judgment or decree for
payment of money due, then the declaration of acceleration and its
consequences will be rescinded.

Other than the limited remedies specified above, on the occurrence
of a contingent convertible event of default which is continuing, no
remedy against us will be available to the trustee or the holders of
the contingent convertible securities whether for the recovery of
amounts owing in respect of such contingent convertible securities
or under the contingent convertible securities indenture in relation
thereto or in respect of any breach by us of any of our other
obligations under or in respect of such contingent convertible
securities or under the contingent convertible securities indenture in
relation thereto; provided that (1) our obligations to pay the fees and
expenses of, and to indemnify, the trustee and the trustee s rights to
apply money collected to first pay its fees and expenses will survive
any such contingent convertible event of default and will not be
subject to any subordination provisions applicable to the contingent
convertible securities of such series and (2) the trustee will have
such powers as are required to be authorized to it under the Trust
Indenture Act in respect of the rights of the holders of the contingent
convertible securities in response to such contingent convertible
event of default
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under the provisions of the contingent convertible securities
indenture and provided that any payments on the contingent
convertible securities of such series are subject to the subordination
provisions set forth in the contingent convertible securities
indenture.

Waiver of Contingent Convertible Events of Default and
Defaults

The holders of not less than a majority in aggregate principal
amount of the outstanding contingent convertible securities of a
series may, on behalf of all holders of contingent convertible
securities of that series, waive any past contingent convertible event
of default or default under the contingent convertible securities
indenture with respect to contingent convertible securities of that
series, except a default in the payment of any principal of (or,
premium, if any, on) or any installment of interest on any contingent
convertible securities of that series and except a default in respect of
a covenant or provision, the modification or amendment of which
would require the consent of the holder of each outstanding
contingent convertible security affected by it. Upon any such
waiver, such contingent convertible event of default or default will
cease to exist, and any contingent convertible event of default or
default with respect to any series arising therefrom will be deemed
to have been cured and not to have occurred; provided that no such
waiver will extend to any subsequent or other contingent convertible
event of default or default or impair any right consequent thereon.

No Right of Set-Off by Holders

Subject to applicable law and unless the applicable prospectus
supplement provides otherwise, holders of contingent convertible
securities, by their acceptance thereof, and the trustee in respect of
any claims of such holders to payment of any principal, premium or
interest in respect of the contingent convertible securities, will be
deemed to have waived any right of set-off or counterclaim that they
might otherwise have. Notwithstanding the preceding sentence, if
any of the rights and claims of any holder of contingent convertible
securities are discharged by set-off, such holder will immediately
pay an amount equal to the amount of such discharge to us or, if
applicable, the liquidator or trustee or receiver in our bankruptcy
and, until such time as payment is made, will hold a sum equal to
such amount in trust for us or, if applicable, the liquidator or trustee
or receiver in our bankruptcy. Accordingly, such discharge will be
deemed not to have taken place.

Limitation on Suits
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No holder of contingent convertible securities will be entitled to
proceed directly against us, except as described below.

Subject to any further limitations provided in the relevant prospectus
supplement, before a holder of the contingent convertible securities
may bypass the trustee and bring its own lawsuit or other formal
legal action or take other steps to enforce its rights or protect its
interests relating to the contingent convertible securities, the
following must occur:

The holder must give the trustee written notice that a
contingent convertible event of default has occurred and
remains uncured.

The holders of not less than 25% in outstanding principal
amount of the contingent convertible securities of the relevant
series must make a written request that the trustee take action
because of the contingent convertible event of default, and the
holder must offer indemnity satisfactory to the trustee in its
sole discretion against the cost and other liabilities of taking
that action.

The trustee must not have taken action for 60 days after receipt

of the above notice and offer of security or indemnity, and the

trustee must not have received an inconsistent direction from

the majority in principal amount of all outstanding contingent

convertible securities of the relevant series during that period.
Notwithstanding any other provision of the contingent convertible
indenture or the contingent convertible securities, the right of any
holder of contingent convertible securities to receive payment of the
principal of (and
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premium, if any, on), and interest on, the contingent convertible

securities, on or after the due dates thereof or to institute suit for the
enforcement of any such payment on or after such respective dates,
will not be impaired or affected without the consent of such holder.

Consolidation, Merger and Sale of Assets

We may, without the consent of the holders of any of the contingent
convertible securities, consolidate or amalgamate with, or merge
into, any corporation, or convey, sell, transfer or lease our properties
and assets substantially as an entirety to any person, provided that:

any successor corporation expressly assumes our obligations
under the contingent convertible securities and the contingent
convertible securities indenture and, if applicable, the
provisions for payment of additional amounts for withholding
taxes are amended to include the jurisdiction of incorporation
of the successor corporation;

immediately after giving effect to the transaction and treating
any indebtedness that becomes our obligation as a result of
such transaction as having been incurred by us at the time of
the transaction, no contingent convertible event of default or
default, and no event that, after notice or lapse of time, or both,
would become a contingent convertible event of default or
default, will have occurred and be continuing; and

certain other conditions are satisfied.
Assumption of Obligations

With respect to a series of contingent convertible securities, a
holding company of us or any of our subsidiary undertakings may
assume our obligations (or those of any corporation which will have
previously assumed our obligations); provided that:

the successor entity expressly assumes such obligations by an
amendment to the contingent convertible securities indenture,
in a form satisfactory to the trustee, and we will, by an
amendment to the contingent convertible securities indenture,
unconditionally guarantee (such guarantee to be given on a
basis consistent with the ranking of the contingent convertible
securities of such series) all of such successor entity s
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obligations under the contingent convertible securities of such
series and the contingent convertible securities indenture, as so
modified by such amendment (provided, however, that, for the
purposes of our obligation to pay additional amounts as
provided, and subject to the limitations as set forth, in the
contingent convertible securities indenture and as described
under the section headed Additional Amounts, references to
such successor entity s country of organization will be added to
the references to the UK);

the successor entity confirms in such amendment to the
contingent convertible securities indenture that the successor
entity will pay to the holders such additional amounts as
provided by, and subject to the limitations set forth in, the
contingent convertible securities indenture and as described
under the section headed Additional Amounts (provided,
however, that for these purposes such successor entity s country
of organization will be substituted for the references to the UK

immediately after giving effect to such assumption of
obligations, no contingent convertible event of default or
default and no event which, after notice or lapse of time or
both, would become a contingent convertible event of default
or default with respect to contingent convertible securities of
such series will have occurred and be continuing; and

such assumption occurs in accordance with applicable law and
regulations (including, if and to the extent required at such
time by the applicable regulatory capital rules, regulations or
standards, the prior consent of the PRA).

Upon any such assumption, the successor entity will succeed to, and
be substituted for, and may exercise all of our rights and powers
under the contingent convertible securities indenture with respect to
the contingent
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convertible securities of such series with the same effect as if the
successor entity had been named under the contingent convertible
securities indenture.

Trustee s Duties

Except during the continuance of a contingent convertible event of
default, the trustee will only be liable for performing those duties
specifically set forth in the contingent convertible securities
indenture. In the event a contingent convertible event of default has
occurred and is continuing, the trustee will exercise such of the
rights and powers vested in it by the contingent convertible
indenture and use the same degree of care and skill in its exercise as
a prudent person would exercise or use under the circumstances in
the conduct of such person s own affairs.

If a contingent convertible event of default occurs and is continuing
with respect to the contingent convertible securities, the trustee will
have no obligation to take any action at the direction of any holders
of the contingent convertible securities, unless they have offered the
trustee security or indemnity satisfactory to the trustee in its sole
discretion. The holders of a majority in aggregate principal amount
of the outstanding contingent convertible securities will have the
right to direct the time, method and place of conducting any
proceeding in the name of and on the behalf of the trustee for any
remedy available to the trustee or exercising any trust or power
conferred on the trustee with respect to the contingent convertible
securities. However, this direction (a) must not be in conflict with
any rule of law or the contingent convertible securities indenture and
(b) must not be unjustly prejudicial to the holder(s) of the contingent
convertible securities not taking part in the direction, in the case of
either (a) or (b) as determined by the trustee in its sole discretion.
The trustee may also take any other action, consistent with the
direction, that it deems proper.

The trustee will, within 90 days of a contingent convertible event of
default with respect to the contingent convertible securities of any
series, give to each affected holder of the contingent convertible
securities of the affected series notice of any contingent convertible
event of default it knows about, unless the contingent convertible
event of default has been cured or waived. However, the trustee will
be entitled to withhold notice if a trust committee of responsible
officers of the trustee determines in good faith that withholding of
notice is in the interest of the holders.

Agreement with Respect to the Exercise of UK Bail-in Power
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The contingent convertible securities will be subject to the exercise
of any UK bail-in power by the relevant UK resolution authority as
set forth in the applicable prospectus supplement. In particular, by
its acquisition of the contingent convertible securities, each holder
(which, for these purposes, includes each beneficial owner) will
acknowledge, accept, consent and agree, notwithstanding any other
term of the contingent convertible securities or the contingent
convertible securities indenture or any other agreements,
arrangements or understandings between us and any holder, to be
bound by (a) the effect of the exercise of any UK bail-in power by
the relevant UK resolution authority and (b) the variation of the
terms of the contingent convertible securities or the contingent
convertible securities indenture, if necessary, to give effect to the
exercise of any UK bail-in power by the relevant UK resolution
authority.

No repayment or payment of amounts due will become due and
payable or be paid after the exercise of any UK bail-in power by the
relevant UK resolution authority if and to the extent such amounts
have been reduced, converted, cancelled, amended or altered as a
result of such exercise. Moreover, each securityholder (which, for
these purposes, includes each beneficial owner) will consent to the
exercise of any UK bail-in power as it may be imposed without any
prior notice by the relevant UK resolution authority of its decision to
exercise such power with respect to the contingent convertible
securities.
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Governing Law

Except as stated above, the contingent convertible securities
indenture and the contingent convertible securities of each series
will be governed by, and construed in accordance with, the laws of
the State of New York. See Subordination .

Jurisdiction; Consent to Service

We have consented to the jurisdiction of any state or federal court in
the City of New York with respect to any suit or proceeding arising
out of, or relating to, the contingent convertible securities indenture
or the contingent convertible securities of any series and have
appointed HSBC North America Holdings Inc. as agent for service
of process.
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DESCRIPTION OF DOLLAR PREFERENCE SHARES

The dollar preference shares will be offered and sold solely in
connection with market-making transactions.

The following is a summary of the material terms of the dollar
preference shares of any series. The material terms of a particular
series of the dollar preference shares offered in the form of
American depositary shares ( preference share ADSs ) of a
corresponding series will be summarized in the prospectus
supplement relating to the dollar preference shares of that series.
The material terms of a particular series of dollar preference shares
may differ from the terms stated below, which will be indicated in
the relevant prospectus supplement. Holders of the dollar preference
shares are encouraged to read our Memorandum and Articles of
Association (the Articles of Association ), shareholders resolutions
passed at our annual general meeting ( AGM ) relating to the
directors authority to allot dollar preference shares and any
resolutions adopted by our board of directors or one of its authorized
committees that set forth the material terms of a particular series of
the dollar preference shares. Copies of the Articles of Association
and the relevant resolutions have been filed as exhibits to the
registration statement.

General

At the 2017 AGM, the shareholders passed an ordinary resolution
granting the board the general and unconditional authority pursuant
to, and for the purposes of, section 551 of the UK Companies Act
2006, as amended (the Companies Act 2006 ), to exercise all the
powers of HSBC Holdings to allot shares and to grant rights to
subscribe for, or to convert any security into, shares up to a specified
aggregate nominal amount. In relation to dollar preference shares,
the aggregate nominal amount is US$150,000 (in the form of
15,000,000 non-cumulative preference shares of $0.01 each). This
authority will expire at the conclusion of the 2018 AGM or at the
close of business on June 30, 2018, whichever is earlier. We then
will need to seek a new general authority to allot shares.

Pursuant to this general authority to allot, and in accordance with the
powers granted to them by our Articles of Association, our board of
directors or a committee authorized by it can authorize the issuance
of one or more series of dollar preference shares with such dividend
rights, liquidation value per share, redemption provisions, voting
rights and other rights, preferences, privileges, limitations and
restrictions as it sees fit subject to the limitations set out in the
Articles of Association. The dollar preference shares will rank equal
with any pounds sterling-denominated preference shares of £0.01
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nominal value each and any euro-denominated preference shares of
0.01 nominal value each in our capital and with all other shares that
rank equal to the sterling, euro or dollar preference shares.

The dollar preference shares of each series will have a nominal
value per share, dividend rights, redemption price and liquidation
value per share stated in dollar-denominated terms and will be
issued only in fully paid form. For each dollar preference share of a
particular series that is issued, an amount equal to the share s
nominal value will be credited to our issued share capital account,
and an amount equal to the difference, if any, between the share s
issue price and its nominal value will be credited to our share
premium account. Unless otherwise specified in the prospectus
supplement relating to the dollar preference shares of a particular
series, the dollar preference shares will have a nominal value of
$0.01 per share.

The dollar preference shares of any series are issued in registered
form and deposited with The Bank of New York Mellon, the
depositary, against the issuance of American depositary shares,
evidenced by American depositary receipts ( ADRs ), upon receipt of
payment for the dollar preference shares. The dollar preference
shares of a particular series deposited under the deposit agreement
will be represented by preference share ADSs of a corresponding
series. Dollar preference shares of any series withdrawn from
deposit under the deposit agreement will be represented by share
certificates in registered form without dividend coupons. These
share certificates will be delivered at the time of withdrawal. Dollar
preference shares of more than one series that are deposited under
the deposit agreement as units will be represented by a unit of each
corresponding series of
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preference share ADSs. These preference share ADSs will be
represented by a unit of each corresponding series of ADRs. When
withdrawn from deposit, the units of dollar preference shares will be
represented by one share certificate in registered form, without
dividend coupons. The certificate will be delivered at the time of
withdrawal and may be exchanged by the holder for separate share
certificates in registered form, without dividend coupons,
representing the dollar preference shares of that series. Dollar
preference shares of each series that are withdrawn from deposit will
be transferable separately. See Description of Preference Share
ADSs.

The holder can transfer title to dollar preference shares of any series
by transfer and registration on the register for the dollar preference
shares of the relevant series kept by the registrar at its office in the
UK. See Registrar and Paying Agent below. The registrar will not
charge the person requesting the registration a fee. However, the
person requesting registration will be liable for any taxes, stamp
duties or other governmental charges that must be paid in

connection with the registration. See Taxation UK Taxation Stamp
Taxes. Neither the Articles of Association nor English law currently
limit the right of non-resident or foreign owners to acquire freely
dollar preference shares of any series or, when entitled to vote dollar
preference shares of a particular series, to vote freely the dollar
preference shares. There are currently no English laws or regulations
that would restrict the remittance of dividends or other payments to
non-resident holders of dollar preference shares of any series.

The dollar preference shares of any series will have the dividend
rights, rights upon liquidation, redemption provisions and voting
rights summarized below, unless the prospectus supplement relating
to the dollar preference shares of a particular series states otherwise.
The holder of the dollar preference shares should pay particular
attention to the following specific terms relating to its particular
series of shares, including:

the designation of the dollar preference shares of such series
and number of shares offered in the form of preference share
ADSs;

the liquidation value per share of the dollar preference shares
of such series;
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the price at which the dollar preference shares of such series
will be issued;

the dividend rate (or method of calculation of the dividend)
and the dates on which dividends will be payable;

any redemption provisions; and

any other rights, preferences, privileges, limitations and
restrictions related to the dollar preference shares of such
series.

Dividends

The holders of the dollar preference shares of a particular series will
be entitled to receive any cash dividends declared by us out of the
profits available for distribution on the dates and at the rates or
amounts stated, or as determined by the method of calculation
described in the prospectus supplement relating to that series.

The declaration and payment of dividends on each series of dollar
preference shares will be subject to the sole and absolute discretion
of our board of directors. Our board of directors will not, however,
declare and pay dividends on each series of dollar preference shares
on each dividend payment date where, in our opinion:

payment of the dividend would cause us not to meet applicable
capital adequacy requirements of the PRA; or

the profits available to us to distribute as dividends are
not sufficient to enable us to pay in full both
dividends on the series of dollar preference shares and
the dividends on any other of our shares that are
scheduled to be paid on the same date as the dividends
on the series of dollar preference shares and that have
an equal right to dividends as the dollar preference
shares of that series.
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Unless the prospectus supplement relating to the dollar preference
shares of a particular series states otherwise, if the profits available
to us to distribute as dividends are, in our board of directors opinion,
not sufficient to enable us to pay in full on the same date both
dividends on the dollar preference shares of the series and the
dividends on any other shares that have an equal right to dividends
as the dollar preference shares of that series, we are required, first, to
pay in full, or to set aside an amount equal to, all dividends
scheduled to be paid on or before that dividend payment date on any
shares with a right to dividends ranking in priority to that of the
dollar preference shares, and second, to pay dividends on the dollar
preference shares of the series and any other shares ranking equally
with the dollar preference shares of that series as to participation in
profits pro rata to the amount of the cash dividend scheduled to be
paid to them. The amount scheduled to be paid will include the
amount of any dividend payable on that date and any arrears on past
cumulative dividends on any shares ranking equal in the right to
dividends with the dollar preference shares of that series. In
accordance with the Companies Act 2006, the profits available to us
for distribution are, in general and with some adjustments, equal to
our accumulated, realized profits less our accumulated, realized
losses.

The dividends to be paid on the dollar preference shares of any
series for each dividend period will be computed based upon the
amount paid up or credited as paid up on each of the dollar
preference shares of that series. The dividend will be calculated by
annualizing the applicable dividend amount or rate and dividing by
the number of dividend periods in a year. The dividends to be paid
will be computed on the basis of a 360-day year of twelve 30-day
months for any dividend period that is shorter or longer than a full
dividend period and on the basis of the actual number of days
elapsed for any partial month.

Dividends on the dollar preference shares of any series will be
non-cumulative. If the dividend, or a portion of it, on the dollar
preference shares of a particular series is not required to be paid and
is not paid on the relevant date scheduled for payment, then the
holders of dollar preference shares of such series will lose the right
they had to the dividend and will not earn any interest on the unpaid
amount, regardless of whether dividends on the dollar preference
shares of such series are paid for any future dividend period.

We will fix a date to pay dividends on the dollar preference shares
of any series to the record holders who are listed on the register as
the holders of the dollar preference shares on the relevant record
date, including The Bank of New York Mellon as holder of the
dollar preference shares underlying the preference share ADSs. The
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relevant record date will be between 15 and 60 days prior to the
relevant dates for dividend payment fixed by us. Unless the law
requires otherwise, we will pay the dividend in the form of a dollar
check drawn on a bank in London or in New York City and mailed
to the holder at the address that appears on the register for the dollar
preference shares. If the date we have scheduled to pay dividends on
the dollar preference shares of any series is not a day on which
banks in London and in New York City are open for business and on
which foreign exchange dealings can be conducted in London and in
New York City, then the dividend will be paid on the following
business day, and we will not be required to pay any interest or other
payment because of the delay. Dividends declared but not yet paid
do not bear interest. For a description of how dividends will be
distributed to holders of preference share ADSs, see Description of
Preference Share ADSs Share Dividends and Other Distributions.

If we have not paid the dividend on the dollar preference shares of
any series in full on the most recent date scheduled for dividend
payment in respect of a dividend period, we will not be permitted
thereafter to declare or pay dividends or distributions on any class of
our shares ranking lower in the right to dividends than the dollar
preference shares of any series, unless we pay in full, or set aside an
amount to provide for payment in full of, the dividends on the dollar
preference shares of such series for the then-current dividend period
or for such other period as may be specified in the prospectus
supplement relating to the dollar preference shares of such series.

Unless the prospectus supplement relating to the dollar preference
shares of a particular series states otherwise, if we have not paid in
full a dividend payable on the dollar preference shares of any series
on the most recent dividend payment date, we will not be permitted
thereafter to redeem or purchase in any manner any of our other
shares ranking equal with or lower than the relevant dollar
preference shares, and we will not be permitted to contribute money
to a sinking fund to redeem or purchase the other shares in any
manner, until the
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dividends on the relevant dollar preference shares have been paid in
full or an amount equal to payment in full has been set aside for the
then-current dividend period or for such other period as may be
specified in the prospectus supplement relating to the dollar
preference shares of such series. Except as provided in this
prospectus and in the prospectus supplement relating to the dollar
preference shares of a particular series, the holders of the dollar
preference shares of any series do not have the right to share in our
profits.

Liquidation Rights

If we are wound up and capital is returned to the shareholders or
otherwise (but not, unless otherwise specified in the prospectus
supplement relating to the dollar preference shares of a particular
series, on a redemption, purchase by us or reduction of any of our
share capital), the holders of the dollar preference shares of a
particular series that are outstanding at the time and the holders of
any other of our shares ranking in payment of capital equal or in
priority to the series will be entitled to receive payment in dollars
out of our assets available for distribution to shareholders. This
distribution will be made in priority to any distribution of assets to
holders of any class of our shares ranking lower in the right to
repayment of capital than the dollar preference shares of the series.
The payment will be equal to the amount paid up (or credited as
paid up) on each dollar preference share together with any premium
on such share as may be determined in, or by a mechanism
contained in, the prospectus supplement relating to such dollar
preference share plus any dividends declared but not paid for the
dividend period ending prior to the commencement of the winding
up and any dividends accrued and not paid for the dividend period
commencing prior to the commencement of the winding up but
ending after such date, to the extent such dividend would otherwise
(but for the winding up) have been payable, provided that sufficient
assets exist to make such distribution having satisfied any amounts
payable to the holders of shares ranking in priority to the dollar
preference shares as regards the repayment of capital. If at the time
we are wound up, the amounts payable with respect to the dollar
preference shares of any series and any of our other preference
shares ranking equal as regards repayment of capital with the dollar
preference shares of such series are not paid in full, the holders of
the dollar preference shares of such series and of the other
preference shares will share ratably in any distribution of our assets
in proportion to the full respective amounts to which they are
entitled. After payment of the full amount to which they are entitled,
the holders of the dollar preference shares of such series will have
no right or claim to any of our remaining assets and will not be
entitled to receive any of our profits or a return of capital in a
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winding up.
Redemption and Purchase

Subject to the Companies Act 2006, we have the right to redeem the
whole (but not part only) of any series of dollar preference shares at
certain times specified in the Articles of Association after the fifth
anniversary of the date of original issue of the dollar preference
shares of such series, unless otherwise specified in the prospectus
supplement relating to the dollar preference shares of such series. In
respect of each dollar preference share redeemed, we will pay in
dollars the aggregate of the nominal value of such dollar preference
share and any premium credited as paid up on such share together
with any dividend payable on the date of redemption.

If we wish to redeem dollar preference shares of any series, we must
provide notice to the depositary and each record holder of the dollar
preference shares to be redeemed, between 30 and 60 days prior to
the date fixed for redemption. The notice of redemption must state:

the redemption date;

the particular dollar preference shares to be redeemed;

the redemption price; and

the place or places where documents of title relating to the
dollar preference shares are to be presented for redemption and
payment for them will be made.
The redemption process will not be considered invalid due to a
defect in the notice of redemption or in the mailing. The dividend on
the dollar preference shares due for redemption will stop accruing
starting on the
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relevant redemption date, except in the case where the payment to
be made on any dollar preference share is improperly withheld or
refused upon redemption. In that case, the dividend will continue to
accrue from the relevant redemption date to the date of payment. In
this case, a dollar preference share will not be treated as having been
redeemed until the relevant redemption payment and any accrued
dividend on those amounts has been paid. Subject to any applicable
fiscal or other laws and regulations, we will make the redemption
payment by a dollar check drawn on, or, if the holder requests, by
transfer to a dollar account maintained by the person to be paid with,
a bank in London or in New York City. The holder of the dollar
preference shares to be redeemed must deliver to us the relevant
share certificates at the place specified in the notice of redemption.
In the event that any date on which any payment relating to the
redemption of dollar preference shares of any series is to be made is
not a business day, then payment of the redemption price payable on
that date will be made on the following business day, with no
interest or other additional payment due because of the delay.

We may at any time purchase outstanding dollar preference shares
of any series in the open market, by tender to all holders of dollar
preference shares of that series alike or by private agreement. These
purchases will be made in accordance with the Articles of
Association, applicable law (including the Companies Act 2006 and
US federal securities laws) and applicable regulations of the FCA in
its capacity as the UK Listing Authority. Any dollar preference
shares of any series purchased or redeemed by us for our own
account (other than in the ordinary course of the business of dealing
in securities) will be cancelled by us and will no longer be issued
and outstanding. Under existing PRA requirements, we can redeem
or purchase preference shares of any series only with the prior
consent of the PRA.

Voting Rights

The holders of the dollar preference shares having a registered
address within the UK are entitled to receive notice of our general
meetings but will not be entitled to attend or vote at those meetings,
except as set forth below or as provided for in the prospectus
supplement relating to any particular series of dollar preference
shares.

If our board determines for a particular series of preference shares,
the holders of dollar preference shares of such series will be entitled
to receive notice of, attend and vote at our general meetings if we
have failed to pay in full the dividend payable on the dollar
preference shares for the dividend period or periods determined by
our board for such series. If so determined by our board for a
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particular series of preference shares, the holders of dollar
preference shares of such series will be entitled to vote on all
matters put before all our general meetings until such time as we
have paid in full the dividends on the dollar preference shares.

Whenever entitled to vote at our general meetings, on a show of
hands, each holder of dollar preference shares present in person will
have one vote and on a poll each holder of dollar preference shares
present in person or by proxy will have one vote per share.

In addition, holders of the dollar preference shares may have the
right to vote separately as a class in certain circumstances as
described below under the heading Variation of Rights.

Variation of Rights

The rights, preferences or restrictions attached to the dollar
preference shares may be varied by the consent in writing of the
holders of not less than three-quarters of the dollar preference shares
of all series in issue or by the sanction of an extraordinary resolution
passed at a separate general meeting of the holders of dollar
preference shares as a single class regardless of series.

The rights, preferences or restrictions of any particular series of
dollar preference shares may be varied adversely on a different basis
to other series of dollar preference shares by the consent in writing
of the holders of not less than three-quarters of the dollar preference
shares of that particular series or by the sanction of an extraordinary
resolution passed at a separate general meeting of the holders of
dollar preference shares of that series.
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An extraordinary resolution requires the approval of not less than
three-quarters of the holders voting in person or by proxy at the
meeting. Two persons holding or representing by proxy at least
one-third of the outstanding dollar preference shares of any series
must be present for the meeting to be valid. An adjourned meeting
will be valid when any one holder is present in person or by proxy.

We may create or issue any shares of any class, or any securities
convertible into shares of any class, that rank equally with the dollar
preference shares of any series in the right to share in our profits or
assets, whether the rights attaching to such shares are identical to or
differ in any respect from the dollar preference shares, without the
rights of the dollar preference shares of any series being deemed to
be varied or abrogated.

The rights attached to the dollar preference shares will not be
deemed to be varied or abrogated by a reduction of any share capital
or purchase by us or redemption of any of our share capital in each
case ranking as regards participation in the profits and assets of the
company in priority to or equally with or after such dollar
preference share.

Registrar and Paying Agent

HSBC Holdings plc, located at 8 Canada Square, London E14 SHQ,
England, will act as the registrar for the dollar preference shares of
each series. The Secretary s Office of HSBC Holdings plc, also

located at 8 Canada Square, London E14 5HQ, England, will act as
paying agent for the dollar preference shares of each series.
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DESCRIPTION OF PREFERENCE SHARE ADSs
General

The following is a summary of the material provisions of the deposit

agreement relating to preference share ADSs, as evidenced by

ADRs (the preference share ADRs deposit agreement ), among us,

The Bank of New York Mellon, as the depositary ( BNYM or the
depositary ), and all holders and beneficial owners from time to time

of ADRs issued under that agreement. References in this section to
ADSs refer to preference share ADSs.

This summary is subject to and qualified in its entirety by reference
to the preference share ADRs deposit agreement, including the form
of ADRs attached thereto. Terms used in this section and not
otherwise defined will have the meanings set forth in the preference
share ADRs deposit agreement. Copies of the preference share
ADRs deposit agreement is available for inspection at the Corporate
Trust Office of the depositary, located at 101 Barclay Street, New
York, New York 10286. The Depositary s principal executive office
is located at 225 Liberty Street, New York, NY 10286.

American Depositary Receipts

The depositary will deliver ADSs evidenced by ADRs. Each ADS
will represent ownership interests in one (or a fraction or a multiple
of one) dollar preference share and the rights attributable to one (or
a fraction or a multiple of one) dollar preference share that we will
deposit with the custodian, which is currently BNYM. Each ADS
will also represent securities, cash or other property deposited with
BNYM but not distributed to holders of ADSs.

As BNYM will actually be the holder of the underlying dollar
preference shares, you will generally exercise the rights attributable
to dollar preference shares through BNYM, subject to the provisions
of the preference share ADRs deposit agreement. The preference
share ADRs deposit agreement sets out the obligations of BNYM.

You may hold ADSs either directly or indirectly through your
broker or financial institution. If you hold ADSs directly, you are an
ADS holder. This description assumes you hold your ADSs directly.
If you hold the ADSs indirectly, you must rely on the procedures of
your broker or financial institution to assert the rights of ADS
holders described in this section. You should consult with your
broker or financial institution to find out what those procedures are.

Share Dividends and Other Distributions
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How Will You Receive Dividends and Other Distributions on the
Dollar Preference Shares?

The depositary will pay to you the cash dividends or other
distributions it or the custodian receives on the dollar preference
shares or other deposited securities, after deducting its fees and
expenses. You will receive these distributions in proportion to the
number of dollar preference shares your ADSs represent.

Cash. The depositary will as promptly as practicable convert
any cash dividend or distribution we pay on the dollar
preference shares, other than any dividend or distribution paid
in dollars, into dollars if it can, in its reasonable judgment, do
so on a reasonable basis and can transfer dollars into the
United States. If that is not possible, or if any approval from
any government is needed and cannot, in the opinion of the
depositary, be obtained or is not obtained, the preference share
ADRs deposit agreement allows the depositary to distribute
the foreign currency only to those ADS holders to whom it is
possible to do so or to hold the foreign currency it cannot
convert for the account of the ADS holders who have not been
paid. It will not invest the foreign currency and it will not be
liable for any interest.
Before making a distribution, the depositary will deduct any
withholding taxes that must be paid under applicable laws. It will
distribute only whole dollars and cents and will round any fractional
amounts to

46

Table of Contents

183



Edgar Filing: TANDY LEATHER FACTORY INC - Form 10-K

Table of Conten

the nearest whole cent. If the exchange rates fluctuate during a time
when the depositary cannot convert the foreign currency, you may
lose some or all of the value of the distribution.

Shares. The depositary will distribute new ADSs representing
any shares we distribute as a dividend or free distribution, if
we request that the depositary make this distribution and if we
furnish it promptly with satisfactory evidence, including
certificates or opinions, that it is legal to do so. The depositary
will only distribute whole ADSs. It will sell shares which
would require it to deliver a fractional ADS and distribute the
net proceeds to the holders entitled to those shares. If the
depositary does not distribute additional cash or ADSs, each
ADS will also represent the new shares.

Rights to Purchase Additional Shares. If we offer holders of
securities any rights, including rights to subscribe for
additional shares, the depositary may take actions necessary to
make these rights available to you. We must first instruct the
depositary to do so and furnish it with satisfactory evidence,
including certificates or opinions, that it is legal to do so. If we
do not furnish this evidence and/or give these instructions and
the depositary determines that it is practical to sell the rights, it
may sell the rights and allocate the net proceeds to ADS
holders accounts. The depositary may allow rights that are not
distributed or sold to lapse. In that case, you will receive no
value for them.
If the depositary makes rights available to you, upon instruction
from you it will exercise the rights and purchase the dollar
preference shares on your behalf. The depositary will then deposit
such dollar preference shares and deliver ADSs to you. It will only
exercise rights if you pay it the exercise price and any charges the
rights require you to pay.

US securities laws may restrict the sale, deposit, cancellation and
transfer of the ADSs delivered after exercise of rights. We have no
obligation to file a registration statement under the Securities Act in
order to make any rights available to you.

Other Distributions. The depositary will send to you anything
else we distribute on deposited securities by any means it
thinks is equitable and practical. If, in the depositary s opinion,
it cannot make the distribution in that way, the depositary may
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adopt another method of distribution that it considers to be
equitable and practical for example by public or private sale and
distribute the net proceeds, in the same way as it does with
cash, or it may decide to hold what we distributed, in which
case the ADSs will also represent the newly distributed
property.
The depositary is not responsible if it decides that it is unlawful or
impractical to make a distribution available to any ADS holder. We
will have no obligation to take any other action to permit the
distribution of ADSs, shares, rights or anything else to ADS holders.
This means that you may not receive the distribution we make on
our dollar preference shares or any value for them if it is illegal or
impractical for us to make them available to you.

Deposit, Withdrawal and Cancellation
How does the Depositary deliver ADSs?

The depositary will deliver the ADSs that you are entitled to receive
in the offer against deposit of the underlying dollar preference
shares. The depositary will deliver additional ADSs if you or your
broker deposit dollar preference shares with the custodian. You must
also deliver evidence satisfactory to the depositary of any necessary
approvals of the governmental agency in the UK, if any, which is
responsible for regulating currency exchange at that time. If required
by the depositary, you must in addition deliver an agreement
transferring your rights as a shareholder to receive dividends or
other property. Upon payment of its fees and of any taxes or
charges, such as stamp taxes or stock transfer taxes, the depositary
will register the appropriate number of ADSs in the names you
request in writing and will deliver the ADSs at its Corporate Trust
Office to the persons you request in writing. The Bank of New York
Mellon is not obliged to accept for deposit underlying dollar
preference shares of a particular series, if, in its reasonable
judgment, after consultation with us, such acceptance and
maintenance or discharge of its obligations under the preference
share ADRs deposit agreement would be
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unusually onerous because of the terms of such preference shares.
However, if the depositary has accepted any underlying preference
shares of a particular series, it must accept for deposit further
underlying preference shares of such series.

How Do ADS Holders Cancel an ADS and Obtain Dollar
Preference Shares?

You may submit a written request to withdraw dollar preference
shares and turn in your ADRs evidencing your ADSs at the
Corporate Trust Office of the depositary. Upon payment of its fees
and of any taxes or charges, such as stamp taxes or stock transfer
taxes, the depositary will, subject to any applicable restrictions,
deliver the deposited securities underlying the ADSs to an account
designated by you at the office of the custodian. At your request,
risk and expense, the depositary may deliver at its Corporate Trust
Office any proceeds from the sale of any dividends, distributions or
rights, which may be held by the depositary.

Provided that all preconditions to withdrawal and cancellation of the
deposited securities have been fulfilled, the depositary may only
restrict the withdrawal of deposited securities in connection with:

temporary delays caused by closing our transfer books or those
of the depositary or the deposit of shares in connection with
voting at a shareholders meeting, or the payment of dividends;

the payment of fees, taxes and similar charges;

compliance with any US or foreign laws or governmental
regulations relating to the ADSs or to the withdrawal of
deposited securities; or

any other circumstances permitted under the general

instructions to the SEC Form on which ADSs are registered.
This right of withdrawal may not be limited by any other provision
of the preference share ADRs deposit agreement.

Redemption of ADSs
If we exercise our right to redeem the dollar preference shares of a
particular series, the depositary will deliver for redemption dollar

preference shares that have been deposited with it and that we have
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called for redemption, to the extent holders have surrendered ADRs
evidencing ADSs representing such dollar preference shares. To the
extent the depositary receives them, it will distribute entitlements
with respect to the dollar preference shares being redeemed in
accordance with the terms of the preference share ADRs deposit
agreement and will deliver new ADRs evidencing ADSs
representing the dollar preference shares not so redeemed. If we
redeem less than all of the deposited dollar preference shares of a
particular series, The Bank of New York Mellon may determine
which ADRs to call for surrender in any manner that it reasonably
determines to be fair and practical.

Record Dates

Whenever any distribution of cash or rights, change in the number
of dollar preference shares represented by ADSs or notice of a
meeting of holders of shares or ADSs is made, the depositary will
fix a record date for the determination of the holders entitled to
receive the benefits, rights or notice.

Voting of Deposited Securities

How Do You Vote?

If you are an ADS holder on a record date fixed by the depositary,
you may exercise the voting rights of the same class of securities as

the dollar preference shares represented by your ADSs, but only if
we ask the
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depositary to ask for your instructions. Otherwise, you will not be
able to exercise your right to vote unless you withdraw the dollar
preference shares. However, you may not know about the meeting
enough in advance to withdraw the dollar preference shares.

If we ask for your instructions, the depositary, at our direction, will
notify you of the upcoming meeting and arrange to deliver certain
materials to you. The materials will:

include all information included with the meeting notice sent
by us to the depositary;

include a statement that if you were a holder on a specified
record date, you will be entitled, subject to applicable
restrictions, to instruct the depositary as to the exercise of
voting rights; and

explain how you may instruct the depositary to vote the dollar

preference shares or other deposited securities underlying your

ADSs as you direct.
For instructions to be valid, the depositary must receive them on or
before the date specified in the instructions. The depositary will try,
to the extent practical, subject to applicable law and the provisions
of the Articles of Association, to vote or have its agents vote the
underlying dollar preference shares as you instruct. The depositary
will only vote, or attempt to vote, as you instruct.

We cannot assure you that you will receive the voting materials in
time to ensure that you can instruct the depositary to vote your
dollar preference shares or other deposited securities underlying
your ADSs. In addition, the depositary and its agents are not
responsible for failing to carry out voting instructions or for the
manner of carrying out voting instructions. This means that you may
not be able to exercise your right to vote and there may be nothing
you can do if your dollar preference shares or other deposited
securities underlying your ADSs are not voted as you requested.

Inspection of Transfer Books

The depositary will keep books for the registration and transfer of
ADSs. These books will be open at all reasonable times for
inspection by you, provided that you are inspecting the books for a
purpose related to us or the preference share ADRs deposit
agreement or the ADSs.
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Reports and Other Communications

The depositary will make available for your inspection any reports
or communications, including any proxy material, received from us,
as long as these materials are received by it as the holder of the
deposited securities and are generally available to our shareholders.
At our written request, the depositary will also send copies of
reports, notices and communications to you.

Fees and Expenses
The depositary will charge any party depositing or withdrawing

dollar preference shares or any party surrendering ADRs or to whom
ADSs are delivered or holders of ADRs, as applicable:

For: ADS holders must pay:
each issuance of an ADS, $5.00 or less per 100 ADSs or
including as a result of a portion thereof

distribution of shares or rights or
other property or upon exercise of
a warrant to purchase an ADS

each cancellation of an ADS, $5.00 or less per 100 ADSs or
including if the preference share  portion thereof
ADRs deposit agreement
terminates
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For: ADS holders must pay:
transfer and registration of shares  registration or transfer fees

on our share register to or from the

name of the depositary or its

nominee or the custodian or its

nominee when you deposit or

withdraw dollar preference shares

distribution of securities an amount equal to the fee that
would have been charged for
the issuance of ADSs if the
securities were dollar
preference shares being
deposited

conversion of foreign currency to  expenses of the depositary
dollars

cable, telex and facsimile expenses of the depositary
transmission expenses, if
expressly provided in the
preference share ADRs deposit
agreement

servicing of dollar preference expenses of the depositary
shares of any series or other
deposited securities

as necessary taxes and governmental charges

which the depositary or the
custodian has to pay on any
ADS or dollar preference share
underlying an ADS, for
example withholding taxes,
stock transfer taxes or stamp
duty taxes

Payment of Taxes

You will be responsible for any taxes or other governmental charges
payable on your ADSs or on the deposited securities underlying
your ADSs. The depositary may deduct the amount of any taxes
owed from any payments to you. It may also restrict or refuse the
transfer of your ADSs or restrict or refuse the withdrawal of your
underlying deposited securities until you pay any taxes owed on
your ADSs or underlying securities. It may also sell deposited
securities to pay any taxes owed. You will remain liable if the
proceeds of the sale are not enough to pay the taxes. If the
depositary sells deposited securities, it will, if appropriate, reduce
the number of ADSs held by you to reflect the sale and pay to you
any proceeds, or send to you any property, remaining after it has
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paid the taxes.
Reclassifications, Recapitalizations and Mergers

If we:

change the par or nominal value of any of the dollar preference
shares,

reclassify, split or consolidate any of the dollar preference
shares,

distribute securities on any of the dollar preference shares that
are not distributed to you, or

recapitalize, reorganize, merge, amalgamate, consolidate, sell

our assets or take any similar action,
then the cash, shares or other securities received by the depositary
will become new deposited securities under the preference share
ADRs deposit agreement, and each ADS will automatically
represent the right to receive a proportional interest in the new
deposited securities. The depositary may and will, if we ask it to,
distribute some or all of the cash, dollar preference shares or other
securities it received. It may also deliver new ADSs or ask you to
surrender your outstanding ADSs in exchange for new ADSs
identifying the new deposited securities.
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Amendment and Termination of the Preference Share ADRs
Deposit Agreement

How May the Preference Share ADRs Deposit Agreement Be
Amended?

We may agree with the depositary to amend the preference share
ADRs deposit agreement and the ADSs without your consent for
any reason. If the amendment adds or increases fees or charges,
except for taxes, governmental charges, registration fees,
telecommunications charges and delivery costs or other such
expenses, or prejudices any substantial existing right of ADS
holders, it will only become effective 30 days after the depositary
notifies you of the amendment. At the time an amendment becomes
effective, you are considered, by continuing to hold your ADSs, to
agree to the amendment and to be bound by the agreement as
amended. However, no amendment will impair your right to receive
the deposited securities in exchange for your ADSs.

How May the Preference Share ADRs Deposit Agreement Be
Terminated?

The depositary will terminate the preference share ADRs deposit
agreement if we ask it to do so, in which case it must notify you at
least 90 days before termination. The depositary may also terminate
the agreement after notifying you if it informs us that it is electing to
resign, and we have not appointed a new depositary bank within 90
days.

If any ADSs remain outstanding after termination, the depositary
will stop registering the transfer of ADSs, will stop distributing
dividends to ADS holders and will not give any further notices or do
anything else under the preference share ADRs deposit agreement
other than:

collect dividends and distributions on the deposited securities;

sell rights and other property offered to holders of deposited
securities; and

deliver dollar preference shares and other deposited securities
upon cancellation of ADSs.
At any time after one year after termination of the preference share
ADRs deposit agreement, the depositary may sell any remaining
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deposited securities by public or private sale. After that, the
depositary will hold the money it received on the sale, as well as any
cash it is holding under the preference share ADRs deposit
agreement, for the pro rata benefit of the ADS holders that have not
surrendered their ADSs. It will not invest the money and has no
liability for interest. The depositary s only obligations will be to
account for the money and cash. After termination, our only
obligations will be with respect to indemnification of, and to pay
specified amounts to, the depositary.

Any amendment or termination of the preference share ADRs
deposit agreement with respect to one series of ADSs will not
necessarily occur concurrently with the amendment or termination
of any other series of ADSs. The substitution of the depositary by
another depositary or the termination of the preference share ADRs
deposit agreement with respect to any series of ADSs representing
dollar preference shares of a series that is a component of a unit will
result in the substitution of the depositary or the termination of the
preference share ADRs deposit agreement with respect to all of the
ADSs representing the dollar preference shares of all other series
comprising the unit.

Limitations on Obligations and Liability to ADS Holders

The preference share ADRs deposit agreement expressly limits our
obligations and the obligations of the depositary. It also limits our
liability and the liability of the depositary. We and the depositary:

are only obligated to take the actions specifically set forth in
the preference share ADRs deposit agreement, without
negligence or bad faith;

are not liable if either of us is prevented or delayed by law, any
provision of the Articles of Association or circumstances
beyond our or the depositary s control from performing our or
the depositary s obligations under the agreement;
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are not liable if either of us exercises, or fails to exercise,
discretion permitted under the preference share ADRs deposit
agreement;

have no obligation to become involved in a lawsuit or
proceeding related to the ADSs or the preference share ADRs
deposit agreement on your behalf or on behalf of any other
party unless we are indemnified to our satisfaction;

may rely upon any advice of or information from any legal
counsel, accountants, any person depositing shares, any ADS
holder or any other person whom we believe in good faith is
competent to give us that advice or information; and

are not responsible for any failure to carry out any instructions
to vote any of the ADSs, or for the manner or effect of any
such vote made either with or without request, or for not
exercising any right to vote, as long as such action or
non-action is in good faith.
In the preference share ADRs deposit agreement, we and the
depositary agree to indemnify each other under specified
circumstances.

Requirements for Depositary Actions

Before the depositary will deliver or register the transfer of an ADS,
make a distribution on an ADS, or permit withdrawal of dollar
preference shares, the depositary may require:

payment of taxes, including stock transfer taxes or other
governmental charges, and transfer or registration fees charged
by third parties for the transfer of any dollar preference shares
or other deposited securities, as well as the fees and expenses
of the depositary;

production of satisfactory proof of the identity of the person
presenting shares for deposit or ADSs upon withdrawal and of
the genuineness of any signature or other information it deems
necessary; and
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compliance with regulations which the depositary may
establish from time to time consistent with the preference
share ADRs deposit agreement, including presentation of
transfer documents.
The depositary may refuse to deliver, transfer or register transfer of
ADSs generally when the transfer books of the depositary are closed
or at any time if it or we think it advisable to do so.

Pre-Release of ADSs

In certain circumstances, subject to the provisions of the preference
share ADRs deposit agreement, the depositary may deliver ADSs
before deposit of the underlying dollar preference shares. This is
called a pre-release of ADSs. The depositary may also deliver dollar
preference shares prior to the receipt and cancellation of
pre-released ADSs (even if those ADSs are cancelled before the
pre-release transaction has been closed out). A pre-release is closed
out as soon as the underlying dollar preference shares are delivered
to the depositary. The depositary may receive ADSs instead of the
dollar preference shares to close out a pre-release. The depositary
may pre-release ADSs only under the following conditions:

before or at the time of the pre-release, the person to whom the
pre-release is being made must represent to the depositary in
writing that it or its customer, as the case may be, owns the
dollar preference shares or ADSs to be deposited;

the pre-release must be fully collateralized with
cash or collateral the depositary considers
appropriate; and

The depositary must be able to close out the pre-release on not

more than five business days notice.
The pre-release will be subject to whatever indemnities and credit
regulations that the depositary considers appropriate. In addition, the
depositary will limit the number of ADSs that may be outstanding at
any time as a result of pre-release, although the depositary may
disregard the limit from time to time, if it thinks it is appropriate to
do so.
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Governing Law

The preference share ADRs deposit agreement and the ADRs
evidencing the ADSs are governed by, and construed in accordance

with, the law of the State of New York, without regard to conflicts
of law principles.
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DESCRIPTION OF ORDINARY SHARES

HSBC Holdings ordinary shares of nominal value $0.50 each (the

shares ) will be offered solely in connection with the offer of any
contingent convertible securities (which may be converted into
ordinary shares pursuant to the terms of such contingent convertible
securities).

The following is a summary of the material terms of the shares, as

set out in the Articles of Association and relevant provisions of the
Companies Act 2006. Holders of the shares (the shareholders ) are
encouraged to read the Articles of Association and shareholders
resolutions passed at HSBC Holdings AGM relating to the authority
of our board of directors (the board ) to allot shares. A copy of the
Articles of Association has been filed as an exhibit to the

registration statement of which this prospectus forms a part.

General

At the 2017 AGM, the shareholders passed an ordinary resolution
granting the board the general and unconditional authority pursuant
to, and for the purposes of, section 551 of the Companies Act 2006
to exercise all the powers of HSBC Holdings to allot shares and to
grant rights to subscribe for, or to convert any security into, shares
up to a specified aggregate nominal amount.

Subject to certain specified limitations described below, the board
was given the authority to allot shares (a) up to an aggregate
nominal amount of $1,986,691,641, including for the allotment of
shares and rights to subscribe for, or to convert any security into,
shares pursuant to the terms of any share plan for employees of
HSBC, (b) up to an aggregate nominal amount of $3,311,152,735 in
connection with (i) an offer or invitation to (x) shareholders, in
proportion to the respective number of shares held by them, and

(y) holders of other securities, bonds, debentures or warrants which,
in accordance with the rights attaching thereto, are entitled to
participate in such an offer or invitation or as the board considers
necessary and (ii) any scrip dividend scheme or similar
arrangements implemented in accordance with the Articles of
Association, (c) comprising equity securities (as defined in section
560 of the Companies Act 2006) up to an aggregate nominal amount
of $6,622,305,470 in connection with a rights issue to

(1) shareholders, in proportion to the respective number of shares
held by them, and (ii) holders of other securities, bonds, debentures
or warrants which, in accordance with the rights attaching thereto,
are entitled to participate in such an offer or invitation or as the
board considers necessary and (d) up to an aggregate nominal
amount of £150,000 (in the form of 15,000,000 non-cumulative
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preference shares of £0.01 each), 150,000 (in the form of 15,000,000
non-cumulative preference shares of 0.01 each) and US$150,000 (in
the form of 15,000,000 non-cumulative preference shares of

US$0.01 each). However, (i) no more than $3,311,152,735 can be
allotted or granted under clauses (a) and (b) on a combined basis and
(ii) no more than $6,622,305,470 can be allotted under clauses (a),

(b) and (c) on a combined basis.

In addition, the board was given the authority to allot shares up to an
aggregate nominal amount of $1,986,691,641 in relation to any issue
by HSBC Holdings of contingent convertible securities that
automatically convert into or are exchanged for shares in prescribed
circumstances. See Description of Contingent Convertible
Securities.

These authorities will expire at the earlier of the conclusion of the
2018 AGM or at the close of business on June 30, 2018, following
which we will need to seek a new general authority to allot shares.

HSBC Holdings maintains a principal share register in London and
overseas branch share registers in Bermuda and Hong Kong.

Voting

Unless otherwise required by the Companies Act 2006 or the
Articles of Association, the shareholders vote by ordinary resolution
(such as for the election of directors, the declaration of a dividend,

the appointment of auditors or the grant of authority to allot shares)
at general meetings.
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For the purposes of determining which persons are entitled to attend
or vote at a meeting and how many votes such persons may cast,
HSBC Holdings may, pursuant to the Uncertificated Securities
Regulations 2001 (as amended) (the Regulations ), specify in the
notice of the meeting a time, not more than 48 hours before the time
fixed for the meeting, by which a person must be entered on the
register of members of HSBC Holdings kept pursuant to the
Companies Act 2006 (the Principal Register ) or a register of
members resident in Hong Kong (the Hong Kong Branch Register )
or a register of members resident in any such other countries or
territories that the board may from time to time, in its sole

discretion, determine (together with the Hong Kong Branch

Register, the Overseas Branch Registers ) in order to have the right
to attend or vote at the meeting.

Subject to the restrictions referred to under Restrictions on Voting
and any special voting rights or restrictions attached to any class of
shares, ordinary resolutions will be decided on a show of hands by a
simple majority of shareholders present and voting at the meeting
where each shareholder has one vote, regardless of the number of
shares held, unless a poll is demanded. On a poll, every holder who
is present in person or by proxy and entitled to vote will have one
vote for each share held. Holders of record of shares may appoint a
proxy to attend and vote on their behalf.

The chairman of the meeting has the casting vote in the event of a
tie in either a show of hands or poll vote, in addition to any other
vote he may have.

HSBC Holdings will send out written notice at least 21 days before
an annual general meeting or a general meeting convened to
consider a special resolution, and at least 14 days before all other
general meetings. For general meetings to be valid, at least three
shareholders entitled to vote must be present in person or by proxy.

For the purpose of controlling the level of attendance or ensuring the
safety of those attending at any place specified for the holding of a
general meeting, the board may make from time to time such
arrangements as the board, in its absolute discretion, considers to be
appropriate. In any such case, the board will direct that the meeting
be held at a specified place, where the chairman of the meeting will
preside, and make arrangements for simultaneous attendance and
participation by shareholders and proxies at other locations. The
chairman of a general meeting has express authority to interrupt or
adjourn the meeting if, in his opinion, it has become necessary to do
so in order to secure the proper conduct of the meeting. Annual
general meetings are to be held at such time and in such place as the
board may determine.
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A corporate shareholder may appoint a representative to attend and
vote at a general meeting on its behalf.

Disclosure of Interests in Shares

The Disclosure, Guidance and Transparency Rules of the FCA
require any person to notify HSBC Holdings and the FCA if the
voting rights held by such person through its direct or indirect
holding of shares or certain financial instruments reach, exceed or
fall below 3% and each 1% threshold thereafter up to 100%. For the
purposes of determining whether a person has such a notification
obligation, certain voting rights in HSBC Holdings may be
disregarded under the Disclosure, Guidance and Transparency
Rules, which can, in certain circumstances, have the effect of
removing a notification obligation entirely or, in the case of certain
investment managers, result in the need to notify only at higher
thresholds.

Section 793 of the Companies Act 2006 gives HSBC Holdings the
power to require persons whom it believes to be, or to have been
within the previous three years, interested in its voting shares to
disclose prescribed particulars of those interests. Under Section 794
of the Companies Act 2006, and Article 85 of the Articles of
Association, failure to supply the information required may lead to
disenfranchisement of the relevant shares and, where those shares
represent at least 0.25% of the shares in issue, a prohibition on their
transfer and receipt of dividends and other payments in respect of
those shares.

A similar power is given to HSBC Holdings by the Securities
(Disclosure of Interests) Ordinance, which applies to companies
listed on the Stock Exchange of Hong Kong ( SEHK ).
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Restrictions on Voting

Any shareholder (or any other person appearing to be interested in
the shares) who has been served with a notice under section 793 of
the Companies Act 2006, as described above, and has not given
HSBC Holdings any information required by the notice within 14
days from receiving the notice, will not be entitled to be present or
to vote either personally or by proxy at a general meeting, unless the
directors determine that this restriction should not apply.

A shareholder can vote (whether in person or by proxy) and exercise
other rights or privileges as a shareholder only if he has paid all calls
or other amounts presently due.

Dividends and Other Distributions

HSBC Holdings may declare dividends by ordinary resolution, but it
may not pay dividends in excess of the amount recommended by its
board. Except as otherwise provided by the terms of issue or special
rights of any shares, dividends are declared and paid pro rata
according to the amounts paid on the shares during any portion or
portions of the period in respect of which the dividends are paid.
The board may declare and pay interim dividends as appears to the
board to be justified by the profits available for distribution.
Dividends declared but not yet paid do not bear interest. The board
may deduct from any dividend declared but not yet paid to any
person any amounts due from that person to HSBC Holdings on
account of calls or otherwise in relation to the shares. The board
may, with the prior authority of an ordinary resolution and subject to
such terms and conditions as the board may determine, offer to any
holder of shares the right to elect to receive shares of the same or a
different currency, credited as fully paid, instead of cash in any
currency in respect of the whole (or some part, to be determined by
the board) of any dividend specified by the ordinary resolution.

On any distribution by way of capitalisation, the amount to be
distributed will be appropriated among the shareholders (whether or
not fully paid) in proportion to their holdings of shares and such
amount will be applied on their behalf either in or towards paying up
the amounts, if any, for the time being unpaid on any shares held by
them, or in paying up in full unissued shares or debentures of HSBC
Holdings of a nominal amount equal to that amount, and the shares
or debentures will be allotted to those shareholders.

All dividends will be apportioned and paid proportionately to the
percentage of the nominal amount paid up on the shares during any
portion(s) of the period in respect of which the dividend is paid,
save that if any share is issued on terms providing that it will rank
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for dividend as from a particular date, it will rank for dividend
accordingly. Subject to the rights attaching to any shares, any
dividend or other monies payable in respect of a share may be paid
in such currency as the board may determine. If and whenever the
shares on which a dividend is declared are denominated in different
currencies, the dividend will be declared in a single currency.

Any dividend unclaimed after a period of 12 years from the date of
declaration of such dividend may be forfeited and revert to HSBC
Holdings. No dividends or other monies payable on or in respect of
a share will bear interest against HSBC Holdings.

Liquidation Rights

Shares rank pari passu with each other in all respects. If HSBC
Holdings is wound up, after payment of all liabilities, preferred
shares and the deduction of any provision made under section 719 of
the Companies Act 2006 or section 187 of the Insolvency Act 1986
(which enables the liquidator to make payments to employees or
former employees on the cessation or transfer of HSBC Holdings
business), the remaining assets available for distribution to holders
of the shares will be distributed among the shareholders in
proportion to the number of shares that they hold. On the date of the
distribution, the amount paid to any shareholder whose shares are
not fully paid up will be reduced to reflect the amount owed. After
receiving approval of the shareholders by an extraordinary
resolution and meeting any legal requirements, the liquidator may
divide the assets in kind among the shareholders in the manner that
it sees fit.
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Untraced Shareholders

HSBC Holdings can sell any shares of a holder (including any
further shares issued in respect of those shares) if such holder has
not cashed any cheque, order or warrant payable and HSBC
Holdings has not received any communication in respect of the
shares from the relevant shareholder (or other person entitled to the
shares) for a period of 12 years during which at least three dividends
were payable with respect to the shares. HSBC Holdings must
advertise its intention to sell the shares in newspapers published in
the UK and one newspaper circulating in the area of the address on
the register or other last known address of the member or the person
entitled by transmission to the share or the address for the service of
notices notified under Article 167.3 of the Articles of Association
(unless any such address is in Hong Kong), and in one leading
English language daily newspaper and one leading Chinese
language daily newspaper printed and circulating in Hong Kong (in
the manner specified in the Articles of Association) and inform the
stock exchanges on which the shares and HSBC Holdings American
depository shares are listed and traded.

HSBC Holdings may then sell the shares if it does not receive any
response from the shareholder within three months of publishing the
advertisements. After selling the shares, HSBC Holdings will owe
the former shareholder (or other person previously entitled to the
shares) only the sale amount, without interest.

Transfer of Shares

The shares may be transferred by an instrument in any usual form or
in any other form approved by the board. The board may refuse, in
their absolute discretion, to register a transfer, unless:

the ordinary shares are fully paid (provided that the
board will not refuse to register a transfer if to do so
would prevent dealing in the shares taking place on an
open and proper basis);

it is duly stamped (if required);

it is duly presented for registration together with the share
certificate and other evidence of title as the board reasonably
require;
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it is in respect of only one class of shares;

it is in favor of a single transferee or not more than four joint
transferees; and

HSBC Holdings has no lien on the shares.
Moreover, a transfer of shares will not be registered if the holder has
failed to provide the required particulars as described under
Disclosure of Interests in Shares.

The transferor will remain the holder of the shares concerned until
the name of the transferee is entered in the share register in respect
of the transfer.

If the board refuses to register a transfer of a share, it must inform
the transferee of its refusal within two months of receiving the
transfer request, together with the reasons for the refusal. The board
must return the refused instrument of transfer to the person
depositing it, except in the case of suspected fraud.

The registration of transfers may be suspended at any time and for
any periods as the board may determine.

Unless expressly provided by the Articles of Association or required
by law or court order, HSBC Holdings cannot recognize any person
other than the registered holder of a share as the owner of such

share.

The board is required to keep the following registers of its members:

in the UK, the Principal Register;
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in Hong Kong, the Hong Kong Branch Register; and

the Overseas Branch Registers.
Subject to applicable law, any class of shares may be held,
registered, converted to, transferred or otherwise dealt with, in
uncertificated form or certificated form and converted from
uncertificated form to certificated form in accordance with the
Regulations and the practices instituted by Euroclear UK & Ireland
Limited, or such other person as may from time to time be approved
by Her Majesty s Treasury under the Regulations as operator of the
relevant system.

Variation of Class Rights and Alteration of Share Capital

Subject to the provisions of the Companies Act 2006, the consent in
writing of the holders of at least three-quarters in nominal value of
the issued shares in a class, or the sanction by the shareholders of
that class of a special resolution passed at a separate general
meeting, is required to vary or abrogate the rights of the class, unless
otherwise provided by the terms of issue of the shares of that class.
Two persons holding or representing by proxy at least one-third of
the nominal amount of the shares of the relevant class must be
present for the separate general meeting to be valid (except at an
adjourned meeting, at which the quorum will be any holder of shares
of the class, present in person or by proxy) and any such person may
demand a poll. The issuance of new shares ranking in priority to, or
pari passu with, an existing class of shares is not considered to be a

variation in the rights of already existing shares, unless the existing
shares provide so expressly.

HSBC Holdings may also vary or abrogate rights attached to the
shares by a special resolution without the separate consent or
sanction of the holders of any class of shares so long as the rights
attached to all the shares are varied or abrogated in the same manner
and to the same extent.

HSBC Holdings may issue shares with rights or restrictions as it
sees fit, including redeemable shares, so long as it does so in
accordance with the Companies Act 2006 and the Articles of
Association and without reducing any rights attached to any existing
shares.

As a matter of English law, HSBC Holdings may:

Table of Contents

205



Edgar Filing: TANDY LEATHER FACTORY INC - Form 10-K

by ordinary resolution, increase its share capital, consolidate
and divide all or any of its shares into shares of larger amount,
sub-divide all or any of its shares into shares of smaller
amount and cancel any shares not taken or agreed to be taken
by any person; and

by special resolution, reduce its share capital, any capital
redemption reserve, share premium account or other
undistributable reserve in any way.

Pre-emptive Rights

As HSBC Holdings is a company incorporated in the UK, in
general, its shareholders have automatic pre-emptive rights pursuant
to section 561 of the Companies Act 2006. However, these
pre-emptive rights can be overridden by a special resolution of
shareholders.

Lien on Shares

HSBC Holdings has a lien on shares which are not fully paid (to the
extent permitted by the Companies Act 2006). The board may waive
the lien in whole or in part, or temporarily, and may sell shares
subject to a lien as it sees fit. On the terms set out in the Articles of
Association, the board is entitled to sell a share subject to the lien
only after giving 14 days notice of its intent to sell in default. The
proceeds of sale will first be applied towards payment of the amount
in respect of the lien insofar as it is still payable and then on
surrender of the share certificate for cancellation (in the case of
shares in certificated form), to the person entitled to the shares at the
time of sale.
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From time to time the board may make calls on the shareholders for
any amounts unpaid on the shares. These calls must be made with
14 days notice specifying the time, place and manner of payment,
which may include payment in installments. The person on whom a
call is made remains liable for the call despite any subsequent
transfer of the shares on which the call was made. The joint holders
of a share are jointly and severally liable for the payment of all calls.

Shareholders who have not paid all calls (and any accrued interest)
due are not entitled to receive a dividend or vote at shareholders
meetings either in person or by proxy (except as proxy for another
member), are not counted as present and may not form part of a
quorum.

Forfeiture of Shares

If any shareholder does not pay any part of any call on or before the
payment date, the board may send the shareholder a notice of the
amount unpaid (including interest and other costs and expenses
incurred by HSBC Holdings) and if the shareholder does not pay the
amount owed on a date not less than 14 days after receiving the
notice, the board, by resolution, may forfeit the relevant share at any
time before full payment is made. The forfeited share and any
dividends declared or other monies payable in respect of the
forfeited share will then become the property of HSBC Holdings. A
shareholder whose shares have been forfeited will cease to be a
shareholder in respect of the shares, but will, notwithstanding the
forfeiture, remain liable to pay to HSBC Holdings all monies which
at the date of forfeiture were presently payable together with interest
without any allowance for the value of the shares at the time of
forfeiture or for any consideration received on their disposal.

Purchase of Shares

HSBC Holdings can purchase any of its own shares of any class,
including any redeemable shares, in any manner that it deems fit,
subject to the provisions of the Companies Act 2006, the Hong
Kong Code on Share Repurchases, the Exchange Act, the listing
rules of the UKLA, the SEHK and the New York Stock Exchange
and the Articles of Association.

Mandatory Takeover-Bids, Squeeze-Out and Sell-Out Rules
There are no rules or provisions relating to mandatory bids and/or
squeeze-out and sell-out rules in relation to the shares in the Articles

of Association. However, pursuant to the City Code on Takeovers
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and Mergers, subject to certain exemptions a mandatory offer must
be made for our shares where a bidder together with any concert
parties acquires an interest in shares carrying 30% or more of the
voting rights carried by our shares; or if a bidder, together with any
concert parties, holding not less than 30% but not more than 50% of
the voting rights carried by our shares increases the percentage of
shares carrying voting rights in which they are interested. Such
mandatory offer must be made in cash (or be accompanied by a cash
alternative) and be at a level of no less than the highest price paid by
the bidder or any concert party for any interest in shares of the
relevant class during the 12 months prior to the announcement of the
offer. In addition, the Companies Act 2006 provides a bidder with a
right to squeeze out minority shareholders (section 979 of the
Companies Act 2006) and minority shareholders with a right to be
bought out (section 983 of the Companies Act 2006), in each case
where such bidder has acquired, or has unconditionally contracted to
acquire, both 90% in value of our shares and 90% of the voting
rights carried by the shares.
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TAXATION

This section discusses (i) material UK tax consequences of the
ownership of the ordinary shares, dollar preference shares,
preference share ADSs, contingent convertible securities and debt
securities by certain beneficial holders thereof, and (ii) material US
federal income tax consequences of the ownership of the dollar
preference shares, preference share ADSs and debt securities by a
beneficial holder that is a citizen or resident of the United States, a
US domestic corporation or otherwise is subject to US federal
income tax on a net income basis in respect thereof (a  US Holder ).
This section does not discuss material US federal income tax
consequences of owning contingent convertible securities and
ordinary shares. Material US federal income tax consequences of
owning contingent convertible securities and ordinary shares will be
described in the relevant prospectus supplement.

This discussion applies to you only if you qualify for benefits under
the income tax convention between the United States and the UK
(the Treaty ) and are a resident of the United States for the purposes
of the Treaty and are not resident in the UK for UK tax purposes at
any material time (an Eligible US Holder ). This discussion should
be read in conjunction with the discussion of tax consequences to
holders in the applicable prospectus supplement. To the extent there
is any inconsistency in the discussion of tax consequences to holders
between this prospectus and the applicable prospectus supplement,
holders should rely on the tax consequences described in the
applicable prospectus supplement instead of this prospectus.

You generally will be entitled to benefits under the Treaty if you
are:

the beneficial owner of the ordinary shares, dollar preference
shares, preference share ADSs, contingent convertible
securities or debt securities, as applicable, and of any
dividends or interest that you receive;

an individual resident or citizen of the United States, a US
corporation, or a US partnership, estate, or trust (but only to
the extent the income of the partnership, estate, or trust is
subject to US taxation in the hands of a US resident person);
and

not also a resident of the UK for UK tax purposes.
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If you hold ordinary shares, dollar preference shares, preference
share ADSs, contingent convertible securities or debt securities in
connection with the conduct of business or the performance of
personal services in the UK or otherwise in connection with a
branch, agency or permanent establishment in the UK, then you will
not be entitled to benefits under the Treaty. Special rules, including
a limitation of benefits provision, apply in limited circumstances to
ordinary shares, dollar preference shares, preference share ADSs,
contingent convertible securities or debt securities owned by an
investment or holding company. This section does not discuss the
treatment of holders described in the preceding two sentences.

This section does not purport to be a comprehensive description of
all of the tax considerations that may be relevant to any particular
investor. We have assumed that you are familiar with the tax rules
applicable to investments in securities generally and with any
special rules to which you may be subject. In particular, the
discussion deals only with investors that will beneficially hold dollar
preference shares, preference share ADSs, or debt securities and, in
the case of the UK tax disclosure only, ordinary shares or contingent
convertible securities, as capital assets and does not address the tax
treatment of investors that are subject to special rules, such as banks,
insurance companies, dealers in securities or currencies, partnerships
or other entities classified as partnerships for US federal income tax
purposes and the partners therein, persons that control (directly or
indirectly) 10% or more of our voting stock or who are otherwise
connected with us for UK tax purposes, persons that elect
mark-to-market treatment, persons that hold ordinary shares, dollar
preference shares, preference share ADSs, contingent convertible
securities or debt securities as a position in a straddle, conversion
transaction, synthetic security, or other integrated financial
transaction, and US persons whose functional currency is not the US
dollar. In addition, this discussion does not address any aspects of
the US Medicare
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contribution tax on net investment income. Furthermore, this
summary does not address the tax treatment of the debt securities
and contingent convertible securities following any exercise of the
UK bail-in power by the relevant UK resolution authority.

This prospectus indicates that we may issue: undated subordinated
debt securities; instruments which provide for payments at other
than a fixed rate (including payments determined by reference to an
index or formula); instruments which allow for the cancellation or
deferral of our payment obligations at our option or under certain
defined circumstances; instruments which provide for payments in a
currency other than the currency in which such instruments are
denominated; debt securities that are issued at a discount; debt
securities that are redeemable prior to maturity; preference shares
that are redeemable after a certain period; and instruments (other
than contingent convertible securities) that are convertible into
shares or securities. Unless expressly indicated otherwise, this
section does not consider the tax consequences associated with an
instrument that has any one of, or any combination of, these features
and, accordingly, the general tax consequences described below may
not be applicable to persons who hold an instrument that has any
one of, or any combination of, these features. Accordingly, the
following discussion should be used for general information
purposes only, and you should consult the applicable prospectus
supplement and your own tax adviser regarding the characterization
of a particular security.

The statements regarding US and UK tax laws and published
administrative practices set forth below are based on laws, treaties,
judicial decisions and regulatory interpretations in effect on the date
of this prospectus (and, in the case of UK tax laws, practices,
treaties, decisions and interpretations as applied in England). These
laws and practices are subject to change without notice, possibly
with retroactive effect. You should consult your own adviser as to
the tax consequences of the purchase, ownership and disposition of
ordinary shares, dollar preference shares, preference share ADSs,
contingent convertible securities or debt securities in light of your
particular circumstances, including the effect of any state, local or
other national laws.

For purposes of the US Internal Revenue Code of 1986, as amended
(the Code ), beneficial owners of preference share ADSs will be
treated as owners of the underlying dollar preference shares.
Deposits and withdrawals of dollar preference shares in exchange
for preference share ADSs will not result in the realization of gain or
loss for US federal income tax purposes.

UK Taxation
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Taxation of Debt Securities and Contingent Convertible Securities
Payments of Interest

References to interest in this section mean interest as understood in
UK tax law. The statements do not take account of any different
definitions of interest that may prevail under any other law or which
may be created by the terms and conditions of the debt securities or
any related documentation. If debt securities or contingent
convertible securities are issued with a redemption premium, then

any such premium may constitute interest for UK tax purposes and

so be treated in the manner described below.

Payments of interest on a debt security or a contingent convertible
security should be exempt from withholding or deduction for or on
account of UK tax under the provisions of UK tax law relating to

quoted Eurobonds provided that the debt securities or contingent
convertible securities are listed and continue to be listed on a

recognised stock exchange within the meaning of section 1005 of
the Income Tax Act 2007. The New York Stock Exchange, the
London Stock Exchange and the Irish Stock Exchange are currently
recognized for these purposes. Debt securities and contingent
convertible securities will be treated as listed on the London Stock
Exchange if they are included in the Official List by the UK Listing
Authority and are admitted to trading on the Main Market or
Professional Securities Market of the London Stock Exchange. Debt
securities and contingent convertible securities will be treated as
listed on the New York Stock Exchange if they are both admitted to
trading on the main market of the New York Stock Exchange and
are officially listed in the
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United States in accordance with provisions corresponding to those
generally applicable in countries in the European Economic Area.
Debt securities and contingent convertible securities will be treated
as listed on the Irish Stock Exchange if they are (i) included in the
Official List of the Irish Stock Exchange and (ii) admitted to trading
on the Main Securities Market or Global Exchange Market of the
Irish Stock Exchange.

In other cases (save as may be described in the relevant prospectus
supplement), interest would be paid after deduction of UK income
tax at the rate of 20%, although if you are an Eligible US Holder
you should normally be eligible to recover in full any UK tax
withheld from payments of interest to which you are beneficially
entitled by making a claim under the Treaty. Alternatively, you may
make such a claim in advance of a payment of interest whereupon
HM Revenue & Customs ( HMRC ) mays, if it accepts the claim,
authorize subsequent payments to be made to you without
withholding of UK income tax. Claims for repayment must be made
within four years after the end of the UK year of assessment to
which the income relates and accompanying evidence, such as by
the original statement showing the amount of income tax deducted
that would have been provided by us when the interest payment was
made, may be required to be produced. A year of assessment runs
from April 6 in one calendar year to April 5 in the following
calendar year.

Payments of interest on a debt security or a contingent convertible
security will constitute UK source income for UK tax purposes and,
as such, remain subject to UK income tax by direct assessment even
if paid without deduction or withholding for or on account of any
UK tax. However, interest with a UK source will not generally be
chargeable to UK tax by direct assessment in the hands of an
Eligible US Holder.

Disposal (including redemption)

As an Eligible US Holder, you will not generally be liable for UK
taxation on capital gains realized on the sale or other disposal or
redemption or conversion of a debt security or a contingent

convertible security.

Taxation of Ordinary Shares, Dollar Preference Shares and
Preference Share ADSs

Payments of Dividends

We will not be required to make any withholding or deduction for or
on account of UK tax from any dividends that we pay on ordinary
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shares, dollar preference shares and preference share ADSs
representing them.

Payments of dividends on ordinary shares, dollar preference shares
and preference share ADSs will constitute UK source income for
UK tax purposes and, as such, remain subject to UK income tax by
direct assessment even if paid without deduction or withholding for
or on account of any UK tax. However, dividends with a UK source
will not generally be chargeable to UK tax by direct assessment in
the hands of an Eligible US Holder.

Disposal (including redemption)

As an Eligible US Holder, you will not generally be liable for UK
taxation on any capital gain realized on the disposal (including
redemption) of an ordinary share, dollar preference share or
preference share ADS.

Stamp Taxes

Debt Securities and Contingent Convertible Securities. The UK
stamp duty and stamp duty reserve tax treatment of debt securities
and contingent convertible securities will depend upon their terms
and conditions and upon the circumstances pertaining to their issue.
You are advised to consult your own professional advisers in
relation to UK stamp duty and stamp duty reserve tax.

Ordinary Shares, Dollar Preference Shares and Preference Share
ADSs. UK stamp duty or stamp duty reserve tax will normally be

payable on or in respect of transfers of, or agreements to transfer,
the ordinary shares
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or the dollar preference shares (not being ADSs), and accordingly if
you acquire or intend to acquire ordinary shares or dollar preference
shares you are advised to consult your own professional advisers in

relation to UK stamp duty and stamp duty reserve tax.

No UK stamp duty or stamp duty reserve tax will be payable on the
issue of ordinary shares or dollar preference shares.

In practice, no UK stamp duty should be required to be paid on the
transfer of an ADS or beneficial ownership of an ADS, provided
that the ADS and any separate instrument of transfer and/or written
agreement to transfer remain at all times outside the UK and do not
need to be brought as evidence in UK civil judicial proceedings. No
UK stamp duty reserve tax will be payable in respect of an
agreement to transfer ADSs or beneficial ownership of ADSs.

Inheritance Tax

An ordinary share, dollar preference share, preference share ADS,
contingent convertible security or debt security (each, for the
purposes of this section, a Security ) held by an individual whose
domicile is determined to be the United States for purposes of the
United States-United Kingdom Double Taxation Convention
relating to estate and gift taxes (the Estate Tax Treaty ) and who is
not for such purposes a national of the UK will not, provided any
US federal estate or gift tax chargeable has been paid, be subject to
UK inheritance tax on the individual s death or on a lifetime transfer
of the Security except in certain cases where the Security (i) is
comprised in a settlement (unless, at the time of the settlement, the
settlor was domiciled in the United States and was not a national of
the UK), (ii) is part of the business property of a UK permanent
establishment of an enterprise, or (iii) pertains to a UK fixed base of
an individual used for the performance of independent personal
services. In such cases, the Estate Tax Treaty generally provides a
credit against US federal tax liability for the amount of any tax paid
in the UK in a case where the ordinary share, dollar preference
share, preference share ADS, contingent convertible security or debt
security is subject both to UK inheritance tax and to US federal
estate or gift tax.

Provision of Information

Information relating to Securities may be required to be provided to
HMRC in certain circumstances pursuant to certain domestic and
international reporting and transparency regimes. This may include
(but is not limited to) information relating to the value of the
Securities, amounts paid or credited with respect to the Securities,
details of the holders or the beneficial owners of the Securities (or
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the persons for whom the Securities are held), details of the persons
who exercise control over entities that are, or are treated as, holders
of the Securities, details of the persons to whom payments derived
from the Securities are or may be paid and information and
documents in connection with transactions relating to the Securities.
Information may be required to be provided by, amongst others, the
issuer, the holders of the Securities, persons by or through whom
payments derived from the Securities are made or credited or who
receive such payments (or who would be entitled to receive such
payments if they were made), persons who effect or are a party to
transactions relating to the Securities on behalf of others and certain
registrars or administrators. Accordingly, in order to enable these
requirements to be met, holders of the Securities may be required to
provide information to the issuer or to other persons. In certain
circumstances, the information obtained by HMRC may be
exchanged with tax authorities in other countries.

The Proposed Financial Transaction Tax ( FTT )

On February 14, 2013, the European Commission published a

proposal (the Commission s Proposal ) for a Directive for a common
FTT in Austria, Belgium, Estonia, France, Germany, Greece, Italy,

Portugal, Slovenia, Slovakia and Spain (the participating Member
States ). However, Estonia has since stated that it will not participate.
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The Commission s Proposal has very broad scope and could, if
introduced in its current form, apply to certain dealings in the
securities (including secondary market transactions) in certain
circumstances.

Under the Commission s Proposal, the FTT could apply in certain
circumstances to persons both within and outside of the participating
Member States. Generally, it would apply to certain dealings in the
securities where at least one party is a financial institution, and at
least one party is established in a participating Member State. A
financial institution may be, or be deemed to be, established ina
participating Member State in a broad range of circumstances,
including (a) by transacting with a person established in a
participating Member State or (b) where the financial instrument
which is subject to the dealings is issued in a participating Member
State.

The FTT remains subject to negotiation between participating
Member States and the legality of the proposal is uncertain. It may
therefore be altered prior to any implementation, the timing of
which remains unclear. Additional EU Member States may decide to
participate and/or certain of the participating Member States may
decide to withdraw.

Prospective holders of securities are advised to seek their own
professional advice in relation to the FTT.

US Taxation

If you are a US Holder and use an accrual method of accounting for
tax purposes ( accrual method holder ), you are generally required to
include certain amounts in income no later than the time such
amounts are reflected on certain financial statements (the book/tax
conformity rule ). The application of the book/tax conformity rule
thus may require the accrual of income earlier than would be the
case under the general tax rules described below, although it is not
clear to what types of income the book/tax conformity rule applies.
This rule generally is effective for tax years beginning after
December 31, 2017 or, for debt securities issued with original issue
discount, for tax years beginning after December 31, 2018. You
should consult with your own tax adviser regarding the potential
applicability of the book/tax conformity rule to your particular
situation.

Taxation of Senior Debt Securities and Dated Subordinated Debt
Securities

US Tax Characterization
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The characterization of senior debt securities or dated subordinated
debt securities for US federal income tax purposes will depend on
the particular terms of those securities, and may not be entirely clear
in all cases. The discussion of US federal income tax consequences
in this section applies only to debt securities that are characterized
as indebtedness (and not equity) for US federal income tax
purposes. You should consult the applicable prospectus supplement
and your own tax adviser regarding the characterization of a
particular senior debt security or dated subordinated debt security
for such purposes.

Payments of Interest

You will be required to include payments of qualified stated interest
(as defined below under  Original Issue Discount ) on a senior debt
security or dated subordinated debt security as ordinary interest
income at the time that such payments accrue or are received (in
accordance with your method of tax accounting). In the case of
senior debt securities or dated subordinated debt securities
denominated in a currency other than US dollars, the amount of
interest income you will be required to realize if you use the cash
method of accounting for tax purposes will be the US dollar value of
the foreign currency payment based on the exchange rate in effect
on the date of receipt, regardless of whether you convert the
payment into US dollars at that time.

If you use the accrual method of accounting, you generally must
accrue interest income on such debt security in the relevant foreign
currency and translate interest income at the average exchange rate
in effect during the interest accrual period (or with respect to an
interest accrual period that spans two taxable years, at the
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average exchange rate for the partial period within the taxable year).
Alternatively, you may elect to translate all interest income on
foreign currency-denominated debt obligations at the spot rate of
exchange on the last day of the accrual period (or the last day of the
taxable year, in the case of an accrual period that includes more than
one taxable year) or on the date the interest payment is received if
such date is within five business days of the end of the accrual
period. If you make such an election you must apply it consistently
to all debt instruments from year to year and cannot change the
election without the consent of the IRS. If you use the accrual
method of accounting you will recognize foreign currency gain or
loss on the receipt of a foreign currency interest payment if the
exchange rate in effect on the date the payment is received differs
from the rate applicable to a previous accrual of that interest income.
Any such foreign currency gain or loss will be treated as ordinary
income or loss and generally will not be treated as an adjustment to
interest income received on the senior debt securities or dated
subordinated debt securities.

Purchase, Sale or Retirement

Your basis in a senior debt security or dated subordinated debt
security for US federal income tax purposes generally will equal the
cost of such debt security to you, increased by any amounts
includible in income by you as original issue discount and reduced
by any amortized premium and any payments other than qualified
stated interest. In the case of a senior debt security or dated
subordinated debt security denominated in a foreign currency, the
cost of such debt security will be the US dollar value of the foreign
currency purchase price on the date of purchase calculated at the
exchange rate in effect on the date of purchase. In the case of a
senior debt security or dated subordinated debt security that is
denominated in a foreign currency and traded on an established
securities market, if you use the cash basis of accounting (or use an
accrual basis of accounting and have made a special election), you
will determine the US dollar value of the cost of such debt security
by translating the amount paid at the exchange rate on the settlement
date of the purchase. The amount of any subsequent adjustments to
your tax basis in a senior debt security or dated subordinated debt
security in respect of foreign currency-denominated original issue
discount and premium denominated in a foreign currency will be
determined in the manner described below for such adjustments.
The conversion of US dollars to a foreign currency and the
immediate use of that currency to purchase a senior debt security or
dated subordinated debt security generally will not in itself result in
taxable gain or loss to you.
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Upon the sale, exchange or retirement of a senior debt security or
dated subordinated debt security, you generally will recognize gain
or loss equal to the difference between the amount realized on the
sale, exchange or retirement (less any accrued interest, which will be
taxable as such) and your tax basis in the debt security. If you
receive foreign currency in respect of the sale, exchange or
retirement of a senior debt security or dated subordinated debt
security, the amount realized generally will be the US dollar value
of the foreign currency received, calculated at the exchange rate in
effect at the time of the sale, exchange or retirement. In the case of a
senior debt security or dated subordinated debt security that is
denominated in a foreign currency and is traded on an established
securities market, if you are a cash basis taxpayer (or an accrual
basis taxpayer that makes a special election) you will determine the
US dollar value of the amount realized by translating such amount at
the exchange rate on the settlement date of the sale, exchange or
retirement.

If you are an accrual basis taxpayer, the special election in respect of
the purchase and sale of senior debt securities or dated subordinated
debt securities traded on an established securities market discussed
in the two preceding paragraphs must be applied consistently to all
debt instruments that you own from year to year and cannot be
changed without the consent of the IRS.

Except as discussed below with respect to foreign currency gain or
loss (and, in the case of secondary market purchasers, with respect
to market discount), any gain or loss that you recognize on the sale,
exchange or retirement of a senior debt security or dated
subordinated debt security generally will be long-term capital gain
or loss if you have held the debt security for more than one year at
the time of disposition. If you are an individual holder, the net
amount of long-term capital gain generally will be subject to
taxation at reduced rates. Your ability to offset capital losses against
ordinary income is limited.
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Notwithstanding the foregoing, any gain or loss that you recognize

on the sale, exchange or retirement of a senior debt security or dated
subordinated debt security denominated in a foreign currency

generally will be treated as ordinary income or loss to the extent that
such gain or loss ( exchange gain or loss ) is attributable to changes in
exchange rates during the period in which you held the debt

security. Such gain or loss generally will not be treated as an
adjustment to interest income on the debt security.

Original Issue Discount

If you own senior debt securities or dated subordinated debt
securities issued with original issue discount you generally will be
subject to the special tax accounting rules provided for such
obligations by the Code. As described in greater detail below, if you
own such debt securities, you generally must include original issue
discount in ordinary gross income for US federal income tax
purposes as it accrues, in advance of the receipt of cash attributable
to that income.

If we issue senior debt securities or dated subordinated debt
securities at a discount from their stated redemption price at
maturity, and the discount is equal to or more than the product of
one-fourth of one percent (0.25%) of the stated redemption price at
maturity of the debt securities multiplied by the number of full years
to their maturity (the de minimis original issue discount ), the debt
securities will have original issue discount equal to the difference
between the issue price and their stated redemption price at

maturity. Throughout the remainder of this discussion, we will refer
to debt securities bearing original issue discount as discount
securities. The issue price of the senior debt securities or dated
subordinated debt securities will be the first price at which a
substantial amount of the debt securities are sold to the public (i.e.,
excluding sales of the debt securities to underwriters, placement
agents, wholesalers or similar persons). The stated redemption price
at maturity of a discount security is the total of all payments to be
made under the discount security other than qualified stated interest.
The term qualified stated interest generally means stated interest that
is unconditionally payable in cash or property (other than debt
instruments of the issuer) at least annually during the entire term of

a discount security at a single fixed rate of interest or, subject to
certain conditions, based on certain indices. Floating rate debt
securities generally will be treated as variable rate debt instruments
under the original issue discount regulations. The stated interest on a
variable rate debt instrument generally will be treated as qualified
stated interest and such a debt instrument will not have original
issue discount solely as a result of the fact that it provides for

interest at a variable rate. If a floating rate debt security does not
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qualify as a variable rate debt instrument, the debt security will be
subject to special rules that govern the tax treatment of debt
obligations that provide for contingent payments. We will provide a
detailed description of the tax considerations relevant to Eligible US
Holders of any such debt securities in the relevant prospectus
supplement.

In general, if you are the beneficial owner of a discount security
having a maturity in excess of one year, whether you use the cash or
the accrual method of tax accounting, you will be required to
include in ordinary gross income the sum of the daily portions of
original issue discount on that debt security for all days during the
taxable year that you own the debt security. The daily portions of
original issue discount on a discount security are determined by
allocating to each day in any accrual period a ratable portion of the
original issue discount allocable to that accrual period. Accrual
periods may be any length and may vary in length over the term of a
discount security, provided that each accrual period is no longer
than one year and each scheduled payment of principal or interest
occurs on the final day or on the first day of an accrual period. If
you are an initial holder, the amount of original issue discount on a
discount security allocable to each accrual period is determined by:

(i) multiplying the adjusted issue price (as defined below) of the
debt security by a fraction, the numerator of which is the
annual yield to maturity of the debt security and the
denominator of which is the number of accrual periods in a
year; and

(ii) subtracting from that product the amount (if any) payable as
qualified stated interest allocable to that accrual period.
In the case of a discount security that is a variable rate debt
instrument, both the annual yield to maturity (as defined below) and
the qualified stated interest will be determined for these purposes as
though the debt security
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will bear interest in all periods at a fixed rate generally equal to the
rate that would be applicable to interest payments on the debt
security on its date of issue or, in the case of certain variable rate
debt instruments, the rate that reflects the yield that is reasonably
expected for the debt security. (Additional rules may apply if
interest on a variable rate debt instrument is based on more than one
interest index.)

The adjusted issue price of a discount security at the beginning of
any accrual period generally will be the sum of its issue price
(including accrued interest, if any) and the amount of original issue
discount allocable to all prior accrual periods, reduced by the
amount of all payments other than qualified stated interest payments
(if any) made with respect to such discount security in all prior
accrual periods. For this purpose, all payments on a discount
security (other than qualified stated interest) generally will be
viewed first as payments of previously accrued original issue
discount (to the extent thereof), with payments considered made for
the earliest accrual periods first, and then as payments of principal.
The annual yield to maturity of a debt security is the discount rate
(appropriately adjusted to reflect the length of accrual periods) that
causes the present value on the issue date of all payments on the
debt security to equal the issue price of the debt security. As a result
of this constant yield method of including original issue discount in
income, the amounts you will be required to include in income in
respect of a discount security denominated in US dollars will be
lesser in the early years and greater in the later years than the
amounts that would be includible on a straight-line basis.

You may make an irrevocable election to apply the constant yield
method described above to determine the timing of inclusion in
income of your entire return on a discount security (i.e., the excess
of all remaining payments to be received on the discount security,
including payments of qualified stated interest, over the amount you
paid for such discount security).

In the case of a discount security denominated in a foreign currency,

you should determine the US dollar amount includible in income as
original issue discount for each accrual period by:

(i) calculating the amount of original issue discount allocable to
each accrual period in the foreign currency using the constant
yield method described above; and

(ii)
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translating the foreign currency amount so derived at the
average exchange rate in effect during the accrual period (or
with respect to an interest accrual period that spans two
taxable years, at the average exchange rate for the partial
period within the taxable year).
Alternatively, you may translate the foreign currency amount so
derived at the spot rate of exchange on the last day of the accrual
period (or the last day of the taxable year, in the case of an accrual
period that includes more than one taxable year) or at the spot rate
of exchange on the date of receipt, if that date is within five business
days of the last day of the accrual period, provided that you have
made the election described under  Payments of Interest above.
Because exchange rates may fluctuate, if you are the holder of a
discount security denominated in a foreign currency you may
recognize a different amount of original issue discount income in
each accrual period than you would be required to recognize if you
were the holder of a similar discount security denominated in US
dollars. Upon the receipt of an amount attributable to original issue
discount (whether in connection with a payment of an amount that is
not qualified stated interest or the sale or retirement of the discount
security), you will recognize ordinary income or loss measured by
the difference between the amount received (translated into US
dollars at the exchange rate in effect on the date of receipt or on the
date of disposition of the discount security, as the case may be) and
the amount accrued (using the exchange rate applicable to such
previous accrual). See  Payments of Interest above.

If you purchase a discount security from a previous holder at a cost
less than the remaining redemption amount (as defined below) of the
debt security or you are an initial holder that purchased the discount
security at a price other than the discount security s issue price, you
also generally will be required to include in gross income the daily
portions of original issue discount, calculated as described above.
However, if you acquire the discount security at a price greater than
its adjusted issue price, you may reduce your periodic inclusions of
original issue discount to reflect the premium paid over the adjusted
issue price. The remaining redemption
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amount for a discount security is the total of all future payments to
be made on the debt security other than payments of qualified stated
interest.

The book/tax conformity rule applies to original issue discount in
some cases, and therefore may require you, if you are an accrual
method holder, to include original issue discount on discount
securities in a more accelerated manner than described above if you
do so for financial accounting purposes. It is uncertain what
adjustments, if any, should be made in later accrual periods when
taxable income exceeds income reflected on your financial
statements to reflect the accelerated accrual of income in earlier
periods. In addition, it is possible, although less likely, that you may
be required to include de minimis original issue discount in gross
income as the de minimis original issue discount accrues on your
financial statements. The application of the book-tax conformity
rule to original issue discount and de minimis original issue discount
is uncertain, and you should consult with your own tax adviser on
how the rule may apply to your investment in debt securities if you
are an accrual method holder.

Certain of the discount securities may provide for redemption prior
to their maturity date, either at our option or at the option of the
holder. Discount securities containing such features may be subject
to rules that differ from the general rules discussed above.
Purchasers of discount securities with such features should carefully
review the applicable prospectus supplement and should consult
their own tax advisers with respect to such features since the tax
treatment of such discount securities will depend on their particular
terms.

Taxation of Dollar Preference Shares, Preference Share ADSs
and Undated Subordinated Debt Securities

US Tax Characterization of Undated Subordinated Securities

The characterization of undated subordinated debt securities
depends on the particular terms of those securities, and may not be
clear in all cases. The discussion of US federal income tax
consequences in this section assumes that the undated subordinated
debt securities will be treated as equity of the issuer (and not debt).
Accordingly, payments of interest on such securities will be treated
as dividends. You should consult the applicable prospectus
supplement and your own tax adviser regarding the characterization
of a particular undated subordinated debt security for such purposes.

Payments of Dividend
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If we pay dividends (including interest on undated subordinated
securities for this purpose), you must include those dividends in
your income when you receive them without regard to your method
of tax accounting. The dividends are expected to be treated as
foreign source income. If you receive dividend payments
denominated in foreign currency, you should determine the amount
of your dividend income by converting the foreign currency into US
dollars at the exchange rate in effect on the date of your (or the
depositary s, in the case of preference share ADSs) receipt of the
dividend.

Subject to certain exceptions for short-term and hedged positions,
the US dollar amount of dividends (including interest on undated
subordinated securities treated as equity; see ~ US Tax
Characterization of Undated Subordinated Securities ) that you
receive will be subject to US taxation at preferential rates if the
dividends are qualified dividends. The dividends generally will be
qualified dividends if (i) the securities are readily tradable on an
established securities market in the United States and (ii) we were
not, in the year prior to the year in which the dividend was paid, and
are not, in the year in which the dividend is paid, a passive foreign

investment company for US federal income tax purposes (a PFIC ).

Based on our audited financial statements and relevant market data,
we believe that we were not a PFIC with respect to our 2017 taxable
year. In addition, based on our current expectations regarding the
value and nature of our assets, the sources and nature of our income,
and relevant market data, we do not anticipate becoming a PFIC in
our current taxable year or in the foreseeable future. You should
consult your own tax adviser regarding the availability of the
reduced dividend tax rate in light of your particular situation and
regarding the computation of your foreign tax credit, if any, with
respect to any qualified dividend income you receive.
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Sale, Exchange or Retirement

You will generally recognize capital gain or loss on a sale, exchange
or redemption (other than a redemption treated as a distribution) in
an amount equal to the difference between the amount realized
(excluding any amounts treated as dividends for US federal income
tax purposes) and your tax basis in the instrument. You should
consult your own tax adviser as to the US federal income tax
consequences of a redemption of any redeemable shares (including
dollar preference shares) or preference share ADSs. If you acquired
a dollar preference share, preference share ADS or undated
subordinated debt security as part of a unit comprising more than
one share, preference share ADS or undated subordinated debt
security, your tax basis in each component of the unit will generally
be determined by allocating the purchase price for the unit between
those components based on their relative fair market values at the
time you acquired the unit. Such gain or loss generally will be
long-term capital gain or loss if you have held the dollar preference
shares, preference share ADSs or undated subordinated debt
securities for more than one year at the time of disposition. If you
are an individual, the net amount of long-term capital gain that you
will realize is subject to taxation at reduced rates. Your ability to
offset capital losses against ordinary income is limited.

Foreign Financial Asset Reporting

Certain US Holders that own specified foreign financial assets with
an aggregate value in excess of US$50,000 are generally required to
file an information statement along with their tax returns, currently
on Form 8938, with respect to such assets. Specified foreign
financial assets include any financial accounts held at a non-US
financial institution, as well as securities issued by a non-US issuer
that are not held in accounts maintained by financial institutions.
Higher reporting thresholds apply to certain individuals living
abroad and to certain married individuals. Regulations extend this
reporting requirement to certain entities that are treated as formed or
availed of to hold direct or indirect interests in specified foreign
financial assets based on certain objective criteria. US holders that
fail to report the required information could be subject to substantial
penalties. In addition, the statute of limitations for assessment of tax
would be suspended, in whole or part. You are encouraged to
consult with your own tax adviser regarding the possible application
of these rules to your investment in the preference shares, preference
share ADSs or debt securities, including the application of the rules
to your particular circumstances.

Reportable Transactions
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A US taxpayer that participates in a reportable transaction is
required to disclose its participation to the IRS. The scope and
application of these rules is not entirely clear. Under the relevant
rules, you may be required to treat a foreign currency exchange loss
from your investment in the preference shares, preference share
ADSs or debt securities as a reportable transaction if this loss
exceeds the relevant threshold in the regulations (US$50,000 in a
single taxable year, if you are an individual or trust, or higher
amounts for other non-individual US Holders), and to disclose your
investment by filing Form 8886 with the IRS. A penalty in the
amount of US$10,000 in the case of a natural person and US$50,000
in all other cases is generally imposed on any taxpayer that fails to
timely file an information return with the IRS with respect to a
transaction resulting in a loss that is treated as a reportable
transaction. You are encouraged to consult your tax adviser
regarding the application of these rules.

US Information Reporting and Backup Withholding

Dividends, interest and proceeds from the sale or other disposition
of dollar preference shares, preference share ADSs or debt securities
that are paid in the United States or through a US-related financial
intermediary may be subject to information reporting and backup
withholding unless the recipient is (i) a corporation (other than an S
corporation) or other exempt recipient and, when required,
establishes such fact or (ii) a taxpayer that provides an identification
number and certifies that no loss of exemption from backup
withholding has occurred. Persons holding instruments who are not
US Holders may be required to comply with applicable certification
procedures to establish that they are not US Holders in order to
avoid the application of such information
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reporting requirements and backup withholding tax. Backup
withholding is not an additional tax. Amounts withheld as backup
withholding may be credited against your US federal income tax
liability. You may obtain a refund of any excess amounts withheld
under the backup withholding rule by filing the appropriate claim
for refund with the IRS and furnishing any required information.

Foreign Account Tax Compliance Act

As aresult of Sections 1471 through 1474 of the Code, related
Treasury regulations and related intergovernmental agreements
(collectively, FATCA ), you may be required to provide information
and tax documentation regarding your tax identity as well as that of
your direct and indirect owners (as described in further detail in UK
Taxation Provision of Information, above), which may be reported to
HMRC, and ultimately, the IRS. It is also possible that payments on
the dollar preference shares, preference share ADSs and debt
securities that are issued or materially modified on or after 1 January
2019 may be subject to a withholding tax of 30%, as a result of
FATCA. With respect to securities that are treated as debt for US
federal income tax purposes and are not materially modified on or
after the applicable grandfathering date, payments on the securities
will not be subject to FATCA withholding. The applicable
grandfathering date is the date that is six months after the date on
which final US Treasury regulations defining the term foreign
passthru payment are filed with the Federal Register. We will not
pay additional amounts on account of any withholding tax imposed
by FATCA.

FATCA is particularly complex. You should consult your own tax
adviser to obtain a more detailed explanation of FATCA and to

learn how this legislation might affect you in your particular
circumstance.
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UNDERWRITING (CONFLICTS OF INTEREST)
Initial Offering and Sale of Securities

We may sell the securities (i) through underwriters, (ii) through
dealers, (iii) through agents or (iv) directly to purchasers. The
prospectus supplement with respect to the securities being offered
thereby will set forth the terms of the offering of such securities,
including the names of any underwriters, dealers or agents involved
in the sale of such securities, the principal amounts or number of
securities, as the case may be, to be purchased by any such
underwriters and any applicable commissions or discounts. The net
proceeds to us will also be set forth in the prospectus supplement.

If underwriters are used in the sale, the securities being sold will be
acquired by the underwriters for their own account and distribution
of the securities may be effected from time to time in one or more
transactions at a fixed price or prices, which may be changed, or at
market prices prevailing at the time of sale, at prices related to such
prevailing market prices or at negotiated prices. Unless otherwise set
forth in the prospectus supplement with respect to the securities
being offered thereby, the obligations of the underwriters to
purchase such securities will be subject to certain conditions
precedent and the underwriters will be obligated to purchase all such
securities if any of such securities are purchased. The initial public
offering price of any securities and any discounts or concessions
allowed or reallowed or paid to dealers may be changed from time
to time.

If dealers are used in the sale, unless otherwise indicated in the
prospectus supplement with respect to the securities being offered
thereby, we will sell such securities to the dealers as principals. The
dealers may then resell such securities to the public at varying prices
to be determined by such dealers at the time of resale.

Securities may also be sold through agents designated by us from
time to time or directly by us. Any agent involved in the offering
and sale of the securities in respect of which this prospectus is being
delivered will be named, and any commissions payable by us to
such agent will be set forth, in the prospectus supplement with
respect to such securities. Unless otherwise indicated in such
prospectus supplement, any such agent will be acting on a best
efforts basis for the period of its appointment.

Underwriters, dealers and agents who participate in the distribution

of the securities may be entitled under agreements entered into with
us to indemnification by us against certain civil liabilities, including
liabilities under the Securities Act, or to contribution with respect to
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payments which the underwriters, dealers or agents may be required
to make in respect thereof. Underwriters, dealers and agents may be
customers of, engage in transactions with, or perform services for,
HSBC in the ordinary course of business.

Selling Restrictions
United Kingdom

Each underwriter, dealer or agent in connection with an offering of
securities will represent and agree that:

(a)it has only communicated or caused to be communicated and
will only communicate or cause to be communicated an
invitation or inducement to engage in investment activity
(within the meaning of section 21 of the Financial Services
and Markets Act 2000 ( FSMA ) received by it in connection
with the issue or sale of any securities in circumstances in
which section 21(1) of the FSMA does not apply to the issuer;
and

(b)it has complied and will comply with all applicable
provisions of the FSMA with respect to anything done
by it in relation to any securities in, from or otherwise
involving the UK.

European Economic Area

In relation to each Member State of the EEA each underwriter,
dealer or agent in connection with an offering of securities will

represent and warrant that with effect from and including the date on
which the
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Prospectus Directive is implemented in that Member State (the

Relevant Implementation Date ) that it has not made and will not
make an offer to the public (other than a permitted public offer) of
securities which are the subject of the offering contemplated by the
prospectus, or any prospectus supplement, to the public in that
Member State except that it may, with effect from and including the
Relevant Implementation Date, make an offer of such securities to
the public in that Member State:

(a)to any legal entity which is a qualified investor as defined in
the Prospectus Directive;

(b)to fewer than 150 natural or legal persons (other than qualified
investors as defined in the Prospectus Directive) as permitted
under the Prospectus Directive subject to obtaining the prior
consent of the relevant underwriter, dealer or agent for any
such offer; or

(c)at other circumstances falling within Article 3(2) of the
Prospectus Directive,
provided that no such offer of securities will require the issuer or
any underwriter, dealer or agent to publish a prospectus pursuant to
Article 3 of the Prospectus Directive, or supplement a prospectus
pursuant to Article 16 of the Prospectus Directive.

For the purposes of this section, the expression an offer to the public
in relation to any securities in any Member State means the
communication in any form and by any means of sufficient
information on the terms of the offer and the securities to be offered
so as to enable an investor to decide to purchase the securities, as the
same may be varied in that Member State by any measure
implementing the Prospectus Directive in that Member State.

Where the applicable prospectus supplement includes a section
entitled Prohibition of sales to EEA retails investors, each
underwriter will represent and agree that it has not offered, sold or
otherwise made available and will not offer, sell or otherwise make
available any securities which are the subject of the offering
contemplated by the applicable prospectus supplement to any retail
investor in the EEA. For the purposes of this provision: (a) the
expression retail investor means a person who is one (or more) of
the following: (i) a retail client as defined in point (11) of Article
4(1) of MiFID II; or (ii) a customer within the meaning of the IMD,
where that customer would not qualify as a professional client as
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defined in point (10) of Article 4(1) of MiFID II; or (iii) not a

qualified investor as defined in the Prospectus Directive; and (b) the
expression offer includes the communication in any form and by any
means of sufficient information on the terms of the offer and the
securities to be offered so as to enable an investor to decide to

purchase or subscribe for the securities.

The UK and EEA selling restrictions are in addition to any other
selling restrictions set out in the accompanying prospectus
supplement.

Conflicts of Interest

HSBC Securities (USA) Inc. ( HSI ), an affiliate of ours, may be a
managing underwriter, underwriter, market maker or agent in
connection with any offer or sale of the securities. To the extent an
initial offering of the securities will be distributed by HSI, each such
offering of securities will be conducted in compliance with the
requirements of FINRA Rule 5121 regarding a FINRA member
firm s distribution of securities of an affiliate and related conflicts of
interest. No underwriter, selling agent or dealer utilized in the initial
offering of securities who is our affiliate will confirm sales to
accounts over which it exercises discretionary authority without the
prior specific written approval of its customer.

In addition, HSI may use this prospectus in connection with offers
and sales related to market-making activities HSI may act as
principal or agent in any of these transactions. These sales will be
made at negotiated prices related to the prevailing market prices at
the time of sale.
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Market-Making Resales

This prospectus may be used by HSI in connection with offers and
sales of the securities in market-making transactions at negotiated
prices related to prevailing market prices at the time of sale. In a
market-making transaction, HSI may resell a security it acquires
from other holders, after the original offering and sale of the
security. Resales of this kind may occur in the open market or may
be privately negotiated, at prevailing market prices at the time of
resale or at related or negotiated prices. In these transactions, HSI
may act as principal, or agent, including as agent for the
counterparty in a transaction in which HSI acts as principal, or as
agent for both counterparties in a transaction in which HSI does not
act as principal. HSI may receive compensation in the form of
discounts and commissions, including from both counterparties in
some cases. Other of our affiliates may also engage in transactions
of this kind and may use this prospectus for this purpose. Neither
HSI, nor any other of our affiliates have an obligation to make a
market in any securities offered by us and, if commenced, may
discontinue any market-making activities at any time without notice,
in their sole discretion.

Furthermore, HSI may be required to discontinue its market-making
activities during periods when we are seeking to sell certain of our
securities or when HSI, such as by means of its affiliation with us,
learns of material non-public information relating to us. HSI would
not be able to recommence its market-making activities until such
sale has been completed or such information has become publicly
available. It is not possible to forecast the impact, if any, that any
such discontinuance may have on the market for the securities
offered by us. Although other broker-dealers may make a market in
such securities from time to time, there can be no assurance that any
other broker-dealer will do so at any time when HSI discontinues its
market-making activities. In addition, any such broker-dealer that is
engaged in market-making activities may thereafter discontinue
such activities at any time at its sole discretion.

The aggregate initial offering price specified on the cover of the
accompanying prospectus supplement relates to the initial offering
of the securities described in the prospectus supplement. This
amount does not include securities sold in market-making
transactions. The latter include securities to be issued after the date
of this prospectus, as well as securities previously issued.

We do not expect to receive any proceeds from market-making
transactions. We do not expect that HSI or any other affiliate that
engages in these transactions will pay any proceeds from its
market-making resales to us.
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Information about the trade and settlement dates, as well as the
purchase price, for a market-making transaction will be provided to
the purchaser in a separate confirmation of sale.

Unless we or any agent informs you in your confirmation of sale
that your security is being purchased in its original offering and
sale, you may assume that you are purchasing your security in a
market-making transaction.

Matters Relating to Initial Offering and Market-Making Resales

Each series of securities will be a new issue, and there will be no
established trading market for any security prior to its original issue
date. We may choose not to list a particular series of securities on a
securities exchange or quotation system. We have been advised by
HSI that it intends to make a market in the securities, and any
underwriters to whom we sell securities for public offering or
broker-dealers may also make a market in those securities. However,
neither HSI nor any underwriter or broker-dealer that makes a
market is obligated to do so, and any of them may stop doing so at
any time without notice. We cannot give any assurance as to the
liquidity of the trading market for the securities.

Unless otherwise indicated in the applicable prospectus supplement
or confirmation of sale, the purchase price of the securities will be
required to be paid in immediately available funds in New York
City.

In this prospectus or any accompanying prospectus supplement, the
terms this offering means the initial offering of securities made in

connection with their original issuance. This term does not refer to
any subsequent resales of securities in market-making transactions.
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LEGAL OPINIONS

Certain legal matters in connection with the securities to be offered
hereby will be passed upon for us by Cleary Gottlieb Steen &
Hamilton LLP, London, England, our US counsel and our English
solicitors.

EXPERT

The financial statements and management s assessment of the
effectiveness of internal control over financial reporting (which is
included in Management s Report on Internal Control over Financial
Reporting) incorporated in this prospectus by reference to the
Annual Report on Form 20-F for the year ended December 31, 2017
have been so incorporated in reliance on the report of
PricewaterhouseCoopers LLP, an independent registered public
accounting firm, given on the authority of said firm as experts in
auditing and accounting.

No dealer, salesperson or any other person has been authorized
to give any information or to make any representations other
than those contained or incorporated by reference in this
prospectus in connection with the offer made by this prospectus,
and, if given or made, such information or representations must
not be relied upon as having been authorized by HSBC Holdings
or any of the underwriters. Neither the delivery of this
prospectus nor any sale made hereunder will under any
circumstance create an implication that there has been no
change in the affairs of HSBC Holdings since the date hereof.
This prospectus does not constitute an offer or solicitation by
anyone in any state in which such offer or solicitation is not
authorized or in which the person making such offer or
solicitation is not qualified to do so or to anyone to whom it is
unlawful to make such offer or solicitation.

All dealers that effect transactions in these securities, whether or
not participating in this offering, may be required to deliver a
prospectus. This is in addition to the dealers obligation to
deliver a prospectus when acting as underwriters and with
respect to their unsold allotments or subscriptions.
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HSBC Holdings plc
£ % Perpetual Subordinated Contingent

Convertible Securities (Callable and Every Five Years
Thereafter)

Preliminary
Prospectus

Supplement

Sole Structuring Adviser and Book-Running Manager
HSBC

Prospectus Supplement dated September , 2018.
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