
FITCH AFFIRMS HSBC TRINKAUS &
BURKHARDT AT 'AA-'/STABLE; WITHDRAWS VR

  
 Fitch Ratings-Frankfurt/London-11 October 2017: Fitch Ratings has affirmed HSBC Trinkaus &
 Burkhardt AG's (HSBC Trinkaus) Long-Term Issuer Default Rating (IDR) at 'AA-' with a Stable
 Outlook. Fitch has also affirmed HSBC Trinkaus's Viability Rating (VR) at 'a-' and subsequently
 withdrawn the VR.  
  
 The withdrawal of the VR reflects our view that HSBC Trinkaus no longer has the strategy to
 maintain a standalone franchise that could exist without the ownership of its parent. Therefore
 maintaining these ratings is no longer considered to be relevant to the agency's coverage. This is
 mainly because the bank is now firmly positioned as the German arm of the HSBC Group and
 therefore concentrates on exploiting the significant growth potential in the German market while
 utilising its parent's global network and infrastructure. 
  
 A full list of rating actions is at the end of this rating action commentary. 
  
 KEY RATING DRIVERS  
 IDRs AND SUPPORT RATING 
 HSBC Trinkaus's IDRs and Support Ratings reflect Fitch's view that support from HSBC Holdings
 plc (AA-/Stable/F1+) via HSBC Bank plc (AA-/Stable/F1+) would be extremely likely in case
 of need. HSBC Trinkaus's role within the HSBC Group is to improve the group's coverage of
 internationally active German large and medium-sized corporate clients, by offering additional
 HSBC financing and lending products among other things.  
  
 We believe that HSBC Trinkaus materially benefits from being a key and integral part of a large
 global banking group with a robust franchise and a solid financial structure. The close integration
 into the HSBC Group's global network, the group's geographic diversification and the marketing
 of HSBC products are key factors determining HSBC Trinkaus's business model and are a clear
 competitive advantage for a bank operating in the saturated German corporate banking market.  
  
 Despite its modest size (1% of HSBC Group's equity), HSBC Trinkaus provides its parent with
 reliable and robust operating return on equity (RoE), ranging between 11% and 16% since 2012,
 as well as access to strategic German corporate and institutional clients. The significant referrals of
 clients to other HSBC entities reflects HSBC Trinkaus's strong distribution franchise and suggests
 that the total contribution to group profits is higher than that captured by its RoE, underpinning the
 bank's role as a key and integral part of the HSBC Group. 
  
 The Stable Outlook is aligned with the Stable Outlook on HSBC Bank's and HSBC Holding's IDRs
 and reflects our view that HSBC Trinkaus's importance within the HSBC Group is unlikely to
 change in the foreseeable future. 
  
 VR 
 The VR reflects the bank's sound financial fundamentals. After pursuing a strategy focused
 mainly on expanding its corporate banking business in the last few years, HSBC Trinkaus is now
 transitioning towards increasing its profitability by deepening relationships with its expanded client
 base. This ongoing development against a backdrop of intense competition in the German market
 makes Fitch believe that growth will be less pronounced in the coming years.  
  



 Despite its recent investment in growth, in particular in the form of a workforce expansion in the
 mid-market corporate segment, HSBC Trinkaus continues to significantly outperform most of its
 direct domestic peers and exceeds the German banking sector's average profitability. We expect
 the bank's revenues to increase by a single-digit percentage in 2017 and profitability to gradually
 increase in the medium turn as its cost base stabilises. We also expect that the bank's risk profile,
 balance sheet structure and capitalisation will remain sound. 
  
 We believe that the bank remains committed to cautious underwriting and disciplined pricing.
 This mitigates the rapid expansion of the bank's credit exposure to German mid-market corporates
 (including in the non-investment grade area) during a period of low interest rates and fierce
 competition from domestic and foreign banks.  
  
 The bank's capitalisation is managed at its parent group level, and we expect capitalisation to
 be maintained with a sufficient buffer above minimum capital requirements. HSBC Trinkaus's
 common equity Tier 1 (CET1) ratio increased to 11.1% at end-1H17 after reaching a low at 9.4%
 at end-1H16. We expect that HSBC Bank plc will continue to inject capital to support the bank's
 development, if needed. 
  
 RATING SENSITIVITIES 
 IDRs AND SUPPORT RATING 
 We believe that the HSBC Group's propensity to provide support is unlikely to diminish in light of
 the group's current strategy. Our expectation is therefore that HSBC Trinkaus's IDRs will continue
 to move in line with those of HSBC Bank plc and HSBC Holdings. 
  
 This assessment would change - and potentially result in a notching differential between HSBC
 Trinkaus and HSBC Holdings - if the importance of the German subsidiary within the group
 diminishes. A notching differential could also result from tighter national regulations leading to
 weaker integration or from lower fungibility of capital and liquidity across the group, which we
 currently view as highly unlikely. 
  
 VR 
 Not applicable as the VR has been withdrawn.  
   
 The rating actions are as follows:  
  
 Long-Term IDR affirmed at 'AA-'; Outlook Stable 
 Short-Term IDR affirmed at 'F1+' 
 Viability Rating: affirmed at 'a-' and withdrawn 
 Support Rating: affirmed at '1' 
 Deposit Ratings: affirmed at 'AA-'/'F1+' 
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