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A financial institution of satisfactory financial condition and adequate
capacity to meet its obligations as and when they fall due.

RATING RATIONALE
The rating assigned to Wema Bank Plc (‘Wema Bank’ or ‘the Bank’) is
underpinned by good capitalisation, satisfactory liquidity, improving
profitability and experienced management team with clear succession plan.
The rating is however constrained by concentration in the loan book, high
funding costs, low market share and the fragile state of the Nigerian
economy.
In spite of the harsh operating environment and heightened competition,
Wema Bank grew deposit liabilities by 45.1% on the back of some internal
restructuring and renewed focus on deposit mobilisation. Although the Bank
repriced expensive funds downwards as part of cost management initiatives,
term deposits grew by 54.8%. Growing brand acceptance was evident by the
$35 million additional borrowings secured from two Multilateral Financial
Institutions (MFIs) and the 89% success rate in the domestic bond issuance.
Proceeds of the domestic bond was used to repay the relatively expensive
commercial papers issued in 2017 and support risk asset creation.
Consequently, weighted average cost of funds reduced by 100bps to 8.3%,
although still high in our view. Similarly, the Bank’s liquidity ratio improved
to 34.6% from 26.3% and stood higher than the regulatory minimum.
While most banks adopted a waned appetite for loan growth, Wema Bank
expanded the loan portfolio by 18.9%. The growth was higher than the 8.9%
estimated industry average and the 1.9% GDP growth rate. Although the
Bank prioritised short tenured trade related transactions based on
opportunity for multiple cycles during a year and associated low credit risk;
we consider the growth a concern given the vulnerabilities in the economy.
Wema Bank’s loan book is concentrated by obligor as the top 20 obligors
accounted for 48.4% of gross loans as at FYE 2018. This makes the Bank
susceptible to deterioration in the financial condition of any of these
obligors. Following the adoption of IFRS 9 with relatively more stringent
classification rules, non-performing or stage 3 loans grew by 69.5% to ₦13.1
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billion as at FYE 2018. Similarly, stage 3 loans to gross loans (NPL) ratio at
5% was higher than 3.5% recorded in the prior year and stood at the brink
of the regulatory threshold. As at FYE 2018, loan loss provision for stage 3
loans covered impaired loans by 54.3%. Although management disclosed
that a significant proportion of the stage 3 loans were classified on account
of temporary cash flow delays and challenges that will be resolved in the
near term, we consider the coverage ratio to be low. However, when we
consider additional provisions in capital, loan loss coverage improved to
97.4% which we consider acceptable. Nonetheless, we are concerned by
deterioration in asset quality as reflected in the rising NPL ratio; 5% as at
FYE 2018.
Wema Bank recorded improved profitability during the year under review.
Loan growth coupled with multiple cycles of trade transactions, that were
the focus for the year, supported interest income as well as credit related
fees. ALAT and other digitalisation initiative boosted electronic banking
income. In addition, growth in low cost deposits as well as repricing of term
deposits moderated interest expense. As a result, net earnings improved by
25.5% to ₦37.4 billion. Although inflationary pressures, staff costs, AMCON
levy and technology related expenses spurred a 21.8% increase in operating
expenses, cost to income ratio maintain a downward trend to 87.1%, the
lowest since 2010. Consequently, profit before taxation of ₦4.8 billion was
higher than ₦3.1 billion recorded in FY 2017. Similarly, pre-tax return on
average assets (ROA) and pre-tax return on average equity (ROE) also
improved to 1% (FY 2017: 0.7%) and 9.7% (FY 2017: 6.2%) respectively.
During the year under review, Wema Bank recorded gain on asset disposal
of ₦1 billion. When we exclude this non-recurring income, ROA and ROE
declined to 0.8% and 7.6% respectively but remain above the prior year
levels.
Based on the aforementioned, we hereby assign “Bbb-” rating to Wema Bank
Plc.
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Strengths
•Good Capitalisation
•Strong brand in the South-West region of Nigeria
•Strong digital banking presence
•Experienced management team
Weaknesses
•High cost-to-income ratio
•High funding cost
•Loan book concentration by obligor
•Low market share
Challenges
•Fragile macroeconomic climate with adverse impact on
individuals and businesses
•Cost management

Table 1: Background Information
2017
₦433.7 billion
₦29.8 billion
0.7%
6.2%

Total Assets & Contingents
Net Earnings
Pre-tax Return on Average Assets & Contingents (ROA)
Pre-tax Return on Average Equity (ROE)
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2018
₦540.8 billion
₦37.4 billion
1.0%
9.7%
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PROFILE
Wema Bank Plc (“Wema Bank” or “the Bank”) is the oldest indigenous bank in Nigeria, being incorporated as a
private limited liability company in May 1945 as Agbonmagbe Bank Limited and commencing operations in
the same year. In 1968, the government of the then Western Region of Nigeria acquired the Bank through its
investment management company, Odua Investment Company Limited. The Bank became a public limited
liability company and the name was changed to Wema Bank Plc in April 1987. Subsequently, the shares were
listed on the Nigerian Stock Exchange in January 1990.
Wema Bank was granted a universal banking license by the Central Bank of Nigeria (CBN) in February 2001,
which allowed the Bank to offer a wide range of financial & business advisory services. Following the banking
industry consolidation of 2005, Wema acquired National Bank of Nigeria Plc. Thereafter, the Bank faced severe
management and ownership challenges which led to the replacement of the Board and Executive Management
with an interim management team by the CBN in 2008. A new investor, SW8 Investment Company Limited
acquired 39% ownership stake in the Bank in 2009 and thereafter took over its management from the CBN
appointed team. The new management embarked on a three phased strategy; crisis management, stability and
growth. Subsequently, Wema Bank obtained a regional license from the CBN which streamlined operations to
the South-South and South-West (including Lagos) regions as well as the Federal Capital Territory. In 2015,
Wema Bank obtained a national banking license with authorisation to offer services in all states of the
federation.
Wema Bank completed a private placement exercise in 2013 which expanded its capital base and increased
the number of institutional investors in the Bank. As at 31 December 2018, Neemtree Limited (27.7%), Odua
Investment Company Limited (10.0%), Petrotrab Limited (8.5%) and SW8 Investment Limited (8.2%) held
significant equity stake in Wema Bank. In 2016, through a special purpose vehicle (Wema Bank Funding SPV
Plc) the Bank registered a ₦50 billion Debt Issuance Programme and issued a ₦6.3 billion 7-year fixed rate
unsecured bond with 18.5% coupon rate in October 2016. In October 2018, an additional ₦17.7 billion 16.5%
7-year fixed rate senior unsecured bond was raised to support capitalisation and boost funding.
The Bank operates through three business divisions (Digital Bank, South & Corporate Bank and Lagos) and six
business segments (South-South, South-West, South-East, North, Abuja and Lagos) headed by Executive
Directors and senior management staff each of which ultimately reports to the Managing Director. The heads
of the non-business divisions (Business Support, Finance & Strategy, Corporate transformation & Innovation
and Internal Control) also report to the Managing Director. The Audit & Inspection, Enterprise Risk
Management and Compliance & Conduct Divisions report to the Board of Directors as well as the Managing
Director on administrative matters.
Wema Bank operates from 153 branches and 4 cash centres spread across the country. The head office is
situated at Wema Tower, 54 Marina, Lagos. The Bank is currently implementing a branch expansion plan to
expand its footprint across the country. Wema Bank intends to have 180 branches in major Nigerian cities by
2020. A branch remodelling exercise is also on-going to align branch sizes to the volume of transactions in
each location as well as improve the ambience for better customer experience at the business offices. Three
branch models (ATM Plus, Mini Branches and Full Branches) are used for the expansion and remodelling
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exercise depending on the volume of potential transactions and location peculiarities. In 2018, the Bank
renovated 10 branches and established 10 branches. Another 10 branches are scheduled for remodelling while
10 new branches are expected to be added to the Bank’s network in 2019. The Bank employed an average of
1,021 persons in 2018 comprising 786 junior staff, 197 middle management staff and 38 senior management
staff.
Technology
Wema Bank leverages on hardware and software applications to facilitate business transactions and strengthen
risk management. Finacle software developed by Infosys (India) is the Bank’s universal banking application.
SWIFT, RTGS and Postilion card transaction applications are also used for various operating processes while
Oracle Database and EMC Storage are used to manage the high volume of customer data. The branches and
the head office are interconnected by Cisco Networking & Security Devices and Reuters.
In 2017, Wema Bank launched ALAT, a digital banking platform, with capacity to on-board customers, avail
loans, enable bills payment, support savings and facilitate other banking transactions without the need for
branch visit. ALAT was introduced primarily to support liability generation from youths (students, young
entrepreneurs and young professionals); a customer segment hitherto difficult for the Bank to penetrate. The
digital platform is also used to enhance branch franchise and support the on-going expansion plan. In 2018,
more merchants were added and the payment platform was enabled for corporate transactions with the
introduction of “ALAT for business” feature. As at April 2019, about 400,000 accounts were opened on the
digital platform with over ₦4 billion deposits and ₦81 million loans disbursed. Over 4.2 million transactions
have been executed on ALAT since the launch.
As at FYE 2018, Wema Bank had 337 ATM and 5,427 POS machines deployed across the country. In 2019, the
Bank intends to further expand its ATM network to support the digitalisation drive and reduce remote on us
(ROU) charges paid for transactions consummated by customers on another bank’s ATM.
Correspondent Banks
The Bank had correspondent banking relationships with the following 13 banks in 2018.
1.

Access Bank UK

2.

Aktif Bank Turkey

3.

Bank of Beirut UK

4.

British Arab Commercial Bank UK

5.

Byblos Bank UK

6.

Commerzbank AG

7.

FBN Bank UK

8.

FCMB UK

9.

ODDO BHF Bank Frankfurt

10.

Standard Chartered Bank UK

11.

United Bank for Africa New York

12.

United Bank for Africa UK

13.

Union Bank UK
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Track Record of Financial Performance
Wema Bank is the oldest indigenous bank in Nigeria. The Bank has survived various challenges both internally
induced and emanating from the macroeconomic environment. Since 2009, when the new management team
took over, multiple initiatives have been introduced to strengthen the Bank including capital raising exercise,
digitalisation drive, capital restructuring and debt issuance programmes with the objective of stabilising and
repositioning the Bank for growth.
As at 31 December 2018, Wema Bank’s total assets and contingents stood at ₦540.8 billion (FYE 2017: ₦433.7
billion). As at the same date, gross loans and advances stood at ₦261.6 billion and continue to be the largest
asset class and the primary source of earnings. During the year under review, the Bank grew loans and advances
by 18.9% and impaired credits to gross loans (NPL) ratio increased to 5% up from 3.5% in the prior year.
During the financial year ended 31 December 2018, Wema Bank net earnings increased by 25.5% to ₦37.4
billion. Although operating expenses grew by 21.8%, profit before taxation at ₦4.8 billion was higher ₦3.1
billion recorded in FY 2017. Consequently, pre-tax return on average assets (ROA) and pre-tax return on
average equity (ROE) grew to 1% (FY 2017: 0.7%) and 9.7% (FY 2017: 6.2%) respectively. During FY 2018, the
Bank recorded ₦1 billion gain from asset disposal. When we adjust for this non-recurring income, ROA and
ROE dipped to 0.8% and 7.6% respectively but remain above the FY 2017 levels.
CURRENT DIRECTORS
Mr. Babatunde Kasali
Mr. Ademola Adebise
Mr. Moruf Oseni
Mr. Oluwole Akinleye
Mrs Folake Sanu

Chairman
Managing Director/CEO*
Deputy Managing Director*
Executive Director
Executive Director

Mr Adebode Adefioye
Mr. Abubakar Lawal
Mr Samuel Durojaiye
Mrs Abolanle Matel-Okoh
Ms. Tina Vukor-Quarshie
Mrs Omobosola Ojo

Non-Executive Director
Non-Executive Director
Non-Executive Director
Non-Executive Director
Non-Executive Director– Independent
Non-Executive Director – Independent

*Appointed October 2018
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27.7%
0.01%
Nil
<0.01%
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8.2%
0.12%
9.99%
4.5%
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MANAGEMENT TEAM
Mr. Ademola Adebise was appointed the Managing Director of Wema Bank in October 2018, having served as
the Deputy Managing Director and Executive Director with purview over Corporate Bank and South
Directorates. Prior to joining the Bank, Mr. Adebise was Head, Finance & Performance Management Practice at
Accenture (Lagos Office) where he led a number of business process re-engineering, information technology,
risk management projects for banks. He also worked at National Bank Nigeria Plc and Chartered Bank Plc (now
Stanbic IBTC Bank Plc). Mr. Adebise holds a Bachelor of Science degree in Computer Science from University
of Lagos and he is an alumnus of the Advanced Management Programme of Harvard Business School. Mr.
Adebise also holds a Master’s Degree in Business Administration (MBA) from Lagos Business School. He is a
Fellow of the Institute of Chartered Accountants of Nigeria (ICAN); Associate of Chartered Institute of Taxation
and Computer Professionals; Honorary Member, Chartered Institute of Bankers of Nigeria (CIBN); Member,
Institute of Directors (IoD). Mr. Adebise also serves on the Board of AIICO Insurance Plc, AIICO Pensions Limited
and Nigeria Interbank Settlement System (NIBSS).
Mr. Moruf Oseni was appointed the Deputy Managing Director of Wema Bank in October 2018. He joined the
Bank as an Executive Director in 2012 and oversees the retail business, ALAT and Technology. Prior to joining
the Bank, Mr. Oseni was the Chief Executive Officer of MG Ineso Limited, a principal investment and financial
advisory firm, after serving as Vice President at Renaissance Capital. He also worked at Salomon
Brothers/Citigroup Global Markets in London and New York as well as Nigerian Liquefied Natural Gas Company
(NLNG). Mr. Oseni is a graduate of Obafemi Awolowo University, Ile Ife and he holds a Masters in Finance (MiF)
degree from London Business School as well as an MBA from INSEAD. He is a member of the Institute of
Directors (IoD), Chartered Institute of Bankers (CIBN) and Nigerian Institute of Management (NIM). Mr. Oseni
serves on the Board of Continental Broadcasting Service Limited as well as Lagos State Economic Advisory
Committee as a member.
Other members of Wema Bank’s Executive Management team include:
Mr. Oluwole Akinleye
Executive Director
Mrs. Folake Sanu
Executive Director
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ANALYSTS’ COMMENTS
ASSET QUALITY
As at 31 December 2018, Wema Bank had total assets (including contingents) of ₦540.8 billion, representing
a 25% growth on the back of increased investments in government securities and loan book expansion. Growth
was most prominent in liquid assets (42.7%), contingents (30.3%), gross loans (18.9%) as well as fixed assets
and intangibles (9.5%). Nonetheless, the asset structure continued to be dominated by loans and advances,
liquid assets and contingents which together accounted for 80.7% of total assets and contingents as at 31
December 2018.
Wema Bank’s asset creation strategy targets retail particularly in the South West region based on the Bank’s
historical antecedence. However, appetite for retail loans waned due to poor performance of these loans,
resulting in a paltry 4% contribution to the loan book as at FYE 2018. The commercial segment comprising
SMEs has also been a niche for the Bank, contributing 30% to the loan book in 2018. Wema Bank selectively
takes risk asset creation opportunities in the corporate segment due to its relatively low single obligor limit.
Although the number of corporate obligors remains minute, they dominate the loan portfolio given the
relatively large size of each corporate exposure. Although we anticipate a spike in the volume of retail loans,
on the back of the digitalisation strategy, we expect the contribution of the segment to the loan book to remain
marginal based on the low size of retail loans.
Figure 1: Loan Book by Business Segments (FYE 2018)
Public Sector
4%

Retail
4%

Commercial
30%

Corporate
62%

During the year under review, Wema Bank focused on trade related transactions for loan growth, given the
short-term nature of such transaction; thus, opportunity for multiple cycles during a year. The relatively low
risk associated with short tenured transactions, coupled with the liquid foreign exchange market supported
the strategic focus on trade related transactions. Consequently, exposures to the General Commerce sector
leaped by 75% and represented the highest sectoral growth in nominal terms in 2018. Loans to obligors in the
Agriculture sector also spiked by 106% on the back of supportive government policies such as intervention
funds and risk reducing mechanism. Exposures to the Manufacturing sector increased by 31% based on relative
improvement in consumer purchasing power (albeit marginally) and better liquidity in the foreign exchange
market which supported importation of raw materials during the year. Wema Bank projects a 20% loan growth
in 2019, largely from General Commerce, Oil and Gas (downstream and midstream), Health and Agriculture
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sectors of the economy. Short tenured transactions will remain a priority in risk asset creation while cautiously
financing low risk tenured transactions. We believe the projection is achievable based on strategic initiatives
of the Bank in the highlighted sectors. The 5.6% loan growth in Q1 2019 strengthens our belief that the
projected expansion of the loan book is achievable.
Figure 2: Loan Book by Sector (FYE 2018)
Manufacturing Agriculture
3%
4%
Public Sector
5%

Others
3%
Oil & Gas
20%

Transport &
Storage
5%
Prof, Sci and Tech
6%

General
Commerce
16%

Power & Energy
6%
Individuals
7%
Real Estate
10%

Construction
15%

Wema Bank’s loan book is concentrated with the top 20 obligors accounting for 48.4% of gross loans. This
makes the Bank vulnerable to deterioration in the financial condition of any of these obligors. The largest
exposure which represents 14.2% of gross loans is a syndicated loan for the construction of a liquid
hydrocarbon transportation pipeline for an oil field. We are concerned that the project has experienced various
setbacks and the completion date extended severally, necessitating restructuring of the loan.
As at 31 December 2018, obligors in the Oil and Gas, General Commerce and Construction sectors dominated
Wema Bank’s loan book, together accounting for 52% of gross loans. Strategic focus on midstream as well as
downstream Oil and Gas companies serving reputable counterparties accounted for the relatively high
proportion of Oil and Gas loans. Partnership with distributors of some fast-moving consumer goods (FMCGs)
resulted in the high contribution of the General Commerce sector to the loan book. While sectoral exposures
are within Agusto & Co’s limit, Oil and Gas loans are at the brink of our threshold. The sector has been a growth
driver and about 33.9% of the loans are denominated in foreign currencies. Therefore, we are concerned that
further exposure to Oil and Gas obligors or devaluation of the naira will result in a breach of our benchmark.
Following the adoption of IFRS 9, Wema Bank segregated the loan book into three categories based on default
risk. As at FYE 2018, stage 1 loans (credit exposures with the lowest default risk) accounted for 87.5% of gross
loans. As at the same date, stage 3 loans (impaired loans/non-performing loans) amounted to ₦13 billion and
represents 5% of gross loans (NPL ratio), higher than 3.5% reported in the prior year but at the brink of the
regulatory benchmark. The Bank’s NPL ratio stood higher than 4.6% recorded by Fidelity Bank Plc (Fidelity
Bank), one of the select peers but better than 5.7% of Sterling Bank Plc (Sterling Bank). Loans to obligors in
the General Commerce and Construction sectors dominated the non-performing loan portfolio, together
accounting for 45% of total non-performing loans while impaired Agriculture loans (15%) and loans to
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individuals (13%) were also significant as at FYE 2018. In 2019, the Bank plans to reduce the NPL ratio to
below 5%. We believe this goal will be tested by macroeconomic headwinds and ability to proactively manage
the loan book given the more stringent IFRS 9.
Figure 3: Loan Book by Stages
Stage 2
7%

Stage 3
5%

Stage 1
88%

Loan loss provision for stage 3 loans only covered 58.7% of the corresponding loans. Although management
disclosed that some of the stage 3 loans were classified due to unanticipated cash flow delays and other
challenges that will be resolved in the short term, we believe coverage ratio for stage 3 loans is low. However,
when we consider additional provisions in regulatory risk reserve as well as those made for loans, coverage
increased to 97.4%.
We consider Wema Bank’s asset quality acceptable by industry standards. While we expect moderate NPL levels
in the near term, concentration in the loan book and macroeconomic headwinds will continue to threaten asset
quality in 2019.
Figure 4: NPL Ratio (FYE 2016 - FYE 2018)
9.9%

6.6%

6.5%

6.2%
5.7%

5.1%

5.0%
3.5%

FYE 2016

FYE 2017
Wema Bank

FYE 2018

Fidelity Bank

Sterling Bank

10

5.7%

2019 Credit Rating

Wema Bank Plc

RISK MANAGEMENT
Wema Bank operates a centralised risk management structure and ultimately headed by the Board of Directors
that determines the risk appetite, risk strategy and risk policies of the Bank. The Board Risk Management and
Credit Committees which are chaired by Non-Executive Directors, provide direct oversight over various
segments of the Bank’s risk management activities. The Enterprise Risk Management (ERM) Division headed
by the Chief Risk officer (CRO) is responsible for implementing the risk policies and strategies as well as
creating the appropriate risk culture in the Bank. The ERM Division is structured along six departments
(Remedial Asset Management; Market and Liquidity Risk; Credit Risk Management; Loan Review and Portfolio
Management; Operational risk and Information Security) for effective risk management.
Credit Risk

Wema Bank is exposed to credit risk primarily through lending activities. The Bank adopts a multi-layered
approval structure with the final authority residing with the Board of Directors to mitigate credit risk. In
addition, the Bank’s credit policy posits that collateral securities should cover the respective credit exposure
by a minimum of 110%. As at FYE 2018, the value of collateral securities sufficiently covered loans and
advances by 131%. Following the adoption of IFRS 9 which changed the accounting method for financial assets,
the Bank changed the compution of loan loss provision from an incurred loss model to an expected loss model.
The retrospective application of the new accounting standard resulted in a charge of ₦2.9 billion which was
taken directly from capital. Wema Bank adopts credit risk rating model to access the risk profile of obligors.
The model has 10 risk buckets ranging from AAA (extreme low risk) to D (bad and lost). As at FYE 2018, obligors
with investment grade rating (BBB and above) accounted for 64.9% of outstanding credit exposures, higher
than 57% in the prior year. In our view, the rating assigned do not adequately reflect the credit quality of some
obligors and therefore should be lower.
Figure 5: Loan Book by Credit Rating
CC AA
CCC 0.8%
0.4%
1.4%
B
13.8%

A
18.1%

BB
19.1%

BBB
46.4%

Market Risk

Wema Bank is exposed to market risk through the trading portfolio which is actively managed to generate
income as well as the non-trading portfolio (passive investments to take advantage of movement in interest
rates and foreign exchange rates). The Bank sets various limits (such as open position limits, interbank
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placement limits, stop loss limits, dealer limits, deal authorisation limits and value-at-risk limits) to prevent
undue exposure to market risk. Other market risk management tools adopted include daily valuation of
positions, limit monitoring, sensitivity analysis, value-at-risk and stress testing.
Operational Risk

Wema Bank’s operational risk exposure represents potential losses from people (through fraud and errors),
internal processes and systems (technology) as well as external events (including litigation). In addition to the
operational risk management policy, operation policies and manuals are reviewed annually to align with
emerging threats. Other operational risk management tools include scenario analysis; risk and control selfassessment (RCSA); key risk indicators (KRI); key performance indicators (KPIs) and internal loss data collection
and analysis. In 2018, Wema Bank recorded 25 fraud incidences costing ₦68.4 million, lower than ₦81.6 million
associated with 54 fraud incidences in 2017. Similarly, staff related fraud incidences reduced to 16 from 54 in
2017.
We consider Wema Bank Plc.’s risk management to be satisfactory but believe improvement is required in
credit risk management particularly in the area of internal credit rating model. While we note positively the
downward trend in fraud incidences and the amount involved, we are concerned by the rudimentary nature of
some staff related fraud.

EARNINGS
During the financial year ended 31 December 2018, Wema Bank’s earnings was shaped by the increased
appetite for risk asset creation, low interest rate environment and higher operating expenses. Interest income
increased by 8.3% to ₦57 billion on the back of 18.9% loan growth and multiple cycles of trade related
transactions which was the primary focus during the year. Although the Bank’s investment portfolio (including
pledge assets) grew by 20.8% during the year, the associated interest income dipped by 37% based on low
average yields on government securities. Loans and advances remained the primary source of interest income
and its dominance continued during FY 2018 with 90% (FY 2017: 85%) contribution to total interest income.
We expect this trend to continue in 2019 given the 20% projected loan growth and anticipated low yield in
government securities.
Figure 6: Breakdown of Interest Income (FY 2018)
Cash &
Equivalents Investment
2%
Securities
8%

Loans &
Advances
90%
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During the year under review, Wema Bank leveraged on the low interest rate environment to reduce interest
expense by 8.8% to ₦30 billion. Growth in low cost deposits, relatively lower interbank takings and downward
repricing of expensive term deposits also supported lower funding costs. There were considerable changes in
the structure of interest expense with borrowings accounting for 10.3% from 2.1% in the prior year due to new
bond issuance and multilateral financial institutions borrowings. In 2019, we expect increased multilateral
borrowings to raise interest expense; however, we believe anticipated lower interest rate environment and
aggressive low-cost deposits mobilisation will moderate funding costs.
Wema Bank’s net interest spread (NIS) improved to 47.4% in 2018, the highest since 2015. This compares
favourably with the 44.7% recorded by Sterling Bank and 45.3% posted by Fidelity Bank. The Bank recorded
₦3.5 billion as loan loss expense, higher than ₦2.2 billion in FY 2017 due to increase in the loan book and
changes in the model for estimating loan loss provisions following the adoption of IFRS 9. Consequently, cost
of risk increased to 1.34% from 0.97% in the prior year. Fidelity Bank (0.5%) and Sterling Bank (1%) recorded
lower cost of risk. Although, we note that most banks passed a significant portion of loan loss expenses directly
to capital as part of IFRS 9 first time adoption adjustment charge.
Figure 7: Net Interest Spread (FY 2016 to FY 2018)
57%
50%
46%
42%

47%

46%

45%

45%

38%

FY 2016

FY 2017
Wema Bank

Fidelity Bank

FY 2018
Sterling Bank

During FY 2018, Wema Bank generated ₦13.9 billion (FY 2017: ₦12 billion) as non-interest income. Credit
related fees (including management fees and financial guarantee fees) were higher by 53.9% given the
emphases on short tenured transactions with multiple trade cycles during the year. Electronic banking income
also increased by 29.2% on the back of ALAT and other digitalisation initiatives. Treasury bills trading activities
supported net trading income which grew by 15.3% although reduced trading activities on other fixed income
securities moderated trading income. The Bank also recorded ₦1 billion gain from the disposal of an equity
investment. In 2019, Wema Bank projects a 25% growth in non-interest income which is ambitious in our view.
While we anticipate increase in credit related fees, we expect the impact of non-recurring income (such as
disposal and revaluation gains) to moderate growth in non-interest income in the near term.
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Figure 8: Breakdown of Non-Interest Income (FY 2018)
Others Other Fees
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Wema Bank’s operating expenses recorded a 21.8% increase to ₦32.6 billion in 2018, spurred by higher staff
related expenses, regulatory costs and technology related expenses. Amortisation of ALAT development costs
and 50.2% increase in Remote On Us (ROU) charges for the Bank’s customers’ usage of other banks’ ATM
contributed significantly to the rise in operating expenses. A significant number of additional staff were
employed particularly in the non-professional cadre and a comprehensive promotion exercise (the largest in
over a decade) was conducted to improve efficiency and stimulate staff morale. Nonetheless, cost to income
ratio (CIR) improved to 87.1% (FY 2017: 89.7%), the lowest since 2010 largely due to higher net earnings. The
Bank’s CIR was marginally better than the 87.3% recorded by Sterling Bank but higher than Fidelity Bank’s
74.2%. Wema Bank expects its CIR to decline further to 80% in 2019, on the back of various cost management
initiatives while promoting revenue growth. In our view, the Bank’s CIR should maintain a downward trajectory,
although we believe that the 80% target is ambitious.
Figure 9: Profitability Ratios (FY 2016-FY 2018)
9.2%

89.7%
6.9%
6.2%

88.3%

87.1%

0.8%

1.0%
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During the year under review, Wema Bank recorded profit before taxation of ₦4.8 billion, 58.1% higher than
the prior year. Following changes in the reporting system, the South-West business segment had the highest
contribution of 41.4% to the Bank’s profit in 2018 while the South-South and Abuja business segments returned
to profitability from loss positions in the prior year. Wema Bank’s profitability ratios improved with preimpaired profit to average assets of 0.3% (FY 2017: 0.2%). Pre-tax return on average assets (ROA) and pre-tax
return on average equity (ROE) of 1% and 9.6% respectively were higher than 0.7% (ROA) and of 6.2% (ROE)
recorded in the prior year. Fidelity Bank recorded higher profitability ratios (ROA: 1.3% and ROE: 12.7%) while
those of Sterling Bank were at the same level (ROA: 0.8% and ROE: 9.7%). Compared to the Industry average
of 23.9%, ROE was significantly low. When we adjust for non-recurring gains from asset disposal, ROA and ROE
dipped to 0.8% and 7.6% respectively but remain above prior year levels.
We consider Wema Bank’s profitability to be low; we however acknowledge improvement in profitability during
the year under review. In 2019, the Bank intends to grow the loan book by 20% and emphasise short tenured
transactions with multiple cycles to boost interest income. In addition, 10 additional branches will be
renovated and 10 new branches will be situated in densely populated but underbanked locations. The Bank
also plans to optimise some redundant assets, particularly those of the defunct National Bank of Nigeria. Wema
Bank plans to expand its ATM network to reduce ROU charges as well as support income. The planned increase
in low cost deposits, Development Finance Institutions borrowings and Multilateral Finance Institutions
borrowings are expected to moderate funding costs and improve profitability in the near term.

CAPITAL ADEQUACY
As at 31 December 2018, Wema Bank’s tier 1 (core) capital stood at ₦50 billion; at par with the prior year.
Although profitability improved during the year under review, additional expected credit loss charge on
account of retrospective application of IFRS 9 moderated the impact on capital. Core capital which funded
9.3% of total assets and contingents remained above the ₦25 billion for commercial banks with national
banking license. Tier I capital to total capital at 77% was slightly higher than the 75% regulatory minimum.
Wema Bank’s tier II capital of ₦14 billion comprises some of the two tranches of 7-year subordinate bonds
issued in 2016 and 2018.
Wema Bank’s capital adequacy ratio (CAR) computed using Basel II guidelines stood at 18%, higher than 14.3%
recorded in the prior year and well above the 10% regulatory minimum for banks with national authorisation.
The Bank’s CAR compares favourably with the 16.7% recorded by Fidelity Bank and 13.3% by Sterling Bank.
We consider the Bank’s capital to be good for current business risk. In the medium term, the Bank has outlined
plans to increase the capital base through rights issue; however, we believe that the lull in the capital market
could adversely impact the exercise.
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Figure 10: Core Capital and Capital Adequacy Ratio (FYE 2016 - FYE 2018)
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LIQUIDITY AND LIABILITY GENERATION
Wema Bank is the oldest indigenous bank in Nigeria with strong presence in the South West region. Over time,
the fortunes of the Bank deteriorated, culminating in the intervention of the CBN. Following the takeover by
new shareholders and management in 2009, various initiatives were introduced to restore the lost glory of the
Bank. With the reversion to a national bank in 2015, after operations were streamlined to two regions and the
Federal Capital Territory in 2012, Wema Bank’s footprint was gradually extended to regions outside the South
West while existing branches were remodelled. As at December 2018, Wema Bank had 153 branches and 1,281
agency banking partners across the country to support liability generation. In 2019, 10 new branches will be
added and another 10 existing branches renovated to attract and retain customers.
Similarly, ALAT, the digital banking platform with ability to complete banking transaction on-line without the
need for a branch visit has supported liability generation especially from the youths (students, young
entrepreneurs and young professionals); a customer segment hitherto difficult for the Bank to penetrate. In
2018, “ALAT for Business” was introduced to enable corporates execute transactions on the digital platform
that was hitherto exclusive to individuals. As at April 2019, over 400,000 accounts had been opened on the
platform with deposit liabilities of over ₦4 billion.
As at 31 December 2018, Wema Bank’s customer deposits stood at ₦369.3 billion and represented a 45.1%
growth from the prior year. The growth in customer deposits, which funded 68.3% of total assets and
contingents, was largely on account of aggressive deposit mobilisation as well as changes in the Bank’s retail
structure in terms of personnel, reporting line and key performance indicators. Low cost (demand and savings)
deposits also improved by 32.2% reflecting growing brand acceptability. Domiciliary account deposits doubled
to ₦15.8 billion on the back of improvement in foreign exchange liquidity and hedging activities by customers
anticipating a devaluation of the naira in the near term. Although the Bank repriced downwards expensive
deposits, aggressive marketing resulted in 54.9% growth in term deposits. Deposit mix marginally deteriorated
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with low cost deposits to high cost deposits ratio of 49: 51, compared to 52: 48 as at FYE 2017. In 2019, Wema
Bank intends to grow deposit liabilities by 35% as well as improve low cost to high cost deposits ratio to 55:45.
We believe the deposit growth target is achievable given the Bank’s performance in 2018. However, in our
view, achieving the deposit mix target will be an onerous task given the heighten competition for deposits in
the banking industry and challenges in growing low-cost deposits based on increasing awareness of customers
on various investment outlets.
Figure 11: Customer Deposits (FYE 2016 - FYE 2018)
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In addition to customer deposits, Wema Bank is funded by borrowings from intervention funds, multilateral
financial institutions (MFIs) and the domestic money market (bonds and commercial papers). As at FYE 2018,
total borrowings amounted to ₦34.4 billion and funded 6.9% of total assets and contingents. During the year
under review, the Bank repaid commercial papers issued in 2017 and ₦17.8 billion 7-year non-amortising bond
was raised at 16.5% coupon rate. Consequently, money market borrowings (comprising non-amortising bonds)
represented 39% of total borrowings, lower than 52% recorded as at FYE 2017. Similarly, the Bank secured
borrowings from two MFIs; Africa Development Bank (AfDB) and Islamic Corporation for the Development of
the Private Sector (ICD). The AfDB borrowing is a 7-year $15 million (₦5.6 billion) facility priced at libor + 5.2%
per annum while the ICD borrowing is a 5-year $20 million (₦7.5 billion) facility with interest rate computed
at mid swap + 3.95% per annum. Currency risk on these facilities as well as the existing Shelter Afrique 7-year
borrowing (with ₦2.9 billion outstanding balance as at FYE 2018) are hedged with currency swap transactions.
Subsequent to year end, Wema Bank secured ₦5 billion borrowing from the Development Bank of Nigeria
(DBN) for on-lending to SMEs. In the near term, additional borrowings, largely intervention funds are expected
to further diversify the funding structure and support risk asset creation.
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Figure 12: Borrowings by Sources (FYE 2018)
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During the year under review, growth in low-cost deposits, repricing of term deposits and repayment of the
relatively expensive commercial papers moderated the funding costs of Wema Bank. This was reflected in the
decline in the weighted average cost of funds (WACF) by 100bps to 8.3% albeit higher than select peers;
Fidelity Bank (6.2%) and Sterling Bank (7.4%). We expect marginal improvement in the near term on the back
of the anticipated low interest rate environment. However, we believe the Bank’s term deposits which are
largely sourced from interest rate sensitive customers will moderate the impact of the low interest rate
environment on Wema Bank’s funding costs.
Figure 13: Weighted Average Cost of Funds (FY 2016 - FY 2018)
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A review of Wema Bank’s asset and liability profile reveals mismatches by currency and maturity. As at FYE
2018, the Bank’s USD denominated customer deposits only funded 46% of loans and advances denominated
in the currency. When we consider borrowings and other liabilities, funding improved to 91%. Similarly,
liabilities in other foreign currencies (excluding the Euro) do not adequately fund the corresponding assets as
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at FYE 2018. The Bank’s maturity profile also exhibits mismatches as only loans maturing within 90 days are
adequately funded by customer deposits in the same maturity bucket. When borrowings and other interestbearing liabilities are considered, only loans maturing < 90 days and > 5 years buckets are adequately funded
by liabilities with the same maturity profile. We are concerned by the currency and maturity mismatches;
however, management disclosed that about 66% of low cost (demand, savings and domiciliary) deposits are
long tenured behaviourally, thus tempering the potential interest rate risk. In our view, correcting the
mismatches is necessary particularly in preparation for Basel 3 which is expected to be implemented soon.
Figure 14: Maturity Mismatches as at FYE 2018 (₦'billion)
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In 2018, Wema Bank leveraged on the attractive yields on investment securities and grew liquid assets by
42.7% to ₦121.2 billion. As a result, the Bank’s liquidity ratio improved to 34.6%, better than the 30% regulatory
minimum. Subsequent to year end, liquidity ratio dipped to 30.9% as at 31 March 2019, but remained higher
than the regulatory benchmark.
We consider Wema Bank’s liquidity profile and ability to refinance to be at acceptable levels. In our view, the
growing brand franchise particularly in the retail space should support funding. Similarly, acceptability in the
financial market, evident by the 89% success rate in the 2018 bond issuance programme as well as increased
MFI borrowings should also be a positive for the Bank in the short to medium term.
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OWNERSHIP, MANAGEMENT & STAFF
Wema Bank Plc is owned by 244,851 individuals, corporates and institutions which held the 38,574,466,081
shares issued by the Bank and listed on the Nigerian Stock Exchange as at 31 December 2018. As at the same
date, four shareholders held significant equity stake (minimum of 5% shareholding) and together controlled
54.4% of the Bank’s issued share capital. Three of the significant shareholders increased their holdings during
the year while one reduced its shareholding
Table 2: Significant Shareholders
Name

Holdings as at FYE 2017

Holdings as at FYE 2018

Neentree Limited

27.70%

27.7%

Odua Investment

8.54%

10.00%

Petrotrab Limited

8.02%

8.54%

SW8 Investment Limited

10.00%

8.16%

Wema Bank is governed by an 11-member Board of Directors comprising 4 Executive Directors and 7 NonExecutive Directors (2 of whom are Independent). The Board which is chaired by Mr. Babatunde Kasali, together
controlled 50.5% of the Bank’s shareholding (directly and indirectly) as at FYE 2018. The Board of Directors
maintain 5 standing committees, in addition to the Statutory Audit Committee, for effective oversight activities
namely; Board Risk Management Committee, Board Credit Committee, Board Nomination & Governance
Committee, Board Finance & General-Purpose Committee and Board Audit Committee. The Board Committees
which are chaired by Non-Executive Directors meet at least once every quarter.
Following the retirement of Mr. Segun Oloketuyi who served as the Managing Director from May 2009 to June
2018, Mr. Ademola Adebise, hitherto the Deputy Managing Director, became the substantive Managing Director
and Chief Executive Officer. Mr. Moruf Oseni, an Executive Director, was also appointed as the Deputy
Managing Director. The Bank has six standing Management Committees namely; the Executive Committee,
Management Credit Committee, Watchlist Committee, Asset and Liability Committee, Management Risk
Committee and IT Steering Committee.
During the year under review, Wema Bank employed an average of 1,021 persons, marginally lower than 1,034
persons in the prior year. About 4% of the employees are senior management staff, 19% are middle
management staff while 77% are in the junior staff cadre. In spite of the relatively lower staff numbers, staff
related expenses increased by 23.3% to ₦12.3 billion due to large scale promotion exercise and replacement
of staff that left the Bank. In addition, employment of more non-professional staff with relatively higher
qualifications also impacted staff cost. Consequently, average cost per staff increased to ₦12.1 million from
₦9.7 million in the prior period. The Bank’s net earnings per staff improved to ₦36.6 million (FY 2017: ₦28.8
million) and covered average staff cost 3.03 times from 2.98 times in FY 2017. However, Fidelity Bank (4.1
times) and Sterling Bank (5.8 times) recorded higher net earnings per staff coverage of average staff cost.
We believe staff productivity requires improvement when compared to its peers and banking industry average.
However, the Bank’s management is experienced and competent.
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Table 3: Staff Productivity Indicators
Wema Bank
(2017)

Wema Bank
(2018)

Fidelity Bank
(2018)

Sterling Bank
(2017)

Average Number of Employee

1,034

1,021

2,908

2,401

Personnel Expenses (₦ ‘million)

10,010

12,337

23,910

13,194

Staff Cost per Employee (₦ ‘million)

9.68

12.08

8.22

5.50

Net Earnings per Staff (₦ ‘million)

28.81

36.36

33.4

31.9

Net Earnings/Staff Cost (times)

2.98

3.03

4.1

5.81

Staff Cost/Operating Expenses

37.4%

37.9%

33.1%

19.7%

MARKET SHARE
Wema Bank is the 15th largest bank based on total assets and contingents. Following the authorisation to
operate in every state of the federation in 2015, the Bank embarked on a transformation plan which entails
expanding physical and electronic footprint and attracting new clientele. As at 31 December 2018, Wema Bank
had presence in 19 states through physical branches, cash centres and agency banking partners. ALAT has also
facilitated expansion across the country.
Table 4: Market Share Indicators
Wema Bank (2018)

Fidelity Bank (2018)

Sterling Bank (2017)

Total Assets & Contingents

Wema Bank (2017)
1.24%

1.34%

5.32%

3.01%

Net Loan & Advances

1.63%

1.74%

5.87%

4.29%

LCY Deposits

1.69%

2.19%

4.91%

4.72%

Net Interest Income

1.17%

1.35%

7.67%

3.02%

Non-Interest Income

1.25%

1.28%

2.93%

2.49%

Profit Before Tax

0.43%

0.44%

2.31%

0.90%

Core Capital

1.14%

1.05%

4.09%

2.06%

During the year under review, Wema Bank gained market share on most indicators on the back of growth in its
asset base and improved profitability. According to Agusto & Co. 2018 banking industry estimates, Wema Bank
held 1.34% (FY 2017: 1.24%) and 1.74% (FY 2017: 1.63%) of the Industry’s total assets and contingents as well
as loans and advances respectively. Market share of non-interest income (1.28%) and net interest income
(1.35%) were higher than the performance in 2017. Nonetheless, select industry peers each held relatively
higher market share.
We consider Wema Bank’s market share to be low. Management has disclosed plans to further improve brand
franchise and market share including branch expansion and renovation as well as increasing the visibility of
ALAT. However, we expect market share to remain low in the short to medium term.
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OUTLOOK
In the next two years, Wema Bank intends to be Nigeria’s most innovative bank, leveraging technology to drive
performance. Digitalisation is expected to further transform business processes and drive expansion of the
Bank’s footprint. Agile execution, partnership and alliances in addition to innovation will act as enablers in the
next two years. As a result, the Bank’s client base is expected to grow to over 3.5 million by 2020 from 2.2
million in 2018.
Given the anticipated post-election economic recovery, Wema Bank intends to grow its asset base by 30.5% in
2019. Loans and advances to customers which is the largest asset class is expected to expand by 20% and
drive the projected asset growth. Traders of fast-moving consumer goods and petroleum product marketing
companies as well as oil servicing firms with contracts from reputable companies will be the primary focus for
loan growth. In view of the current government’s supportive agriculture policy and available incentives,
companies in the agriculture value chain will also drive risk asset creation. The Bank will also cautiously
explore lending opportunities in the health and entertainment sectors based on their strategic importance to
the Nigerian economy.
The projected asset growth will be funded primarily by customer deposits. As a result, a 35% growth in
customer deposits is anticipated in 2019; driven by the changes in the structure and key performance measure
for the retail business. In the corporate banking segment, reorientation on the need to grow low cost deposits
is also expected to support deposit mobilisation. Increasing awareness on the offerings and capabilities of
ALAT will also be prioritised as part of efforts to grow customer deposits. In addition, aggressive account
reactivation is expected to reduce account dormancy rate to 40% (FYE 2018: 50%) to support deposit
mobilisation. Additional funding from DFIs as well as intervention funds are also expected to support asset
growth in 2019.
Wema Bank has outlined various initiatives to reduce costs while growing revenue. ALAT which now has the
capabilities to facilitate transactions by corporates will be the primary customer on-boarding (account opening)
platform. The Bank is also exploring renewables to reduce energy costs. A significant number of branches and
ATM will be powered by solar and other renewables in the near term. The planned branch expansion and ATM
offsites coupled with the customer loyalty scheme are expected to moderate technology related charges and
also support electronic banking income. The Bank also intend to optimise redundant assets, particularly those
of the defunct National Bank of Nigeria.
We therefore expect improved profitability, asset growth while maintaining low level of impaired credits and
good liquidity in the short term. Agusto & Co. hereby attach a stable outlook to the rating of Wema Bank Plc.
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FINANCIAL SUMMARY
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RATING DEFINITIONS
Aaa

A financial institution of impeccable financial condition and overwhelming capacity to meet obligations as and
when they fall due. Adverse changes in the environment (macro-economic, political and regulatory) are unlikely
to lead to deterioration in financial condition or an impairment of the ability to meet its obligations as and when
they fall due. In our opinion, regulatory and/or shareholder support will be obtained, if required.

Aa

A financial institution of very good financial condition and strong capacity to meet its obligations as and when
they fall due. Adverse changes in the environment (macro-economic, political and regulatory) will result in a
slight increase the risk attributable to an exposure to this financial institution. However, financial condition and
ability to meet obligations as and when they fall due should remain strong. Although regulatory support is not
assured, shareholder support will be obtained, if required.

A

A financial institution of good financial condition and strong capacity to meet its obligations. Adverse changes
in the environment (macro-economic, political and regulatory) will result in a medium increase in the risk
attributable to an exposure to this financial institution. However, financial condition and ability to meet
obligations as and when they fall due should remain largely unchanged. In our opinion, shareholder support
should be obtainable, if required.

Bbb

A financial institution of satisfactory financial condition and adequate capacity to meet its obligations as and
when they fall due. It may have one major weakness which, if addressed, should not impair its ability to meet
obligations as and when due. Adverse changes in the environment (macro-economic, political and regulatory)
will result in a medium increase in the risk attributable to an exposure to this financial institution.

Bb

Financial condition is satisfactory and ability to meet obligations as and when they fall due exists. May have
one or more major weaknesses. Adverse changes in the environment (macro-economic, political and regulatory)
will increase risk significantly.

B

Financial condition is weak but obligations are still being met as and when they fall due. Has more than one
major weakness and may require external support, which, in our opinion, is not assured. Adverse changes in the
environment (macro-economic, political and regulatory) will increase risk significantly.

C

Financial condition is very weak. Net worth is likely to be negative and obligations may already be in default.

D

In default.

A "+" (plus) or "-" (minus) sign may be assigned to ratings from Aa to C to reflect comparative position within
the rating category. Therefore, a rating with + (plus) attached to it is a notch higher than a rating without the
+ (plus) sign and two notches higher than a rating with the - (minus) sign.
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