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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 acceptable asset quality, improving capitalisation,
satisfactory liquidity profile and experienced management team with clear
succession plan. The rating is however constrained by concentration in the
loan book, high funding cost, low staff productivity, low market share and
the fragile state of the Nigerian economy.
In spite of macroeconomic constrains which adversely impacted individuals
and businesses in 2017, Wema Bank successfully recovered some notable
impaired credits, which resulted in a 32.8% dip in non-performing loans.
Consequently, the Bank’s NPL ratio improved to 3.5% from 5.1% in 2016;
lower than the 5% regulatory maximum. Similarly, loan loss provision
(including regulatory risk reserve) sufficiently covered impaired credits by
130%. However, Wema Bank’s loan portfolio is concentrated by obligor, with
the top 20 obligors accounting for 48% of gross loans. The Bank is therefore
vulnerable to a deterioration in the financial condition of any of these
obligors.
Similar to most tier II banks in Nigeria, Wema Bank confronted funding
pressures in 2017 as aggressive domestic government borrowings and tight
monetary stance of the CBN elevate prevailing interest rates. As a result, the
Bank’s deposit liabilities contracted by 12.4% and liquidity ratio dipped to
26.3% (FYE2016: 30.3%), lower than the 30% regulatory minimum. Weighted
average cost of funds also spiked to 9.3% from 7.3% in 2016. Wema Bank
has instituted a funding plan to achieve a more diversified, stable, cheaper
funding base. In addition to deepening relationships with multilateral
finance institution which resulted in additional borrowings of $35 million in
Q1 2018, Wema Bank plans a bond issuance in H2 2018. In addition, the ongoing upgrade and remodelling of branches as well as branch relocation and
expansion to more cosmopolitan locations should support liability
generation.
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As at 31 December 2017, Wema Bank’s capitalisation levels in terms of
shareholders’ funds and capital adequate ratio, stood above the regulatory
minimum for national banks operating in Nigeria. During the year under
review, the Bank successfully resolved its negative retained earnings, paving
the way for dividend payment in the short to medium term. The anticipated
resumption of dividend payment (which was last paid in 2004) is expected
to enhance the profile of the Bank and improve ability to raise funds from
shareholders in the medium term. The bond issuance scheduled for H2 2018
will be structured to qualify as ancillary capital and support capitalisation.
In 2017, Wema Bank launched the ALAT digital banking platform with the
capacity to consummate various transactions without the need for
customers to visit any physical branch. Through the digital platform, the
Bank was able to attract millennials (18-35 years old) which hitherto was
difficult. As at June 2018, about 300,000 accounts were opened through the
ALAT digital banking platform which is expected to be enhanced for onboarding of corporate clients and attract more retail clients. In addition to
supporting liability generation, the digital banking platform will also
significantly contribute to risk asset creation in the medium term.
Wema Bank’s earnings came under pressure during FY 2017. Although both
interest income and non-interest income improved by 18.5% and 24.4%
respectively, higher funding cost and loan loss provisions constrained
profitability. As a result, net interest spread contracted to 37.5% from 42%
in the prior year. Cost to income ratio remained elevated and marginally
increased to 89.7% (FY 2016: 88.3%). Consequently, pre-tax return on
average assets (ROA) and pre-tax return on average equity (ROE) dipped to
0.7% (FY 2016: 0.8%) and 6.2% (FY 2016: 6.9%) respectively. Subsequent to
year end, annualised ROA and ROE improved marginally to 0.8% and 7.1%
respectively in Q1 2018. Wema Bank has introduced various initiatives to
rein in costs and improve revenue.
Based on the aforementioned, we hereby assign “Bbb-” rating to Wema Bank
Plc.
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Strengths
•Strong brand in the South-West region of Nigeria
•Low level of impaired credits
•Strong digital banking presence
•Experienced management team with clear succession plan
Weaknesses
•High cost-to-income ratio
•High funding cost
•Loan book concentration by obligor

Challenges
•Growing portfolio of low cost deposits
•Fragile macroeconomic climate with adverse impact on
individuals and businesses
•Strengthening brand in other regions of the country
•Cost management

Table 1: Background Information
2016
₦444.5 billion
₦28.1 billion
0.8%
6.9%

Total Assets & Contingents
Net Earnings
Pre-tax Return on Average Assets & Contingents (ROA)
Pre-tax Return on Average Equity (ROE)
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2017
₦433.7 billion
₦29.8 billion
0.7%
6.2%
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PROFILE
Wema Bank Plc. (“Wema” or “the Bank”) was incorporated as a private limited liability company in Nigeria in
May 1945 as Agbonmagbe Bank Limited and commenced operations in the same year. In 1968, the government
of the Western Region of Nigeria acquired the Bank through its investment management company, Odua
Investment Company Limited. The Bank became a public limited liability company in April 1987 and its shares
were subsequently 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
financial & business advisory services. Following the banking industry consolidation of 2005, Wema acquired
National Bank of Nigeria Plc. In 2008, Wema 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 2009, a new investor, SW8 Investment Company Limited acquired 39% ownership stake in the Bank
and thereafter took over its management from the CBN appointed team. The new management embarked on
strategic repositioning, which resulted in streamlining the Bank’s operational scope to a regional level.
Subsequently, Wema Bank obtained a regional license from the CBN to operate in the South-South and SouthWest (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 in Nigeria.
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 2017, Neemtree Limited (27.7%), Odua
Investment Company Limited (10.01%), Petrotrab Limited (8.54%) and SW8 Investment Limited (8.02%) are
investors with significant equity stake. In 2016, through a special purpose vehicle – Wema Bank Funding SPV
Plc, Wema 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. An additional ₦20 billion is expected to be issued
in 2018 to support capitalisation and boost funding.
The Bank operates through 5 business divisions headed by Executive Directors and senior management staff.
Four of these divisions; Lagos Directorate, South Directorate, Retail Directorate and North Business Directorate
report directly to the Managing Director. The Corporate Banking Division as well as Treasury & Financial
Institutions Division reports to the Managing Director through the Deputy Managing Director. The nonbusiness divisions report to the Managing Director with the exclusion of Human capital Development,
Operations, Information Technology and Customer Service Management overseen by the Deputy Managing
Director. The Compliance and Audit & Inspection Divisions report to the Board of Directors and liaise with the
Managing Director on administrative matters.
Wema Bank’s head office is located at 54 Marina Lagos. Following the acquisition of a national banking license,
Wema Bank reopened branches in commercial hubs such as Bauchi, Kaduna, Kano, Mararaba, Warri and Aba.
As at FYE 2017, Wema Bank operated from 140 branches and 4 cash centres and this branch network is
expected to be expanded to 180 branches in major Nigerian cities by 2020. Three branch models (ATM Plus,
Mini Branches and Full Branches) will be used for the expansion depending on the volume of potential
transactions and location peculiarities. The Bank employed an average of 1,034 persons in 2017 comprising
809 junior staff, 186 middle management staff and 39 senior management staff.
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Technology
Wema Bank leverages various hardware and software applications to facilitate business transactions and
strengthen risk management. The Bank’s universal banking application is Finacle software developed by
Infosys (India). The SWIFT, RTGS and Postilion card transaction applications are used for various operating
processes. 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.
Wema Bank launched its digital banking platform – ALAT in 2017, targeted at millennials (18-35 years old).
The ALAT digital banking platform has the capacity to on-board customers, avail individual loans and enable
planned savings by customers without the need for branch visits. The ALAT digital banking platform which
provides access to customers that were hitherto difficult for Wema Bank to reach has about 300,000 accounts
as at June 2018. The Bank plans to enhance the ALAT digital platform for on-boarding of corporate clients and
deepen offerings to retail customers. As at FYE 2017, Wema Bank had 296 ATM and 4,971 POS machines
deployed across the country. The USSD banking (*945#) in addition to mobile and internet banking applications
support the digitalisation drive of the Bank.
Correspondent Banks
The Bank maintains correspondent banking relationships with the following 11 banks globally:

1.

Access Bank UK

2.
3.
4.

Bank of Beirut UK
Byblos Bank UK
CommerzBank AG

5.

FBN Bank UK

6.
7.
8.
9.
10.
11.

FCMB UK
ODDO BHF Bank Frankfurt
Standard Chartered Bank UK
Standard Bank SA
UBA New York
Union Bank UK

Track Record of Financial Performance
Since the inception of the current management team in 2009, various initiatives including a Private Placement
Exercise, Bond & Commercial Papers Issuance, Digitalisation Drive and Capital Restructuring Exercise were
adopted to improve the performance and reposition Wema Bank. As a result, Wema Bank’s total assets &
contingents grew to ₦433.7 billion as at FYE 2017 from ₦145.4 billion in December 2009. The loan portfolio
has expanded to ₦218.8 billion from ₦94.1 billion in 2009 and non-performing loans as a proportion of gross
loans (NPL ratio) declined to 3.5% (December 2017) from 74.3% as at December 2009. Nevertheless, gross
loans and advances remained a significant asset class, accounting for 50.5% of total assets and contingents as
at FYE 2017.
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In 2017, Wema Bank’s profit before tax (PBT) declined marginally to ₦3.1 billion year on year on account of
the harsh macroeconomic environment which adversely impacted funding, operating costs and risk assets
creation while cost to income ratio was higher at 89.7% from 88.3% in FY 2016. Pre-tax return on average
assets (ROA) and pre-tax return on average equity (ROE) declined to 0.7% (FY 2016: 0.8%) and 6.2% (FY 2016:
6.9%) respectively.

CURRENT DIRECTORS
Mr. Babatunde Kasali*
Mr. Olusegun Oloketuyi
Mr. Ademola Adebise
Mr. Moruf Oseni
Mr. Oluwole Akinleye
Mrs Folake Sanu
Mr Adebode Adefioye
Mr. Abubakar Lawal
Mr Samuel Durojaiye
Mrs Abolanle Matel-Okoh
Ms. Tina Vukor-Quarshie
Mrs Omobosola Ojo

DIRECT & INDIRECT
SHAREHOLDING
Chairman
Managing Director/CEO
Deputy Managing Director
Executive Director
Executive Director
Executive Director
Non-Executive Director
Non-Executive Director
Non-Executive Director
Non-Executive Director
Non-Executive Director– Independent
Non-Executive Director – Independent

*Appointed Chairman March 2017
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Nil
Nil
<0.01%
Nil
<0.01%
<0.01%
<0.01%
Nil
Nil
4.5%
Nil
Nil
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MANAGEMENT TEAM
Mr Segun Oloketuyi was appointed Wema Bank’s Managing Director in May 2009. Prior to this appointment,
he was an Executive Director with Skye Bank Plc and was responsible for developing new businesses across
the South-West region. Mr Oloketuyi was appointed Executive Director (Finance & Enterprise Risk
Management) with Skye Bank Plc in 2006. He served as acting Managing Director for the erstwhile Bond Bank
Plc in 2005 during which he successfully completed the merger process with Skye Bank Plc. Mr Oloketuyi holds
a Bachelor of Science degree in Chemistry from the University of Lagos and is an alumnus of the Advanced
Management Programme of INSEAD, Fontainebleau, France. He is also a fellow of the Institute of Chartered
Accountants of Nigeria (ICAN). Mr Oloketuyi proceeded on terminal leave on 1 July 2018, preparatory to his
retirement from the Bank.
Mr Ademola Adebise was appointed the Deputy Managing Director of Wema Bank in January 2017 having
served as the 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 various Business Process Re-engineering, Information Technology, Risk Management Projects for banks.
Mr Adebise holds a Bachelor of Science degree in Computer Science from the 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 the 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. Mr Adebise was appointed Acting Managing Director following Mr Oloketuyi’s terminal leave which
commenced on 1 July 2018.
Other members of Wema Bank’s Executive Management team include:
Mr Moruf Oseni
Executive Director
Mr Oluwole Akinleye
Executive Director
Mrs Folake Sanu
Executive Director
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ANALYSTS’ COMMENTS
ASSET QUALITY
Given Wema Bank’s historical antecedence and affinity with individual customers, the strategy for loan creation
initially focused on the retail segment using a variety of products marketed via its 144 branches and alternative
channels. However, the poor performance of retail obligors (individuals and SMEs) resulted in a slight reduction
in the volume of retail loans which translated to 4% of the loan portfolio as at FYE 2017, compared to 5.4% in
the prior year. The commercial segment, also a focus of the Bank, contributed 33% to gross loans. Although
the number of corporate obligors remains minute, this customer segment dominated the loan portfolio at 57%,
given the large volume associated with such exposures.
Figure 1: Loan Portfolio by Business Segment

Public Retail
Sector 4%
6%

Commercial
33%
Corporate
57%

Figure 2 : Loan Growth by Economic Sector
Agriculture
Transport & Storage
Power & Energy
Construction
General Commerce
Oil & Gas
Public Sector
Education
Prof, Science & Tech
Real Estate
General
Manufacturing
Others
Mortgage
Finance & Insurance
Capital Markets

91%
76%
15%
14%
13%
5%
-5%
-7%
-8%
-22%
-26%
-30%
-31%
-45%
-49%
-52%

During the year under review, Wema Bank maintained a tempered appetite for loan growth as evident in a 5%
contraction in the loan portfolio to ₦215.8 billion as at FYE 2017. Contractions were recorded in ten lending
sectors while the remaining six sectors recorded growth. Loan growth was most notable in the Agriculture
sector, on the back of government initiatives and the performance of the sector. In 2018, Wema Bank plans a
10% growth in its loan book, targeted at existing obligors with good track record in the downstream segment
of the Oil & Gas sector, Agriculture, General Commerce and General (individual loans) sectors.
Wema Bank’s loan portfolio is concentrated by obligor with the top 20 obligors accounting for 48.3% of gross
loans as at FYE 2017; which is well above the industry average. The Bank is therefore vulnerable to a
deterioration in the financial condition of any one of these obligors. As at FYE 2017, the loan portfolio is
diversified by sector, although exposure to the Oil & Gas sector is at the brink of our benchmark. Exposure to
the upstream segment of the Oil & Gas sector (18.7% of Oil & Gas loans) represents the Bank’s share of a
syndicated facility for the development of an oil field and construction of associated pipeline. We are
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concerned by the delays encountered in completing this project. Nonetheless, management expects oil
production on the project to commence in H2 2018.
Figure 3: Loan Book by Sector: FYE 2017

Transport &
Storage
6%

Prof,
Science &
Tech
5%
Power &
Energy
5%

Agriculture
2%
Others
7%

Real Estate
12%

Oil & Gas
20%

Figure 4: Breakdown of NPLs (FYE 2017)
Power &
Others
Energy
4% Oil & Gas 5%
1%
Construction
Finance & 5%

Construction
13%
General
9%

Insurance
5%
Manufacturing
7%

General
Commerce
11%
Public
Sector
6%
Manufacturing
4%

General
40%
Gen Com
16%
Agriculture
19%

As at FYE 2017, foreign currency denominated (FCY) loans amounted to ₦25 billion, representing a 15% growth
on prior year. Growth was largely due to a review of the exchange rate used to transpose the 2017 financial
statements to ₦330/$1 from ₦305/$1 in the prior year. When we discount the exchange rate devaluation
impact, FCY loans grew by 5.7%. As at FYE 2017, FCY loans accounted for 11.4% of the loan book, higher than
9.6% recorded in the prior year but remains one of the lowest in the banking industry.
As at 31 December 2017, Wema Bank’s non-performing loans stood at ₦7.7 billion, representing a 32.8% dip
from the prior year, on the back of recoveries and write-offs of some fully provisioned credit facilities. As at
FYE 2017, the Bank’s non-performing loans represented 3.5% of the loan portfolio (NPL ratio), which is lower
than both 5.1% recorded in the prior year and the 5% regulatory ceiling. Furthermore, the Bank’s NPL ratio was
also lower than select industry peers; Sterling Bank Plc (Sterling Bank: 6.2%) and Union Bank of Nigeria Plc
(Union Bank: 8.1%). During the year under review, Wema Bank wrote-off loans totalling ₦521 million and
restructured loans amounting to ₦13.7 billion. Without these write-offs, the NPL ratio would have been higher
at 3.8% but within the regulatory threshold. In our opinion, close monitoring of the restructured loans is
imperative, given the fragile state of the Nigerian macroeconomic climate.
As at FYE 2017, loans to the General (individuals) and Agriculture sectors dominated Wema Bank’s nonperforming loan portfolio, accounting for 40.2% and 18.7% of impaired loans respectively. This reflects
weaknesses in the Bank’s Agriculture and retail loan strategy as 71% and 33% of respective disbursed loans in
the sectors were non-performing as at FYE 2017. The Bank has reviewed its lending strategy particularly in
the General and Agriculture sectors to rein in NPLs and aggressive recoveries are on-going to reduce the level
of impaired assets. Consequently, NPL ratio maintained its downward trend to 3.2% in Q1 2018. Management
expects the NPL ratio to remain below 5% by FYE 2018, which we believe is achievable based on the on-going
recovery exercise and conservative loan growth stance. However, this is contingent on non-deterioration of
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the Bank’s top 20 loans. Should delays encountered in completing the oil field and associated pipeline financed
by the Bank persist, the NPL ratio could rise to 7.5% by FYE 2018.
Figure 1: NPL Ratio by Sector
General

71.0%

Agriculture

33.1%

General Commerce

29.0%

Manufacturing

11.6%

Fin & Ins

8.9%

Construction

8.0%

Power & Energy

6.2%

Others

4.1%

Prof , Scientific & Technical

3.5%

Real Estate

2.1%

Oil & Gas

1.6%

As at FYE 2017, the Bank’s cumulative loan loss provisions coverage of non-performing loans improved to
54.5% (FYE 2016: 23.7%). When we factor additional provisions in line with prudential requirements, coverage
improved to 130.4%.
We consider Wema Bank’s asset quality to be acceptable by industry standards. While we expect moderate
NPL levels in the near term, concentration in the loan book and impact of pre-election activities will continue
to threaten asset quality in 2018.

RISK MANAGEMENT
Wema Bank’s risk management framework is governed by the Board of Directors and its committees. The
various management committees support the Board to institute appropriate risk culture in addition to
providing appropriate policies to ensure that the Bank’s risk exposures are adequately mitigated. The Bank
maintains a centralised risk management structure headed by the Chief Risk Officer who reports to the
Managing Director and the Board of Directors.
Credit risk, one of the most significant risks faced by the Bank is mitigated by a multi-layered loan approval
structure. During the period under review, Wema Bank’s credit risk process was automated to promote
efficiency and eliminate errors emanating from human interference. Cash, real estate, equities and debt
securities are accepted as collateral for loans and advances to reduce losses should credit risk crystallise. Wema
Bank uses a credit rating model to gauge credit risk emanating from loans. The credit rating model is a
combination of obligor and facility ratings. Qualitative and quantitative parameters are also taken into
consideration in the credit rating model which has 10 rating buckets ranging from AAA to D. As at FYE 2017,
57% of outstanding loans were extended to obligors with investment grade rating (BBB and above) while the
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remaining 43% have speculative grade ratings (BB and below) based on the Bank’s credit rating model. In our
view, assigned ratings should be lower for some obligors when all associated risks are taken into consideration.
Figure 2: Loan Portfolio by Credit Rating (FYE 2017)
CC
2%
B
17%

AA
28%

A
1%

BB
24%
BBB
28%

Wema Bank is exposed to market risk through the trading and non-trading portfolios. Comprehensive Board
approved market risk policies and limits are used to ensure that market risk exposures are within the Bank’s
risk appetite and minimise losses from adverse movement of market variables. Various metrics/models such
as re-pricing gap analysis, value at risk (VaR), earning at risk (EaR), economic value of equity (EVE), sensitivity
analysis and scenario analysis are used to measure and monitor vulnerabilities to market risk. The Asset and
Liability Committee (ALCO), Management Risk Committee and ultimately the Board Risk Committee monitor
and ensure compliance with approved market risk policies and risk limits.
Wema Bank’s operational risk exposure represents potential losses from people (through fraud and errors),
internal processes & systems (technology) and external events. The Bank maintains an operational risk
exposure management policy which proactively identifies, assesses, measures, monitors and reports
operational breaches. Business process mapping, scenario analysis, risk & control self-assessment (RCSA), key
risk indicators (KRIs) and external loss data collection & analysis are used to manage operational risk. Reports
on operational risk breaches which are escalated to the senior management team and the Board are used to
fortify operating activities of the Bank. A business continuity management plan is in place in the event of
natural or man-made business interruptions. During the year under review, Wema Bank was fined ₦11 million
for 3 regulatory infractions, the bulk of which resulted from the 2015 and 2016 risk based examination
exercise. About 54 fraud incidences involving ₦81.6 million were recorded in 2017. Staff related fraud
accounted for 24 fraud incidences involving ₦28.9 million while 8 fraud incidences emanated from electronic
banking related transactions (₦4.7 million).
Given the on-going digitalisation drive, Wema Bank has developed various initiatives for fortification against
cyber risk and technology related vulnerabilities. The Bank has implemented global certification such as ISO
2700 (Information Security Management) and ISO 20000 (IT Service Management) to verify the integrity of the
technology infrastructure. All electronic banking products are certified and tested by an external consultant. A
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security operation centre was also developed to monitor electronic banking transactions. A senior management
staff was also appointed as Chief Information Security Officer, charged with ensuring that available mitigants
for cyber risk are effective.
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. Nevertheless, we view positively
the strength of the remedial team in resolving some major impaired credits over the last 2 years. While we
believe steps taken to fortify security of the technology infrastructure is adequate for current risk level, we are
of the opinion that continuous monitoring and enhancement of available cyber risk framework is mandatory.

EARNINGS
During the financial year ended 31 December 2017, Wema Bank Plc’s performance was largely shaped by
opportunities and challenges in the operating environment. During FY 2017, the Bank’s interest income
amounted to ₦52.7 billion, representing an 18% growth from the prior year. Growth was most prominent in
interest income on investment securities (46%) due to the elevated interest rate environment prevailing during
the year. Interest income on loans and advances also grew by 16% largely due to loan re-pricing despite
contraction in the loan book during the year. However, loans & advances remained the largest source of
interest income, accounting for 86% during FY 2017.
Interest expense trended upwards with a 28% growth to ₦32.9 billion due to the elevated interest rate regime
during the year under review. The Bank’s interbank activities used to augment funding shortfall increased
during the year and resulted in a 153% spike in interest expense paid to banks. Nevertheless, interest paid on
deposits accounted for 71% of total interest expense and remained the primary funding source. Wema Bank’s
net interest spread declined to 37.5% from 42% in 2016, reflective of thinning margins. The Bank’s net interest
spread was lower than that of Sterling Bank (45.6) and Union Bank (52%).
Figure 3: Interest Income by Source

Figure 4: Interest Expense by Source
Borrowed
Funds
2%

Investment
Securities
14%

Banks
27%

Loans &
Advances
86%

Consumers
71%

During FY 2017, Wema Bank expensed ₦2.1 billion (2016: ₦412 million) as provision for impaired assets. This
increase was largely due to changes in metrics used for computing provisions in preparation for IFRS 9
implementation. While cost of risk at 0.5% was higher than 0.2% recorded in the prior year, it compared better
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with that of Sterling Bank (2.2%) and Union Bank (1.2%).
Wema Bank recorded ₦12.2 billion (FY 2016: ₦9.8 billion) as non-interest income during FY 2017. Fees and
commissions from retail customers which included electronic banking income was the largest component of
non-interest income reflecting the Bank’s retail focus and digital footprint through the ALAT digital platform,
USSD banking, mobile banking and other digital channels. During FY 2017, fixed income trading was also
material, accounting for 25% of non-interest income on account of the rising interest rates during the year.
Foreign exchange related income which we consider to be unsustainable represented 21% of non-interest
income due to the 7.85% devaluation of the naira and increased FX trading activities during the year under
review. In 2018, Wema Bank’s digitalisation drive is expected to continue to support retail consumer fees and
commission through electronic banking channels. We also believe trade related income will remain noteworthy
in the near term on the back of anticipated high liquidity in the foreign exchange market. In our view, fixed
income trading will continue to be a significant proportion of non-interest income in the near term based on
anticipated increase in yields on fixed income securities in H2 2018.
Figure 5: Breakdown on Non-Interest Income (FY 2017)
Other Fees &
Charges
9%

Others
8%

Corporate
Customer Fees
& Commissions
9%
Retail Customer
Fees &
Commissions
28%

Foreign
Exchange
Trading
21%

Fixed Income
Trading
25%

During FY 2017, Wema Bank’s operating expenses which increased by 7.8% to ₦26.7 billion represented 6.6%
of average assets, compared to 6.1% in 2016. Regulatory fees (including AMCON levy and NDIC premium),
marketing, advertisement expenses and digital banking development expenses were largely responsible for
the increase in operating expenses. As a result, the Bank’s cost to income ratio (CIR) remained well elevated
at 89.7%, marginally higher than 88.3% recorded in FY 2016 and higher than that of Sterling Bank (86%) and
Union Bank (82.3%).
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Figure 6: Cost to Income Ratio (FY 2015- FY 2017)
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Subsequent to year end, the Bank’s CIR improved slightly to 88.3% in Q1 2018. Wema Bank is working on
relocating branches in unprofitable locations and in some instances reduce the branch size. All these are aimed
at reducing costs. We do not expect the impact of these initiatives to reduce cost materially in the near term
due to anticipated costs in relocating these branches as well as sticky regulatory expenses.
During FY 2017, Wema Bank recorded profit before taxation of ₦3.1 billion, representing a decline from ₦3.3
billion in the prior year, due to higher funding and operating costs. Lagos and South-West business segments
recorded profit while South-South and Abuja posted losses due to the low brand recognition in the SouthSouth region and the negative impact of the TSA policy on the Abuja segment. Return on segment assets was
highest in Lagos at 2.2%. Profitability ratios for FY 2017 were lower with pre-tax return on average assets
(ROA) and pre-tax return on average equity (ROE) at 0.7% (FY 2016: 0.8%) and 6.2% (FY 2016: 6.9%)
respectively, relative to those of Sterling Bank (ROA: 9.1%, ROE: 0.8%). The Bank’s ROE compared better than
that of Union Bank (5.3%) although the peer’s ROA was higher at 1%.
Figure 7: Return on Segment Assets (FY 2017)
South South
Abuja

-13.2%
-9.0%

South West

0.5%

Lagos

2.2%
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In our opinion Wema Bank’s profitability is low and requires improvement. The Bank has outlined various
strategies to rein in costs while improving revenue to bolster profitability. Consequently, in Q1 2018, Wema
Bank’s profitability improved marginally with annualised ROA and ROE at 0.8% and 7.1% respectively. The
digitalisation drive which continues to reduce the cost of serving the retail market is scheduled to be extended
to the commercial and corporate segments of Wema Bank. The planned restructure of the South-South and
Abuja businesses is also expected to improve the performance of these regions. It is anticipated that on-going
building remodelling and rationalisation of branches (most of which are owned by the Bank) will not only
reduce branch maintenance cost but also improve rental income in the short to medium term. The relocation
of some branches to relatively more cosmopolitan locations is also expected to support profitability.

CAPITAL ADEQUACY
As at 31 December 2017, Wema Bank’s tier I (core) capital stood at ₦50 billion and remained unchanged from
the prior year. As at the same date, core capital funded 11.5% of the Bank’s total assets & contingents and
remained well above the regulatory minimum of ₦25 billion for commercial banks with national banking
license. Tier I capital to adjusted capital ratio at 100%, stood well above the regulatory minimum requirement
of 75%.
During the year under review, Wema Bank conducted a capital reorganisation exercise for efficient balance
sheet management and to endear the Bank to investors. The negative retained earnings was netted off the
share premium. Consequently, the composition of Wema Bank’s core capital changed with paid-up share
capital, which hitherto accounted for about 100% of core capital, contributing 56.4%. Retained earnings moved
from a negative position to account for 8% of core capital as at FYE 2017.
Wema Bank’s capital adequacy ratio (CAR) computed using Basel II guidelines improved to 14.3% at FYE 2017,
higher than 11.1% recorded in the prior year. As at the same date, the Bank’s CAR stood above the 10%
regulatory minimum for national banks operating in Nigeria and 12.2% recorded by Sterling Bank. However,
Union Bank recorded a better CAR (17.8%) as at FYE 2017. Improvement in Wema Bank’s CAR was largely due
to contraction in the loan book and reduction in the investment securities portfolio which moderated credit
and market risks.
In January 2018, IFRS 9 which reviewed the impairment computation method became effective. Additional
provisions amounting to ₦1.6 billion was required when the new accounting standard was applied and was
deducted from the shareholders’ funds. However, the IFRS 9 induced additional provisions was significantly
lower than the regulatory risk reserve created as a buffer for credit risk which stood at ₦5.8 billion as at FYE
2017. We therefore do not expect IFRS 9 to have significant impact on the Bank’s capitalisation. We consider
Wema Bank’s capital to be sufficient for business risk. The Bank plans to reopen the ₦50 billion medium term
debt issuance program which should improve CAR in the near term.
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Figure 8: Core Capital and Capital Adequacy Ratio (FYE 2015 - Q1 2018)
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LIQUIDITY AND LIABILITY GENERATION
Wema Bank generates liability primarily from the retail segment through its 144 branches and various
products. The Bank’s strong brand, particularly in the South-West region of Nigeria, also supports liability
generation. Over the last two years, the retail network was expanded with about 300 agency banking partners
spread across 19 states and Abuja. Mobile banking halls (bank on wheels) and digitalisation have also
strengthened the Bank’s retail business. In 2017, Wema Bank launched a digital banking platform, ALAT which
enables opening account, loan application & disbursement and consummation of other transactions without
visiting a physical branch. ALAT digital banking platform was introduced to attract millennials (18-35 years)
which hitherto was difficult for the Bank. As at June 2018, about 300,000 accounts have been opened on the
platform. Wema Bank also expanded liability generation to pension fund administrators (PFAs) given their
relatively large pool of funds which stood at ₦7.5 trillion as at FYE 2017.
In 2017, significant Federal Government domestic borrowings and the tight monetary stance of the CBN
adversely impacted funding of the Nigerian banking industry, especially tier II banks including Wema Bank Plc,
which led to cost of funds rising. This resulted in Wema Bank’s deposit liabilities contracting by 12.4% and
stood at ₦281.1 billion as at FYE 2017. The dip was most prominent in term deposits (14.3%) as expensive
deposit liabilities were terminated. Nevertheless, savings deposits grew by 10.8% on the back of digital banking
initiative (ALAT) which provided the Bank with access to some retail customers that physical branches could
not reach. Foreign currency deposits also increased by 17.5% (in real terms) due to improved conditions in the
foreign exchange market in H2 2017. Consequently, the deposit mix improved with low cost (savings and
demand) deposits accounting for 52% (FYE 2016: 50%) of total deposits while high cost term deposits
contributed the remaining 48% (FYE 2016: 50%). This was better than that of Sterling Bank with low cost
deposits contributing 46% of total deposit liabilities. However, Union Bank recorded a better low cost deposit
to high cost deposit ratio of 67%: 33% as at FYE 2017. Subsequent to year end, Wema Bank’s deposit liabilities
improved by 20% to ₦306.1 billion in Q1 2018. This was largely due to aggressive deposit mobilisation drive
and increased awareness about the ALAT digital platform. As a result, growth was recorded in demand deposits
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(12.6%), savings deposits (5.1%) and time deposits (31.7%) although the low cost deposit to high cost deposit
ratio worsened to 48%: 52%.
In addition to deposit liabilities, Wema Bank is funded by borrowings sourced from domestic financial market
(bonds and commercial papers), multilateral financial institutions (MFIs) and intervention funds. As at 31
December 2017, total borrowings amounted to ₦36.6 billion (FYE 2016: ₦29.3 billion) and funded 8.4% of
total assets and contingents. During the year under review, the Bank completed repayment of the 7 year CBN
convertible loan granted in 2009. Wema Bank paid down on intervention funds (excluding the CBN MSMEDF)
on account of the waned appetite for loan growth in 2017. Nevertheless, outstanding intervention funds
contributed 39% to total borrowings. Wema Bank registered a ₦50 billion Commercial Paper Programme and
issued ₦15.6 billion in two tranches with 182 days and 270 days tenor at 19% average discount rate to support
funding in 2017. As a result, commercial papers accounted for 42% of total borrowings from a nil position in
the prior year.
Figure 9: Breakdown of Borrowings (FYE 2017)
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In the short to medium term, Wema Bank plans to increase and diversify borrowings to fund asset growth. The
₦50 billion Bond Programme is scheduled to be re-opened and new series issued in H2 2018. Wema Bank also
plans to deepen relationships with MFIs as the long term nature of their borrowings provide stability and
associated interest rates are relatively lower. In Q1 2018, the Bank secured a $15 million facility from African
Development Bank (AfDB) and $20 million from Islamic Corporation for the Development of the Private Sector
(ICD); in addition to ₦7.2 billion from Development Bank of Nigeria (DBN) for on-lending to SMEs. The AfDB
borrowing has a 7 year tenor and priced at 6 month LIBOR +520bps. The ICD borrowing is for 5 years and
priced at 5 year USD Fixed Mid SWAP rate + 395bps. A cross currency interest rate swap with approved
counterparties is used to hedge associated currency risk. These borrowings will be used to fund SMEs and
broaden the Bank’s franchise in the retail space.
The elevated interest rate environment was reflected in Wema Bank’s funding cost due to the commercial
papers issued during a period of high interest rate. The full year impact of the 7 year bond issued in October
2016 also contributed to the increase in funding cost. Consequently, Wema Bank’s weighted average cost of
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funds (WACF) spiked to 9.3% from 7.3% in the prior year, higher than its peers; Sterling Bank (7.4%) and Union
Bank (7%). In 2018, we expect a decline in WACF on the back of diversification of funding with borrowings
from MFIs and repayment of the high cost commercial papers. The relocation and upgrade of branches
particularly those in the South-South and Abuja regions should also support deposit mobilisation and temper
funding costs. Although the ALAT platform will be enhanced to provide a larger pool of low cost deposits, we
believe the impact on funding cost will be more prominent in the medium term.
Figure 10: Weighted Average Cost of Funds (FY 2015-FY 2017)
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During FY 2017, Wema Bank liquidated some investment securities and refunded some high cost deposit
liabilities as a means of managing funding cost. Unfortunately, the cash reserve associated with the terminated
deposits which are sterile with the CBN were not refunded to the Bank. Repayment of some matured
borrowings and challenges in growing deposits pressured liquid assets. Consequently, Wema Bank’s liquid
asset portfolio declined by 30.3% to ₦68.7 billion. Consequently, liquidity ratio dipped to 26.3% from 30.3%
in the prior year, lower than the 30% regulatory minimum. Subsequent to year end, Wema Bank’s liquidity
profile improved with liquidity ratio at 34.6%, higher than the regulatory benchmark. We expect further
improvement in liquidity in 2018 on the back of the scheduled bond issuance and drawdown on the MFI
borrowings.
Wema Bank’s asset and liability profile exhibits mismatches in the ‘1-5 years’ and ‘above 5 years’ buckets. This
potentially exposes the Bank to interest rate risk. However, we note that deposits liabilities of Nigerian banks
typically have behaviourally longer tenor than their contractual term. The large pool of borrowings from the
CBN and MFIs provides additional funding support.
We consider Wema Bank’s liquidity and ability to refinance to be satisfactory. This is evident by successful
issuance of commercial papers and borrowings from MFIs. We believe the funding plan of the Bank will provide
adequate liquidity support in the near term.
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OWNERSHIP, MANAGEMENT & STAFF
Wema Bank Plc is listed on the Nigerian Stock Exchange, with 245,160 shareholders who held the 38,574,
466,081 shares issued by the Bank as at 31 December 2017. As at the same date, four shareholders had
significant shares (above 5%) and together controlled 54.27% equity stake in Wema Bank.
Table 2: Significant Shareholders as at FYE 2017

Name

Holding

NEENTREE LIMITED

27.7%

ODUA INVESTMENT

10.01%

PETROTRAB LIMITED

8.54%

SW8 INVESTMENT LIMITED

8.02%

Wema Bank is governed by a 12 member Board of Directors comprising 5 Executive Directors and 7 NonExecutive Directors (2 of whom are Independent). The Board which is chaired by Mr Babatunde Kasali,
controlled 4.5% of the Bank’s shareholding as at FYE 2017. The Board of Directors has 4 committees for
effective oversight; Board Risk Management Committee, Board Credit Committee, Board Finance & General
Purpose Committee and Board Audit Committee. During the year under review, Mr Adeyinka Asekun, the
erstwhile Chairman of the Board resigned following his appointment as the Nigerian Ambassador to the
Republic of Canada. Consequently, Mr Babatunde Kasali was appointed as the Chairman of the Board in May
2017. Mr Kasali joined the Board of Directors in February 2015 as a Non-Executive Director and currently serve
on the board of UAC of Nigeria Plc. He has over three decades professional experience garnered from United
Bank for Africa Plc and the Resolution and Restructuring Company Limited. Mr Kasali is a Fellow of Institute
of Chartered Accountants of Nigeria (ICAN) and holds a Bachelor of Science Degree in Economics from
Manchester Metropolitan University, UK.
Mr Segun Oloketuyi served as the substantive Managing Director and Chief Executive Officer from May 2009,
overseeing the affairs of Wema Bank Plc. He is supported by a 26 member senior management team comprising
5 Executive Directors and 21 Senior Management staff. On 1 July 2018, Mr Oloketuyi proceeded on terminal
leave in preparation for his retirement from the Bank. As a result, Mr Ademola Adebise, hitherto the Deputy
Managing Director was appointed as the Acting Managing Director.
During the year under review, Wema Bank employed an average of 1,034 persons, marginally higher than 1,011
persons employed in the prior year in order to fill vacancies in the Bank. About 4% of the average staff
employed in 2017 were senior management staff, 18% were middle management staff while 78% were junior
staff. During FY 2017, average staff cost reduced to ₦9.7 million (FY 2016: ₦10.2 million) due to rationalisation
of some non-monetary benefits as part of the cost management initiatives. Net earnings per staff improved to
₦28.8 million from ₦27.8 million in the prior year. Consequently, net earnings per staff covered average staff
costs 3 times (FY 2016: 2.7 times) and compared better than 2.7 times recorded by Union Bank. However, this
was lower than 5.3 times recorded by Sterling Bank in 2017.
We believe staff productivity requires improvement. However, the Bank’s management is experienced and
competent with clear succession plan.
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MARKET SHARE
Wema Bank is one of the oldest banks in Nigeria with strong affinity with individual customers particularly
those in the South-West region. However, the liberalisation of the banking industry and resulting heightened
competition, perception as a ‘South-West bank’, deteriorating branch ambiance and corporate governance issues
negatively impacted the fortunes of the Bank. This culminated in the CBN intervening and replacing the Board
and Management of Wema Bank with an interim team in 2008. However, the Bank has transformed since the
new management team took over from the CBN team in 2009.
As at 31 December 2017, Wema Bank is the 15th largest bank by total assets and contingents. The Bank has
metamorphosed from a regional bank to national commercial bank with presence in 19 states and Abuja. The
brand strength remains strong in the South-West region while making in-roads to others regions in Nigeria.
During the year under review, challenges faced by Wema Bank Plc negatively impacted its market share on
most of our metrics. The Bank’s market share of loans & leases (net) as well as total assets and contingents
declined to 1.6% (FYE 2016: 1.68%) and 1.24% (FYE 2016: 1.39%) respectively. These were lower than that of
Sterling Bank which controlled 3.74% and 4.43% of the industry’s total assets & contingents and loans &
leases respectively. Union Bank’s market share of total assets & contingents (4.2%) and net loans & leases
(3.7%) were better than Wema Bank’s market share.
We consider Wema Bank’s market share to be low. The Bank has outlined various initiatives to improve its
market share. ALAT which has improved Wema Bank’s digital footprint will be enhanced to serve customers in
all the business segments. The digital platform which provides an effective means of on-boarding customers
is expected to increase the Bank’s share of the industry’s deposit liabilities and loans in the medium term. The
funding programme which include deepening relationships with multilateral finance institutions and bond
issuance will provide relatively stable funds to support the anticipated asset growth. These initiative and
various cost management activities are expected to improve the Bank’s market share of profitability in the
short to medium term.
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OUTLOOK
Similar to most tier II banks in Nigeria, Wema Bank was adversely impacted by the crowding out effect of
aggressive domestic government borrowings and tight monetary stance of the CBN in 2017, which translated
to higher cost of funding. In the short to medium term, the Bank plans to fortify funding with a diversified and
relatively cheaper funding base from the domestic financial market and MFIs. Consequently, about $35 million
was secured from AfDB and ICD as well as ₦7.2 billion from DBN in H1 2018. Funding from other MFIs are
expected to be included in the short to medium term. A medium term domestic bond is expected to be issued
in H2 2018 to provide the Bank an additional funding.
Despite the challenges in the operating environment, Wema Bank recovered some impaired loans and reduced
the NPL ratio below the 5% regulatory minimum as at FYE 2017. The recovery activities are expected to
continue and some of the high volume impaired loans are expected to be resolved in the near term. In 2018,
the Bank plans to cautiously grow the loan portfolio by 10% to existing obligors with good track record.
Obligors in the General Commerce and Oil & Gas (downstream) will be the primary focus with emphases on
short dated trade transactions. Individual loans using the ALAT Digital Banking will also contribute to loan
growth.
Wema Bank has outlined plans to address the elevated cost level which has been a drag on profitability. The
digitalisation exercise which has reduced the cost of on-boarding customers is expected to be extended to
other activities of the Bank. The current fixed asset audit and remodelling exercise is expected to reduce
operating costs of branches and increase rental income on investment properties. It is anticipated that the
funding plan if successful will reduce funding cost in the short term. We therefore expect improved
profitability, better capitalisation ratios and a better liquidity position. We also expect asset quality to remain
acceptable.
We hereby attach a stable outlook to 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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