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RATING RATIONALE
The rating assigned to Wema Bank Funding SPV Plc’s (“the Issuer”) Series II ₦20
billion 7 year Fixed Rate Senior Unsecured Bond (“the Issue” or “the Bond”) reflects
the standalone rating of Wema Bank Plc (“Wema Bank”, “the Sponsor” or “the
Bank”) and the enhancement - Federal Government of Nigeria treasury securities.
Fifty five percent of the Issue’s net proceeds will be invested in a subordinated
bond to be issued by the Sponsor while the remaining 45% will be used to procure
Federal Government treasury securities. The joint trustees shall have custody of
the treasury securities and emanating cash flows will be used exclusively to part
finance obligations to bondholders. Agusto & Co estimates that the treasury
securities would provide maximum coverage for 41% of total obligations to
bondholders (principal and interest), should there be a default. Consequently, the
“Bbb” rating assigned to the Bond reflects our notching approach based on the
recovery prospect in the event of default.
Wema Bank is rated “Bbb-” by Agusto & Co. The rating 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 fragile state of the Nigerian economy.
The Sponsor is one of Nigeria’s mid-tier banks with total assets & contingents at
₦433.7 billion as at 31 December 2017. The loan portfolio remained relatively
stagnant and stood at ₦229.7 billion as at FYE 2017. In 2018, the Bank intends to
grow the loan book by 18%, largely from existing customers operating in the Oil
& Gas (downstream) and General Commerce/Trading sectors. The loan growth will
be part financed by 55% of the net proceeds invested in subordinated bond to be
issued by the Bank.
Despite the macroeconomic headwinds which negatively impacted individuals and
businesses, the Bank successfully reined in impaired credits. This resulted in a
decline in its non-performing loans (NPL) ratio to 3.5% as at FYE 2017 from 5.1%
in the prior year and stood lower than the 5% regulatory maximum. Subsequent
to year end, the Sponsor’s NPL ratio improved further to 3.1% by 30 June 2018.
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However, we are concerned by obligor concentration in the loan book which makes
the Bank vulnerable to deterioration in the financial condition of any of its top
borrowers.
As at 31 December 2017, Wema Bank maintained adequate capital buffer for
business risk, supported by reserve accretion emanating from profit and
conservative stance to loan growth. As at FYE 2017, the Sponsor’s shareholders’
funds stood at ₦49.7 billion, which was above the regulatory minimum of ₦25
billion for national banks. Similarly, the Bank’s capital adequacy ratio (CAR) of
14.3% compares better than the 10% regulatory threshold. The structure of the
Sponsor’s shareholders’ funds improved during the year under review with a
capital reorganisation exercise which resolved the negative retained earnings and
positioned the Bank for dividend payment. This is expected to endear Wema Bank
to investors and support core capital issuance in the medium term. The Sponsor’s
planned subordinated bond which will result in an inflow of approximately ₦11
billion will qualify as tier II capital. This should increase the Sponsor’s CAR above
15% by FYE 2018.
Similar to most mid-tier banks, Wema Bank was negatively impacted by the
crowding-out effect of aggressive domestic government borrowings and
contractionary stance of the CBN in 2017. As a result, deposit liabilities contracted
by 12.4% to ₦281.1 billion. Nonetheless, savings deposits grew by 9.8% on the
back of aggressive retail drive highlighted by the launch of the ALAT digital
platform which allowed the Sponsor penetrate the millennials customer segment
(18-35 years old), which was hitherto difficult. The Bank intends to upgrade the
ALAT digital platform (which had about 260,000 customers as at 30 June 2018)
with new features to attract more customers and support deposit mobilisation.
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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 the low cost deposit portfolio
•Fragile macroeconomic climate with adverse impact on individuals
and businesses
•Strengthening brand in other regions of the country
•Cost management

Table 1: Background Information
Financial Data
Total assets & contingents
Net earnings
Pre-tax return on average assets & contingents (ROA)*
Pre-tax return on average equity (ROE)*
**Annualised

31 December 2016
₦ 444.5 billion
₦ 28.1billion
0.8%
6.9%
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31 December 2017
₦433.7 billion
₦29.8 billion
0.7%
6.2%

June2018 (unaudited)
₦505.9 billion
₦15.4 billion
0.8%*
7.2%*
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THE NIGERIAN BANKING INDUSTRY
The Nigerian Banking Industry comprised 27 deposit money banks (DMBs) as at 31 December 2017 - 21
commercial banks, 5 merchant banks and 1 non-interest bank. The Banking Industry, as the most developed
segment of the Nigerian financial sector, contributed 4.6% to Nigeria’s Gross Domestic Product (GDP) in 2017.
Nigerian banks continue to support various sectors of the economy through disbursement of loans & advances
as well as investment in corporate bonds and treasury securities. Furthermore, the Industry employed an
average of 54,091 core staff in 2017.
The operating terrain has been challenging for Nigerian banks, on account of macroeconomic headwinds,
limited bankable credits and various fiscal policies that have not always favoured the Industry. The
contractionary monetary stance of the CBN in 2017 increased the volume of sterile deposits of some banks to
as high as 37% of LCY deposits, limiting funds available for lending. The aggressive borrowing by the Federal
Government also negatively impact cost of funds in the Industry, recording a ten year high of about 7% in
2017. The crowding-out effect of government borrowings coupled with the CBN’s monetary tightening polices
continue to stifle the credit appetite of banks. Consequently, industry-wide contraction in loan portfolio was
recorded in the financial year ended 31 December 2017. The toxic credit environment also reflected in a
continued elevated non-performing loan ratio above the 5% regulatory benchmark. Inflation (though
moderated to 11.23% in June 2018) remains high. This, in addition to the devaluation of the naira has
negatively impacted operating costs - particularly foreign currency denominated expenses.
Taking a closer look at commercial banks currently operating in Nigeria, ten are licensed to operate
internationally, while nine operate nationally and two are licensed to operate regionally. The top five largest
banks, all internationally licensed banks and referred to as Tier 1 banks accounted for over 58% of industry
total assets and contingents as at 31 December 20171. These Tier 1 banks also accounted for 68% of the
banking industry’s pre-tax profits in 2017. Thus competition is stiff and is largely on the basis of business
footprint and market share of deposit liabilities, which drive growth and capacity in banks’ respective lending
businesses. The next ten largest banks by total assets and contingents (including Wema Bank Plc) accounted
for a further 39% of the Industry’s assets, and contributed 29% to the Industry’s pre-tax profits.
Despite the harsh operating terrain, Nigerian banks remain resilient. Over the last two years, the operating
strategy of most banks focused on government securities and non-interest income. Commercial banks have
leveraged a combination of cheap retail deposits and digitalisation of banking services to preserve profitability.
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PROFILE
Wema Bank Funding SPV Plc (“Wema Bank Funding SPV” of “the Issuer”) was incorporated in June 2016 under
the laws of the Federal Republic of Nigeria as a special purpose vehicle to support the debt issuance
programme of Wema Bank Plc listed as the Sponsor.
Wema Bank Plc (“Wema Bank”, “the Sponsor” 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. The Sponsor 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 2004, Wema Bank 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 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 in Nigeria.
Business Structure
Wema Bank operates through five 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 and Treasury & Financial
Institutions Division report to the Managing Director through the Deputy Managing Director. The non-business
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,
the Bank reopened branches in commercial hubs such as Bauchi, Kaduna, Kano, Mararaba, Warri and Aba. As
at FYE 2017, the Sponsor operated from 140 branches and 4 cash centres and this branch network is expected
to expand 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.
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THE ISSUE
The Issue is a ₦20 billion 7 year Fixed Rate Secured Unsubordinated Bond Due in 2025 and it represents the
second tranche of a ₦50 billion Wema Bank Funding SPV Plc Bond Issuance Programme. The Bond is a direct
unconditional unsubordinated obligation of the Issuer and ranks pari passu among other existing or future
senior secured unsubordinated obligations.
The coupon rate will be determined through a book building process and indexed to FGN bond of the same
maturity. However, this is not expected to exceed 16.5% per annum. The principal will be a bullet payment at
maturity while coupon will be paid semi-annually in arrears. Nevertheless, the Issuer reserves the right for
early redemption of the Bond after 5 years.
Purpose of the Issue
Fifty five percent of the net proceeds of the Issue will be used to purchase a 7 year subordinated bond to be
issued by Wema Bank Plc while the remaining 45% will be invested in Federal Government of Nigeria treasury
securities. The Bank’s subordinated bond will be structured as tier II capital and expected to increase the
Sponsor’s capital adequacy ratio (CAR) above the 15% internal benchmark. The subordinated bond will also
fund Wema Bank’s loan creation focused on short term transactions of existing obligors in the Oil & Gas
(downstream) and General Commerce/Trading sectors. Federal Government treasury securities procured with
45% of the net proceeds will be in the custody of the joint trustees and used exclusively to part finance
obligations to bondholders.
Source of Repayment
Coupon and principal will be repaid from the Debt Service Payment Account (DSRA) which will be funded by
the Sponsor as well as cash flows from the FGN treasury securities. Coupon will be paid semi-annually (in
arrears) while the sum payable on the Final Maturity Date (final Redemption Amount) will be the outstanding
sum in respect of the Bond, together with applicable interest at the time of redemption. Repayments shall be
on the Final Maturity Date or any date after the fifth anniversary of the Issue.
Notwithstanding, the Bond will be supported by the Sponsor – Wema Bank Plc, rated Bbb- by Agusto & Co
which has issued an undertaking to be ultimately responsible for the obligations of the Issuer under the ₦50
billion Debt Issuance Programme.
Call Option
The Issue is callable at par after its fifth anniversary.
Covenants & Guarantees
During the tenor of the Bond, the Sponsor is not permitted to create a charge, mortgage, lien, pledge or other
security interest upon any of its assets or any other party or any other indebtedness guaranteed by it (other
than in the ordinary course of banking business) without the prior written consent of the Trustees. Where
consent is provided, the Trustees (for the benefit of the Bondholders) will be availed the same or equivalent
security in relation to the indebtedness.
In addition, during the tenor of the Bond, Wema Bank is not allowed to merge or consolidate with any other
person, directly or indirectly transfer to any person all or substantially all of its properties or assets as an
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entirety in one or more related transactions unless such person assumes the Sponsor’s obligations under the
Wema Bank Funding SPV Plc Series II ₦20 billion bond.
Trustees to the Issue
GTL Trustees Limited, STL Trustees Limited and United Capital Trustees Limited have been appointed as Joint
Trustees to the Issue.
GTL Trustees Limited is a wholly owned subsidiary of Greenwich Trust Limited, which is one of the financial
services groups in Nigeria. GTL Trustees Limited is registered with the Securities and Exchange Commission
(SEC) and offers financial services including private trusts, bond floatation and loan syndication services to a
variety of clients including high-net-worth individuals, corporate bodies, governments, educational bodies and
financial institutions. The registered office is located at St Nicholas House, 2-10 Hospital Road, Lagos Island,
Lagos.
STL Trustees Limited was incorporated in May 1991 and commenced operations in May 1996. Over the last
two and a half decades, STL Trustees Limited has grown to be one of the top trustee companies in Nigeria and
offers debenture trusts, bond trusteeship, trust of collective investment schemes, real estate trust, among
others. STL Trustees Limited is registered with SEC and the registered office is located on 3rd Floor, Skye Bank
Building, 30 Marina, Lagos.
United Capital Trustees Limited was incorporated in 1964 and is registered with SEC. Services offered by United
Capital Trustees Limited include investor protection, bond trusteeship, portfolio and asset management, real
estate investment trusts, estate planning and investment trusts. The registered office is located on 12th Floor,
UBA House, 57 Marina, Lagos.
ARM Trustees Limited was incorporated in 1994 and is registered with the Securities and Exchange
Commission (SEC). Services offered by ARM Trustees include advisory in relation to suitable trust structures,
as well as establishing and administering trust settlements. The business also serves as Trustees to
governments and corporate bonds and currently manages a transaction portfolio valued in excess of $1.3
billion. ARM Trustees’ registered office is located at 1 Mekunwen Road, Off Oyinkan Abayomi Drive, Ikoyi,
Lagos.
In line with the Trustee Investment Act of 1962, trust assets held are duly separated from the accounts of the
Trustees such that trust continues to exist even if the Trustee goes into liquidation. The Securities and
Exchange Commission is also empowered to periodically monitor activities of Trustees, hence providing an
independent check on the entities.
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REVIEW OF FINANCIAL CONDITION
Conservative approach to asset creation, albeit some improvement in 2018
As at 31 December 2017, Wema Bank’s total assets and contingents stood at ₦433.7 billion, almost at par with
the prior year as the toxic credit environment propelled a conservative stance to risk assets creation. The
crowding-out effect of aggressive domestic borrowing by the Federal Government coupled with the
conservative stance of the Central Bank of Nigeria negatively impacted funding of mid-size banks and also
contributed to the muted asset growth in 2017.
Subsequent to year end, a review of the unaudited financial statements for the half year ended 30 June 2018
showed a 16.6% growth in total assets and contingents to ₦505.9 billion. Growth was most prominent in liquid
assets which edged up by 71.7% on the back of improved funding. Contingent assets also grew by 15.4% due
to increased import related transactions on account of improved liquidity in the foreign exchange market.
Wema Bank’s loan book remained flat in 2017 and stood at ₦220.1 billion. Although the Bank increased
exposures to five sectors, reduction in loans to the remaining nine sectors moderated loan growth in 2017.
Subsequent to year end, Wema Bank’s gross loan grew marginally by 4.3% to ₦229.4 billion as at 30 June 2018.
The Bank increased exposure to existing clients with good track records operating in Agriculture, Finance &
Insurance, General Commerce, Oil & Gas (downstream) and Real Estate sectors. The Sponsor projects an 18%
year-on-year loan growth by FYE 2018, to be funded by 55% of the ₦20 billion bond proceeds, borrowings
from multilateral finance institutions and increase in deposit liabilities. We believe this is too optimistic given
the relatively low loan growth (4.3%) recorded in H1 2018.

Concentrated loan book by obligor although diversified by sector
As at 31 December 2017, Wema Bank’s top 20 obligors accounted for 48.3% of gross loans, revealing some
degree of concentration. This makes the Bank vulnerable to deterioration in the financial condition of any of
these obligors. We are concerned by the proportion of exposure to these obligors as some operate in the
cyclical Oil & Gas, Real Estate and Construction sectors and the cash flows of some are currently challenged.
As at FYE 2017, Wema Bank’s largest exposure (₦43.6 billion) was to the Oil & Gas sector which represented
20% of gross loans – at the brink of our threshold. As at the same date, the Sponsor’s Oil & Gas loans are
predominantly to oil & gas downstream companies but included an ₦8.1 billion facility which represents the
Bank’s share of a syndicated loan. The facility was earmarked for the development of an oil field and
construction of an associated pipeline. The project has been delayed due to changes in the project design and
scope. We are concerned by these delays which could negatively impact the cash flows of the project. General
Commerce, Construction, Retail (Individuals) and Real Estate are other sectors with significant contribution to
the loan book as at FYE 2017. In H1 2018, these sectors remained the largest contributor to the loan book. We
expect this pattern to remain the same by FYE 2018 as the Sponsor’s loan growth is premised on additional
exposure to obligors in the Oil & Gas (downstream), General Commerce and Agriculture sectors.
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Figure 1: Loan Book by Sector (FYE 2017)
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Declining volumes of non-performing loans
As at 31 December 2017, Wema Bank’s non-performing loans declined by 32.8% year-on-year to ₦7.7 billion
on the back of aggressive recovery drive while maintaining close monitoring of performing loans. Recoveries
were most prominent in the Construction, Power & Energy, Real Estate sectors which together accounted for
9.2% of non-performing loans as at FYE 2017, markedly lower than 43.1% recorded in the prior year. The Bank
also wrote off impaired loans amounting to ₦521 million during the year under review. As a result, the
Sponsor’s NPL ratio dipped to 3.5% (FYE 2016: 5.1%) and was lower than the 5% regulatory maximum. Wema
Bank’s NPL ratio also compared better than that of select industry peers; Sterling Bank Plc (Sterling Bank) at
6.2% and Union Bank Plc (Union Bank) at 8.11%. Without the write offs, NPL ratio would have been 3.8%.
Impaired individual loans remained the largest contributor to non-performing loans, accounting for 40.2% as
at FYE 2017. Impaired Agriculture, General Commerce and Manufacturing loans were also prominent, together
contributing 41.7% to total non-performing loans.
Figure 2: Non-Performing Loan (NPL) Ratio (FYE 2015- H1 2018)
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Subsequent to year end, the Bank continued with the recovery drive which resulted in a lower NPL ratio of
3.3% as at 30 June 2018. The Sponsor plans to keep the NPL ratio below the 5% threshold by FYE 2018. We
believe this is achievable but will be contingent on maintaining the quality of the top 20 loans.
As at FYE 2017, Wema Bank’s cumulative loan loss provision covered 54.3% of impaired loans, higher than
23.7% in the prior year. When we consider additional provision in regulatory risk reserve, coverage improves
to 129.9%. Subsequent to year end, in H1 2018, the Sponsor’s loan loss coverage improved to 79% (excluding
regulatory risk reserve) and 152.1% when we consider regulatory risk reserve.
We consider Wema Bank’s asset quality to be acceptable by industry standard. While we expect improvement
in the near term, we believe macroeconomic headwinds, largely emanating from the upcoming 2019 general
elections will remain a threat.

Funding related income remained stable
During the year ended 31 December 2017, Wema Bank’s interest income grew by 18% to ₦52.7 billion driven
by high yields in government securities. The Bank also leveraged on the high interest rate prevailing during
the year under review to re-price loans as reflected in the 16% increase in interest income on customer loans
while maintaining a relatively flat loan book. The focus on short term trade transaction on the back of improved
liquidity in the foreign exchange market also supported interest income despite recording muted growth in
consumer loans. During FY 2017, interest expense edged up by 28% to ₦32.9 billion due to the elevated
interest rate environment. Funding pressures which resulted in increased dependence on high cost interbank
funds and commercial papers issuance at high yield also contributed to the high interest expense. As a result,
net interest spread moderated to 37.5%, the lowest since 2009, reflecting thinning margins. The Bank’s net
interest spread was lower than that of Sterling Bank (45.6%) and Union Bank (52%).
The Sponsor recorded ₦2.2 billion as loan loss expense, significantly higher than ₦412.4 million posted in the
prior year due to the toxic credit environment. The Bank also recorded impairment charge on a corporate bond
with persistent past due obligations. As a result, loan loss expense as a percentage of interest income spiked
to 4.1% from 0.9% in FY 2016. Overall, Wema Bank’s funding related income remained relatively stable at
₦17.6 billion in 2017.
In the first six months of 2018, net interest spread declined further to 35.8% as high funding cost persisted.
Loan loss provision as a proportion of interest income moderated to 1.4% in H1 2018 despite the adoption of
IFRS 9 in January 2018 which changed the computation of credit impairment charge for financial institutions.
Nevertheless, we expect higher provision levels for FY 2018.

Electronic banking income and treasury bills trading income upheld non-interest income
During FY 2017, Wema Bank recorded non-interest income of ₦12.2 billion, higher than ₦9.8 billion posted in
FY 2016 as the Sponsor leveraged on the high interest rate environment to increase income from treasury
securities trading. 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. Consequently, noninterest income as a percentage of average assets was up to 3% up from 2.4% in the prior year.
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In FY 2018, the Sponsor expects a dip in non-interest income to ₦11.8 billion. Nonetheless, treasury bills
trading income and electronic banking income which together accounted for 75% of non-interest income in
H1 2018, will continue to be a significant proportion of auxiliary income in the near term. As a result, auxiliary
income to total assets is projected lower at 2.7% in 2018.
Figure 3: Breakdown of Non-Interest Income (FY 2017)
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Technology related costs driving operating expenses
During FY 2017, Wema Bank recorded ₦26.7 billion as operating expenses, 7.8% higher than the prior year.
Personnel related expenses which had the highest contribution (37.4%) remained relatively flat during the
year despite increase in staff numbers. However, expensing the costs incurred in the development of the ALAT
digital platform following its launch earlier in the year largely accounted for the increase in operating
expenses. Similarly, the cost implication of on-going renovation of branches and brand enhancing initiatives
coupled with regulatory costs (AMCOM levy and NDIC premium) also contributed to higher operating expenses.
As a result, the Sponsor’s cost-to-income ratio (CIR) maintained its upward trend to 89.7% (FY 2016: 88.3%),
the highest since 2013. The Bank’s CIR was also higher than that of select industry peers; Sterling Bank (86%)
and Union Bank (82.3%).
Subsequent to year end, in H1 2018, Wema Bank’s cost-to-income ratio moderated to 88.2% on the back of
improved earnings. Nevertheless, it remains materially higher than the 86.1% projected by the Bank for FY
2018. We believe this is achievable based on anticipated increase in income in the near term, although we
believe on-going brand enhancing initiatives, planned staff recruitment and staff promotions will keep
operating expense elevated. While we acknowledge the cost management initiatives of the Sponsor, primarily
hinged on digitalisation, we believe the impact will be muted in the near term but will be more visible in the
medium term.
During FY 2017, the Sponsor recorded profit before taxation of ₦3.1 billion, marginally lower than ₦3.3 billion
recorded in FY 2016 on the back of higher cost profile. Profitability ratios were also lower with ROA and ROE
of 0.7% (FY 2016: 0.8%) and 6.2% (FY 2016: 6.9%) respectively. These were also lower than that of select peers;
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Sterling Bank (ROA: 0.8%, ROE: 9.1%) and Union Bank (ROA: 0.9%). The Bank’s ROE compared better than Union
Bank’s ROE of 5.3%.
Table 2: Profitability and Efficiency Ratios
FY 2015

FY 2016

FY 2017

H1 2018

Net Interest Spread (NIS)

47.7%

42%

37.5%

35.8%

Cost to Income Ratio (CIR)

88.5%

88.3%

89.7%

88.2%

ROA

0.8%

0.8%

0.7%

0.8%*

ROE

6.8%

6.9%

6.2%

7.2%*

*Annualised

Wema Bank budgets profit before taxation of ₦4.6 billion for FY 2018 based on anticipated growth in the loan
book, larger investment securities portfolio and increased income from treasury bills trading and electronic
banking activities. ROA and ROE are also expected to improve to 0.9% and 9.2% respectively. We believe the
profit budget for the year is achievable based on performance in H1 2018 with profit before taxation of ₦1.8
billion and annualised ROA and ROE of 0.8% and 7.2% respectively.

Capital reorganisation exercise for balance sheet efficiency
As at 31 December 2017, Wema Bank’s shareholders’ funds/core capital stood at ₦49.7 billion, marginally
higher than ₦48.5 billion recorded in the prior year. As at FYE 2017, the Sponsor’s core capital stood well
above the ₦25 billion regulatory minimum for national banks. During the year under review, the Bank
conducted a capital reorganisation exercise for efficient balance sheet management and to endear investors.
The hitherto negative retained earnings was netted off the share premium. Consequently, the composition of
shareholders’ funds changed with paid-up share capital, which hitherto accounted for about 100% of core
capital contributed 56.4%. Retained earnings moved from a negative position to account for 8% of core capital
as at FYE 2017. Shareholders’ funds maintained its upward momentum subsequent to year end and stood at
₦51 billion as at 30 June 2018, supported by improved profitability and the attendant reserve accretion.
Figure 4: Shareholders' Funds and Capital Adequacy Ratio (FYE 2015 - H1 2018)
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As at FYE 2017, Wema Bank’s capital adequacy ratio (CAR) computed using Basel II accords improved to 14.3%
from 11.1% in the prior year, higher than the 10% regulatory threshold of national banks. This was largely due
to the contraction in the investment portfolio and waned appetite for loan growth which reduced the Sponsor’s
risk weighted assets. Nonetheless, we consider Wema Bank’s capital to be adequate for current business risks.
Subsequent to year end, the growth in the Bank’s investment securities as well as the loan portfolio increased
risk weighted assets and moderated CAR to 13.3% as at 30 June 2018. The Sponsor expects CAR to exceed the
15% internal benchmark by FYE 2018, hinged on improved profitability and success of the ₦20 billion bond
issuance with 55% of net proceeds expected to be invested in subordinated bond to be issued by the Bank.
There are also discussions with a Multilateral Financial Institution to make one of the borrowings subordinated
and thus qualify as tier II capital as part of efforts to increase CAR.

ALAT digital platform moderates interest rate induced contraction in deposit liabilities
Given the high interest rate environment that characterised the year under review on account of aggressive
government borrowing and contractionary monetary policies, Wema Bank refunded some high cost deposits in
an attempt to restrain funding costs. Consequently, deposit liabilities contracted by 12.4% and stood at ₦281.1
billion as at FYE 2017. The decline was most prominent in term deposits (14.3%) which are typically most
sensitive to interest rate. Demand deposits also dipped by 13.5% as the Sponsor lost some corporate clients
due to constraint in the foreign exchange market where capitalisation of banks was used in allocating foreign
currency. Conversely, savings deposits recorded a 9.8% growth on the back of aggressive retail drive. Over 800
agency banking partners were commissioned across the country in the last 2 years. The ALAT digital platform
was also launched in 2017 to attract millennials (18-35 years) which hitherto was difficult for the Bank. The
ALAT digital platform allows transactions ranging from account opening to goal savings, micro-loan
application without the need for branch visits. As at 30 June 2018, the ALAT digital platform had about 260,000
accounts with average balance of ₦2.5 billion. The Bank expects deposit liabilities to grow to ₦349.7 billion
by FYE 2018 supported by the ALAT digital platform, which is expected to be enhanced for corporate account
transactions and foreign currency denominated account transactions. The on-going branch renovation and
other brand enhancing initiatives coupled with increased FX allocation to mid-tier banks at the foreign
exchange market will also support deposit mobilisation in the near term.

High interest rate environment driving funding costs
In spite of repayment of some high cost deposit liabilities during the year under review, Wema Bank’s weighted
average cost of funds (WACF) maintained its upward trend to 9.3%, higher than 7.3% recorded in FY 2016.
Contributing to the elevated funding costs was the two tranches of commercial papers issued at 19% (182
days) and 19.5% (270 days) average discount rates which together had ₦15.6 billion amortised cost as at FYE
2017. The Bank’s WACF was marked higher that of its peers; Sterling Bank (7.4%) and Union Bank (7%).
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Figure 5: Weighted Average Cost of Funds (FY 2015- H1 2018)
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In H1 2018, the Sponsor repaid the high cost commercial papers and the prevailing interest rate was tempered.
However, the impact was marginal due to the spike in term deposits (largely from PFAs) resulting in only a
66bps decline in WACF to 8.64%. Wema Bank expects WACF to trend downwards to 7.5% for FY 2018 on the
back of multilateral borrowings which typically attract relatively lower interest rates, additional low cost
savings deposits from the ALAT digital platform and aggressive deposit mobilisation. We believe this is
ambitious given the anticipated rise in interest rate in Q4 as the CBN contends with inflationary pressures
emanating from preparations for the 2019 general elections. In our view, the continuous rise in LIBOR used as
the index for these multilateral borrowings on the back of increase in the United States of America Fed Rate
and other shocks in the global financial market will keep WACF elevated. Similarly, the ₦20 billion bond
issuance, if 100% successful is expected to impact funding costs circa 20bps.

Diversified borrowing base for assets funding
In addition to customer deposits, Wema Bank is funded by borrowings sourced from multilateral financial
institutions, the Nigerian financial market and intervention funds. As at FYE 2017, the Bank’s total borrowings
amounted to ₦36.6 billion (FYE 2016: ₦29.3 billion) and funded 8.4% of total assets and contingents. The
growth in borrowings was from the ₦15.5 billion commercial papers issued in two tranches at 19% and 19.5%
discount rate to replace the last instalment (₦6.4 billion) of the 7 year subordinated convertible loan from the
CBN paid during the year. As at FYE 2017, intervention funds from the Bank of Industry and the CBN,
established to support challenged businesses and state governments accounted for 39% of total borrowings.
Commercial papers from a nil position in the prior year contributed 42% while the series 1 bond issuance under
the ₦50 billion programme accounted for 10% of total borrowings as at FYE 2017.
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Figure 6: Breakdown of Borrowings as at FYE 2017
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One of the highlights of Wema Bank’s medium term strategy is expanding the funding base through
multilateral finance borrowings, debt issuance and intervention funds. As a result, subsequent to year end, the
Sponsor secured medium term borrowing totalling $35 million from African Development Bank (AfDB) and
Islamic Corporation for the Development of the Private Sector (ICD), in addition to ₦7.2 billion sourced from
Development Bank of Nigeria (DBN). These funds which are earmarked for on-lending to SMEs are expected
to broaden the Bank’s franchise in the retail space. The Sponsor plans to increase drawdown on (Bank of
Industry and CBN) intervention funds, in addition to the series II bond which will be issued latest Q4 2018 as
part of measures to further diversify the funding base.

Sterile deposits at the CBN impact liquidity profile
During FY 2017, Wema Bank liquidated some investment securities to fund payment of some high cost deposit
liabilities as a means of managing funding cost. Unfortunately, the cash reserve associated with the terminated
deposits which are held sterile by the CBN were not refunded to the Bank. Repayment of the last instalment
of the CBN subordinated convertible loan coupled with challenges in growing deposits pressured liquid assets.
Consequently, The Sponsor’s liquid asset portfolio declined by 30.3% to ₦68.7 billion. Liquidity ratio also
dipped to 26.3% from 30.3% in the prior year, lower than the 30% regulatory minimum.
Subsequent to year end, in H1 2018, Wema Bank’s liquidity ratio improved to 32.1%, supported by increased
deposit liabilities and additional borrowings. 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 ₦20 billion series II bond in addition to other funding plan of the Bank will further support liquidity 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 3: 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 Directors). 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 maintain 4 standing
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 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 Wema Bank’s staff productivity requires improvement based on the low net earnings per staff
coverage of staff costs. In H1 2018, staff numbers was higher at 1,044 persons and net earnings per staff
coverage of average staff cost remained stagnant at 3 times. For FY 2018, we expect further increase in the
workforce which in addition to the large scale promotion exercise conducted in 2018 to drive higher staff
costs. In our view, anticipated increase in net earnings per staff is expected to keep the impact of the increase
in staff costs muted in the near term. We therefore believe net earnings per staff coverage of staff costs will
hover around 3 times in the near term. Nevertheless, the Sponsor’s management team is experienced with
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clear succession plan as evident in the on-going leadership transition.

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’ 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 Sponsor has transformed since the new management
team took over from the CBN team in 2009.
As at 31 December 2017, Wema Bank was the 15th largest bank by total assets and contingents. 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 in view of its age. 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 on-going funding programme will provide relatively stable funds to support the anticipated asset
growth. These initiatives 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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SUMMARY OF FINANCIAL PROJECTIONS
Wema Bank’s medium term strategy is geared towards positioning the Bank as one of the foremost Nigerian
banks by December 2021 with primary focus on the retail segment while selectively taking advantage of
opportunities in the corporate space. The Sponsor is expected to leverage on digitalisation and deepen
relationships with shareholders, fund managers and MFIs to achieve its medium term objectives.
Wema Bank has projected a 23.8% year-on-year growth in total assets and contingents for FYE 2018. Asset
growth is expected to be most prominent in investment securities, as the Sponsor takes advantage of attractive
yields on risk free government securities. The loan book is also forecasted to grow by 17.8% to ₦254.4 billion
by FYE 2018, with focus on increasing exposures to existing small and medium scale obligors operating in the
Oil & Gas (downstream) and General Commerce sectors. We consider the planned loan growth to be optimistic
given that the Sponsor’s loan book only grew by 4.3% in H1 2018. We believe the general slowdown in the
economy, in preparation for the 2019 general elections, will also constrain loan growth in the near term. In
our view, loan growth will hover around 9% by FYE 2018.
Wema Bank’s plans to fund the projected asset growth with a combination of MFIs borrowings and 55% of the
₦20 billion Series II bond issuance net proceeds (which will be invested in subordinated bond to be issued by
the Bank). In addition, funding will be provided by deposit mobilisation, supported by branches with improved
ambiance and the ALAT digital platform which will be upgraded with additional features. The planned Rights
Issue exercise in 2019 will further support asset growth in the medium term.
Wema Bank also expects a 5 year compound annual growth rate (CAGR) of 17.6% in earnings in the medium
term and an attendant 47.5% CAGR in profit before taxation through moderated operating expenses. In 2018,
the Sponsor projects a 52.7% year-on-year growth in profit before taxation. Similarly, ROA and ROE are
forecasted to be higher at 0.9% (FY 2017: 0.7%) and 9.2% (FY 2017: 6.2%) respectively, which we consider
achievable given annualised ROA (0.8%) and ROE (7.2%) for H1 2018.
Baring no marked adverse changes in Nigeria’s macroeconomic environment, including but not limited to
marked adverse volatilities in global crude oil prices, significant devaluation of the naira as seen in 2016 and
major political unrest, we consider Wema Bank’s earnings and funding projections achievable. However, we do
not expect loan growth to exceed 9% by FYE 2018. We also note that the anticipated spike in the asset base
and profitability in 2019–2021 is hinged on successful Right Issuance exercise which could be challenging as
the Sponsor is yet to pay dividend in over a decade. Nevertheless, we believe the Sponsor’s projected profit
coupled with cash flows from the Issuer’s investment in treasury securities will be sufficient to repay
obligations arising from the Issue in a timely manner.

18

2018 Bond Rating: FBN Quest MB Funding SPV Plc
Wema Bank Funding SPV Plc Series II ₦20 billion 7 Year Fixed Rate Senior Unsecured Bond

OUTLOOK
Since the inauguration of the current management team in 2009, Wema Bank is gradually transforming to one
of Nigeria’s foremost mid-tier banks with expanding footprints across the country. In the medium term, the
Sponsor plans to be one of the leading retail banks in Nigeria.
Following challenges encountered in 2017 which suppressed the liquidity ratio below the regulatory threshold,
the Bank is implementing a comprehensive funding plan which is expected to provide relatively more stable
funds, diversify the funding base and reduce funding costs. The ALAT digital platform which has provided
access to the millennials which was hitherto difficult for the Bank, will be upgraded with more features to
attract other customer segments to support funding. Partnerships with multilateral financial institutions will
be deepened for brand enhancement and access to medium term funding at relatively lower costs. The Sponsor
will also maintain strong affinity with fund managers (including PFAs) to grow the deposit liabilities base.
The Series II Fixed Rate ₦20 billion bond is one of the highlights of the medium term plan. In addition to
access to stable funding, the Bond will be structured to qualify as tier II capital. The Sponsor is also in
discussion with a MFI for a change in the status of an existing borrowing and make it qualify as tier II capital.
These initiatives are expected to keep CAR above the 15% internal benchmark of Wema Bank.
The renewed appetite for loan growth, albeit moderate, will drive earnings in the near term. The anticipated
increase in interest rate (as the CBN contends with election induced inflationary pressures) will also support
income from investment securities in 2018. Wema Bank plans to rein in interest expense based on the funding
plan while keeping a lid on operating expenses. These initiatives are expected to increase profitability in the
near term.
Agusto & Co hereby attach a ‘stable’ outlook to the Series II ₦20 billion 7 year Fixed Rate Bond under the
₦50 billion Debt Issuance Programme.

For more comprehensive information, kindly refer to the credit rating report of Wema Bank Plc.
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FINANCIAL SUMMARY
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RATING DEFINITIONS
Aaa

Bonds rated ‘Aaa’ are judged to offer highest safety of timely payment of interest and
principal. Though the circumstances providing this degree of safety are likely to change,
such changes as can be envisaged are most unlikely to affect adversely the
fundamentally strong position of such issues.

Aa

Bonds rated ‘Aa’ are judged to offer high safety of timely payment of interest and
principal. They differ in safety from ‘Aaa’ issues only marginally.

A

Bonds rated ‘A’ are judged to offer adequate safety of timely payment of interest and
principal; however, changes in circumstances can adversely affect such issues more than
those in the higher rated categories.

Bbb

Bonds rated ‘Bbb’ are judged to offer sufficient safety of timely payment of interest and
principal for the present; however, changing circumstances are more likely to lead to a
weakened capacity to pay interest and repay principal than for bonds in higher rated
categories.

Bb

Bonds rated ‘Bb’ are judged to carry inadequate safety of timely payment of interest and
principal; while they are less susceptible to default than other speculative grade bonds
in the immediate future, the uncertainties that the issuer faces could lead to in
adequate capacity to make timely interest and principal payments.

B

Bonds rated ‘B’ are judged to have greater susceptibility to default; while currently
interest and principal payments are met, adverse business or economic conditions
would lead to lack of ability or willingness to pay interest or principal.

C

Bonds rated ‘C’ are judged to have factors present that make them vulnerable to default;
timely payment of interest and principal is possible only if favourable circumstances
continue.

D

Bonds rated ‘D’ are in default and in arrears of interest and principal payments or are
expected to default on maturity. Such bonds are extremely speculative and returns from
these bonds may be realised only on reorganisation or liquidation.

The first four categories of ratings are investment grade while the last four ratings are speculative grade.
The ratings from Aa to C may be modified by the addition of a plus or minus sign to show relative standing
within the category.
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