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Wema Bank
Net Profit Grows by Triple Digits as
FX Revaluation Climbs to N6.20bn
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Issue Date: Wema Bank’s remodelling through its 5-phased strategy has
Wednesday, August 21, 2024 changed its operational dynamics, granting it a spot in a more
prominent position on Nigeria's banking sector chessboard. The
nationally licensed tier 2 bank’s rapid technology adoption by

A Market Intelligence and deploying the ALAT mobile digital platform to achieve its fourth

Strategic Advisory Group Report strategy of “leading with digital” increased market penetration in

retail and corporate banking. However, Wema Bank still holds a
Production: relatively small market stake in the industry’s digital landscape.
Proshare Graphics. During a recent half-year 2024 investors’' presentation, the bank

described its two-year strategic plan of becoming a systemically
important bank (SIB) by 2026. Granted that the aspiration is
Unlock exclusive access to admirable and expected of an 80-year-old bank. However, Wema
reliable market information Bank currently holds less than 3% of the industry's total assets, in

. : contrast to an SIB regulatory requirement of total assets of at least
comprehensn:re reports, a nd 5% of the industry sum and total credit assets and deposit liabilities
expert ana|y5|5 of at least 6% of the industry total. The bank could leverage fresh
capital injection under the recapitalisation exercise to expand its
penetration in the domestic market. It has raised N4Obn through a
Rights Issue and is expected to raise an additional N150bn through
a public offer or special placement.

Wema Bank’s numbers in Hl 2024 showed notable growth,
consistent with Q1 2024 numbers. Gross earnings and profit rose
above their five-year averages, settling at N89.63bn and N26.59bn,
respectively, strengthening financial ratios. The cost-to-income
ratio (CIR) fell to 66.65%, showing improved cost minimization
Proshare amidst inflationary pressure compared to the average of 70%.
Additionally, the bank’s risk quality improved with its non-
performing loan ratio (NPLR) sliding down to 3.69%, lower than the
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Key Highlight for Q2 2024.

@ Interestincomerose by +79.21% to N76.65bn in
Q2 2024, outrunning +62.44% growth in
interest expense to generate net income of
N37.09bnin H12024.

@ Wema Bank's impairment charge rose by
+95.79% to N33.54bn in Q2 2024 from
N18.42bnin Q22023.

@ Netfee and commission income increased by
+152.10% to N12.84bn in Q2 2024 from N5.09bn
inQ22023.

@ Pre-tax and post-tax profit rose by +230.71%
and +231.13% to N19.42bn and N16.92bn in Q2
2024.

Key Highlight for H1 2024.

@ Wema bank’s gross earnings grew by +99.89%
to N179.16bn in H1 2024 from N89.63bn in HI
2023.

@ The interest income rose by +90.58% to
N146.06bn in H1 2024 from N76.64bn in HI
2023.

@ Profit before tax grew by +153.61% to N30.56bn
in H1 2024 from N12.05bn in H1 2023, while
profit after tax grew by +153.48% to N26.59bn
in H12024 from N10.49bn in H12023.

@ Net fee and commission income rose by
+136.43% to N23.69bn in H1 2024 from
N10.02bnin H12023.

® The total assets grew by +52.51% to
N2762.44bn in H1 2024 from N1811.36bn in H1
2023.

@ Loans and advances to customers to
costumers rose by +55.33% to N973.92bn in H1
2024 from N627.00bn in H12023.

@ Wema banks' impairment charge spiked by
+234.53% to N4.65bn in H1 2024 from N1.39bn
in H12023.

@ The customers deposit grew by +5716% to
N2118.96bn in H1 2024 from N1392.84bn in H1
2023.

@ The shareholders fund grew by +122.47% to
N198.62bn in H12024 from N89.28 in H12023.

Gross Earnings.

Wema Bank’s gross earnings rose by +99.89% to
N179.16bn in H12024 from N89.63bn in H12023. The
growth was driven by increased interest and non-
interest income. A breakdown shows that interest
income was generated mainly from loansto banks
and customers and investment securities, which
grew by +76.08% to N94.24bn and +123.07% to
N47.29bn, respectively. Similarly, the non-interest
income was driven by higher foreign exchange
transactions and fees on electronic products by

Wema Bank H1 2024 Result: Net Profit Grows by Triple Digits as FX Revaluation Climbs to N6.20bn.

+1026.82% to N6.4bn and +9515% to N6.11bn.
Analysts expect the sustenance of rate hikes to
tackle inflation and exchange rate volatility to
sustainrevenue growthin H22024 (see chart]).

Chart1
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Profitability.

Wema Bank's profitability has steadily increased
over the past five years. Profit before tax grew by
+153.61% to N30.56bn in H1 2024 from N12.05bn in
H1 2023, and Profit after tax grew by +153.48% to
N26.59bn in H1 2024 despite the elevated
operating and administrative expenses. Analysts
expect the 70% windfall tax deduction on FX
revaluation gains to lower the group’s profitability
growthin H22024 (see chart 2).

Chart 2

WEMA BANK'S PROFITABILITY H1(2020-2024)

H12023 M1 2024 HI2020 H12021 HI2022 H12023 12024

Proshare.

Financial Ratios.

The group’s financial ratios improved in H1 2024,
implying better profitability, efficiency, risk quality,
and liquidity position (see table ).

Table
Financial Ratios
H12023 H12024
Cost-income 72.70% || 66.65%
Return on Equity W. W_
Return on Asset 1.50% 2.45%
Net interest margin 6.12% | 7.43%
NPL 512% || 3.69%
CAR 10.13% 15.97% |
Cost of funds 5.50% _ 7.00%
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Financial Position

Wema Bank's total assets grew by +52.51% to
N2762.44bn in H1 2024 from N1811.36bn in H12023.
The asset growth was driven by deposits with the
Central Bank of Nigeria (+64.15%), loans and
advances to customers (+55.33%), and investment
securities (+57.43%). The higher credit creation and
increased investment securities would generate
higher interest income in subsequent quarters.
The bank's retained earnings grew by +213.88%,
fuelling a +122.47% in shareholder’s fund to
N198.62bn (see table 2).

Financial Position

H12023 (N'bn)  H12024 (N'bn)

Loan and Advances 627.01 973.92
Investment Securities W W
Customer Deposit | 1392.84 || 2ms.96 |

Retained Earnings __ 1808 || 5675

Shareholders Fund J?.28__: _193.76; %
Total Asset 181.36 | [ 2762.44 |
Cash and Cash Equivalent 187.26 267.31 |
Share Capital | 642 |[ 10m
Share premium 8.70 . 56.43
Proshare.

Valuation

Nigerian banks' recapitalisation exercise has
toned down investors' optimism about the
industry, causing a decline in share prices. The
reduced share price relative to higher earnings per
share lowered the price-to-earnings ratio. Thus,
Wema Bank’s price-to-earnings declined to 2.94x
in H1 2024 from 3.08x in H1 2023, suggesting a
hidden value. The price-to-book ratio settling at
0.79x in H1 2024, below one, further confirms
analysts' narrative (see table 4).

Valuation @

H12023 H12024

Price to Earnings (P/E) » 3.08x

Price to Book (P/B) » 7 0.76x _- ]

erment, Proshare Rese:

Share Price Movement

Wema Bank's share price rally from 2023 halted in
January, with the share price peaking at N12.03k
on January 18, 2024. The market pricing of a share
dilution post-recapitalisation exercise triggered a
downward volatile share price trend to a support
level of N5.55k on April 29, 2024. Nevertheless, the
share price generated a year-to-date return (YTD)
of +31.53% as of June 28, 2024, higher than the
negative NGX banking index return. Analysts
expect the share price downward volatility to
persist as investors remain cautious on banking
stocks (see chart 3).
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Peer Analysis: Widening Topline Earnings
Cushion Operating Costs

The CBN's aggressive rate hikes widened Nigerian
banks' net interest margins, and naira devaluation
induced FX revaluation gain, driving higher gross
earnings to conceal elevated operating expenses. This
earnings rally generated a positive performance for the
industry. Among the tier 2 banks, Wema Bank came
behind FCMB in gross earnings and profitability (see
illustration1).

PEER ANALYSIS: TIER 2 BANKS IN H1 2024 @

374.47

178.63
120.88

64.21
30.57 17.35

FCMB WEMA sterling holding Cost-to-income ROE

Gross Earnings ~ PBT FCMB = WEMA  Sterling holding

Price ta earnings (P/E)

0.78

FX Revaluation Gains [N'bn)

7.6 wema | 6.20

FCMB = WEMA - Sterling halding Sterling holding

Closing Thoughts

The current regulatory changes in the banking
industry have different outcomes for banks. Banks with
considerable realised revaluation gains must bear the
haircut on profit for 2023 to 2025, while banks with
revaluation losses will be exempted. Wema Bank
might fall among the former category, with a
revaluation gain of N13.60bn and N6.20bn in FY 2023
and H1 2024, respectively. The possibility of the
deduction depends on whether the revaluation gains
are classified as realised or unrealised, which was not
disclosed in the financial statements. In the event of a
deduction, analysts expect a less severe impact on
profitability as the group's core operation generated
above 80% of gross earnings, and FX revaluation gain
accounted for 3%. Hence, analysts are optimistic about
the group’s performance in the remaining quarters as
it focuses on scaling down its cost-to-income ratio (CIR)
below 50% and cutting back loanrisks.
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Banks Recapitalization Watch for the week
ended August 16,2024,

Wema Bank Plc Declares N26.6bn PAT in HI1
2024 Unaudited Results, (SP: N6.30Kk).

Proshare Tier 1 Banks Report 2024: Access Corp,
Zenith Bank, FBNH Lead in PBSI Ranking.
Agusto & Co Upgrades Wema Bank Rating to
Bbb+, Assignsan ESG Score of 2.

Wema Bank Plc — Resolutions at the Annual
General Meeting Held on May 28,2024.
Shareholders Approve Wema Bank’s N200bn
Recapitalisation Plan.

Wema Bank's Q1 2024 Performance: Net
Income Rises 80% as Bank Focuses on N200bn
Recapitalisation Efforts.

Wema Bank Plc Declares N9.67bn PAT in QI
2024 Results,(SP:N6.3).

Wema Bank FY 2023 Result: Gross Earnings
Grows +70.63% as Operating Pressures Persist.
Nigeria's Banking Recapitalisation: A Crucial
Game, ARisky Gamble,and A Lingering Gap.
Wema Bank Plc Declares N35.99bn PAT in FY
2023 Results,(SP:N8).

Wema Bank Plc Appoints Segun Opeke as
Executive Director and Yusf Zubair Kazaure as a
Non-Executive Director.

Wema Bank 9M 2023: Revaluation Gains Rises
by +300%, as Gross Earnings Shoots to
N151.69bn.

Wema Bank: Capital Raise, Market
Repositioning, and the Next Business Wave.
Wema Bank Plc Declares N19.24bn PAT in Q3
2023 Results,(SP:N4.84).

Wema Bank Announces Call for Entries in
FGN/ALAT Digital Skillnovation Programme for
Youth and MSMEs.

Wema Bank Launches Hackaholics Digital
Summit 2023; a Gathering of Innovators,
Disruptors, Regulators, Policymakers, Investors
& Customers.

Flutterwave Launches Swap, a Digital FX
Solution in Partnership with Kadavra BDC and
Wema Bank for Nigerians.

FG Partners Wema Bank to Set up MSME Tech
Hubsin 7 States.

Wema Bank Plc Declares N10.49bn PAT in Q2
2023 Results,(SP:N4.64k).

GCR Places Wema Bank Plc’s National Scale
Long and Short-term Issuer Ratings of BBB-
(NG) /A3(NG) on Ratings Review Extension.
Fitch Affirms Wema Bank Plc at 'B-' Outlook
Stable.

Resolutions Passed at the 2022 AGM of Wema
Bank Plc Held May 31st 2023.

Wema Bank Plc Appoints Dr (Mrs) Oluwayemisi
Olorunshola as Board Chairman.

Wema Bank Plc Declares N538bn PAT in QI
2023 Results,(SP:N3.80k).
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Advice To Users of This Report

Proshare, founded in 2006, is a trusted professional
practice and financial information hub dedicated to BEYO ND
serving as a critical bridge between the markets,
investors, regulators, and stakeholders. By delivering
credible, reliable, and timely engagements, we assist

the marketplace to shape thought-led conversations
premised on evidence-based insights that hold the

firmaccountable collaboratively. Available at the following Outlets:
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Practice Ethos and Disclaimer

Proshare does not guarantee any results or investment
returns based on the information contained in this Rakutenkobo &'
report. Although we have used our best efforts to —
provide the most accurate information, we do not
promise verbally or in writing that you will earn a profit
when or if you use the information contained therein
and/or take the actions that might have been
prescribed here by the author or our analysts, any
reliance you place on our content for decision making
is at your own risk  Reports often contain complex
technical language, kindly seek expert analysis or
expert opinions to help interpret the findings
accurately. Context is key, and understanding is
essential to grasp the report's true implications. We
encourage our discerning readers to seek additional
education and insights as you navigate the
complexities of the report. As consumers of news and
information, we play a role in responsible reporting, be
cautious of spreading unverified or misleading
information about the report's contents or corporate
entities mentionedinthereport.
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Copyright

The copyright of the materials in this report belongs to
Proshare Nigeria Ltd. While we encourage the
dissemination of our work, permission to reproduce or
republish any portion of the report should be directed
tothe office of the MD/CEOQ of Proshare Nigeria Ltd. This
work is licensed under the Trademark and Copyrights
Laws of the Federal Republic of Nigeria and is
registered accordingly at the National Library and
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