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e Surplus falls due to higher risk provisions and increase in
interest outgo on liquidity parked by banks with RBI

e Rising global interest rates meant provision of INR 942bn.
Domestic revaluation balance also fell by INR 381bn.
However, RBI's FX and gold revaluation gains continued to be
buoyant at INR 545bn

e Balance sheet expanded by 8.5%, equally spread between
foreign and domestic securities in INR terms

¢ With CRR hikes and decline in system liquidity, RBI's interest
income to go up. Higher global and domestic rates also point
towards that direction.

e However, balance sheet expansion to be limited given global
tightening and BoP deficit. CRR hikes and FX intervention
open room for OMO purchases later in the year

Interest income up by 20%, still surplus fell: Despite a 20% increase
in RBI's interest income, surplus transfer to Government fell to INR 303bn
from INR 991bn last year. The increase in income is a result of 1) longer
accounting period of 12 months compared with 9 months last year, and 2)
sharp jump in income from domestic interest income. Over a 2-year CAGR,
domestic interest income is up by 17% versus a 2% drop in foreign interest
income. What explains this divergence? Yield earned on domestic
securities by RBI has increased to 6.8% in FY22 from 6.5% in FY20. On the
other hand, yield on foreign securities has been muted. Going forward, we
expect global yield also to increase on the back of interest rate reversal
seen in global yields this year.

RBI's interest outgo on LAF operations was significantly higher this year at
INR 355bn compared with INR 179bn last year. This is explained by
increase in accounting period to 12 months from 9 months last year as also
elevated surplus liquidity. With increase in CRR to 4.5% now and reduction
in systemic liquidity to INR 4.23tn during FYTD23 from INR 7.18tn in FY22,
we expect sharp reduction in interest outgo on LAF operations.

Other income remains buoyant: Income earned as a result of exchange
gain has increased to INR 689bn from INR 506bn last year. Over a 2-year
CAGR, this is up by 52%. This is a result of gain from RBIl's sale and
purchase of foreign currencies. Notably, this has been accelerating since
the last four years beginning from FY19. Exchange gain increased to 1.1%
of average balance sheet size and now stands at 1.4%. Given the extent of
volatility, we see RBI continuing with these operations.
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Risk provisions see a sharp increase: In FY20, RBI carried a surplus of INR 538bn in its foreign securities
revaluation account. This came down to INR 89bn last year. This year, RBI had a debit balance of INR 942bn
which had to be charged to contingency fund (CF) as per accounting norms. Overall, INR 1.14tn had to be
provided to CF to ensure it remains in-line with Economic Capital Framework of RBI. Revaluation account was
stable at INR 9.34tn as of 31 March 2022 (15.1% of assets). This can be explained by rising global yields. While
the balance under Currency and Gold Revaluation Account (CGRA) increased by INR 545bn, as a result of rise
in gold prices (which pushes it up) and depreciation of INR (which also pushes it higher), balance under
domestic securities fell by INR 381bn, a reflection of rising rates.

Balance sheet expanded by 8.5%: While RBI expanded its balance sheet by 8.5% over last year, since June
2019, its balance sheet has expanded by 15% CAGR. Over the last year, the increase is more or less equally
spread between domestic and foreign securities at INR 1.6tn and INR 1.7tn respectively. However, over a three-
year horizon, the increase is led by foreign securities which have increased by INR 13.4tn compared with INR
5tn accretion to domestic securities. In percentage terms, the increase is more or less equally spread out.
Notably, RBI has also added 65.1 tons to its gold assets, 9.4% jump over previous year.

Global tightening and balance sheets: US Fed is envisaging a USD 1.6tn contraction in its balance sheet
over remainder of 2022 and 2023 from a balance sheet size of USD 9tn. In India’s case, RBI’s balance sheet has
expanded by 12% over FY12-20 (pre-covid). Post the pandemic, the expansion is 15%. Going forward, balance
sheet expansion will be limited. For one, RBI's foreign security assets are likely to be lower given India is
running a BoP deficit next year (our estimate is USD 25bn with an upward bias given oil prices remain in
USD115-120/ barrel range). This will be counter-balanced by domestic asset purchase to maintain durable
liquidity at adequate levels. This may also entail mopping liquidity through another CRR hike and injecting
durable liquidity at a later date. At the same time, RBI may also look at unwinding its forward book. This implies
it may not need to reduce its foreign security portfolio to that extent. On its own, domestic liquidity will fall on
the back of CRR hikes, currency demand and FX intervention.
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Table:1 Dividend transfer declined to INR 303bn vs. INR 991 year ago

INR bn FY17 FY18 FY19 FY20 FY21 FY22

Interest 661 739 1068 1093 691 951
Other -42 44 862 403 642 650
Income 618 783 1930 1497 1333 1601
Printing of notes 80 49 48 44 40 50
Employee cost 46 38 69 89 48 39
Provisions 132 142 1 736 207 1147
Other 54 53 53 56 46 63
Expenditure 312 283 170 925 341 1298
Available Balance 307 500 1760 571 991 303
Surplus payable to Centre 307 500 1760 571 991 303

I
Table 2: RBI liabilities grew on account of growth in deposit and other liabilities

Liabilities (INR bn) FY17 FY18 FY19 FY20 FY21 FY22
Capital 0.05 0.05 0.05 0.05 0.05 0.05
Reserve fund 65 65 65 65 65 65
Other reserves 2 2 2 2 2 2
Deposit 8964 6526 7649 11759 14915 17338
Govt 948 1 1 1 50 50

Bank 5042 5071 5494 4708 6989 8767

Others 2974 1454 2154 7049 7876 8520

Other liabilities and provisions 8947 10463 11625 15166 13825 13441
Contingency fund 2282 2321 1963 2640 2845 3110

Asset fevelopment fund 228 228 229 229 229 230
Revaluation accounts 5870 7082 7310 11244 9245 9345

Other liabilities 566 832 2122 1053 1507 755

Note issued 15063 19120 21688 26356 28269 31057
Total liabilities 33042 36176 41029 53348 57077 61903

Table 3: Foreign and domestic securities accretion increased, but at a slower pace

Assets (INR bn) FY17 FY18 FY19 FY20 FY21 FY22
Gold coin and bullion 1317 1440 1675 2560 2477 3222
Notes and Rupee coins 6 9 8 8 8 5
Investments - Domestic 7558 6297 9899 11720 13332 14888
Investments - Foreign 23687 26351 27852 35450 39519 41210
Loans and advances 173 1639 932 3222 1351 2088
Centre + States govt 50 569 292 46 34 17
SCBs 80 1007 572 2856 903 944
Others 43 62 68 320 415 1128
Investment in subsidiary 34 34 20 20 20 21
Other assets 267 406 643 367 370 469
Fixed Assets 4 4 7 8 9 9
Accrued income 232 233 331 345 346 418
Swap Amortisation Account 18 23 0 0 0 0
Revaluation of Forward Contracts Account 0 33 13 0 0 26
Miscellaneous 12 113 293 14 14 17
Total assets 33041 36176 41029 53348 57077 61903

Source: RBI & ICICI Bank Research
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Disclaimer

This document is issued solely by ICICI Bank Limited (‘’ICICI Bank’) Any information in this email should not be
construed as an offer, invitation, solicitation, solution or advice of any kind to buy or sell any securities, financial products or
services offered by ICICI Bank) or any other entity, unless specifically stated so. The contents of this document do not take
into account your personal circumstances. Before entering into any transaction, you should take steps to ensure that you
understand the transaction and have made an independent assessment of the appropriateness of the transaction in light of your
own objectives and circumstances, including the possible risks and benefits of entering into such transaction and should seek
your own financial, business, legal, tax and other advice regarding the appropriateness of investing in any securities. ICICI
Bank (including its branches, affiliates of ICICI Bank) do not provide any financial advice, and is not your fiduciary or agent,
in relation to the securities or any proposed transaction with you unless otherwise expressly agreed by us in writing.

The information, opinions and material in this document (i) are derived from sources that ICICI Bank believes to be reliable
but the reliability or accuracy of which have not been independently verified (ii) are given as part of ICICI Bank’s internal
research activity and not as manager of or adviser in relation to any assets or investments and no consideration has been
given to the particular needs of any recipient; and (iii) may contain forward looking statements, which may be materially
affected by various risk, uncertainties and other factors. The opinions contained in such material constitute the judgment of
ICICI Bank in relation to the matters which are the subject of such material as at the date of its publication, all of which are
expressed without any responsibility on ICICI Bank’s part and are subject to change without notice. ICICI Bank has no duty
to update this document, the opinions, factual or analytical data contained herein. ICICI Bank and/or its affiliates makes no
representation as to the accuracy, completeness or reliability of any information contained herein or otherwise provided and
hereby disclaim any liability with regard to the same. The recipient of the information should take necessary steps as they
deem necessary prior to placing reliance upon it. Nothing contained in this publication shall constitute or be deemed to
constitute an offer to sell/purchase or as an invitation or solicitation to do so for any securities or financial products/
instruments of any entity.

This document is intended solely for customers of ICICI Bank and may contain proprietary, confidential or legally privileged
information. No part of this report may be copied, disseminated or redistributed by any recipient for any purpose without
ICICI Bank’s prior written consent. If the reader of this message is not the intended recipient and has received this
transmission in error, please immediately notify ICICI Bank, Economic Research Group, E-mail: erg@icicibank.com or by
telephone at +91-22-2653-7233 and delete this message from your system.
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Please also note that ICICI Bank (including its branches, and affiliates) is unable to exercise control or ensure
or guarantee the integrity of/over the contents of the information contained in e-mail transmissions and / or
attachments and that any views expressed in this e-mail and / or attachments are not endorsed by/binding on
ICICI Bank. Before opening any attachments please check them for viruses and defects and please note that
ICICI Bank accepts no liability or responsibility for any damage caused by any virus that may be transmitted
by this email and/ or attachments thereto.

DISCLAIMER FOR DUBAI INTERNATIONAL FINANCIAL CENTRE (“DIFC”) CLIENTS:

This marketing material is distributed by ICICI Bank Limited., Dubai International Financial Centre (DIFC) Branch, a
category 1 Authorized Firm and regulated by the Dubai Financial Services Authority. This marketing material is intended to
be issued, distributed and/or offered to a limited number of investors who qualify as ‘Professional Clients’ pursuant to Rule
2.3.3 of the DFSA Conduct of Business Rulebook, or where applicable a Market Counterparty only, and should not be
referred to or relied upon by Retail Clients and must not be relied upon by any person other than the original recipients and/or
reproduced or used for any other purpose.

DISCLOSURE FOR RESIDENTS IN THE UNITED ARAB EMIRATES (“UAE"):

Investors should note that any products mentioned in this document, any offering material related thereto and any interests
therein have not been approved or licensed by the UAE Central Bank or by any other relevant licensing authority in the UAE,
and they do not constitute a public offer of products in the UAE in accordance with the Commercial Companies Law, Federal
Law No. 8 of 1984 (as amended) or otherwise.

DISCLOSURE FOR RESIDENTS IN HONGKONG

This document has been issued by ICICI Bank Limited in the conduct of its Hong Kong regulated business (i.e. type 1
license) for the information of its institutional and professional investor (as defined by Securities and Future Ordinance
(Chapter 571 of Laws of Hong Kong) (the “SFO”)) customers; it is not intended for and should not be distributed to retail or
individual investors in Hong Kong. Any person who is not a relevant person should not act or rely on this document or any
of its contents. This document has not been reviewed, authorized or approved by any regulatory authority.

ICICI Bank and/or its affiliates are full service financial institutions engaged in various activities which may include
securities trading, commercial and investment banking, financial advice, investment management, principal investment,
hedging, financing and brokerage activities. As a result, you should be aware that a conflict of interest may exist. In
accordance with the regulatory requirements and its own conflicts of interest policies, ICICI Bank has in place arrangements,
internal policies and procedures to manage conflicts of interest that arise between itself and its clients and between its
different clients. Where it does not consider that the arrangements under its conflicts of interest policies are sufficient to
manage a particular conflict, it will inform you of the nature of the conflict so that you can decide how to proceed.

DISCLOSURE FOR RESIDENTS IN SINGAPORE
ICICI Bank Limited, India (“ICICI India”) is incorporated under the laws of India and is regulated by the Reserve Bank of
India. ICICI Bank Limited, Singapore branch (“ICICI”) is regulated by the Monetary Authority of Singapore.

As mentioned, ICICI India is regulated by the Reserve Bank of India. Hence, in relation to your dealing with ICICI India,
you understand that your interest will be subject to protection of local laws and regulations in India, which may offer
different or diminished protection than available under Singapore laws and regulations. You also understand that the
Monetary Authority of Singapore will be unable to compel the enforcement of the rules of the local regulators.

For more detailed disclaimer, please visit https://www.icicibank.com/disclaimer/disclaimertnc.html
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