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hares of Oil & Natural Gas Corp

Ltd (ONGC) and Oil India Ltd

have risen sharply, signifi-

cantly outperforming the

benchmark Nifty50 index with
gains of 38% and 73%, respectively,sofar
this calendar year. These gains were
fuelled by arisein global crude oil prices,
which buoyed the profitability and oper-
ating margins of these state-owned
energy companies.

However, the landscape shifted when
crude oil prices declined from around
$100/barrel in September to approxi-
mately $80/barrel amid a market rever-
sal despitetight suppliesand escalating
tensions in the Middle East.

This abrupt decline followed a shift in
market concerns from supply risks to
global economic uncertainties and oil
demand. Despite OPEC’s decision to
extend supply cuts beyond December
2023, oil prices haven’t responded sig-
nificantly. The limited impact is attrib-
uted to the realization that the supply
cutisn’tenough to offset non-OPEC out-
put growth. Moreover, lingering worries
about aweakening global economy per-
sist.

Thisdropin crude prices typically sig-
nals reduced net realizations for
upstream producers, but the govern-
ment’s windfall tax has kept the outlook
optimistic.

This taxwas introduced
in 2022. When crude prices

Limited traction

The realizations of upstream oil companies Qil India and ONGC have been range

bound lately
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improves visibility for netcrude realiza-
tion of $75/barrel by eliminating the risk
of ad-hoc fuel subsidy burden,” JM
Financialsaid in report dated 18 Decem-
ber.

In Q2FY24, OilIndia reported amar-
ginal 2% sequential uptickinnet realiza-
tionsto $75 and a’5.7% year-on-year rise
in crude oil production, while ONGC
saw aslightdecreaseinnetrealizations
to $73, alongside a1.6% drop inoutput.
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tors like production volume increases
are key. ONGC isresuming operations
in Mozambique and starting produc-
tion in the Eastern offshore block
RG-98/2.

These new assets, expected to con-
tribute 12% to 20% of ONGC’s current
domestic cil and gas output, serve as
potential catalysts for afavourable reas-
sessment of the stock.

Both companies also haveambitious
capital expenditure plans,
withONGC allocatingover
320,000 croreacross FY?24
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biweekly, stabilizes net oil

realizations for companies like ONGC
and OilIndia, ensuring consistent earn-
ings.

JM Financial Securities Ltd said that
the windfall tax adjustments by the gov-
ermnment imply a comfortable net crude
realization of about $75/barrel for Oil
Indiaand ONGC.

“Brent crude price of $75-80/barrel is
a sweet spot for ONGC/Oil India, as it

Brent prices below $75/barrel could
adversely affect earningsofthesecom-
panies.

Going by the estimates of Emkay
Global Financial Services, for every $5/
barrel decline in oil prices, ONGC/Oil
India’s FY25 standalone earnings per
share would fall 10% and 9%, respec-
tively.

Aside from government policies, fac-

Oil India have experienced
substantial impairments in the past,
especially during the commodity
boom.

With thecurrent lower oil prices and
global growth concerns, investors
should be cautious of potential impair-
ments.

Ultimately, the trajectory of these
stocks depends heavily on crude oil
price movements.



