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CITY GAS DISTRIBUTION LOOKING GOOD BUT...
Deepika Lal & Afsir Ahmad
Back in April 2016, we had asked ourselves the question
whether it is the right time for India to push for increased
use of natural gas in all sectors of the economy? Our answer
was yes without a doubt. Today it’s very reassuring to see that
there are enough indications pointing towards a scenario of
moderate growth in the industrial segment to fast growth in
the City Gas Distribution sector, specially the hitherto
laggard PNG segment.
When we last covered the CGD sector in April 2016 the
gas consumption in the sector was around 17 MMSCMD
spread over 60 geographical areas (GAs), with over 3 million
households connected to piped natural gas, 1081 CNG retail
stations and over 2.5 million Natural Gas vehicles (NGVs)
on the road. Today (2017-18) the CGD sector consumes
around 24.42 MMSCMD (an increase of 43.6%), and boasts
of 1424 CNG stations with over 3 million NGVs and 4.06
million household connections spread over 93 GAs (Table 1).
Clearly the sector has grown, both geographically and in
volume terms. The signiﬁcant growth in the sector has been
largely due to government initiatives with the CGD sector
(CNG and PNG for residential) being accorded the highest
priority for allocation of domestic gas. With every additional
round of bidding, new players entered the CGD space and
provided the impetus for development and growth. Moving
forward we foresee more and more private players’
participation in the development of the CGD sector.
The focus has clearly been on increasing the usage of
natural gas in the country. In the residential sector, the
Ministry of Petroleum & Natural Gas (MoPNG) has set an
ambitious target of 10 million residential connections by
FY2020 from a level of around 2.5 million. The Government
recently banned the use of competing fuels furnace oil and
pet coke in the NCR (hopefully to be followed across the
country). One of the most signiﬁcant steps taken recently by
the Petroleum and Natural Gas Regulatory Board (PNGRB)
has been the announcement of the ninth round of CGD
bidding oﬀering 86 new GAs spread across 174 districts

Despite a considerable growth since the time of its birth (CAGR
of over 8% since 2011-12, see Table 2), it would not be wrong to
say that the CGD industry is still in its nascent stage. Of the total
106 GAs offered under the previous eight rounds of bidding, only
56 areas have been awarded so far because of poor response
received in fourth, ﬁfth and sixth and seventh rounds. Many GAs
had to be re-tendered in different rounds because of insufficient
bids received earlier. Then many GAs in some rounds of bidding
receive a single bid and many didn’t receive that either (details in
Table 3). Some of the bidding rounds had to be cancelled or
delayed due to lack of interest of potential investors.

covering 24% of country's geographical area and 29% of its
population.
As we go to press, the 86 GAs have received more than
400 bids. While the CGD sector has so far seen Rs 18000
crore of investments, the latest round is expected to bring in
a whopping Rs 70000 crore. The new round of CGD
bidding is diﬀerent from those held earlier. For the ﬁrst time
such a big number of areas spanning across the country have
been put up on oﬀer. As many as 16 roadshows were held
across major cities of India and internationally to seek
participation from local as well as foreign entities. The
biddings and evaluation parameters have also been modiﬁed

Table 2: CGD growth story
2011-12
Total gas consumption by CGD (mmscmd)
CNG Sales
PNG consumption
domestic
ind/com
Number of GAs
CNG Stations (at March end)
CNG Vehicles (million)
PNG Connections (million)

15.34
6.46
8.88

2012-13 2013-14 2014-15 2015-16 2016-17 Mar 2018 CAGR
15.84
7.17
8.67

16.18
7.61
8.57

14.84
8.04
6.8

14.97
8.5
6.47

52
1010
2.55
2.94

64
1081
2.56
3.16

21.19
9.33
11.86
1.779
10.081
78
1233
3.05
3.62

24.45
93
1424
3.09
4.32

8.07
7.63
5.96

Source: MoPNG, PPAC, NGS Research Assumptions: 1 tonne of CNG=1440 scm of gas
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to attract maximum interest from the potential investors and
to remove some of the irritants.
The regulator has tried to establish policy guidelines and
safety practices for city gas which could assist in faster growth
of the sector over the years. Some of its eﬀorts have borne
fruit while others have not. Quite a few issues and challenges
still remain unresolved after eight rounds of CGD bidding
despite tweaking the bidding criteria multiple times.
So in order to understand what is holding back the sector
growth, NGS has tried to look at issues from the point of view
of all stakeholders- the government, the CGD companies,
vendors, third party service providers, the consumers and the
market- through its various forums. While some of the issues
have been presented to the regulator and the government and
subsequently addressed, a lot more still needs to be done. We
have now made an attempt to analyze some of the roadblocks
encountered by the CGD sector and the progress made since
April 2016. Not that all the issues raised then have been
addressed now, but there has been a positive shift in
direction. Let us examine what are these challenges and the
measures being undertaken by the industry and government
and why some of these measures are falling short while some
are too slow to make an impact.
Challenges then and now in the CGD Sector:
Multiple factors had been impacting the growth of the
CGD sector in the past including availability of aﬀordable
domestic gas, price of RLNG and support from the
central/state government, more so, the local state
government and regulator who could have a very supportive
role in the development process. However of late there has
been a substantial change in the working of the Regulatory
Board, which augurs well for the sector. Some recent
initiatives taken by the government have been helpful too,
like, the ministry of urban development proposal to include
gas pipeline infrastructure in builders’ construction plans
coming close on the heels of CGD being accorded the status
of a public utility. The Urban Development note (No.N11025/39/2014-LSG dated 30.05.2017) clearly states that in
order to provide gas pipeline infrastructure in residential and
commercial buildings at the layout plan stage itself, necessary
modiﬁcation in Building Regulations bye-laws may be
carried out. Price clearly continues to be a key factor in
driving demand; even though the aﬀordability of imported
LNG is widely accepted in the CGD sector because of the high
percentage of use of gas in the automotive segment as CNG.
Several issues and challenges continue to impact the
development of the CGD sector and a holistic approach to
addressing these must be initiated for the sustainable growth
of the sector. Some of the key issues have been highlighted as
under:
LPG Subsidy dilemma–impacts penetration of PNG into the
residential sector
The subsidy on LPG in the residential segment continues.
Given the current subsidy policy of the Government of India
vis a vis supply of LPG to the residential segment, the task of
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replacing existing LPG residential customers by PNG is
becoming more and more challenging. Some steps have been
taken for voluntarily giving up the subsidy, but this is not
having the desired impact as till date only 4% of LPG
domestic users have given up subsidy. Considering the May
2018, New Delhi price of Rs 27.14 per SCM of PNG to a
domestic customer and price of subsidized LPG of Rs 491.21
per cylinder of 14.2 Kg, the economics of supply still works
in favour of LPG to a residential customer, as shown in the
box and in Table 4:
Price of LPG to a residential customer in Delhi
(Subsidized) US$ 11.73/MMBtu
Price of PNG to a residential customer in Delhi
US$ 12.16/MMBtu
Price of LPG to a residential customer in Delhi
(Non-Subsidized) US$ 15.54/MMBtu

Therefore, there is a strong case to reduce/eliminate
subsidy in a phased manner so as to accelerate the
penetration of piped natural gas in the residential sector
where piped gas is available and free this LPG for distribution
in rural areas.
Pradhan Mantri Ujjwala Yojana-Scheme for providing free
LPG connections to women from BPL households – will it be
impacting penetration of piped gas in households
Under the scheme, Rs 8000 crore has been earmarked for
providing ﬁve crore LPG connections to BPL households
with a ﬁnancial support of Rs 1600 for each LPG connection.
Under the BPL LPG Scheme about 3.8 crore connections
have been provided as on April 30, 2018. Though it may not
have an immediate impact on the growth of PNG in urban
centres but it is expected to impact penetration of PNG in the
residential sector in the medium to long term. In order to
minimize its impact on PNG reach to all sections of society,
similar soft ﬁnancial schemes for residential connections
need to be adopted.
Trend of domestic natural gas production –production to
improve signiﬁcantly in the near to long term
The declining trend of domestic gas production, which we
had reported earlier, is expected to be checked with
substantial investments being committed by ONGC and
RIL/BP for developing discovered ﬁelds. This would
translate into additional gas availability of the order of 35-45
MMSCMD by ONGC, RIL and BP starting 2020. The recent
increase in domestic gas price is expected to provide an
impetus to the E&P sector.
Crude oil and eﬀect on price of LNG:
We have moved from a sliding crude oil price scenario to a
rising crude price scenario. Since price is clearly a factor; the
challenge will be to make LNG aﬀordable to the industrial,
commercial and automotive (CNG) segment where liquid
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Table 4: Gas advantage vs others- Price comparison

Fuel

Unit
Commonly
Used

Calorific
Vaue

Quantity
Required
for 1 MMBtu

Unit Rate
(INR)

Rate per
MMBtu (INR)
(@MMBtu)

Price
Comparison
with NG
Percent Variation

Electricity

Kwh

860 Kcal/Kwh

293 Kwh

6.00

1758.00

127.28

LPG (Subsidized)

Kg

11600 Kcal/Kg

22.10 Kg

34.59

764.49

-1.16

LPG (Non subsidized)

Kg

11600 Kcal/Kg

22.10 Kg

45.81

1012.40

30.89

LPG (Automotive)

Litre

7000 Kcal/Litre

36.44 Litre

40.39

1471.81

57.71

Diesel

Litre

9300 Kcal/Litre

27.58 Ltr

65.75

1813.39

94.32

Gasoline

Litre

9500 Kcal/Litre

27.00 Ltr

74.67

2016.09

116.04

CNG

Kg

13158 Kcal/Kg

22.98 Kg

40.61

933.22

0.00

PNG

SCM

9000 Kcal/SCM

28.50 SCM

27.14

773.49

0.00

petroleum is being replaced. Industrial and commercial
segments are the most attractive consumer segments
providing large anchor load, high aﬀordability and
comprising 60-70 percent of total PNG volumes. CNG will
continue to be advantageous in a rising oil price scenario.
Challenge from alternate liquid fuel - environmental
concerns should help?
Soft crude oil price was hurting the volume oﬀ-take of gas
consumers in April 2016, as industrial/commercial
consumers were dumping cleaner but expensive gas.
However, following the increasing trend in crude oil prices
and ban on use of dirty fuel, like, petcoke and furnace oil, in
the NCR region, gas consumption has started to show an
uptrend. A reversal in consumption is happening, consumers
of liquid fuel have started to switch to natural gas in
industries and regions where environmental laws and
Supreme Court directives are strictly implemented. The
switch will apparently lead to less air pollution. This needs
to be encouraged across India in all urban centres.
Regulatory provisions - accelerating growth and encouraging
competition?
We had ﬂagged the existing CGD bidding system which was
then in practice and suggested the need to re-visit and modify
the bidding system so as to attract serious players into the
CGD sector. This has been done largely.
Not too long ago we were debating whether PNGRB has
been impeding growth and killing competition, however
slowly but surely the Board is changing with two major
announcements recently (a) Changes in the Bidding process
for CGDs and (b) Calling for bids for 86 geographical areas
on the revised bidding terms. Hopefully, the response to the
bids will be as enthusiastic as the bids itself.
Green Subsidy– e-mobility
Besides the government operated subsidy package Faster
Adoption and Manufacturing of Hybrid & Electric vehicles

in India (FAME) to encourage electric vehicles (EVs), the
government is considering a subsidy package of Rs 9400
crore over a ﬁve year period to further encourage switchover
to EVs. There is also the possibility of those scrapping old
diesel and petrol vehicles receiving incentives of upto Rs 2.5
lakhs to go green. Public transport will be ﬁrst target as the
sheer scale of numbers will make the segment attractive. IEA
forecasts that electricity will play a signiﬁcant role in
providing mobility. The Centre has decided to push electrical
mobility in a big way as it is environment friendly and has
the potential to reduce dependence on oil imports.
The electric two wheeler segment is growing in top gear
and Hero Electric is looking at three times jump in sales in
FY18-19 to 75,000 units from 26,000 units currently and a
20 fold jump in 5 years. Introduction of electric two wheelers
is unlikely to have any signiﬁcant impact as CNG is not the
preferred fuel for two wheelers. However, with the
introduction of cargo and passenger e-vehicles it may impact
but in a limited way. Currently there is a strong tailwind for
the segment, with the government playing an active role in
driving electriﬁcation, especially in the public transport
space.
Role of Central and State Governments – Support essential
We cannot play down the role of governments in the
development of the CGD sector, especially the State
government. Without a doubt, signiﬁcant delay takes place
at the time of permitting and construction of CGDs.
Another area of concern is the inadequate availability of
skilled manpower which is being pursued by NGS and the
industry. It is, therefore, imperative for government at the
Central as well as the State level to take-up large scale skill
development of manpower. Here we must look at the role of
existing CGD companies as well as Industrial Training
Institutes in the States including the PNGRB. It is important
that communication between the PNGRB and State
government oﬃcials including Chief Secretary/
Collectors/District Magistrates is maintained and sustained.
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BIDDING CRITERIA
New guidelines

Previous bidding criteria

• Maximum weightage of 50 per cent for number of piped gas
connections proposed in eight years from the date of authorization

• 30 per cent earlier.

• 80 per cent weightage assigned to infrastructure creation so that
gas network penetration maximized

• 0 per cent earlier

• Participation of more players incentivized with extension of
marketing exclusivity period for authorized entities to eight years

• Five years earlier

• A tariﬀ ﬂoor of Rs 30 for city gas and Rs 2 per Kg for CNG in
order to deter bidders from quoting unviable tariﬀ of 1 paise per
unit.
• Number of CNG stations proposed to be installed assigned 20 per
cent weightage; pipeline length 10 per cent; and the tariﬀ
proposed for city gas and CNG 10 per cent weightage each.
• Provision for pre-determined penalty to be levied on players within
three months from the end of each contract year, if physical
performance target provided by the player is not achieved at end of
contract year. Regulator will impose penalty of Rs 750 for shortfall
in each piped gas connection, Rs 1.5 lakh for missing each inchkilometer of pipeline, and Rs 20 lakh for each natural gas station
not installed.
• Provision where bidder can dispense natural gas in the liqueﬁed
form in natural gas stations to give impetus to Petronet’s plan to
construct 20 LNG stations on the west-coast of India.

• Selection was based on the lowest
tariﬀ quoted for laying network and
compression infrastructure, even
while a minimum work programme
was speciﬁed upfront by the
regulator as regards the number of
domestic connections to be given and
length of the pipelines to be laid
within 5 years of authorization.
However, bidding results were
disproportionate with some cities
seeing elevated competition, with all
bidders quoting the lowest possible
tariﬀ i.e. Rs 0.01/MMBTU for
network tariﬀ and Rs 0.01/Kg for
compression charges for the entire
license period of 25 years.

Ideally support of the Central Ministry and the State
governments in the development and implementation
stages is imperative.
Recent Positives for the gas sector and the
opportunities
• Ban on the use of pet coke and furnace oil in the NCR
region by the Supreme Court
• NGT direction to Delhi Airport for CNG
• Delhi government likely to provide subsidy for use of CNG
gensets in its ﬁrst green budget
In a welcome step to curb pollution the Supreme Court
banned the use of petcoke and furnace oil in the NCR. This
has had a positive eﬀect not only on gas consumption but
also on the environment. It is expected that petcoke ban
may be extended to other urban areas across the country.
The recent direction by the National Green Tribunal (NGT)
to the IGI airport to convert all coaches, buses and other
vehicles plying at the Delhi airport to CNG so as to comply
with the prescribed emission standards. The Delhi
government has announced that it is going to give
incentives to industries for using PNG instead of polluting
pet coke and furnace oil that are banned in the NCR. In its
ﬁrst Green Budget, the Delhi government introduced a
subsidy scheme for those who shift to gas-based generator
sets, CNG cars, coal to gas and other clean fuel.
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• Petroleum sector regulator changes bid norms for CNG,
PNG retail licence
It is hard to ﬁnd a perfect bidding criteria because any
criteria may have conﬂicting interests of diﬀerent
stakeholders but ultimately market forces should ensure
rational bidding such as lenders tightening funding norms
and shareholders questioning aggressive biddings and the
new bidding criteria seems to take care of that. The recent
changes in bidding norms to conduct future auctions of
geographical areas are clearly going to have a positive
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impact on the sector. It is expected that the participation level
would increase and more serious players would be
encouraged. Emphasis is on infrastructure; therefore, more
weightage has been given to number of PNG connections and
CNG stations (see box on Bidding criteria).
In the past, the PNGRB granted authorization to several
companies for laying, building, operating or expanding the
following CGD network subject to the PNGRB Regulations
2008. So far 93 geographical areas have been authorized by
the Board and these are in various stages of operation and
construction (Table 1). Quite a few are struggling to
implement the project not only because of ﬁnancial &
technical constraints but also due to the lack of adequate
support from local authorities as well as State governments.
Needless to say, the State governments and PNGRB will be
required to play a key role in the development of the sector.
The positive triggers will have to come from PNGRB with
added support from State governments.

clearances, and hurdles in implementation of project. This
trend depicts the robustness of the demand emanating from
the sector, but more needs to be done like inclusion of gas in
GST.
The new challenges to the CGD industry is expected to
come from electric vehicles, therefore the sector would do
well to gear itself to not only to meet these challenges but also
take advantage of the potential opportunities. The
government could play a key role in the quick adoption of emobility, however, current policies and directives by the
government are still not very clear. We keep getting positive
and negative signals, which may not be good for the future
of e-mobility. However, on sheer economics, NGVs currently
score over e-vehicles and this advantage is likely to continue
till e-vehicles become price competitive.
Various companies have been authorized in the past to
enter the CGD business in diﬀerent geographies across the
country. These authorizations and the current round of

• Tata Motors chooses NG technology to meet India’s
new emission rules
The adoption of natural gas technology by Tata
Motors for its engine has been a big positive for the
future of NGVs in India. Westport Fuel Systems Inc.
has entered into a development and supply
agreement with Tata Motors Limited for their 4
cylinder and 6 cylinder natural gas spark-ignited
commercial vehicle engine family to meet the Indian
Government’s new Bharat Stage VI (BS-VI) emission
standards. Westport Fuel Systems has been working
with Tata Motors since 2012 and has partnered to
develop and launch their current BS-IV certiﬁed
natural gas spark-ignited engines for commercial
vehicles. Recent rules enacted in Delhi and the
National Capital Region place limits on diesel and
petrol vehicles while mandating natural gas for
commercial vehicles such as taxis and city buses.
Conclusion
Natural Gas Society has been stressing on initiatives to ease
the process of development of the CGD industry. In this
direction NGS made several representations to relevant
authorities in the government and the Petroleum Board.
Therefore, it has been encouraging to see that some of the
measures taken by the government and the Petroleum Board
could have been in the direction of NGS recommendations.
The CGD industry continued to grow over the years
despite facing several challenges including declining
availability of domestic natural gas, increasing imports of
high cost LNG, gas pricing (administered vs. market driven),
subsidized LPG, change in gas utilization policy, competition
from alternate fuels (pet coke & furnace oil), regulatory
issues, pipeline integrity and safety concerns, multiple

bidding for 86 geographical areas across the country at the
behest of the Petroleum and Natural Gas Regulatory Board
would clearly provide the required boost to the development
of local city gas distribution projects. We believe the CGD
sector oﬀers signiﬁcant growth potential for natural gas, and
therefore it needs to be harnessed and nurtured. Expeditious
resolution of issues on the ground level would beneﬁt the
industry. The CGD developers and operators need to keep the
interest of various segments (residential, commercial,
industrial and transport) of the business in mind while
designing and operating the system. The sector needs a
cooperative and collaborative approach by all stakeholders
for a sustainable growth. We must not lose sight of the
signiﬁcant opportunities the CGD sector oﬀers for
innovation, eﬃciency improvement, convenience and making
the lives of the population comfortable and healthy.

Sources:
https://energy.economictimes.indiatimes.com/news/oil-and-gas/petroleum-sector-regulator-changes-bid-norms-for-cng-png-retail-licence/62548345
http://www.ngvjournal.com/s1-news/c1-markets/tata-motors-chooses-ng-technology-to-meet-indias-new-emission-rules/
PPAC, PNGRB, MoPNG
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Table 1: State-wise performance of CGD areas
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*Award still being contested

Table 1: State-wise performance of CGD areas (contd.)

Issue 4_Layout 1 7/13/2018 10:13 AM Page 14

Table 3: Details of CGD Rounds
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Table 3: Details of CGD Rounds (contd.)
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Table 5: Natural Gas Vehicles and stations-Country-wise trend
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