
India looks to taxes and tariffs to increase gas demand

India’s government 
is considering 
including gas in the 
GST and reforming 
gas pipeline tariffs 
to expand access to 
the fuel.

THE INDIAN GOVERNMENT is 
looking to boost domestic gas consumption by 
including gas in the Goods and Services Tax 
(GST) and reforming gas pipeline tariffs to 
encourage investment in infrastructure.

“The two bottlenecks to increasing gas’s share 
in Indian energy demand are: pricing relative to 
substitute fuels, and infrastructure connectivity,” 
Anupama Sen, research director at the  
Oxford Institute for Energy Studies, told  
Interfax Natural Gas Daily.

India’s Petroleum and Natural Gas Regulatory 
Board proposed the creation of a unified or 
pooled tariff for cross-country gas pipelines at 
the beginning of the month. The unified tariff 
is likely to lead to higher tariffs for existing 
pipelines and encourage more investment  
in new pipelines, according to Sen.

Pipeline tariffs in India are currently calculated 
based on capital and operating expenditure 
as well as capacity utilisation, meaning older 
pipelines that have a relatively higher capacity 
utilisation attract larger tariffs than newly 
constructed ones.

Increasing the profitability of gas pipelines  
will encourage investment and improve access 
to gas for many of India’s businesses. In the 
medium-to-long term, this could help increase 
gas demand and even out regional imbalances in 
usage, according to Sen.

It will also help achieve the government’s  
aim of expanding the gas pipeline network  
to 30,000 km by 2022, up from around  
15,000 km in 2015.

Tax regime
The exclusion of gas from the GST, which 
was introduced in July, has increased the 
complexity of the taxes on gas and has put it 

at a disadvantage compared with other fuels, 
according to Manish Vaid, junior fellow at the 
Observer Research Foundation. 

Competing fuels such as coal, fuel oil and  
LPG have been included in the GST and  
have therefore benefited from the simpler 
standardised tax rate of 5%. 

“[Dharmendra Pradhan, the] minister of 
petroleum and natural gas, wants gas brought 
under the lowest rate of the GST in order  
to promote the use of gas in a much wider  
scale under its mission of making India a  
‘gas-based economy’,” Vaid told Interfax  
Natural Gas Daily.

Excluding gas from the GST has reduced  
the fuel’s use as a feedstock as it is effectively 
taxed twice, according to Vaid.

“Finished manufactured goods are subject to 
the GST, while the gas used as industrial inputs 
will be subject to VAT, with no provision of input 
tax credit,” he told Interfax Natural Gas Daily. 
This goes against the objective of the GST,  
which is to simplify and standardise the tax 
regime across India.

Including gas under the GST will resolve 
this problem and was suggested when India’s 
Prime Minister Narendra Modi met top oil and 
gas executives last week to discuss the country’s 
domestic oil and gas industry, according  
to press reports. 

Doubling demand
The government has plans to double the share  
of gas in India’s energy mix to improve air quality 
in the country and cut carbon emissions. It is 
looking to the state oil refiners and petrochemical 
producers to help spur demand, according  
to Vaid. 

“The government is looking at LNG as a 
substitute for naphtha, given both the fuels  
have price-parity, offering yet another scope  
for an increase of natural gas in refineries  
and petrochemicals,” he told Interfax  
Natural Gas Daily.

The downstream-focused NOCs, such as 
Indian Oil Corp. and Bharat Petroleum, are 
looking to increase their investment in pipeline 
and LNG import infrastructure to increase their 
access to gas and diversify their businesses.  
They hope to offer CNG at refuelling stations 
and pipeline gas connections in cities and to 
increase the use of gas in their refining and 
petrochemicals businesses.  

We welcome your comments. Email us at 
comments@interfax.co.uk.

Smog in Delhi. India  
is hoping gas will  
help reduce pollution 
levels. (PA)
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