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NOTIFICATION
New Delhi, The 20th December, 2006
Policy for Development of Natural Gas Pipelines and City or Local Natural Gas
Distribution Networks
F.No.L-12022/1/03-GP (Pt.II):- The Government of India is pleased to issue, in public interest,
the following Policy for Development of Natural Gas Pipelines and City or Local Natural Gas
Distribution Networks. This policy will come into effect from the date of publication of this
notification in the official Gazette.
1.

OBJECTIVE

1.1

Regulatory reforms permit and encourage market forces to enhance competition and

produce a more competitive and efficient industry structure.

While there is growing

recognition that competition can reduce the need for regulation, in many areas there exist some
areas of monopoly where the benefits of regulation potentially outweigh the cost. Natural gas
pipelines infrastructure and city or local natural gas distribution networks fall under this
category.
1.2

The natural gas sector is at the threshold of rapid growth in the country. With increased

exploration efforts under NELP, large scale discoveries of gas in the East Coast, commissioning
of the LNG import terminals in the West Coast, projected upcoming LNG terminals and the
Government’s initiatives in natural gas through transnational pipelines, there is an imminent
need to provide a policy framework for the future growth of the pipeline infrastructure in the
country with a view to facilitating the evolvement of a nation-wide gas grid and the growth of
city or local gas distribution networks.
1.3

The objective of the policy is to promote investment from public as well as private

sector in natural gas pipelines and city or local natural gas distribution networks, to facilitate
open access for all players to the pipeline network on a non-discriminatory basis, promote
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competition among entities thereby avoiding any abuse of the dominant position by any entity,
and secure the consumer interest in terms of gas availability and reasonable tariff for natural gas
pipelines and city or local natural gas distribution networks.
1.4

The Petroleum & Natural Gas Regulatory Board Act, 2006 (hereinafter referred to as

the Act) provides the legal framework for the development of the natural gas pipelines and city
or local gas distribution networks. This policy may be read in conjunction with the provisions
in the Act and the rules and regulations framed thereunder. Unless otherwise stated, the various
terms and phrases used in this policy will have the same meaning as stated in the Act and the
rules and regulations framed thereunder.
2.

APPLICABILITY

2.1

This policy will apply to natural gas pipelines and city or natural gas distribution

networks except for dedicated pipelines laid to supply gas to specific consumers originating
from regulated pipelines provided the same are for their own use and not for resale.
2.2

The Petroleum & Natural Gas Regulatory Board established under the Petroleum &

Natural Gas Regulatory Board Act, 2006 (hereinafter referred to as the Board) shall ensure
selection of an entity to lay, build, operate or expand a natural gas pipeline or a city or local
natural gas distribution network in a transparent and objective manner with a view to
facilitating investments in the sector and protecting the interests of the consumers. However, in
respect of dedicated pipelines, the entity owning such pipelines, will need to furnish necessary
details to the Board every six months. In case any of such pipelines ceases to be a dedicated
pipeline in future, the same may be brought to the notice of the Board, and will require
authorization to be granted by the Board under the provisions of the Act.

3.

GRANT OF AUTHORIZATION

3.1

No gas pipeline or the city or local gas distribution network will be laid, built, operated

or expanded without the authorization by the Board.
Provided that such an authorization for gas pipeline shall be granted to any entity only if
the design pipeline capacity is at least 33% more than the capacity requirements of the
concerned entity plus the firmed up contracted capacity (termed as total capacity) and this extra
capacity is available for use on common carrier basis by any third party on open access and
non-discriminatory basis at transportation rates laid down by the Board. The capacity available
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under “open access” common carrier basis will be allocated in a transparent and objective
manner in line with the regulations to be drafted by the Board in this regard.
3.2

If any issue arises relating to the gas pipeline access, capacity booking or the

transportation tariff, the entities may approach the Board who may pass such orders as deemed
appropriate and fair on the facts of the case based on the provisions of the Act and the
regulations.
3.3

The entity authorized to lay, build, operate or expand a city or local natural gas

distribution network will need to follow the marketing service obligations as may be prescribed
by the Board in accordance with the provisions of the Act. The Board may decide on the period
of exclusivity to lay, build, operate or expand a city or local natural gas distribution network in
accordance with its regulations in a transparent manner while protecting the consumer interest.
The Board may through regulations, decide on the principles for determining the number of
years for which the city or local natural gas distribution network shall be excluded from the
purview of a common carrier or contract carrier being guided by various objectives in the Act
and by following the principles that should be transparently and objectively stated by the Board
in its regulations.

3.4

Keeping in view the long term plan for the development of the natural gas sector and in

public interest, the Central Government may, suo motu, form an opinion about the need for
building a

gas pipeline or a city or local distribution network on/in a particular route/

geographical area. In that case, the Central Government may suggest to the Board to invite
applications from the interested parties in a transparent and objective manner in accordance
with the provisions under the Act and as per the procedure prescribed under the regulations.
4.

BID BOND AND PERFORMANCE BOND

4.1

The entity proposing to lay, build, operate or expand a gas pipeline or city or local

natural gas distribution network will be required to furnish to the Board a bid bond for an
amount as may be decided by the Board with a view to ensuring that only serious bidders
participate in the bidding process. It will be en-cashed if a bidder wins a bid but then walks
away from the bid. The successful bidder will have to furnish a performance bond for an
amount as may be decided by the Board for ensuring timely construction as per the design /
offer and for meeting performance undertakings during the operating phase. The Board will
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review the progress of projects periodically with the authorized entities to satisfy itself that the
conditions of authorization and milestones given in the project report are being fully complied
with. If the project is delayed beyond the stipulated period or the milestones and/or any other
condition of authorization are not adhered to, the bond amount of the authorized entity may be
forfeited and the authorization cancelled. However, if the Board is of the opinion that the
reasons for delay are beyond the control of the entity implementing the project, the Board may
take an appropriate view in a fair and transparent manner, and may also allow certain extension
period, which it may deem fit for the commissioning of the project. Once the authorization of
the entity is cancelled, the Central Government may withdraw the ROU from such an entity and
make the same available to any other entity authorized by the Board.
4.2

Once the project is commissioned, the performance bond would provide the guarantee

for the satisfactory compliance of the conditions stated in the authorization during the life of the
project.
5.

CONDITIONS UNDER ROU ACQUISITION
The ROU acquisition for any transmission pipeline/city or local gas distribution project

under the Petroleum Pipeline (Acquisition of Right of User in Land) Act, 1962 will only be
considered by the Central Government after authorization for the same has been granted by the
Board. The ROU acquisition may be subject to such conditions as may be deemed fit by the
Central Government in the public interest.

Such conditions may, inter alia, include the

following:
(i)

Sharing of portions of acquired ROU falling in forest areas, wild-life/marine

sanctuaries/parks, prohibited/restricted areas, etc., with other parties.
(ii)

In case the route/alignment of the pipeline crosses another pipeline route/alignment, the

points of crossing would be decided by mutual agreement between the parties, failing which the
matter will be referred to the Board whose decision will be final.
6.

UNBUNDLING OF OPERATIONS

6.1

Any entity desirous of applying for building, operating or expanding common or

contract carrier gas pipelines will have to give an undertaking that if such an entity has
business interests in related areas of gas marketing or city or local gas distribution network or
has a related entity (e.g., a parent company, group company, company under the same
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management, JV company, subsidiary or affiliated in any way to create a pecuniary interest)
with business interests in such areas, it will ensure an arm’s length relationship between gas
pipeline activity and these activities or between itself and the related entity as the case may be.
Under such conditions, an Affiliate Code of Conduct between the authorized and related
entities or between the gas pipeline activity and other activities of the authorized entity, as
formulated by the Board under the regulations will have to be followed. Any existing entity
engaged in gas pipeline activity, which has business interests in related areas of gas marketing
or city or local gas distribution network, will follow a similar Affiliate Code of Conduct. The
Board will have the right to enquire about the managerial structure/ownership pattern and
accounts of the authorized entity and its related entities to determine that such a relationship is
actually at arms length.

For this purpose, the Authorized entity shall produce relevant

records/documents in respect of itself as well as the related entities for examination by the
Board, as and when called for.
6.2

In the long run and with the maturing of gas markets, it is envisaged that the authorized

entities will have transportation of natural gas as their sole business activity and will not have
any business interests in the gas marketing or city or local gas distribution networks. Thus, the
Board may intervene at an appropriate stage to ensure unbundling of transportation activity
from other activities of the entity.
6.3.

The purpose of this policy is to ensure that pipeline ownership does not provide any

competitive advantage to any gas seller and abuse of market power while establishing an
efficient gas grid with open access for all the players on a non discriminatory basis.
7.

GAS GRID CONNECTIVITY

7.1

Gas Grid connectivity is with a view to harmonizing the operations and providing inter-

connectivity to different gas pipelines.

For the development of the gas sector in India,

including the establishment of Gas Grid with open market access for all players on a nondiscriminatory basis, a comprehensive set of technical requirements and safety standards as
well as a code for gas grid connectivity, to be developed by the Board, is necessary to ensure
operational compatibility. Adherence to such standards and codes will be an integral condition
of Authorization for gas pipelines as well as city or local natural gas distribution networks.
The Board may refuse access to the gas grid on technical considerations.
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7.2

Whenever the Board deems it necessary or expedient, it may set up a Committee of

transporters of gas to advise on the managerial and operational aspects of the transmission
pipelines. However, such advice will not be binding on the Board.
8.

TRANSPORTATION TARIFF
The transportation tariffs of the common or contract carrier transmission pipelines or

city or local natural gas distribution network as also the manner of determining such tariffs will
be laid down by the Board as per the provisions under the Act and the regulations.
9.

TECHNICAL & HSE STANDARDS
The Central Government/Board, in consultation with the Oil Industry Safety Directorate

(OISD), shall review the existing rules & standards, their applicability and develop a
comprehensive set of technical & HSE standards in respect of natural gas transmission &
distribution pipelines and city or local natural gas distribution network. These standards shall
cover technical & HSE parameters in design, laying, operation & maintenance of natural gas
pipelines and city or local natural gas distribution networks including associated facilities &
equipment considering, inter alia gas grid connectivity issues. The Board shall lay down the
standards as per Section 11 (i) of the Act to ensure seamless development of natural gas
pipeline & distribution infrastructure in the country.

10.

STATUTORY CLEARANCES
The authorized entities will be required to obtain various statutory clearances including

the environmental clearance for laying, building, operating or expanding a gas pipeline or a city
or local gas distribution network.
11.

ROLE OF STATE GOVERNMENTS

11.1

The State Governments have a paramount role in facilitating speedy and timely

completion and operation of gas pipeline and city or local natural gas distribution network
projects by ensuring various statutory and other clearances on a fast track basis. The Central
Government shall take up the matter with the State Governments accordingly.
11.2

The State Governments shall prepare their plans for developing the city or local gas

distribution networks wherein they shall prioritize the cities or local areas to be taken up for
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setting up gas distribution networks. While prioritizing such cities or local areas, they may be
guided by environmental concerns, domestic & industrial fuel requirements, etc.
12.

FOREIGN DIRECT INVESTMENT POLICY
The need for attracting the Foreign Direct Investment (FDI) in the infrastructure sector

has been recognized as one of the important drivers of the economic growth of our country. The
Central Government has been making all efforts to invite and facilitate FDI to complement and
supplement the domestic investment. FDI upto 100% is permitted in the laying of natural gas
pipelines under the automatic approval route.

13.

GAS ADVISORY BODY (GAB)
To promote and develop the gas pipeline network and the city or local gas distribution

networks in the country, there shall be a “Gas Advisory Body” (GAB) for giving advice to the
Central Government on the subject. The Secretary, Ministry of Petroleum and Natural Gas
(MOP&NG) shall be the Chairman of GAB and it will comprise representatives from the major
gas consuming Ministries/Departments, State Governments, oil and gas industry, consumer
organizations and industrial chambers/associations/expert bodies. The MOP&NG may notify
the constitution of the GAB from time to time. The advice of the GAB shall not be binding on
the Central Government.

14. LONG TERM PLAN
With a view to facilitating the creation of a National Gas Grid and growth in the
development of the city or local natural gas distribution networks, the Central Government may
prepare a long-term perspective plan for creating gas pipeline network in consultation with the
Board, State Governments, oil & gas industry, gas consuming industries and other stakeholders. The perspective plan will take into account the projected availability of gas/LNG from
different sources, the demand centres and the need for Central Government intervention, if any,
in making gas available to the consumers in different locations in the country. The long-term
Plan will be kept in view by the Board, while authorizing/approving new gas pipelines or city
or local natural gas distribution networks. The Central Government may review the perspective
plan from time to time and modify the same appropriately.
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15.

MISCELLANEOUS

15.1

The Central Government/Board would make all efforts for achieving the aims and

objectives of this policy for coordinated development of Pipeline and city or local natural gas
distribution networks/infrastructure across the country.
15.2

This policy will supercede any other policy prevailing on the subject.

15.3

The Central Government reserves the right for issuing clarifications on various issue

covered in this policy and such clarifications will have the same effect as the policy itself.

( Manu Srivastava )
Director
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