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November 29, 2022 

Oil & Gas 

 

 

Progressive regulations for pipeline industry 

The Petroleum and Natural Gas Regulatory Board has revised natural gas pipeline 

tariff regulations. While the expected return ratio remains the same (IRR: ~12-14% 

range), Tariff determination for pipelines by the regulator have been amended, to 

reflect more ground realities and support economics of newer pipelines.  

Few highlights include:  

a) Capacity utilisation ramp up to occur over a 10-year period instead of 5 years,  

b) Volume adjustment would now be possible in case actual volumes are higher than 

normative volumes  

c) Capacity expansion of pipelines from new gas sources would be exempted for 

tariff calculations for 5 years  

d) Lower tax rate of 25.2% would be applied prospectively (and no retrospective 

taxation)  

e) There would now be provision for transmission losses  

f) Unified tariffs will now be applicable over 3 zones vs 2 earlier  

g) The PNGRB may allow a gradual annual increase in the tariffs  

h) Integrated tariffs for inter connected pipelines of a single entity will now be 

introduced.  

These changes are positive for GSPL and GAIL as it would encourage capacity 

expansion and completion of pending projects. 

GSPL and GAIL to be benefitted from these amendments 

 As per the amendments a more relaxed capacity utilisation has been 

introduced for the pipelines. This capacity utilisation would be ramped up 

over a 10-year period vs 5 years earlier. The ramp up would start from 30% 

to 100% of the nominal pipeline capacity instead of 60% to 100% earlier. 

This development is positive for GAIL as blended capacity utilisation is 

around ~50% (will also positively impact GSPL on upcoming capex) and 

hence a longer period would help reflect the actual volumes flowing through 

the pipeline. 

 Flexibility to adjust volumes in case the actual volumes are higher than the 

normative volumes would help create a more balanced tariff regime. 

 Increase in capacity of pipelines due to gas coming from new sources will 

be exempted from tariffs for 5 years. In case the capacity expansion is more 

than 10% of the nominal capacity, additional capex, opex and volumes will 

now be considered while calculating the tariffs. This would help GSPL in 

completing its connecting pipelines to the GSPC Mundra LNG terminal and 

HPCL’s Chhara terminal. 

 For companies opting for a tax rate of 25.2% vs 33.3% earlier, amendments 

have been made to factor in this impact only prospectively, FY24 onwards. 

This would help midstream companies as the hit on its tariff would be lower 

than expected as the impact of lower tax rate for FY21-23 would be excluded 

from tariff calculations 

 Transmission loss of 0.1% of actual volume multiplied by the gas price will 

now be allowed as a deduction for tariff calculation. 

 Unified tariffs will come into effect from April 2023 and these tariffs will be 

applicable to 3 zones vs 2 earlier. First zone would be upto a distance of 

300km, second zone start from 300 km upto 1200 km and the third zone 

would be beyond 1200 Km. The unified tariffs would be in the ratio 

40:75:100 of the determined tariff vs 40:100 earlier. 
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 The tariffs are now allowed to be changed on an annually based on pipeline 

utilisation. 

 For multiple pipelines which have common interconnected tap offs, 

integrated tariffs may help boost tariffs for GAIL. 

Valuation and Outlook 

 

We retain our BUY rating on GSPL with a target price of |350/share. We value GSPL’s transmission business at |210/share. 

We value its investments in Gujarat Gas and unlisted Sabarmati Gas at | 140/share. For GAIL, we maintain our HOLD rating 

with a target price of |100/share based on SoTP method. 

Exhibit 1: Rating matrix 
 

Company Rationale

New FY24E 

EP S
CMP

New 

Target 

P rice

Rating

GSPL

The amendments made to the pipeline tariff regulations will benefit 

GSPL as it will help with the company's expansion plans and 

improve transmission volumes

22.0 272.0 350 BUY

GAIL

GAIL would be benefitted to a lower extent when compare to GSPL 

due to the uncertainty surrounding its other business segments 8.9 93.0 100 HOLD

 

Source: Company, ICICI Direct Research 

 

Exhibit 2: Gas Pipeline Network as on 01/04/2019 

 

 

Exhibit 3: GAIL and GSPL’s share in the total pipeline network as on 01/04/2019 

                                                    

 

 

 

 

 

Source: PPAC 

 

 

Source: PPAC 
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Exhibit 4: Total length of GAIL and GSPL’s pipeline as on 30/06/2022 

  

 

Exhibit 5: Oil and Gas Map of India                                                                                    
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RATING RATIONALE 

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its 

stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold, 

Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined 

as the analysts' valuation for a stock 

Buy: >15%  

Hold: -5% to 15%; 

Reduce: -15% to -5%; 

Sell: <-15% 

 

 

Pankaj Pandey Head – Research pankaj.pandey@icicisecurities.com 

 
 

ICICI Direct Research Desk, 

ICICI Securities Limited, 

1st Floor, Akruti Trade Centre, 

Road No 7, MIDC, 

Andheri (East) 

Mumbai – 400 093 

 

 
research@icicidirect.com 
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broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture 

capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.  
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Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.  

 

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may 

not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research. 

 
The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected 
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and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who 
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The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities 
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associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.  

 

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.  
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