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On December 28, 2015, the GoI announced that the benefit of the LPG 

subsidy will not be available for LPG consumers if the consumer or his/her 

spouse had taxable income of more than Rupees ten lakh
^
 during the 

previous financial year. The move is intended to stop subsidy for high 

income consumers who can afford LPG at unsubsidised prices, while the 

relatively poor consumers would continue to get direct subsidy in their 

accounts. As mentioned in our last release (“Targeted LPG subsidy to poor 

and DBT for kerosene to be next set of reforms to reduce petroleum 

subsidies” dated December 18, 2015) as well, there could be material 

savings in LPG subsidies if the plan is implemented on a larger scale with 

a lower income threshold, as LPG is used highly in urban areas, which 

have large population of consumers who can afford unsubsidised LPG 

prices. 

 

According to ICRA, it may be an opportune time to stop LPG subsidy for 

the high income consumers as the current subsidy levels on LPG are low 

(Rs. 150-190 / cylinder over the last 3 months) and thus, the step may not 

have adverse monetary impact for the consumers of LPG, a politically 

sensitive product being a household cooking fuel. Assuming consumption 

of one cylinder every 45 days, the impact on the household budget could 

be limited to Rs. 100-125 per month at the current level of global crude oil 

and LPG prices, although the outgo could be higher if the oil prices were to 

recover to elevated levels in future.  

 

As per the release of the Ministry of Petroleum & Natural Gas (MoPNG), 

the scheme would be “initially” on the basis of self-declaration basis from 

January 1, 2016. However, it is believed that the GoI may later enforce it 

with income details derived from PAN of consumers.    

 

Based on the taxable income criteria of Rs. 10 lakh and above, a small 

population would not receive the subsidy as of now. As per ICRA 

estimates, the savings in LPG subsidies for the GoI could be upto Rs. 5 

billion if subsidy is stopped for this category households, which may have 

consumption of 1.25-1.5 times than average consumption. However, there 

could be significant overlap between the population set of income above 

Rs. 10 lakh and the set of 57.5 lakh consumers who have already given up 

subsidy voluntarily under “GiveItUp” campaign of LPG; and hence subsidy 

savings will be lower to that extent. Although the quantum of subsidy 

savings is minuscule compared to the overall LPG under-recovery in the 

recent past (Rs. 366 billion during FY15 and estimated Rs. ~155 billion for 

FY16), this could be a step in the right direction and the subsidy could 

decrease materially once the taxable income slab for availing LPG subsidy 

is reduced progressively. Further, the benefit of such a step would be more 

visible over the medium term in a scenario of rise in crude oil prices as the  

                                                 
^
 100 lakh = 1 crore = 10 million 
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subsidy savings level would be materially higher in case crude oil prices increase from the current low level 

of US$ ~35 /bbl. In the recent past, the GoI has successfully implemented Direct Benefit Transfer for 

Domestic LPG (DBTL), which has led to significant reduction in diversions of subsidised LPG as reflected 

by around 10% cancellation of fake/multiple LPG connections and high growth rates of unsubsidised Auto-

LPG and LPG (commercial) of 7.5% (yoy) and 38.6% (yoy) respectively in H1 FY16.    

 

Impact on PSU oil companies: The GoI, in August 2015, had approved a fixed subsidy capped upto Rs. 

18/kg under the DBTL, which translates to Rs. 255.6 per cylinder (against the current subsidy of Rs. 140.48 

per cylinder for December 2015). Thus, there is no burden of LPG subsidy on PSU upstream oil companies 

as of now. However, as per the industry pricing structure for LPG, the OMCs provide Rs. ~48 /cylinder to 

consumers as uncompensated cost, which may get recovered in unsubsidised price for higher income 

consumers and thus could be a marginal positive for PSU OMCs. At present, there is lack of clarity as to 

whether the PSU oil companies will bear the subsidy beyond Rs. 255 per cylinder or it will be passed on to 

the consumers in case global crude oil and LPG prices increase significantly from the current levels. Thus, 

in case of higher crude oil prices (above US$ 55-60 /bbl), the subsidy burden on PSU oil companies may 

be lower with the current announcement of stopping subsidy for high income consumers.   

 

Impact on CGD companies: The cessation of subsidy for high income consumers is a credit positive for the 

CGD sector. The PNG (d) segment which became just competitive on energy terms with subsidized LPG 

after the allocation of cheaper domestic gas to this segment and series of downward revision in domestic 

gas prices, still it is a highly under-penetrated segment. Even in major cities where PNG network is 

available, expansion into additional territories has been slow on account of the lack of interest from 

consumers to switch to piped gas due to price competitiveness of subsidised LPG. With removal of subsidy 

for consumers in higher earning bracket, there is a significant advantage of PNG (d) over LPG (33% 

cheaper as per the table) and this should result in change in the consumer preference in favour of piped 

gas. Thus, it augurs well not only for the anticipated PNG (d) volume growth for existing CGD players, but 

also for the prospects of CGD industry expansion in new geographies. Apart from growth, the step may 

provide impetus for CGD players to expand their margins on PNG (d), which have been low in the past due 

to subsidies on LPG (domestic). 

 

Table 1: Price Comparison of subsidized and non-subsidized LPG with PNG (domestic) segment in Delhi 

Source: IOCL website for LPG prices, PNG (d) prices of Indraprastha Gas Ltd; Prices as on December 28, 2015  

 

DBT for Kerosene could be the next step in reforms: In line with success of DBT for LPG, the GoI is 

reportedly considering to implement the direct benefit transfer for Kerosene. The diversion of kerosene for 

adulteration in diesel and petrol is high in India as per various studies and the step to provide direct benefit 

in bank accounts of actual consumers may significantly reduce the leakage (similar to the case of LPG-

domestic diversion for commercial and Auto-LPG purposes). The actual household consumption of 

kerosene as cooking or lighting fuel could be materially lower than current total consumption of kerosene in 

the country, which leads to high wastage of subsidies. DBT for Kerosene may also be targeted to only 

those households, which are under Below Poverty Line (BPL). The estimated savings from DBT for 

kerosene could be huge; however, the implementation of the same is a major challenge as the kerosene 

distribution has been through public distribution system (PDS) handled by respective state governments. 

Thus, the move from PDS to DBT may pose political challenges for the Central Government, especially 

because it could also involve getting full cooperation from various State Governments as well. 

 

December 2015 

Fuel Selling 
Price  

Rs./Cylinder 

Gross 
Calorific 
Value 
(GCV) 

(Kcal/Kg) 

Energy 
Cost 

(Rs/million 
Kcal) 

Fuel Selling 
Price 

( Rs./m3) 

Energy 
Cost 

(Rs/million 
Kcal)^ 

City Gas 
cheaper on 

energy 
terms by 

LPG (subsidized) 417 10800 2719 PNG (d) 24.65 2651 3% 

LPG (Unsubsidized) 608 10800 3965 PNG (d) 24.65 2651 33% 
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