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Setting the context 
Where are we  

“It was the best of times, it was the worst of times” 

- Charles Dickens, A tale of two cities (1859). 

The Energy and Natural Resources sector in India is in midst of a fundamental shift which is causing a 

divergence of fortunes for players. Challenges for some and opportunities for many others. Impetus on 

renewable energy is spawning opportunities which are being tapped by an emerging generation of 

entrepreneurs and investors. On the other hand, investments in conventional power of nearly INR 4000 bn 

is at the risk of impairment as coal and power purchase markets remain grid-locked leaving little access to 

markets for a near 50 GW1 of generation capacity on a conservative basis.  

Oil prices have remained benign and a low price outlook for Liquefied Natural Gas (LNG) has ignited fresh 

investment interest. New LNG terminals are breaking ground and may bring succour to stranded gas 

power stations.  A large spin-off may also be a revival of city gas distribution networks. The government 

has started talking of a ‘gas-based economy’ though we are yet to see concrete policy steps to make it a 

reality.  

Few key steps were taken to reduce India’s oil import dependence. The government has a stated intent to 

reduce the import dependence by 10 per cent by 20222. 

– The government of India (GoI) came out with a new Hydrocarbon Exploration and Licensing Policy 

(HELP) which was received quite well by the industry  

– Discovered Oil & Gas field auctions witnessed a healthy interest with bids received for nearly 70 per 

cent of contract areas3  

– Another major development is the introduction of Second Generation (2G) ethanol to augment the 10 

per cent ethanol blended petrol programme4.  

Many positives can be witnessed in the power sector- a power surplus is beginning to show (as per 

government claims); village level network connectivity is nearly complete and green power is becoming 

mainstream due to a reduction in bid-out tariffs. Energy efficiency got a real big push as well through the 

LED initiative that the government rolled out succcesfully. Transmission capacity addition via Public 

Private Partnerships has also picked up pace.  

Poor financial health of discoms has been a long-sticking issue for the sector. Ujwal Discom Assurance 

Yojana (UDAY) has been launched to bring about a financial and operational turnaround of discoms.  At 

the last count, 215 states have signed on to the scheme. The initial financial restructuring is a low hanging 

fruit, but till electricity loses the ‘public goods’ perception, this scheme may also go down the path of the 

previous ones which failed. And therefore, the key signpost would be to look for substantial reduction in 

losses, and increase in traiffs going forward. 

Power procurement practices at discoms continue to be driven by lower short term prices in power 

exchanges and no major new long term power sale agreements were executed leaving a large power 

generation capacity high and dry.  

 

 

                                                           
1 KPMG in India’s analysis 2017 
2 PIB Website article “Text of PM’s address at the Inaugural Session of PETROTECH on 5 December 2016”, accessed on 2 February 2017 
3 Financial Express article “IEA applauds India for successful auction of discovered oil & gas fields” accessed on 31 January 2017 
4 PIB Website article “First 2G (Second Generation) Ethanol Bio-refinery in India to be set up at Bathinda (Punjab); Foundation Stone 
laying ceremony to be held on 25th December, 2016” accessed on 31 January 2017 
5 UDAY website accessed on 31 Jan 2017 
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Key issues/challenges 

 Achievements made in the power sector may not be long lasting unless the financial and operational 

health of discoms is addressed for the long term. UDAY’s targeted operational and tariff reform may 

need a longer stick as the carrot of financial restructuring has been offered upfront  

 Coal markets remain opaque and users do not have access to large stock-piles at mines. Historical 

policies linking access of coal to discom power purchase agreements (PPAs) have blocked large 

capacity from accessing power markets. There is strong need for ‘commercial mining’ which would 

let new technology, efficiencies come in to the market 

 The large conventional power capacity is stressed. While institutional capital is available for a financial 

resolution of these assets, policy support from the government has yet to pick up pace leading to little 

action on the ground  

 Large scale renewable energy integration would need a higher hydro and gas share in power markets. 

Base load stations may also require cycling capabilities in the medium to long term  

 India’s renewable energy programme is one of the largest in the world and is attracting international 

investors. Payment delays by discoms particularly to wind power producers has been a dampener 

over the past few months for such investors  

 The 2G ethanol programme would need large scale funding and policy support. A concerted effort 

would be necessary to create a multiplier effect by making the early investments successful  

 The year-on-year declining production of domestic natural gas continues to impact the business and 

profitability of many consumer sectors such as power and fertilisers  

 The shortage of gas transmission infrastructure is restricting the flow of gas to the demand centres, 

thus resulting in low utilisation of the existing gas infrastructure such as LNG terminals and in higher 

consumption of polluting fuels such as diesel.  

Government’s stance 

The government has made a strong commitment to decarbonise the Indian energy sector. It has 
committed to a 33 per cent to 35 per cent reduction in emissions intensity of its GDP by 2030 from 2005 
level6. It has also committed to achieve 40 per cent cumulative installed power generation capacity from 
non-fossil fuel based energy resources by 20307. Sustainable, affordable power supply for all has been the 
vision of this government. 

The government has imposed a cess on coal to fund a National Clean Environment Fund. A 175 GW 
renewable energy target has been set for year 20228. A hydro power revival policy is in the works which 
inter-alia is likely to include the classification of all hydro power projects as renewable energy. The 
government further aims to take the power connectivity to household levels and electrify 50 million 
unelectrified households9 going forward.  

For addressing the distribution side challenges, the government is working towards making UDAY a 
success which it believes will address all challenges around payment delays, insufficient PPAs coming to 
the market, issues around curtailments, etc. 

In parallel, to ensure a smooth integration of renewable energy to the grid, the government is also 
working towards the ‘green corridors’ initiative. On the hydrocarbons side, clearly the new policy regime 
under HELP is very progressive and can go a long way to encourage more exploration and production 
activities in the country. Of late, the government has started talking of a ‘gas-based economy’ and we 
hope to see some concrete policy action around that going forward.     

 

                                                           
6 PIB article India’s Intended Nationally Determined Contribution is Balanced and Comprehensive: Environment Minister accessed on 31 
January 2017 
7 PIB article India’s Intended Nationally Determined Contribution is Balanced and Comprehensive: Environment Minister accessed on 31 
January 2017 
8 MNRE Website accessed on 31 January 2017 
9 Infracircle article “From 1,561 to 18,000: The journey of rural electrification” accessed on 31 January 2017 



 
 

Union Budget 2017-18 | Energy and Natural Resources 
 

© 2017 KPMG, an Indian Registered Partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG 
International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. 

Expectations 

Although the energy sector continues to progress, some of the issues are long standing and need to be 

addressed and resolved on an urgent basis. New interventional policies can accelerate the growth 

momentum of the sector. Hence, Budget 2017 was very crucial against that backdrop.  

The expectations of the sector included: 

 The Budget should carve out from National Investment and Infrastructure Fund (NIIF) a stressed asset 

revival fund that is empowered to perform capital as well as operational restructuring of stressed 

power plants. The economic survey 2016-17 also made a suggestion to form a Public Asset 

Rehabilitation Agency (PARA) which can solve the twin-balance sheet issue- overleveraged compay 

balance sheets and bad loans in the lenders’ books  

 The Budget should draw a clear cut roadmap to ensure the creation of a free coal market in the 

country. The market should be similar to that of any other commodity i.e. driven by commercial 

principles  

 The implementation of the Goods and Services Tax (GST) is set to raise the cost of production of 

renewable based energy (RE) as various excise duty and VAT concessions will no longer be available. 

To reduce the impact as much as possible, RE (especially solar and wind) should be kept in the lowest 

tax bracket of GST 

 Accelerated Depreciation (AD) available to wind power will be lowered from 80 per cent to 40 per cent 

starting April 201710.  Furthermore, the Generation Based Incentive (GBI) available to wind sector IPPs 

is to lapse on 31 March 201711. The industry was hopeful of an incentive package to maintain the 

growth momentum and support to achieve 60 GW installed capacity target by 202212 

 There is also a need to institute a limited play guarantee fund only for renewables that can take care of 

payment delays by Discoms to IPPs beyond a defined time frame of three months. Funds can charge a 

guarantee commission, states that failed to deliver can be penalised through funding / grants under 

UDAY. This fund can be constituted through funds from clean environment cess, and can be made 

available for first 100 GW of capacity for renewables 

 The government should finalise the solar manufacturing policy and announce its implementation 

during Budget 2017. This policy is critical from the perspective of achieving 100 GW of installed solar 

energy targets13 

 Budget 2017 should also be encouraging storage solutions, off-grid solutions, mini grid financing 

through some guarantee funds and / or interest subventions 

 Budget 2017 should utilise funds from clean environment cess to create a viability gap funding 

mechanism that could be used to support new hydro installations. The hydro sector may also require 

a separate Renewable Purchase Obligation (RPO), interest subventions and Feed-in Tarriff (FIT) 

support to revive the otherwise ailing sector  

 To free up capital for central and state transmission utilities, the government should consider the 

Annuity, Operate, Transfer (AOT) model for transmission assets owned by PGCIL and state utilities on 

the lines of the model that was recently conceptualised for the highways sector  

 To promote the consumption of imported natural gas i.e., LNG, import duty of LNG should be made at 

par with the import duty of crude petroleum, which is presently zero14 

 Infrastructure status for exploration and production facilities can help these facility owners avail the 

additional benefits available to infrastructure projects and cover up some of costs that are sunk in 

upstream activities that bear no production 

                                                           
10 Business Standard article “Viability gap funding likely for wind” accessed on 23 January 2017 
11 Business Standard article “Viability gap funding likely for wind” accessed on 23 January 2017 
12 MNRE website accessed on 24 January 2017 
13 MNRE website accessed on 24 January 2017 
14 PPAC Website accessed on 31 January 2017 
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 Budget 2017 should also consider reducing clean environment cess to the pre-2016 Budget levels, i.e., 

INR 200 per tonne15  

 Extension of exemption under section 10(48A) to Indian companies who have been engaged in the 

business of storage of crude oil / natural gas in India 

 Ceiling of 20 per cent on Profits for Site Restoration Fund (SRF) Contribution under section 33ABA of 

the Income Tax Act, 1961should either be removed or increased to at least 50 per cent 

 Extension of benefits under section 42 of the Income Tax Act, 1961 to (i) Pre-NELP contracts, which 

have the President’s assent; and (ii) for expenses incurred in connection with oil and gas blocks 

located outside India 

 Remove the prerequisite to surrender the area for claiming infructuous or abortive expenditure under 

Section 42. Such expenditure may be allowed as a deduction in the year in which the area is 

abandoned as abortive  

 Exemption from book profit tax under section 115JB of the Income Tax Act, 1961 to oil and gas 

companies availing specific incentives or covered under specific tax regimes (section 42 or section 

44BB, etc.) 

 Liquefied Natural Gas (LNG) storage facility at port location to be included in the definition of 

‘Industrial infrastructure’ in section 80-IA to promote import of LNG 

 Clarification on the definition of ‘mineral oil’ under section 80-IB(9) of the Income Tax Act, 1961 and to 

include natural gas and Coal Bed Methane under the definition retrospectively, irrespective of NELP 

rounds 

 Tax holiday period for Exploration and Production (E&P) undertaking should be increased from seven 

years to 10 years out of 15 years 

 Extend the period of incentives (sunset clause) under Section 80-IB(9) to the acquisition of new blocks 

in India  

 Allotment of Infrastructure status to the Exploration and Production (E&P) facilities to enable access to 

funds and availability of other benefits which have been granted to infrastructure projects, such as tax 

holiday, weighted deduction, etc. 

 Benefit of capital-linked deduction should be extended to assessees engaged in the generation, 

distribution, transmission of power or engaged in laying a network of new transmission or distribution 

lines  

 Non applicability of Section 14A of the Act for holding companies investing in Special Purpose Vehicle 

(SPVs) for power projects. 

 

  

                                                           
15 India Budget website accessed on 31 January 2017 
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Key policy proposals 

Key announcements 

The Budget this year stressed the theme of transformation, improving efficiency and ensuring 
sustainability for infrastructure creation.  

 The government has decided to further enhance the setting up of Strategic Crude Oil Reserves. It 

announced the creation of two additional facilities which would take the cumulative strategic reserve 

capacity to 15.33 MMT  

 The government has proposed to set up an Integrated Crude Oil Major that can add fire power to 

India’s ability to aggressively build strategic reserves, and thus enhance Energy Security 

 The government has proposed to take up the second phase of Solar Park Development for additional 

20,000 MW capacity  

 The government plans to feed 7000 railway stations with solar power in the medium term. Work is to 

be started for 2000 railway stations as a part of the1000 MW solar mission  

 Enhanced focus on railways throughout expansion and multi-modal solution offering was announced. 

Coal transport for power plants would potentially benefit from this proposal implementation  

 The government has proposed to reduce basic customs duty on Liquefied Natural Gas (LNG) from 5 

per cent to 2.5 per cent  

 Listing and trading of Security Receipts issued by a securitisation company or a reconstruction 

company under the SARFAESI Act will be permitted in SEBI registered stock exchanges.  This can 

enhance capital flows in to the securitisation industry and be particularly helpful to deal with bank 

NPAs 

 It is proposed to exempt capital gains arising out of the transfer of a rupee denominated bond by a 
non-resident to a non-resident. This would facilitate trade in Masala bonds. 

Direct tax proposals 

 No reduction in the corporate tax rate. However, Micro Small and Medium Enterprises (whose 

turnover/ gross receipts for FY 2015-16 do not exceed INR 500 millions) subject to a reduced rate of 25 

per cent 

 MAT/AMT credit now available to be carried forward for 15 years instead of 10 years 

 New framework introduced under Section 115JB for computation of book profits for Ind - AS 

compliant companies in the year of adoption and thereafter 

 Base year for indexation shifted to 2001 for calculating long term capital gain. Cost of an asset 

acquired prior 1 April 2001 shall be fair market value (‘FMV’) as on 1 April 2001 and only capital 

expenditure on improvement on or after 1 April 2001 eligible for deduction 

 Holding of immovable property (being land or building or both), to qualify as long term capital asset, 

reduced to 24 months from 36 months 

 Income of foreign company from sale of leftover stock of crude oil from strategic reserves at the expiry 

of agreement or arrangement, shall be exempt, subject to conditions as may be notified by the Central 

Government 

 New provision introduced to tax income from the transfer of carbon credit at the rate of 10 per cent 

(plus Surcharge and Education Cess) on a gross basis  

 Threshold for disallowance of cash transactions which is currently INR 20,000 now reduced to INR 

10,000. Further, such provisions also extended to capital expenditure on the acquisition of assets. 
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Consequently, no capitalisation allowed resulting in lower depreciation. Further no investment linked 

deduction allowed on such cash expenditure 

 Sunset clause extended till 1 July 2020 for the applicability of TDS at a concessional rate of 5 per cent 

on the payment of interest towards Foreign borrowings / ECB and payment of interest to FIIs and QFIs 

on their investment in government securities and Rupee Denominated Bonds (‘RDBs’) 

 Benefit of concessional rate of TDS of 5 per cent extended to interest payments in respect of RDBs 

issued outside India 

 Conversion of preference shares to equity shares will not be subject to capital gains tax 

 Domestic transfer pricing provisions applicable only if one of the entities involved in related party 

transaction claims specified profit-linked deduction 

 Introduction of thin capitalization provisions in line with Base Erosion and Profit Shifting (‘BEPS’) 

Action Plan  

 Secondary adjustment introduced in the Transfer Pricing regulations to the extent of difference in the 

arms length price and Transaction value and such differential amount if not repatriated to India within 

the time as may be prescribed subject to conditions 

Indirect tax proposals 

Customs 

 BCD reduced to 5 per cent and SAD exempted on catalyst and resin for use in the manufacture of cast 

components of Wind Operated Electricity generators 

 BCD on Solar Tempered Glass for use in the manufacture of the following goods exempted:  

– Solar photovoltaic cells or modules 

– Solar power generating equipment or systems 

– Flat plate solar collectors 

– Solar photovoltaic module and panel for water pumping and other applications 

 BCD on all items of machinery, including instruments, apparatus and appliances, transmission 

equipment and auxiliary equipment required for initial setting up of fuel cell-based system for the 

generation of power or for demonstration purposes reduced to 5 per cent 

 BCD on all items of machinery required for balance of systems operating on bio-gas or bio-methane or 

by-product hydrogen reduced to 5 per cent 

 Goods imported for petroleum or coal bed methane operations availing customs duty benefit allowed 

to be disposed on payment of customs duty on depreciated value (subject to maximum depreciation 

of 70 per cent) subject to specified conditions 

 Documentation requirement relaxed for the verification of self-assessment by the Customs authorities 

 Bills of entry to be submitted before end of next day following the day of arrival of goods at the port of 
import.  In case of default, importer needs to pay late presentation charges as may be prescribed 

Excise 

 Catalyst and resin for use in the manufacture of cast components of Wind Operated Electricity 

generators exempted from Excise duty 

 Excise duty increased to 6 per cent on Solar Tempered Glass for use in manufacture of:  

– Solar photovoltaic cells or modules 

– Solar power generating equipment or systems 

– Flat plate solar collectors 

– Solar photovoltaic module and panel for water pumping and other applications 

 Excise duty reduced to 6 per cent on parts/raw material for use in the manufacture of Solar tempered 

glass for use in manufacture of aforesaid goods  
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 Excise duty on all items of machinery, including instruments, apparatus and appliances, transmission 

equipment and auxiliary equipment required for initial setting up of a fuel cell-based system for 

generation of power or for demonstration purposes reduced to 6 per cent 

 Excise duty on all items of machinery required for the balance of systems operating on bio-gas or bio-

methane or by-product hydrogen reduced to 6 per cent. 

Impact 

The overall intent for the energy sector in this Budget has been progressive and transformational. Oil 

imports constitute a lion’s share of India’s overall imports and the proposed creation of an ‘Integrated Oil 

Sector Major’ could set the stage for India to own and invest in a stable oil supply chain. The Budget 

further enhanced scope of strategic oil storages by announcing the creation of another two facilities 

targeting a cumulative capacity of 15.33 MMT.  

The Budget further lends execution focus to the commitments made by the government towards having a 

more sustainable growth from an environment standpoint.  

– The focus on renewable energy gained another fillip as an additional 20,000 MW was announced 
under the Solar Park scheme 

– Solarising railways can give a boost to roof top space going forward 

– Halving of Basic Customs Duty on LNG from 5 per cent to 2.5 per cent can help support stranded gas 
power plants. It can also encourage mid-stream infrastructure creation from LNG terminals to gas 
pipelines and city gas distribution networks.  

We need to give the government the credit of ‘walking the talk’ on 100 per cent village electrification. The 

Finance Minister reiterated targeting the achievement of the goal by 1 May 2018. This achievement, 

followed by a push going ahead for the household electrification programme could likely trigger the 

latent demand for power, which is much desired.  

The enhanced focus on the railways transforming from a single-solution to a multi-modal end-to-end 

solution provider could hopefully address the coal transport and pilferage issues faced by power plants.  

Easing of FDI regulations i.e. proposed abolition of FIPB, extension of concessional withholding tax on 

ECBs, could further enable foreign investors to invest in the sector. 

Unfinished agenda 

What remains  

In so far as the misses are concerned, we would have been heartened to see a direct head-on tackling of 

stressed power assets. However, while the Finance Minister talked about recapitalising the banks to the 

tune of INR 10,000 crore, the Budget was silent about a direct measure to address this big challenge 

facing the sector.   

The Economic Survey 2016-17 ignited the hopes by talking about the creation of a Public Sector Asset 

Rehabilitation Agency (PARA). It is hoped that such an agency would be set up in near future.  

Renewable energy particularly wind and hydro power would need specific support such as generation-

based incentives or viability gap finance. The Budget has not provided any relief to such sectors and 

previous incentives such as generation-based incentives for wind power have not been extended.  

Creation of an open coal market driven by commercial principles is essential to invite private sector 

participation. The fruits of power sector reforms would be available to customers only if choice of 

supplier is made available to the last mile.  

The tax-specific unfinished agenda is given below. 
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Power 

 Exemption from payment of Minimum Alternative Tax where tax holiday is being claimed under 

Section 80-IA / IB of the Act 

 Non applicability of Section 14A of the Act for holding companies investing in Special Purpose Vehicle 

(SPVs) for power projects 

 No specific deduction i.e. capital-linked deduction for the power sector as in the case of other 

infrastructure sectors. 

Oil and gas 

 Extension of exemption under section 10(48A) to Indian companies who have been engaged in the 

business of storage of crude oil / natural gas in India 

 Ceiling of 20 per cent on Profits for Site Restoration Fund (SRF) Contribution under section 33ABA of 

the Act should either be removed or increased to at least 50 per cent 

 Losses from the specified business under Section 35AD of the Act to be made eligible for set-off 

against profits from other businesses of the taxpayer, and not restricted to be set-off against only the 

specified businesses. Accordingly, section 73A of the Act be deleted 

 Extension of benefits under section 42 of the Income Tax Act, 1961 to (i) Pre-NELP contracts, which 

have the President’s assent; and (ii) for expenses incurred in connection with oil and gas blocks 

located outside India 

 Remove the prerequisite to surrender the area for claiming infructuous or abortive expenditure under 

Section 42. Such expenditure may be allowed as deduction in the year in which the area is abandoned 

as abortive 

 Clarification on applicability of Section 44BB in case of income by way of Fees for technical services 

(‘FTS’) 

 Clarification on non-inclusion of reimbursement of service tax in the gross receipts under section 44BB 

 Exemption from book profit tax under section 115JB of the Income Tax Act, 1961 to oil and gas 

companies availing specific incentives or covered under specific tax regimes (section 42 or section 

44BB, etc.) 

 Liquefied Natural Gas (LNG) storage facility at port location to be included in the definition of 

‘Industrial infrastructure’ in section 80-IA to promote import of LNG 

 Clarification on definition of ‘mineral oil’ under section 80-IB(9) of the Income Tax Act, 1961 and to 

include natural gas and Coal Bed Methane under the definition retrospectively irrespective of NELP 

rounds 

 Clarification on retrospective amendment regarding definition of ‘undertaking’ under section 80-IB(9) 

 Tax holiday period for Exploration and Production (E&P) undertaking should be increased from seven 

years to 10 years out of 15 years 

 Extend the period of Incentive (sunset clause) under Section 80-IB(9) to acquisition of new blocks in 

India 

 Allotment of Infrastructure status to the Exploration and Production (E&P) facilities to enable access to 

funds and availability of other benefits which have been granted to infrastructure projects, such as tax 

holiday, weighted deduction, etc. 
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What is expected going forward 

 The Electricity Act (amendment) bill is likely to be introduced in Parliament, which would bring about 

changes to provide choice to the last electricity customer. A separation of carriage and content is 

likely. Renewable energy would receive further impetus 

 The final GST rates would provide for concessional treatment to renewable energy so as to continue 

the march to grid parity 

 A specific policy aimed at encouraging hydro power creation is likely to be announced 

 A comprehensive mechanism to monitor implementation of UDAY or a scheme to address discom risk 
for investors must be considered.  
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