Delhi High Court in Indian Oil Panipat Power Consortium ITA No.1156/2007 – 26/02/2009: In context of taxability of interest earned on fixed deposits/FD’s, on temporary parking of money inducted/infused as share capital for acquisition of land by the assessee company to set up its power plant, awaiting acquisition of land due to legal battle, DHC while allowing assessee’s appeal and reversing ITAT order, has interalia held that: 

a)  If funds are surplus and same are invested in FD’s, interest earned thereon is taxable under the head Income from Other Sources (Section 56) – vide SC ruling in Tutikorin 227 ITR 172

b) If income is earned in the form of interest or otherwise on funds which are inextricable linked to setting of the plant, such income is required to be capitalized – that is set off against pre operative expenses – vide SC ruling in Bokaro 236 ITR 315

c) For an income to be classified under the head business/profession (section 28), it would have to be an activity which is in some manner or form connected with business. 

d) Further, drawing parity of reasoning from SC ruling in Challapali Sugar Mills, DHC has alternatively analyzed and held in aforesaid fact situation, when interest paid on funds brought in for specific purpose viz setting up of plant is held to be capitalized, similarly interest earned on temporary parking of funds/being share capital funded by share holders to acquire land needs to be capitalized that is set off against preoperative expenses.

Further reference in aforesaid connection may be made to : Pench Power: In this case DHC, in context of section 57(iii) of the Act (dealing with allowability of expenses against "other sources income" taxable u/s 56) has concluded that interest paid by assessee to GE Capital Service on loan taken to make deposit with Madhya Pradesh Electricity Board (Board) is allowable to be set off against interest income earned on said deposit (taxed under the head "other sources"). In this ruling, DHC has distinguished SC ruling in Tutikorin case and its ruling in Shri Ram Honda case, on the reasoning that since instant loan has been take for specific purpose to make deposit with Board and there is direct nexus between the two, therefore, interest earned on deposit is to be reduced by interest paid on loan. Further reference in this connection may be made to Raj HC ruling in Neha Proteins case 217 CTR 180 & Ahd ITAT in 95 TTJ 14, wherein also similar ratio is concluded.
