Deputy General Manager

Investment Management Department

Division of Collective Investment Schemes '

IMDICISIMR/OWI | 274 ] 12014
May 5, 2014

Puravankara Projects Limited,
130/1 Ulsoor Road,
Bangalore - 560042

Dear Sir,

Sub:- Request informal guidance by way of interpretative letter under SER|
(informal Guidance Scheme), 2003, in connection with the clarification under the
SEBI - (Collective Investment Scheme) Regulations, 1999.

PN

This has reference to your letter dated November 19th, 2013 seeking an interpretive
letter under the SEBI (Informal Guidance) Scheme, 2003 and another letter dated
January 7th, 2014 wherein certain submissions were made as regards to the
aforementioned subject.

2. Inthe aforesaid letters under reference, it is infer alia represented as follows:-

a. Puravankara Projects Limited (hereafter referred to as "The company") is a
company listed on BSE and NSE, undertaking the business of real estate

N

cevelopment and marketing thereof. The company develops residential and
commercial buildings and sells to prospective customers.

b. The company seeks clarifications and confirmation on their commercial office
space project that is intended to be sold by way of specific share (units) of the
built up area in a floor to multiple cusiomers. Thereafter, the company intends
to identify a tenant for the whole floor and upon getting a confirmed tenant, the
"Saleable Units" would be taken on lease from all individual owners with a right
to sub-lease. Then, the sub-lease would be executed in the name of the tenant
who would be taking either the full or half of a floor basis.

¢. The proposed transaction would inter alia involve the following:

i. The company's offer is to sell "Saleable Units" to prospective
multiple purchasers in a given floor of the building.
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i /i\gre@m -t to sctt nc, c,a er execuie sale deed in favor of the

li. Offer to identify prospective tenants for the floor so sold, as a whole
or a substantive part of the whole floor.

iv. On finding & prospeciive fenant(s), the company would be taking

the saleable units on lease basis with the power {0 sub-lease from

,,,,, the owners, if the ownership is already iransferred or i’;hrmégh

appropriate document and thereafier enier inic a sub-lease
agreement with the prospective tenant.

v. As the lessor of the property so sub-leased, collection of rent in the
7 company's name for the entire floor or part thers-of from the
) tenani(s).

vi. As z lessee fo property originally taken on lease form the saleable
unit owners, paymem of lease rent to all saleable unit owners Wzii
be as per the company(s) sub-lease deeds, the commercial term

= and conditions of which would be based on the terms of the iease
' which the company would take from Saleable Block owners.

d. The condition attached regarding the usage of these saleable units into
consolidated larger floor areas for the purpose of leasing is o enable efficient
usage of these areas. The company represents that it is in the interest of
purchasers/ owners that the saleable units in a given floor are consolidated into
Earger areas with other c)wners for the purpose of icasmg, so as when an entire

areas would fetch rent, there by beneﬂmng ihe owners of these saieabie units.

) e. The rent payable to the owners would be the same rent as the tenanis would
pay to the company and thus, there is full transparency in terms of the whole
¢ transactions.

f.  The owners would continue to hoid certain rights on the renting of the property
as the leasing right given to the company is subject to certain terms and
conditions being imposed by the owners which include restrictions on the
commercial terms of the lease, usage of property, type of tenant {0 whom the
property is sub-leased eic. The company, states that the owners of the saleable
units will continue to have operational control on how their property is sub-
leased.
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Continuation <

scheme for sale of your commercial project would be t
investment Scheme (CIS) as per Section11AA of SEBI Act, 199

The submissions made in the aforeszid letters have been considered and without
necessarily agreeing with your analysis, our views on the issues raised In vour
letters under reference are as under:-

It is seen that the proposed fransaction(s) will be executes in two stages Le.
firstly, developing and conveying the fitle of an identified saleable unit (as
mentioned in Schedule C to Agreement for Construction) to the purchaser and
secondly, primary leasing of identified saleable unit from each purchaser fo
Puravankara and further sub-leasing of the said units collectively along with co-
owners o prospective tenants through Puravankare as the lease manager.
Subsequently, rental income received from the unifs leased collectively {o
tenants shall be transferred proportionately to each purchaser.

The first stage of the iransaction(s) appears o be a typical real estate
transaction between separate individuals on the one hand and the developer on
ihe other and the individual contributions by each purchaser are relatabie to
separate saleable units allocated to such purchaser. In view of the covenanis
contained in the proposed Agreement to Sell, we find that there i no pooling of
funds till the stage of conveyance of title to the purchaser.

Albeit, it is relevant to state that sale of immoveable property can be made only
by a registered instrument and an agreement of sale would not create any
interest or charge on its subject matter. Hence, in case absolute ownership of the

iv.

saleable units is duly conveyed to the purchasers through a registered sale deed
as per requirements of law, the proposed transaction would not attract Section
11AA of SEBI Act.

Further, we find that the second stage of the fransaction does not fall within
Section 11AA and the aggregation of units for the purpose of joini leasing does
not amount to ‘pooling', for the following reasons: ’

a) It appears that post the conveyance of saleable unit to each purchaser,
the company would be acting as an agent (lease manager) of the unit
owners and the absolute fitle and ownership of the units continue fo
remain with the owners.

b) The centributicn of each purchaser has culmineied into conveyence of
immovable property prior to the leasing arrangement and the rental
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income is derives out of such salealle unit afier the conveyance. The said
lease cumn sub-lease arrangement proposed (o be entered between the

purchasers and Puravankara is not preceded by any contributions

collected by Puravankara except the fee for such services. It therefore

appesrs that there is no pooling at this stage.

¢) Rent received from the occupants is being passed on fo the owners and
there is no further scheme involved. [t is also observed that the company
does not promise any fixed/assured refurn under the proposed
transaction. In ofher words, there would not be any rent payable to the
purchasers for the period when the property is not leased out. '

Therefore, we note that as per the submissions made by you, the proposed business
activity does not appear fo fall within the purview of Section 11AA of the SEBI Act,
1992

This position is based on the representation made to the Board in your letiers under
reference. Different facts or conditions might require a different resull. In case the
facts and circumstances as stated by you are found to be incorrect, SEBI may
initiate appropriate action. This lefter does not express decision of the Board on
questions referred.

The above views do not affect the applicability of any of the Acfs, Rules or

Regulations, Guidelines and Circulars administered by SEB! or any other authority.
You may ensure compliance of other statute as may be applicable on the proposed
activity.

Yours faithfully,

Rajeéh Kumar D
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