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UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 

Washington, DC 20549 

 

FORM 10-Q 

  

 ANNUAL REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

  

For the quarter ended June 30, 2014. 

  

OR 

  

 TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

  

For the transition period from ___________ to ___________. 

  

Commission file number: 333-170828 

  

AMERICAN HOUSING REIT INC. 

 (Exact name of registrant in its charter) 

 

Maryland   46-4022327 

(State or other jurisdiction of incorporation or 

organization) 
  

(I.R.S. Employer Identification No.) 

  

4800 Montgomery Lane, Suite 450 

Bethesda, MD  
  

 

20814 

(Address of principal executive offices)   (Zip Code) 

  

Registrant’s telephone number, including area code: (303) 953-4245 

 

1601 Blake Street, Suite 310, Denver, CO 80202 

(Former name, former address and former fiscal year, if changed since last report) 

 

Indicate by check mark whether the registrant (1) has filed all reports required by Section 13 or 15(d) of the Securities Exchange Act 

of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has 

been subject to such filing requirements for the past 90 day.  Yes  No 

  

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every 

Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the 

preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).  Yes    No  

(Does not currently apply to the Registrant) 

  

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller 

reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 

if the Exchange Act. 

  

Large accelerated filter   Accelerated filter  

Non-accelerated filter (Do not check if a smaller 

reporting company) 
 Smaller reporting company  

  

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes  No  

  

State the number of shares outstanding of each of the issuer’s classes of common equity, as of the latest practicable date. 

 

Class   Outstanding December 11, 2014 

Common Stock, $0.01 par value per share   505,199 
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 

 

Some of the statements included in this Quarterly Report on Form 10-Q constitute forward-looking statements within the 

meaning of the federal securities laws. Forward-looking statements relate to expectations, beliefs, projections, forecasts, future plans and 

strategies, anticipated events or trends and similar expressions concerning matters that are not historical facts. These statements are only 

predictions. We caution that forward-looking statements are not guarantees. Actual events or our investments and results of operations 

could differ materially from those expressed or implied in the forward-looking statements. Forward-looking statements are typically 

identified by the use of terms such as “may,” “will,” “should,” “expect,” “could,” “intend,” “plan,” “anticipate,” “estimate,” “believe,” 

“continue,” “predict,” “potential” or the negative of such terms and other comparable terminology. You can also identify forward-

looking statements by discussions of strategy, plans or intentions. 

 

The forward-looking statements included in this report reflect our current views about future events and are subject to numerous 

known and unknown risks, uncertainties, assumptions and changes in circumstances that may cause our actual results to differ 

significantly from those expressed in any forward-looking statement. Statements regarding the following subjects, among others, may be 

forward-looking: 

 

 our business and investment strategy; 

 our projected operating results; 

 economic, demographic or real estate development in our markets; 

 home value appreciation, employee growth, residential building permits, median household income and household 

formation in our markets; 

 defaults on, early termination of or non-renewal of leases by our tenants; 

 our ability to identify properties to acquire and completing acquisitions; 

 increased time and/or expense to gain possession and restore properties; 

 our ability to successfully operate acquired properties; 

 projected operating costs; 

 rental rates or vacancy rates; 

 our ability to obtain financing arrangements; 

 general volatility of the markets in which we participate; 

 our expected investments; 

 interest rates and the market value of our target assets; 

 impact of changes in governmental regulation, tax law and rates and similar matters; 

 our ability to qualify and maintain our qualification as a real estate investment trust (“REIT”) for federal income tax 

purposes; 

 availability of qualified personnel; 

 estimates relating to our ability to make distributions to our stockholders in the future; 

 our understanding of our competition; and 

 market trends in our industry, real estate values, the debt securities markets or the general economy. 

 

The forward-looking statements are based on our beliefs, assumptions and expectations of future events, taking into account all 

information currently available to us. Forward-looking statements are not guarantees of future events or of our performance. These 

beliefs, assumptions and expectations can change as a result of many possible events or factors, not all of which are known to us. If a 

change occurs, our business, financial condition, liquidity, cash flows and results of operations may vary materially from those expressed 

in or implied by our forward-looking statements. New risks and uncertainties arise over time, and it is not possible for us to predict the 

occurrence of those matters or the manner in which they may affect us. Except as required by law, we are not obligated to, and do not 

intend to, update or revise any forward-looking statements, whether as a result of new information, future events or otherwise. You 

should, therefore, not rely on these forward-looking statements as of any date subsequent to the date of this Quarterly Report on Form 

10-Q. 
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AMERICAN HOUSING REIT INC. 

CONDENSED BALANCE SHEETS 

 

 

Assets 

 

June 30, 2014 

(unaudited) 

  

September 30, 

2013 

Investment in real estate: 

     Land $ 2,509,969 

 

$ - 

Building and improvements 

 

9,261,666 

  

- 

  

11,771,635 

  

- 

Less: accumulated depreciation 

 

(74,975) 

  

- 

Investment in real estate, net 

 

11,696,660 

  

- 

Cash 

 

476,221 

   Escrow deposits 

 

2,415,849 

  

- 

Rents and other receivables, net 

 

121,720 

  

- 

Intangible asset, net  43,320   - 

Total assets $ 14,753,770 

 

$ - 

      

      

Liabilities and Stockholders’ Equity 

     Liabilities: 

     Accounts payable and accrued expenses 

 

229,074 

  

28,319 

Security deposits 

 

162,960 

  

- 

Prepaid rent 

 

35,274 

  

- 

Note payable to shareholder 

 

11,407,428 

  

10,620 

Total liabilities 

 

11,834,736 

  

38,939 

Equity: 

     American Housing REIT Inc. stockholders’ equity: 

     Preferred stock, $0.001 par value, 10,000,000 shares authorized; no shares issued and 

outstanding 

 

- 

  

- 

Common stock $0.01 par value, 100,000,000 shares authorized; 273,942 and 23,030 shares 

issued and outstanding at June 30, 2014 and September 30, 2013; respectively 

 

2,739 

  

230 

Additional paid-in capital 

 

3,168,058 

  

108,041 

Accumulated deficit 

 

(251,763) 

  

(147,210) 

Total American Housing REIT Inc. stockholders’ equity (deficit) 

 

2,919,034 

  

(38,939) 

Total liabilities and stockholders’ equity $ 14,753,770 

 

$ - 

       

 

 

 

 

The accompanying notes are an integral part of these unaudited condensed financial statements
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AMERICAN HOUSING REIT INC. 

CONDENSED STATEMENTS OF OPERATIONS  

(unaudited) 
 

 

  

Three Months 

Ended June 30, 

  

Three Months 

Ended June 30, 

  

Nine Months 

Ended June 30, 

  

Nine Months 

Ended June 30, 

   

 

2014 

  

2013 

  

2014 

  

2013 

Revenue: 

           Rental revenue $ 306,492 

 

$ - 

 

$ 489,859 

 

$ - 

Other revenue 

 

2,947 

  

- 

  

7,570 

  

- 

Total revenue 

 

309,439 

  

- 

  

497,429 

  

- 

Expenses: 

           Property operating expenses 

 

68,972 

  

- 

  

79,967 

  

- 

Office/General Administrative 

 

71,476 

  

- 

  

73,857 

  

- 

Property management fees 

 

21,196 

  

- 

  

32,383 

  

- 

Real estate taxes 

 

37,902 

  

- 

  

65,031 

  

- 

Homeowners’ association fees 

 

7,127 

  

- 

  

12,111 

  

- 

Depreciation and amortization 

 

88,875 

  

- 

  

193,737 

  

- 

Interest Expense 

 

73,446 

     

73,446 

   Income tax 

 

- 

  

- 

  

1,600 

  

- 

Total expenses 

 

368,994 

  

- 

  

532,132 

  

- 

Income from continuing operations 

 

(59,555) 

  

- 

  

(34,703) 

  

- 

Loss from discontinued operations 

 

- 

  

(13,381) 

  

- 

  

(85,986) 

Net loss $ (59,555) 

 

$ (13,381) 

 

$ (34,703) 

 

$ (85,986) 

            Net loss per share – Basic and Diluted 

 

          

     Continuing operations $ (0.25) 

 

$ - 

 

$ (0.37) 

 

$ - 

     Discontinued operations 

 

- 

  

(0.58) 

  

- 

  

(3.73) 

Net loss per share – Basic and Diluted $ (0.25)  $ (0.58)  $ (0.37)  $ (3.73) 

Weighted-average shares outstanding 

– Basic and Diluted 

 

237,682 

  

23,030 

  

93,794 

  

23,030 

 

  

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements. 



- 6 - 

AMERICAN HOUSING REIT INC. 

CONDENSED STATEMENTS OF CASH FLOWS 

 (unaudited) 
 

 

  

Nine Months Ended  June 

30, 2014 

  

Nine Months Ended   June 

30, 2013 

 
Operating activities 

      Net loss $ (34,703) 

 

$ (85,986) 

 Adjustments to reconcile net loss to net cash provided 

byoperating  activities: 

      Depreciation and amortization 

 

193,737 

  

- 

 Changes in operating assets and liabilities: 

      Rent and other receivables, net 

 

(121,720) 

  

- 

 Accounts receivable, net 

 

- 

  

3,500 

 Accrued interest 

 

- 

  

11,248 

 Accounts payable, accrued expenses and other 

 

202,443 

  

(10,612) 

 Security deposits 

 

162,960 

  

- 

 Prepaid rent 

 

35,274 

  

- 

 Net cash provided by (used in) operating activities 

 

437,991 

  

(81,850) 

 Investing activities: 

      Escrow deposits for purchase of single family properties 

 

(2,415,849) 

  

- 

 Purchase of land, building and improvements, and intangible 

 

(11,933,717) 

  

- 

 Net cash used in investing activities 

 

(14,349,566) 

  

- 

 Financing activities: 

      Note payable from shareholder 

 

14,457,646 

  

- 

 Distribution to common shareholders 

 

(69,850) 

  

- 

 Note payable from former shareholder 

 

- 

  

80,000 

 Net cash provided by financing activities 

 

14,387,796 

  

80,000 

 Net increase in cash and cash equivalents 

 

476,221 

  

(1,850) 

 Cash and cash equivalents—beginning of period 

 

- 

  

3,023 

 Cash and cash equivalents—end of period $ 476,221 

 

$ 1,173 

 

       Supplemental cash flow information: 

      Cash payments for interest $ - 

 

$ - 

 

       Noncash financing and investing activities: 

      Note payable to shareholder converted to equity $ 3,050,218 

 

$ - 

 Accounts payable settled by related party $ 41,847 

 

$ - 

 

        

 

 

 

 

 

 

The accompanying notes are an integral part of these unaudited condensed financial statements.
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AMERICAN HOUSING REIT INC. 

NOTES TO THE UNAUDITED CONDENSED FINANCIAL STATEMENTS 

 

NOTE 1 - ORGANIZATION AND OPERATIONS 

 

American Housing REIT Inc. (the “Company,” “we,” “our” and “us”) was incorporated in Delaware on December 4, 2009 

under the name CWS Marketing & Finance Group, Inc. (and later renamed to OnTarget360 Group, Inc. [“OnTarget”]) until 

September 12, 2013 when it redomiciled as a Maryland corporation and changed its name to American Housing REIT Inc..   Since 

July 19, 2013, we undertook a new strategy focused on acquiring and managing single-family residential properties (“SFRs”) to be 

operated as rental properties, and have wound down the interactive marketing agency business.  We intend to operate the Company in 

a manner that will allow us to qualify and elect to be treated as a real estate investment trust (“REIT”) for U.S. federal income tax 

purposes.  As of June 30, 2014, we owned 97 properties in Texas, Georgia, Florida, and North Carolina. 

 

 Acquisition of OnTarget and Merger with American Housing REIT Inc. 

 

On July 19, 2013, Heng Fai Enterprises, Limited, a Hong Kong company (f/k/a Xpress Group, Limited) (“Heng Fai ”; “Heng 

Fai” may also refer to its wholly owned subsidiaries) purchased an aggregate of 21,863 shares (the “Shares”) of OnTarget’s common 

stock, representing approximately 94.9% of its issued and outstanding common stock.   

 

Upon Heng Fai’s acquisition of OnTarget, we developed a new SFR strategy and evaluated the REIT tax structure. In 

connection with our plan to qualify and elect to be taxed as a REIT, OnTarget re-domiciled from Delaware to Maryland, which is the 

most common state domicile for REITs.  To accomplish this re-domicile, OnTarget initiated a merger with American Housing REIT 

Inc., a Maryland corporation, with American Housing REIT, Inc. the surviving entity.  As part of this redomicile, OnTarget also 

renamed itself as American Housing REIT Inc.   

 

Reverse Stock Split 

 

On July 18, 2014, the Company completed a reverse stock split of the outstanding shares of its Common Stock at the ratio of 

1-for-150 (the “Reverse Stock Split”).  All share and per share information contained herein gives retroactive effect to the Reverse 

Stock Split. 

 

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES 

 

Basis of presentation - The accompanying condensed financial statements are unaudited and include the accounts of the 

Company.  The accompanying condensed financial statements have been prepared in accordance with GAAP and the rules and 

regulations of the Securities and Exchange Commission (“SEC”). Certain information and footnote disclosures required for annual 

financial statements have been condensed or excluded pursuant to SEC rules and regulations. Accordingly, the accompanying 

condensed financial statements do not include all of the information and footnotes required by GAAP for complete financial 

statements and should be read in conjunction with the audited financial statements and notes thereto for the fiscal year ended 

September 30, 2013. In the opinion of management, all adjustments of a normal and recurring nature necessary for a fair presentation 

of the condensed financial statements for the interim periods have been made. The preparation of condensed financial statements in 

conformity with GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and 

liabilities and disclosure of contingent assets and liabilities at the date of the condensed financial statements and the reported amounts 

of revenues and expenses during the reporting period. Actual results could differ from those estimates. 

 

As discussed in Note 1, we wound down our interactive marketing agency business and began to undertake a new strategy 

focused on acquiring and managing SFRs operated as rental properties.  There have been significant changes to our significant 

accounting policies that have had a material impact on our condensed financial statements and related notes.  

 

Property Acquisitions – When at the date of acquisition the property has an existing tenant the Company accounts for its 

acquisition of real estate in accordance with FASB ASC 805, Accounting for Business Combinations, Goodwill, and Other Intangible 

Assets, which requires the purchase price of acquired properties be allocated to the acquired tangible assets and liabilities, consisting 

of land, building, and identified intangible assets, potentially consisting of the value of above-market and below-market leases, the 

value of in-place leases, unamortized lease origination costs and security deposits, based in each case on their fair values.  The 

Company has identified one intangible asset related to its in-place tenants which at the dates of acquisition aggregated to $162,082.  

This amount is recorded net of accumulated amortization of $118,762 on the accompanying balance sheet. 

 

The Company allocates the purchase price to tangible assets of an acquired property (which includes land and building) based 

on the estimated fair values of those tangible assets, assuming the property was vacant. Fair value for land and building is based on the 

purchase price for these properties. The Company also considers information obtained about each property as a result of its pre-

acquisition due diligence, marketing and leasing activities in estimating the fair values of the tangible and intangible assets and 

liabilities acquired. 
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Use of estimates - The preparation of financial statements in conformity with GAAP requires management to make estimates 

and assumptions that affect the reported amounts and disclosures in the financial statements. These estimates are inherently subjective 

in nature and actual results could differ from estimates and the differences may be material. 

 

Recently issued and adopted accounting standards - In April 2014, the Financial Accounting Standards Board ("FASB") 

issued Accounting Standards Update ("ASU") No. 2014-08, Reporting Discontinued Operations and Disclosure of Disposals of 

Components of an Entity, which changes the criteria for reporting discontinued operations. Under the new guidance, only disposals 

representing a strategic shift in operations such as a major line of business, major geographic area or a major equity method 

investment, should be presented as discontinued operations. In addition the new guidance will require expanded disclosures about 

discontinued operations that will provide more information about the assets, liabilities, income and expenses of discontinued 

operations. The guidance will be effective for all disposals of components (or classifications as held for sale) that occur within annual 

periods beginning on or after December 15, 2014 and is not expected to have a material impact on the Company's financial statements. 

 

In May 2014, FASB released updated guidance regarding the recognition of revenue from contracts with customers, 

exclusive of those contracts within lease accounting. The core principle of the guidance is that an entity should recognize revenue to 

depict the transfer of promised goods or services to customers in an amount that reflects the consideration to which the entity expects 

to be entitled in exchange for those goods or services.  To achieve that core principle, an entity should apply the following steps: (1) 

identify the contracts with the customer; (2) identify the performance obligations in the contract; (3) determine the contract price; (4) 

allocate the transaction price to the performance obligations in the contract; and (5) recognize revenue when (or as) the entity satisfies 

a performance obligation.  This guidance is effective for the Company as of January 1, 2017.  This guidance is required to be applied 

(1) retrospectively to each prior reporting period presented, or (2) with the cumulative effect being recognized at the date of initial 

application. The Company is evaluating the guidance including the impact on its consolidated financial statements. 

 

Income taxes - We plan on electing to be taxed as a REIT for federal income tax purposes beginning in 2014.  REITs are 

generally not subject to federal income taxes if the Company can meet many specific requirements.  If we fail to qualify as a REIT in 

any taxable year, we will be subject to federal and state income tax (including any applicable alternative minimum tax) on our taxable 

income at regular corporate tax rates, and we may be ineligible to qualify as a REIT for subsequent tax years. Even if we qualify as a 

REIT, we may be subject to certain state or local income taxes, and if we create a Taxable REIT Subsidiary (“TRS”), the TRS will be 

subject to federal, state and local taxes on its income at regular corporate rates. We estimate income tax expense is $0 and $1,600 for 

the three and nine months ended June 30, 2014.  The Company recognizes the tax effects of uncertain tax positions only if the position 

is more likely than not to be sustained upon audit, based on the technical merits of the position.  The Company has not identified any 

material uncertain tax positions and recognizes interest and penalties in income tax expense, if applicable.  The Company is currently 

not under examination by any income tax jurisdiction. 

 

SFRs - Transactions in which SFR’s are purchased that are not subject to an existing significant lease are treated as asset 

acquisitions, and as such are recorded at their purchase price, including acquisition fees, which is allocated to land and building based 

upon their relative fair values at the date of acquisition. SFR’s that are acquired either subject to a significant existing lease or as part 

of a portfolio level transaction with significant leasing activity are treated as a business combination under Accounting Standards 

Codification (“ASC”) 805, Business Combinations, and as such are recorded at fair value, allocated to land, building and the existing 

lease, if applicable, based upon their fair values at the date of acquisition, with acquisition fees and other costs expensed as incurred. 

Fair value is determined based on ASC 820, Fair Value Measurements and Disclosures, primarily based on unobservable data inputs. 

In making estimates of fair values for purposes of allocating the purchase price of individually acquired properties, the Company 

utilizes its own market knowledge and published market data. In this regard, the Company also utilizes information obtained from 

county tax assessment records to assist in the determination of the fair value of the land and building. The Company utilizes market 

comparable transactions such as price per square foot to assist in the determination of fair value for purposes of allocating the 

purchase price of properties acquired as part of portfolio level transactions.  The value of acquired leases, if applicable, is estimated 

based upon the costs we would have incurred to lease the property under similar terms.   

 

Impairment of long lived assets - The Company evaluates its SFR’s for impairment periodically or whenever events or 

circumstances indicate that its carrying amount may not be recoverable. If an impairment indicator exists, we compare the expected 

future undiscounted cash flows against the carrying amount of an asset. If the sum of the estimated undiscounted cash flows is less 

than the carrying amount of the asset, we would record an impairment loss for the difference between the estimated fair value and the 

carrying amount of the asset. 

 

Leasing costs - Direct and incremental costs we incur to lease the properties are capitalized and amortized over the term of 

the lease, usually one year. Amortization of leasing costs is included in property operating expenses. Pursuant to the property 

management agreement with our property managers, we will pay a leasing fee equal to one payment of each lease’s monthly rent (see 

Note 7).  As of June 30, 2014, we have not recorded any leasing costs. 

 

Depreciation and amortization - Depreciation is computed using the straight-line method over the estimated useful lives of 

the buildings and improvements, which are generally between 5 and 40 years.  Depreciation expense related to SFR’s was 
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approximately $46,302 for the three months ended June 30, 2014 and approximately $74,975 for the nine months ended June 30, 

2014.  Amortization expense related to the Company’s in-place lease intangible asset is calculated based on the remaining useful life 

of the initial lease term and was approximately $42,573 for the three months ended June 30, 2014 and approximately $118,762 for the 

nine months ended June 30, 2014. 

 

Cash and cash equivalents - We consider all demand deposits, cashier’s checks, money market accounts and certificates of 

deposits with a maturity of three months to be cash equivalents. We maintain our cash and cash equivalents and escrow deposits at 

financial institutions. The combined account balances may exceed the Federal Depository Insurance Corporation (“FDIC”) insurance 

coverage, and, as a result, there may be a concentration of credit risk related to amounts on deposit. We believe that this risk is not 

significant. 

 

Escrow deposits - Escrow deposits include refundable and non-refundable cash earnest money deposits for the purchase of 

properties including advances from Heng Fai Enterprises. In addition, escrow deposits may include amounts paid for SFR’s in certain 

states which require a judicial order when the risk and rewards of ownership of the property are transferred and the purchase is 

finalized.  

 

Revenue and expense recognition - Rental income attributable to residential leases is recognized on a straight-line basis. 

Leases entered into between tenants and the Company are generally for a one-year term. We estimate losses that may result from the 

inability of our tenants to make payments required under the terms of the lease based on payment history and current credit status. As 

of June 30, 2014, we had no allowance for such losses. We accrue for property taxes and homeowner’s association assessments based 

on amounts billed, and, in some circumstances, estimates and historical trends when bills or assessments are not available. If these 

estimates are not reasonable, the timing and amount of expenses recorded could impact our financial statements. 

 

Segment reporting - Under the provision of ASC 280, Segment Reporting, the Company had determined that it has one 

reportable segment with activities related to acquiring, renovating, leasing and operating single-family homes as rental properties. 

100% of the Company’s revenues are derived from rental income through the leasing of its properties.  

 

Fair Value of Financial Instruments - Fair value is a market-based measurement, and should be determined based on the 

assumptions that market participants would use in pricing an asset or liability. The valuation hierarchy is based upon the transparency 

of inputs to the valuation of an asset or liability as of the measurement date. A financial instrument’s categorization within the 

valuation hierarchy is based upon the lowest level of input that is significant to the fair value measurement. The three levels are 

defined as follows: 

 

• Level 1-Inputs to the valuation methodology are quoted prices for identical assets or liabilities in active markets; 

• Level 2-Inputs to the valuation methodology include quoted prices for similar assets and liabilities in active markets, and 

inputs that are observable for the asset or liability, either directly or indirectly, for substantially the full term of the 

financial instrument; and 

• Level 3-Inputs to the valuation methodology are unobservable and significant to the fair value measurement. 

 

The carrying amount of rents and other receivables, prepaid expenses and other assets, accounts payable and accrued 

expenses and notes payable to shareholder approximate fair value because of the short maturity of these amounts. 

 

NOTE 3 - LEASE INCOME 

 

We generally rent our properties under non-cancelable lease agreements with a term of one year. Future minimum rental 

revenues under leases existing on our properties at June 30, 2014, through the end of their terms, are as follows: 

 
Year    

 
  

July 1, 2014 - September 30, 2014    $ 418,508 

Fiscal Year 2015      304,135 

Fiscal Year 2016      5,054 
 

       

Total    $ 727,697 

  

NOTE 4 - SHAREHOLDERS’ EQUITY 

 

Effective as of September 12, 2013, as part of the reincorporation of the Company by merger with and into American 

Housing REIT Inc., the Company increased its authorized shares of capital stock to 110,000,000, $0.001 par value per share, of which 

100,000,000 shares are authorized as common stock and 10,000,000 as preferred stock. The Company had 273,942 of common stock 

issued and outstanding as of June 30, 2014. 

 

On May 27, 2014, the Board of Directors of the Company unanimously adopted resolutions approving a reverse stock split of 

the outstanding shares of Common Stock at the ratio of 1-for-150 (the “Reverse Stock Split”).  On May 27, 2014, pursuant to Section 
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2-505(b)(2) of the Maryland General Corporation Law (the “MGCL”) and as provided by the Company’s Charter, we received written 

consent approving the Reverse Stock Split from HFE USA, LLC, a wholly owned subsidiary of Heng Fai, the holder of 272,756 

shares (approximately 99.6%) of the 273,942 shares of our issued and outstanding shares of Common Stock. The Reverse Stock Split 

was effective July 28, 2014, and reduced the outstanding common shares to 273,942 (“Consolidated Shares”).  As a result of the 

Reverse Stock Split the par value was also adjusted from $0.001 to $0.01. 

On April 17, 2014, the Board of Directors of American Housing REIT Inc. (the “Company”) declared a quarterly cash 

dividend on the Company’s common stock in the amount of $0.0017 per share (not adjusted for Reverse Stock Split), for a total 

amount of $69,850, payable on April 23, 2014 to stockholders of record at the close of business on April 23, 2014. 

 

NOTE 5 - RELATED PARTY TRANSACTIONS 

 

Management Agreement - The Company has been advised and managed by Inter-American Management, LLC (the 

“Manager”).  On November 21, 2014, the Company entered into a written Management Agreement.  The Manager is responsible for 

designing and implementing our business strategy and administering our business activities and day-to-day operations. For performing 

these services, we will pay the Manager a management fee equal to the greater of 1.5% per year of net assets or $20,000 per month.  

For the three and nine months ended June 30, 2014, advisory management fees incurred to the Manager were $60,000.  See the 

heading titled “Subsequent Events” for additional detail on the Management Agreement. 

 

Allocated General and Administrative Expenses – In the future, the Company may receive an allocation of general and 

administrative expenses from the Advisor that are either clearly applicable to or were reasonably allocated to the operations of the 

properties.   There were no allocated general and administrative expenses from the Advisor for the three or nine months ended June 

30, 2014. 

 

Note Payable to Shareholder –Heng Fai, the majority shareholder has loaned the Company funds to acquire the SFRs since 

inception. On April 14, 2014, the Company entered into a Master Funding Agreement with Heng Fai, with effective date of January 1, 

2014. Heng Fai has advanced, prior to the effective date, and may advance, from time to time thereafter, funds to the Company on an 

interest-free basis (collectively, the “Loans”). The Loan proceeds are to be used by the Company to acquire single family homes and 

for other general corporate purposes. As of June 30, 2014, we have borrowed $14,457,646 under the Loans, of which $11,933,717 was 

used by the Company to acquire single family homes and $108,080 was used for general corporate purposes (the “Deployed Funds”) 

leaving a balance of $2,415,849 (the “Undeployed Funds”) in escrow. Until the date of termination as defined in the Master Funding 

Agreement, any Loan from Heng Fai to the Company will be evidenced by an interest-free demand promissory note (the “Master 

Note”) 

On each date of deployment of any proceeds of the Loans, the outstanding principal balance of the Master Note will be 

automatically, and without further action by the Company or Heng Fai, reduced on a dollar for dollar basis by the amount of such 

deployed proceeds. Thereafter, one half of the amount of such deployed proceeds will be evidenced by a convertible demand 

promissory note dated as of the applicable deployment date made and one half of the amount will be deemed to be a contribution to 

the capital of the Company, with respect to which the Company agrees to issue its common stock in exchange therefor at a conversion 

price equal to $0.0810.  

On April 14, 2014 we agreed with Heng Fai to convert $3,050,218 of the Deployed Funds and issue an unsecured convertible 

promissory note bearing interest at the rate of 4.0% per annum effective as of January 1, 2014, payable on demand, but no later than 

March 1, 2019 (the “HFE Note 1”).  Payment of interest shall be made in cash annually in arrears on each March 1 of each calendar 

year, commencing on March 1, 2015.  As of June 30, 2014, the HFE Note 1’s outstanding principal was $3,050,218. No payments of 

principal are due within the next 12 months. Interest expense for the HFE Note 1 was $73,446 for the three and nine months ended 

June 30, 2014. HFE may elect to convert all or a portion of the outstanding principal amount of the HFE Note 1 into shares of 

common stock in an amount equal to the principal amount of the HFE Loan, together with accrued but unpaid interest, divided by 

$12.1575 (adjusted from $0.0810 due to the Reverse Stock Split). 

In conjunction with the issuance of the HFE Note 1, we agreed with Heng Fai to treat $3,050,218 of the Deployed Funds as a 

contribution to our capital and agreed to issue 250,892 shares of our unregistered common stock to Heng Fai at a conversion price of 

$12.1575 per share (adjusted from $0.08105 due to the Reverse Stock Split).  As we use additional amounts of the HFE Master 

Funding Agreement in the future for acquisitions or working capital purposes, such amounts will be treated one-half as a loan and one-

half as a contribution to our capital on the same terms as the April 14, 2014 conversion discussed above.  Shares of our unregistered 

common stock issued to Heng Fai as a result of these conversions will be subject to customary anti-dilution rights in the event of stock 

splits, stock dividends and similar corporate events. 
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Of the total borrowed as of June 30, 2014 of $14,457,646 disclosed above, $7,208,438 was funded during the quarter ended 

June 30, 2014, of which $5,623,029 were deployed and used during the quarter to acquire single family homes, leaving a balance of 

$1,585,409 in escrow for future acquisition.  

On July 18, 2014 the Board of Directors of the Company restructured this amount pursuant to the Master Funding 

Agreement.  The Company converted the deployed portion of this funding to $2,811,514.63 in an unsecured convertible promissory 

note bearing interest at the rate of 4.0%, payable on demand, but no later than March 1, 2019 (the “HFE Note 2”). Payment of interest 

shall be made in cash annually in arrears on each March 1 of each calendar year, commencing on March 1, 2015.  In conjunction with 

the issuance of the HFE Note 2, we agreed with Heng Fai to convert the remaining $2,811,514.63 into unregistered shares of the 

Company’s common stock at $12.1575 per share (adjusted from $0.08105 due to the Reverse Stock Split) and issued an additional 

231,257 common shares of the Company to Heng Fai.  Subsequent to this transaction, Heng Fai owns 504,013 common shares of the 

Company. 

NOTE 6 – SINGLE FAMILY RESIDENCE ACQUISITIONS 

 

As of June 30, 2014, the Company has purchased 97 single family homes. The following table sets forth the metropolitan 

statistical area, metropolitan division, number of homes, and aggregate investment and average investment for each home acquired.  

 

 

 

MSA/Metro Division 

Number 

of 

Homes 

Aggregate 

Investment 

Average 

Investment Per 

Home 

Atlanta, GA 11  $      1,163,213   $         105,747  

Charlotte, NC 3  $         282,734    $           94,245  

Dallas-Fort Worth, TX 32  $      4,104,133   $         128,254  

Houston, TX 45  $      5,640,359   $         125,341  

San Antonio, TX 3  $         364,505   $         121,502  

Tampa, FL 3  $         378,773   $         126,258  

Total/Weighted Average 97  $    11,933,717   $         123,028  

  

The aggregate investment amount in the table above of $11,933,717 includes an identified intangible asset of $162,082. 

 

As discussed in Note 2 – Significant Accounting Policies, when at the date of purchase the property has an existing tenant the 

Company accounts for the acquisition as a business combination in accordance with ASC 805.   

 
The Company computes depreciation is computed using the straight-line method over the estimated useful lives of forty years 

for building cost.  We make this determination based on subjective assessments as to the useful lives of our properties for purposes of 

determining the amount of depreciation to record on an annual basis with respect to our investments in single family real estate. 

 

The purchase price for the single family homes was funded by the Company’s majority shareholder under the HFE Master 

Funding Agreement discussed in Note 5 above. 

 

NOTE 7 - COMMITMENTS AND CONTINGENCIES 

 

Property Management Agreement - The Company has entered into property management agreements with the property 

managers under which the property managers generally oversaw and directed the leasing, management and advertising of the 

properties in our portfolio, including collecting rents and acting as liaison with the tenants. We pay our property managers a property 

management fee equal to 8% of collected rents and a leasing fee equal to one month of each lease’s annual rent. For the three months 

ended June 30, 2014, property management fees incurred to the property managers were $21,196 and for the nine months ended June 

30, 2014, property management fees incurred to the property managers were $32,383.  For the three and nine months ended June 30, 

2014, there were no leasing fees incurred to the property managers. 

 

As of June 30, 2014, the Company has entered into purchase contracts for 20 additional single family homes for an aggregate 

purchase price of $1,554,000. The homes are expected to close in the next three months. Although the Company is working towards 

acquiring these homes, there can be no assurance that they will close on the properties under contract. 

  

The Company is not involved any legal proceedings.  
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NOTE 8 – DISCONTINUED OPERATIONS 

 

 Prior to July 19, 2013, the Company’s strategy was to operate as an interactive marketing agency that provided people, 

processes and tools to help clients improve the results generated by their marketing efforts. The services included both interactive 

market optimization services, including website design and technology support including point of purchase capabilities and driving 

website traffic. The Company plans to focus on the acquisition and management of SFR’s.  

 

There were no balance sheet results from discontinued operations as of June 30, 2014 or September 30, 2013. The results of 

discontinued operations of the internet marketing agency for the three month period ended June 30, 2013 and for the nine month 

period ended June 30, 2013 is summarized as follows: 

 

   
Three Months Ended  

  

Nine Months Ended  

   

June 30, 2013 
 

  

June 30, 2013 
 

Revenues: 

        Custom professional service revenues 

 

$ - 

  

$ 500 

 Monthly subscription fees 

  

7,500 

   

46,500 

 

         Total Revenues 

  

7,500 

   

47,000 

 

         Cost of revenues 

  

3,315 

   

27,298 

 

         Gross Profit 

  

4,185 

   

19,702 

 

         Operating Expenses 

        General and administrative 

  

13,967 

   

91,420 

 General and administrative costs from a related    

party 

  

- 

   

3,000 

 

         Total Operating Expenses 

  

13,967 

   

94,420 

 

         Loss from operations 

  

(9,782) 

   

(74,718) 

 

         Other expenses 

        Interest expense 

  

3,645 

   

11,248 

 Total Other Expenses 

  

3,645 

   

11,248 

 

         Loss before taxes 

  

(13,427) 

   

(85,966) 

 

         Income tax (benefit) provision 

  

(46) 

   

20 

 

         Loss from Discontinued Operations 

 

$ (13,381) 

  

$ (85,986) 

  

 

NOTE 9 - SUBSEQUENT EVENTS 

 

 For the period July 1, 2014 to September 30, 2014, the Company acquired 36 single family homes for a total purchase price 

of approximately $3,276,000 and contracted to acquire 27 single family homes for a total purchase price of approximately $2,467,400. 

 

Reverse Stock Split 

 

On July 18, 2014, the Company completed a reverse stock split of the outstanding shares of its Common Stock at the ratio of 

1-for-150 (the “Reverse Stock Split”).  As of May 27, 2014 and prior to the July 18, 2014 effective date of the Reverse Stock Split, the 

Company had 41,088,295 shares of its Common Stock issued and outstanding which amount was reduced to 273,942 shares 

immediately after the effective date of the stock split. 
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Dividends Declared 

 

On July 18, 2014, the Company declared a dividend of $0.24315 per share to holders of the common stock as of July 31, 

2014, and payable on July 31, 2014. 

 

Heng Fai Funding 

 

Heng Fai, the majority shareholder, has loaned the Company funds to acquire the SFRs since inception. On April 14, 2014, 

the Company entered into a Master Funding Agreement with Heng Fai, with effective date of January 1, 2014. Heng Fai has 

advanced, prior to the effective date, and may advance, from time to time thereafter, funds to the Company on an interest-free basis 

(collectively, the “Loans”). The Loan proceeds are to be used by the Company to acquire single family homes and for other general 

corporate purposes. As of June 30, 2014, we have borrowed $14,457,646 under the Loans, of which $11,933,717 was used by the 

Company to acquire single family homes and $108,080 was used for general corporate purposes (the “Deployed Funds”) leaving a 

balance of $2,415,849 (the “Undeployed Funds”) in escrow. Until the date of termination as defined in the Master Funding 

Agreement, Undeployed Funds will be evidenced by an interest-free demand promissory note (the “Master Note”). 

 

On July 18, 2014, Heng Fai assigned the Master Funding Agreement to its wholly owned subsidiary, HFE USA, LLC  

(“HFE”).  During the most recent quarter ending September 30, 2014, the Company accepted $2,929,725.00 in funding from HFE.  

Accordingly, the Master Funding Agreement requires the Company to direct one-half of this amount, $1,464,862.50, towards debt at 

4% interest (calculated as of the date the funds were deployed by the Company), and one-half of this amount, $1,464,862.50, towards 

equity at $12.1575 per share.  Towards that end, on November 11, 2014, the Company’s Board of Directors resolved to issue to HFE:  

(1) a convertible debenture note in the amount of $1,464,862.50, and (2) 120,491 common restricted shares in the Company.  

 

Management Agreement 

 

On November 21, 2014 American Housing REIT Inc. (the “Company”) entered into a Management Agreement with Inter-

American Management, LLC (the “Manager”), a Delaware limited liability company and an affiliate of the Company.  

 

 Services Performed. Under the terms of the Management Agreement, the Manager will manage, operate and administer the 

Company’s day-to-day operations and investment activities in conformity with the investment guidelines and other policies that are 

approved and monitored by our board of directors. Our Manager is responsible for (1) the selection, purchase and sale of our portfolio 

investments, (2) administering and managing the Company’s day-to-day operations, and (3) providing us with investment advisory 

services. The initial term of the Management Agreement expires on June 1, 2019 and will be automatically renewed for five year 

periods thereafter.  The Manager is permitted to engage in property development services for the purpose of selling improved real 

estate assets to the Company or third parties.  The Manager, using its own funds, may (1) purchase real estate assets, (2) renovate the 

real estate asset, and (3) lease the real estate assets that do not meet the Company’s investment guidelines (the “Renovation 

Property”). The Manager must first offer the Company a right of first refusal to purchase any Renovation Property it seeks to sell. 

Inter-American is permitted to market additional goods and services to tenants of the properties owned by the Company. 

 

Compensation. The Company will pay the Manager 8% of rental revenue for property management services and a base 

management fee equal to the greater of (a) 1.50% per annum of the Company’s net asset value (the value of the Company’s assets less 

the value of the Company’s liabilities), or (b) $20,000 per calendar month.  The Manager is also entitled to an incentive fee (the 

“Incentive Fee”) for each calendar quarter the Management Agreement is in effect in an amount, not less than zero, equal to the 

difference between (1) the product of (a) 20% and (b) the difference between (i) Core Earnings (as defined below) for the previous 

four fiscal quarters, and (ii) the product of (A) the weighted-average offering price per share of common stock of all of the Company’s 

offerings of common stock (other than offerings of common stock to the Company or its Affiliates that are not part of a broader 

offering of common stock to third party investors) (where each such offering is weighted by both the number of shares issued in such 

offering and the number of days that such issued shares were outstanding during such four fiscal quarter period) multiplied by the 

average number of common stock outstanding in the previous four fiscal quarters, and (B) 8%, and (2) the sum of any Incentive 

Compensation paid to the Manager with respect to the first three fiscal quarters of such previous four fiscal quarter period; provided, 

however, that no Incentive Compensation shall be payable with respect to any fiscal quarter unless cumulative Core Earnings for the 

12 most-recently completed fiscal quarters (or part thereof prior to the completion of 12 fiscal quarters following the Closing Date) is 

greater than zero. 

 

Core Earnings is a non-GAAP measure and is defined as the net income (loss) of the Company, computed in accordance with 

GAAP, excluding non-cash equity compensation expense, the Incentive Compensation, real estate-related depreciation and 

amortization, any unrealized gains or losses or other non-cash items that are included in net income for the applicable reporting period, 

regardless of whether such items are included in other comprehensive income or loss, or in net income and one-time events pursuant 

to changes in GAAP and certain non-cash charges, in each case after discussions between the Manager and the Company’s Board of 

Directors. 
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 The Base Management Fee shall be payable in arrears in cash, in quarterly installments commencing with the fiscal quarter in 

which this Agreement is executed.  The Incentive Compensation shall be payable in arrears, in quarterly installments commencing 

with the fiscal quarter ending March 31, 2014.   

 

 Operating Expenses. The Company is required to pay all of its operating expenses which include, but are not limited to, 

transactions costs, legal, accounting, and administrative services, compensation of the Company’s officers and directors, costs and out 

of pocket expense incurred by directors, officer, employees or other agents of the Manager for travel on the Company’s behalf, wages, 

salaries and benefits incurred by the Manager for dedicated officers that are provided to the Company or a pro-rata portion if such 

person is partially dedicated to the Company’s operations. The Company has agreed to reimburse the Manager for any operating 

expenses of the Company incurred by the Manager. 

 

 Termination Rights. The Management Agreement can be terminated if the Company fails to exceed (A) 75% (seventy-five 

percent) of the FTSE NAREIT Equity Residential (as defined below) total performance and dividend performance over the three year 

period previous to termination (the Manager shall have the right to forgo or defer any fees due to it in order to achieve the 75% 

benchmark); and (B) 75% (seventy-five percent) of the FTSE NAREIT Equity Residential (as defined below) total performance and 

dividend performance over the three year period previous to termination (the Manager shall have the right to forgo or defer any Fees 

due to it in order to achieve the 75% benchmark); and (C) 75% (seventy-five percent) of the Standard and Poor’s 500 Index total 

performance and dividend performance over the three year period previous to termination (the Manager shall have the right to forgo or 

defer any Fees due to it in order to achieve the 75% benchmark); and (D) 75% (seventy-five percent) of the Standard and Poor’s 500 

Index (as defined below) total performance and dividend performance over the one year period previous to termination (the Manager 

shall have the right to forgo or defer any Fees due to it in order to achieve the 75% benchmark); and (E) “total performance” is defined 

as share price appreciation plus dividends paid to the shareholder expressed as an annualized percentage of all index constituents 

weighted in the same ratio as they are weighed by the index; and (F) “dividend performance” is defined as dividends paid to the 

shareholder expressed as an annualized percentage of all index constituents weighted in the same ratio as they are weighed by the 

index. 

 

 In addition, the Management Agreement can be terminated if the Company fails to exceed 5.5% return on invested capital for 

the previous 12 months, and if the Board of Directors of the Company: (A) is comprised of at least seven members; (B) and other than 

directors placed by the Manager or its affiliate, Heng Fai Enterprises Ltd., no more than one director is represented, employed, or 

affiliated by any single investor or investment, bank, law firm, or vendor; and (C) in a fully attended Board meeting, votes to terminate 

the Agreement in a majority vote; and (iii) the Company’s shareholders approve, by a majority of shareholders, an alternative business 

plan submitted by the Board of Directors through a shareholder vote as provided for in the Management Agreement; and upon the 

termination the Company will pay the Manager the Termination Fee (as defined below) in cash, common stock, or fifty percent cash 

and fifty percent common stock. 

 

 FTSE NAREIT Equity Residential means the REIT residential real estate index which is a component of the FTSE NAREIT 

U.S. Real Estate Index Series published on REIT.com. 

 

In addition, the Manager may terminate the Management Agreement on 60 days notice in the event the Company shall 

default on any term or condition of the agreement and the Company fails to remedy such default within 30 days of such notice. In the 

event of a default, the Company is obligated to pay the Manager a termination fee (the “Termination Fee”) equal to the greater of (a) 

three (3) times the average annual Base Management Fee and the average annual Incentive Compensation (in either case paid or 

payable) to the Manager with respect to the previous eight fiscal quarters ending on the last day of the Final Quarter; and (b) the 

greater of: (i) 10% (ten percent) of the FFO growth (as defined below) from October 1, 2013 to the date of the termination; or (ii) 10% 

(ten percent) of capital gains of the Company measured from the period October 1, 2013 to the date of termination.  A mutually agreed 

upon third party shall conduct an appraisal of the Company’s assets. FFO means the Company’s net income (computed in accordance 

with generally accepted accounting principles), excluding gains (or losses) from sales of property, plus depreciation and amortization, 

and after adjustments for unconsolidated partnerships and joint ventures. Adjustments for unconsolidated partnerships and joint 

ventures will be calculated to reflect funds from operations on the same basis. The termination fee is payable in cash, or at the election 

of the Manager, fifty percent cash, and fifty percent common stock of the Company. 

 

Director Appointments 

 

On October 7, 2014, the Board of Directors appointed Jeffrey Busch as Director to hold office until the next annual meeting 

of shareholders and until his successor is duly elected and qualified or until his resignation or removal. 

 

Officer Appointments 

 

On September 30, 2014 the board of directors appointed Mr. Donald McClure as Chief Financial Officer to hold office until 

the next annual meeting of shareholders and until their successor is duly elected and qualified or until his resignation or removal.  
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Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations. 
 

The following discussion of our financial condition and results of operations should be read together with the financial 

statements and related notes appearing elsewhere in this Quarterly Report on Form 10-Q. This report, including the following 

Management’s Discussion and Analysis of Financial Condition and Results of Operations, contains forward-looking statements based 

upon our current expectations that involve risks and uncertainties. Our actual results may differ materially from those anticipated in 

these forward-looking statements as a result of various factors, including those set forth under “Cautionary Note Regarding Forward-

Looking Statements.” 

 

Overview 

 

American Housing REIT Inc. (the “Company,” “we,” “our” and “us”) was incorporated in Delaware on December 4, 2009 

under the name CWS Marketing & Finance Group, Inc. (and later renamed to OnTarget360 Group, Inc. [“OnTarget”]) until 

September 12, 2013 when it redomiciled as a Maryland corporation and changed its name to American Housing REIT Inc.   Since July 

19, 2013, we undertook a new strategy focused on acquiring and managing single-family residential properties (“SFRs”) to be 

operated as rental properties, and have wound down the interactive marketing agency business.  We intend to operate the Company in 

a manner that will allow us to qualify and elect to be treated as a real estate investment trust (“REIT”) for U.S. federal income tax 

purposes.  As of June 30, 2014, we owned 97 properties in Texas, Georgia, Florida, and North Carolina. 

 

 Acquisition of OnTarget and Merger with American Housing REIT Inc. 

 

On July 19, 2013, Heng Fai Enterprises, Limited, a Hong Kong company (f/k/a Xpress Group, Limited) (“Heng Fai ”) 

purchased an aggregate of 21,863 shares (the “Shares”) of OnTarget’s common stock, representing approximately 94.9% of its issued 

and outstanding common stock.   

 

Upon Heng Fai’s acquisition of OnTarget, we developed a new SFR strategy and evaluated the REIT tax structure. In 

connection with our plan to qualify and elect to be taxed as a REIT, OnTarget re-domiciled from Delaware to Maryland, which is the 

most common state domicile for REITs.  To accomplish this re-domicile, on September 12, 2013, OnTarget caused American Housing 

REIT Inc., a Maryland corporation, to be formed.  OnTarget’s board of directors unanimously approved the adoption of a proposal 

that we merge into and with American Housing REIT Inc. (the “Merger”).  On October 11, 2013, upon the recommendation of our 

board of directors, and Heng Fai, the holder of approximately 94.9% our outstanding common stock and voting power, signed a 

written consent approving the Merger.  As a result, the Merger has been approved and neither a meeting of our stockholders nor 

additional written consents was necessary. 

 

Reverse Stock Split 

 

On July 18, 2014, the Company completed a reverse stock split of the outstanding shares of its Common Stock at the ratio of 

1-for-150 (the “Reverse Stock Split”).  All share and per share information contained herein gives retroactive effect to the Reverse 

Stock Split. 

 

Financing Arrangement 

 

Heng Fai, the majority shareholder has loaned the Company funds to acquire the SFRs since inception. On April 14, 2014, 

the Company entered into a Master Funding Agreement with Heng Fai, with effective date of January 1, 2014. Heng Fai has 

advanced, prior to the effective date, and may advance, from time to time thereafter, funds to the Company on an interest-free basis 

(collectively, the “Loans”). The Loan proceeds are to be used by the Company to acquire single family homes and for other general 

corporate purposes. As of June 30, 2014, we have borrowed $14,457,646 under the Loans, of which $11,933,717 was used by the 

Company to acquire single family homes and $108,080 was used for general corporate purposes (the “Deployed Funds”) leaving a 

balance of $2,415,849 (the “Undeployed Funds”) in escrow. Until the date of termination as defined in the Master Funding 

Agreement, any Loan from Heng Fai to the Company will be evidenced by an interest-free demand promissory note (the “Master 

Note”). 

On each date of deployment of any proceeds of the Loans, the outstanding principal balance of the Master Note will be 

automatically, and without further action by the Company or Heng Fai, reduced on a dollar for dollar basis by the amount of such 

deployed proceeds. Thereafter, one half of the amount of such deployed proceeds will be evidenced by a convertible demand 

promissory note dated as of the applicable deployment date made and one half of the amount will be deemed to be a contribution to 

the capital of the Company, with respect to which the Company agrees to issue its common stock in exchange therefor at a conversion 

price equal to $0.0810.  

On April 14, 2014 we agreed with Heng Fai to convert $3,050,218 of the Deployed Funds and issue an unsecured convertible 
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promissory note bearing interest at the rate of 4.0% per annum effective as of January 1, 2014, payable on demand, but no later than 

March 1, 2019 (the “HFE Note 1”).  Payment of interest shall be made in cash annually in arrears on each March 1 of each calendar 

year, commencing on March 1, 2015.  As of June 30, 2014, the HFE Note 1’s outstanding principal was $3,050,218. No payments of 

principal are due within the next 12 months. Interest expense for the HFE Note 1 was $73,446 for the three and nine months ended 

June 30, 2014. HFE may elect to convert all or a portion of the outstanding principal amount of the HFE Note 1 into shares of 

common stock in an amount equal to the principal amount of the HFE Loan, together with accrued but unpaid interest, divided by 

$12.1575 (adjusted from $0.0810 due to the Reverse Stock Split).  

In conjunction with the issuance of the HFE Note 1, we agreed with Heng Fai to treat $3,050,217 of the Deployed Funds as a 

contribution to our capital and agreed to issue 250,892 shares of our unregistered common stock to Heng Fai at a conversion price of 

$12.1575 per share (adjusted from $0.08105 due to the Reverse Stock Split).  As we use additional amounts of the HFE Master 

Funding Agreement in the future for acquisitions or working capital purposes, such amounts will be treated one-half as a loan and one-

half as a contribution to our capital on the same terms as the April 14, 2014 conversion discussed above.  Shares of our unregistered 

common stock issued to Heng Fai as a result of these conversions will be subject to customary anti-dilution rights in the event of stock 

splits, stock dividends and similar corporate events. 

In the quarter ended June 30, 2014, Heng Fai provided $7,193,438 in funding to the Company.  As of June 30, 2014, 

$5,623,029 of these funds were deployed and used to acquire single family homes, leaving a balance of $1,585,409 in escrow for 

future acquisition. On July 18, 2014 the Board of Directors of the Company restructured this amount pursuant to the Master Funding 

Agreement.  The Company converted the deployed portion of this funding to $2,811,514.63 in an unsecured convertible promissory 

note bearing interest at the rate of 4.0%, payable on demand, but no later than March 1, 2019 (the “HFE Note 2”). Payment of interest 

shall be made in cash annually in arrears on each March 1 of each calendar year, commencing on March 1, 2015.  In conjunction with 

the issuance of the HFE Note 2, we agreed with Heng Fai to convert the remaining $2,811,514.63 into unregistered shares of the 

Company’s common stock at $12.1575 per share (adjusted from $0.08105 due to the Reverse Stock Split) and issued an additional 

231,257 common shares of the Company to Heng Fai.  Heng Fai now owns 504,013 common shares of the Company.  On July 18, 

2014, Heng Fai assigned the MFA to its wholly owned subsidiary, HFE USA, LLC (“HFE”). 

As of June 30, 2014, we owned 97 properties in Texas, Georgia, Florida, and North Carolina with an aggregate investment of 

$11,933,717.  

 

 We are externally managed and advised by Inter-American Management, LLC (the “Manager”) and the leasing, managing, 

and advertising of our properties is overseen and directed by various third-party property managers. 

 

Although the Company remains reliant on Heng Fai Enterprises for capital, the Company expects to seek third party 

financing in 2014.  We currently have no agreements to obtain loans or lines of credit through any third parties.  The inability to raise 

funds through third parties may negatively impact our company. 

 

Strategy 

 

Our primary business strategy is to acquire, lease and manage single-family homes as well-maintained investment properties 

to generate attractive risk-adjusted returns over the long-term. We employ a disciplined and focused approach to evaluating 

acquisition opportunities, considering the mix of rent yield and future home price appreciation potential when selecting a market and 

investment. Our strategic aggregation of single-family homes provides a strong foundation for creating long-term home price 

appreciation in our portfolio. We believe our founders’ years of experience in the single-family rental sector provides us with the 

expertise to successfully execute our business strategy nationally to institutional standards. We are building the infrastructure to 

acquire large numbers of properties through multiple acquisition channels. We source individual properties through wholesalers, 

aggregators, and brokers, and portfolios of properties through brokerages or directly from operators, investors or banks, and, in the 

future, we may source assets from these channels and government-sponsored entities, or GSEs. We generally source homes that are in 

“rent-ready” condition to a standard that we believe appeals to our target tenants’ preferences, enabling us to attract qualified tenants 

and to provide a high level of service to retain our tenants.   We plan to continue acquiring single-family homes in markets that satisfy 

our investment criteria.  

 

We plan to elect to be taxed as a real estate investment trust, or REIT, for federal income tax purposes beginning as soon as 

possible. Assuming that we qualify for taxation as a REIT, we will generally not be subject to federal income taxes to the extent that 

we distribute substantially all of our taxable income to our stockholders and meet other specific requirements. If we fail to qualify as a 

REIT in any taxable year, we will be subject to federal and state income tax (including any applicable alternative minimum tax) on our 

taxable income at regular corporate tax rates, and we may be ineligible to qualify as a REIT for four subsequent tax years. Even if we 

qualify as a REIT, we may be subject to certain state or local income taxes, and any TRS, which is a taxable REIT subsidiary, will be 

subject to federal, state and local taxes on its income at regular corporate rates. 
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Property Portfolio 

 

The following table presents summary statistics of our single-family homes by metropolitan statistical area, or MSA, and 

metropolitan division, or metro division, as of June 30, 2014, in descending order of aggregate investment. The table includes our 

entire portfolio of single-family homes.  

 

Total Portfolio of Single-Family Homes - Summary Information 

MSA/Metro 

Division 

Number 

of Homes 

Aggregate 

Investment (1) 

Average 

Investment 

per Home (2) 

Percentage 

Leased 

Average 

Monthly 

Rent (3) 

Average 

Age 

(years) 

Average 

Size (Sq. 

feet) 

Houston, TX 45 $      5,640,359 $         125,341 100% $             1,337 - 1,678 

Dallas-Fort Worth, TX 32 $      4,104,133 $         128,254 97% $             1,327 - 1,743 

Atlanta, GA 11 $      1,163,213 $         105,747 91% $             1,062 - 1,971 

Tampa, FL 3 $         378,773 $         126,258 67% $             1,317 - 1,823 

San Antonio, TX 3 $         364,505 $         121,502 100% $             1,182  - 1,900 

Charlotte, NC 3 $         282,734 $           94,245 100% $                958 - 1,693 

Total or Weighted 

Average 97 $     11,933,717 $          123,028 97% $             1,197 16 1,801 
 

(1) The aggregate investment amount in the table above of $11,933,717 includes an identified intangible asset of $162,082. 

(2) Represents average purchase price (including broker commissions and closing costs) plus average capital expenditures.  

(3) Represents annualized average monthly rent per leased home. 

 

Application and Screening Procedures 

The tenant application and screening procedures are performed by our individual third party management company.  In turn 

the management company utilizes national tenant screening / background organizations.  Upon receiving a tenant application the 

property management company will send us documentation regarding the prospective tenant that includes the tenant’s name, the 

prospective number of dependents living in the home, existence of pets, credit score, current and prior rental history, employment 

verification, and a background check. 

The management company will also send along their recommendation on approval. For a prospective tenant that has credit 

issues, we will require an additional security deposit amount. If the tenant has a pet(s) we will charge a pet deposit and possibly 

additional rent as well for the pet (usually larger dogs and multiple cats).  Tenants that have a criminal, felony background or are 

registered sex offenders are declined automatically.  Additional select portfolio data is as follows: 

Average Eviction Cost $   359 

Average Vacancy Days     63 

Average “Make Ready” Costs $2,107 

 

 

Highlights of Third Quarter of 2014 

 

Acquisitions 

 

From April 1, 2014 to June 30, 2014, we acquired 51 single family homes of which 36 are in Texas, 9 are in Georgia, 3 are in 

Florida, and 3 are in North Carolina for a total investment of approximately $5,785,718. As of June 30, 2014, we have 20 single 

family homes under contract for an aggregate purchase price of $1,554,001.  There is no assurance that we will close on the properties 

we have under contract. 

 

 

Factors Expected to Affect Our Results and Financial Condition 

 

Our results of operations and financial condition are affected by numerous factors, many of which are beyond our control. 

Key factors that impact our results of operations and financial condition include our pace of acquisitions and ability to deploy our 

capital, the amount of time and cost required to stabilize newly acquired properties and convert them to revenue generating assets, 

rental rates, occupancy levels, rates of tenant turnover, our expense ratios and capital structure. 
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Property Acquisitions 

 

We have initiated growing our portfolio of single-family homes and intend to continue to do so. Our ability to identify and 

acquire single-family homes that meet our investment criteria is impacted by home prices in our markets, the inventory of properties 

available for sale through our acquisition channels and competition for our target assets. 

 

The acquisition of properties involves the expenditure of capital in addition to payment of the purchase price, including 

payments for property inspections, closing costs, title insurance, transfer taxes, recording fees, broker commissions, property taxes, 

HOA fees (when applicable) and restoration costs.  

 

Revenue 

 

Our revenue comes primarily from rents collected under lease agreements for our properties. These include mostly short-term 

leases that we enter into directly with tenants, which typically have a term of one year. For the three and nine months ended June 30, 

2014, approximately 100% of our total revenue was attributable to rental activity. We expect most of our revenue will continue to be 

derived from leasing our properties. The most important drivers of revenue (aside from portfolio growth) are rental and occupancy 

rates. Our rental and occupancy rates are affected by macroeconomic factors and local and property-level factors, including, market 

conditions, seasonality, tenant defaults, and the amount of time it takes us to restore and re-lease vacant properties. 

 

In each of our markets, we monitor a number of factors that may impact the single-family real estate market and our tenants’ 

finances, including the unemployment rate, household formation and net population growth, income growth, size and make-up of 

existing and anticipated housing stock, prevailing market rental and mortgage rates, rental vacancies and credit availability. Growth in 

demand for rental housing in excess of the growth of rental housing supply, among other factors, will generally drive higher 

occupancy and rental rates. Negative trends in our markets with respect to these metrics or others could adversely impact our rental 

revenue. 

 

The growth of our portfolio has been initiated in recent months, as we have commenced acquiring properties in Texas, 

Georgia, Florida, and North Carolina. We are actively identifying other markets in which to invest. 

 

Expenses 

 

Our ability to acquire, restore, lease and maintain our portfolio in a cost-effective manner will be a key driver of our 

operating performance. We monitor the following categories of expenses that we believe most significantly affect our results of 

operations. 

 

Property-Related Expenses 

 

Once we acquire a property, we have ongoing property-related expenses, including HOA fees (when applicable), taxes, 

insurance, ongoing costs to market and maintain the property and expenses associated with tenant turnover. Certain of these expenses 

are not subject to our control, including HOA fees, property insurance and real estate taxes. We expect that certain of our costs, 

including insurance costs and property management costs, will account for a smaller percentage of our revenue as we expand our 

portfolio, achieve larger scale and negotiate volume discounts with third-party service providers and vendors.  

 

Property Management 

 

We outsource all property management functions for our properties. For the properties, these functions include: securing the 

property upon acquisition; coordinating with the utilities; controlling the restoration process; managing the leasing process; 

communicating with tenants; collecting rents; conducting periodic inspections, routine property maintenance and repairs; paying HOA 

fees; interfacing with vendors and contractors; and accounting and compliance. 

 

Overhead 

 

We will incur expenses associated with our real estate acquisition platform, such as compensation expense and other general 

and administrative costs. In the near term, as our business grows, we may hire additional employees, which will increase our general 

and administrative costs. In addition, we will incur additional costs related to operating as a public company due to increased legal, 

insurance, accounting and other expenses related to corporate governance, SEC reporting and other compliance matters. Over time, we 

expect these costs to decline as a percentage of revenue as our portfolio grows. 

 

Based on our experience, we believe that the property-related expenses for vacancy, bad debt, property taxes, insurance, 

HOA fees, repairs and maintenance and capital expenditure reserves and the costs for property management services, such as 

managing the process of restoring, marketing, leasing and maintaining our stabilized single-family homes, will average a significant 
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amount of gross rental revenue. Variations in asset level returns will be due to a variety of factors, including location, age and 

condition of the property and the efficiency of our property management services. 

 

Results of Operations  

 

We believe our financial results during the three and nine months ended June 30, 2014 are not representative of our future 

financial results as this was the initial period of our SFR operations. We will be experiencing rapid growth since the commencement 

of our investment activities. We also have not included discussion of our discontinued marketing operation in the previous periods 

ending June 30, 2013. 

 

Rental Revenue 

 

Rental revenue includes rental revenue from our residential properties, application fees and lease termination fees. As of June 

30, 2014, 97% of our properties were leased.  

 

Property Operating and Maintenance 

 

Property operating and maintenance expenses were $68,972 for the three months ended June 30, 2014 and $79,967 for the 

nine months ended June 30, 2014, and include all direct and indirect costs related to operating our residential properties, including 

management fees, insurance, utilities, landscaping and general repairs and maintenance, other than real estate taxes and HOA fees, 

which are presented separately in our June 30, 2014 unaudited condensed consolidated statement of operations.  

 

Real Estate Taxes 

 

Real estate taxes were $37,902 for the three months ended June 30, 2014 and $65,031 for the nine months ended June 30, 

2014. Upon acquisition of a home, its real estate taxes are set based upon municipal and state laws. These costs generally remain 

constant throughout the year and have little variation. Because these expenses are relatively fixed during each year, our operating 

margin has an opportunity to improve as our properties begin generating rental revenue.  

 

Homeowners’ Association Fees 

 

HOA fees were $7,127 for the three months ended June 30, 2014 and $12,111 for the nine months ended June 30, 2014. Like 

real estate taxes, these fees are determined upon each property’s acquisition and generally remain fixed thereafter based upon the 

existing HOA agreements.  

 

Depreciation and Amortization 

 

Depreciation is computed using the straight-line method over the estimated useful lives of the buildings and improvements, 

which are generally between 5 and 40 years.  Depreciation expense related to SFR’s was approximately $46,302 for the three months 

ended June 30, 2014 and approximately $74,975 for the nine months ended June 30, 2014.  Amortization expense related to the 

Company’s in-place lease intangible asset was approximately $42,573 for the three months ended June 30, 2014 and approximately 

$118,762 for the nine months ended June 30, 2014. 

 

General and Administrative 

 

General and administrative expense include additional costs such as increased legal, accounting and other expenses related to 

corporate governance, SEC reporting and other compliance matters. 

 

Critical Accounting Policies and Estimates  

 

Our discussion and analysis of our historical financial condition and results of operations is based upon our condensed 

financial statements, which have been prepared in accordance with GAAP. The preparation of financial statements in conformity with 

GAAP requires management to make estimates and assumptions that affect the amounts reported in the financial statements and 

accompanying notes. Actual results could ultimately differ from those estimates. For a discussion of recently-issued and adopted 

accounting standards, see “Notes to Unaudited Condensed Financial Statements, Note 2—Significant accounting policies.”  

 

Investment in Real Estate  

 

Transactions in which single-family properties are purchased that are not subject to an existing significant lease are treated as 

asset acquisitions, and as such are recorded at their purchase price, including acquisition fees, which is allocated to land and building 

based upon their relative fair values at the date of acquisition. Single-family properties that are acquired either subject to a significant 

existing lease or as part of a portfolio level transaction with significant leasing activity are treated as a business combination under 
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Accounting Standards Codification (“ASC”) 805, Business Combinations, and as such are recorded at fair value, allocated to land, 

building and the existing lease, if applicable, based upon their fair values at the date of acquisition, with acquisition fees and other 

costs expensed as incurred. Fair value is determined based on ASC 820, Fair Value Measurements and Disclosures, primarily based on 

unobservable data inputs. In making estimates of fair values for purposes of allocating the purchase price of individually acquired 

properties, the Company utilizes its own market knowledge and published market data. In this regard, the Company also utilizes 

information obtained from county tax assessment records to assist in the determination of the fair value of the land and building. The 

Company utilizes market comparable transactions such as price per square foot to assist in the determination of fair value for purposes 

of allocating the purchase price of properties acquired as part of portfolio level transactions.  The value of acquired leases, if 

applicable, is estimated based upon the costs we would have incurred to lease the property under similar terms.   

 

Impairment of Long-Lived Assets  

 

The Company evaluates its single family properties for impairment periodically or whenever events or circumstances indicate 

that its carrying amount may not be recoverable. If an impairment indicator exists, we compare the expected future undiscounted cash 

flows against the carrying amount of an asset. If the sum of the estimated undiscounted cash flows is less than the carrying amount of 

the asset, we would record an impairment loss for the difference between the estimated fair value and the carrying amount of the asset. 

 

Leasing Costs  

 

Direct and incremental costs we incur to lease the properties are capitalized and amortized over the term of the lease, usually 

one year. Amortization of leasing costs is included in property operating expenses. Pursuant to the property management agreement 

with our property managers, we pay a leasing fee equal to one payment of each lease’s monthly rent.  As of June 30, 2014, we have 

recorded leasing costs of $2,685. 

 

Depreciation and Amortization  

 

Depreciation and amortization includes depreciation expense on our real estate portfolio using the straight-line method over 

the estimated useful lives of the respective assets, ranging from 5 to 40 years, from the date of acquisition. Depreciation and 

amortization also includes amortization expense related to deferred leasing costs and other direct costs capitalized associated with 

leasing our properties, amortized over the remaining term of the related leases, if applicable.  Additionally, this line item includes 

amortization related to the in-place lease intangible asset which is being amortized over the remaining initial lease term. 

 

Revenue and Expense Recognition  

 

Rental income attributable to residential leases is recognized on a straight-line basis. Leases entered into between tenants and 

the Company are generally for a one-year term. We estimate losses that may result from the inability of our tenants to make payments 

required under the terms of the lease based on payment history and current credit status. As of June 30, 2014, we had no allowance for 

such losses. We accrue for property taxes and homeowner’s association assessments based on amounts billed, and, in some 

circumstances, estimates and historical trends when bills or assessments are not available. If these estimates are not reasonable, the 

timing and amount of expenses recorded could impact our financial statements. 

 

Income Taxes  

 

We plan on electing to be taxed as a REIT for federal income tax purposes as soon as possible.  REITs are generally not be 

subject to federal income taxes if the Company can meet many specific requirements.  If we fail to qualify as a REIT in any taxable 

year, we will be subject to federal and state income tax (including any applicable alternative minimum tax) on our taxable income at 

regular corporate tax rates, and we may be ineligible to qualify as a REIT for subsequent tax years. Even if we qualify as a REIT, we 

may be subject to certain state or local income taxes, and if we create a Taxable REIT Subsidiary (”TRS”), the TRS will be subject to 

federal, state and local taxes on its income at regular corporate rates. 

 

Liquidity and Capital Resources 

 

Liquidity is a measure of our ability to meet potential cash requirements, maintain our assets, fund our operations and make 

distributions to our stockholders and other general business needs. Our liquidity, to a certain extent, is subject to general economic, 

financial, competitive and other factors that are beyond our control. Our near-term liquidity requirements consist primarily of 

purchasing our target assets, restoring and leasing properties and funding our operations. 

 

Our long-term liquidity needs consist primarily of funds necessary to pay for the acquisition and maintenance of properties; 

HOA fees; real estate taxes; non-recurring capital expenditures; interest and principal payments should we incur indebtedness; 

payment of quarterly distributions to our stockholders to the extent declared by our Board of Directors; and general and administrative 

expenses. On homes that are currently leased, we expect to incur between $1,500 to $2,500 in retention costs on average, in order to 

prepare the home for rent to a new tenant if and when the existing tenant does not renew their lease and ultimately vacates the home at 
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lease expiration. The nature of our business, our aggressive growth plans, and once we qualify to be treated as REIT for U.S. Federal 

income tax purposes,   the requirement that we distribute at least 90% of our REIT taxable income, determined without regard to the 

dividends paid deduction and excluding any net capital gain, to our stockholders, may cause us to have substantial liquidity needs over 

the long-term. We will seek to satisfy our long-term liquidity needs through cash flow from operations, long-term secured and 

unsecured indebtedness, the issuance of debt and equity securities, property dispositions and joint venture transactions. We have 

financed our operations and acquisitions to date through the funding by the majority shareholder. We expect to meet our operating 

liquidity requirements generally through cash on hand and cash provided by operations (as we acquire leased single-family homes). 

We anticipate that cash on hand, cash provided by operations and funding by the majority shareholder will be sufficient to meet our 

liquidity requirements for at least the next 12 months. Our assets are illiquid by their nature. Thus, a timely liquidation of assets might 

not be a viable source of short-term liquidity should a cash flow shortfall arise that causes a need for additional liquidity. It could be 

necessary to source liquidity from other financing alternatives should any such scenario arise. 

 

To qualify as a REIT for federal income tax purposes, we are required to distribute annually at least 90% of our REIT taxable 

income, without regard to the deduction for dividends paid and excluding net capital gains, and to pay tax at regular corporate rates to 

the extent that we annually distribute less than 100% of our net taxable income. Subject to the requirements of the Maryland General 

Corporation Law, or the MGCL, we intend to pay quarterly dividends to our stockholders, if and to the extent authorized by our Board 

of Directors. On April 17, 2014, the Board of Directors of the Company declared a quarterly cash dividend on the Company’s 

common stock in the amount of $0.0017 per share, for a total amount of $69,850, payable on April 23, 2014 to stockholders of record 

at the close of business on April 23, 2014. 

 

Operating Activities 

 

Cash from operating activities is primarily dependent upon the number of owned properties, occupancy level of our portfolio, 

the rental rates specified in our leases, the collectability of rent, the interest rates specified in our portfolio of private mortgage 

financings and the level of our operating expenses and general and administrative costs. Cash provided by operating activities for the 

nine months ended June 30, 2014 was $437,991  

 

Investing Activities 

 

Cash used in investing activities for the nine months ended June 30, 2014 was $14,349,566 and was primarily the result of 

property acquisitions. The average purchase price for newly acquired properties was $123,028 for acquisitions that occurred in the 

nine months ended June 30, 2014.  

 

Financing Activities 

 

Cash provided by financing activities for the nine months ended June 30, 2014 was $14,387,796 and was primarily 

attributable to proceeds from the majority shareholder. 

 

Off-Balance Sheet Arrangements 

 

As of June 30, 2014, we have no obligations, assets or liabilities which would be considered off-balance sheet arrangements. 

We have not participated in transactions that create relationships with unconsolidated entities or financial partnerships, often referred 

to as variable interest entities, which would have been established for the purpose of facilitating off-balance sheet arrangements. 

 

Item 3.  Quantitative and Qualitative Disclosures About Market Risk. 
 

Our future income, cash flows and fair values relevant to financial instruments are dependent on prevalent market interest 

rates. Interest rates are highly sensitive to several factors, including governmental monetary policies, domestic and global economic 

and political conditions and other factors which are beyond our control. We may incur additional variable rate debt in the future. In 

addition, decreases in interest rates may lead to additional competition for the acquisition of single-family homes and other real estate 

due to a reduction in attractive alternative income-producing investments. Increased competition for the acquisition of single-family 

homes may lead to future acquisitions being more costly and result in lower yields on single-family homes we have targeted for 

acquisition. In such circumstances, if we are not able to offset the decrease in yields by obtaining lower interest costs on our 

borrowings, our results of operations will be adversely affected. Significant increases in interest rates may also have an adverse impact 

on our earnings if we are unable to acquire single-family homes with rental rates high enough to offset the increase in interest rates on 

our borrowings. 

 

Market risk refers to the risk of loss from adverse changes in market prices and interest rates. We may in the future use 

derivative financial instruments to manage, or hedge, interest rate risks related to any borrowings we may have. We expect to enter 

into such contracts only with major financial institutions based on their credit rating and other factors. 
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Item 4.  Controls and Procedures. 
 

Disclosure Controls and Procedures 

 

We maintain disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934 (the 

“Exchange Act”) that are designed to ensure that information required to be disclosed by us in reports that we file under the Exchange 

Act is recorded, processed, summarized and reported as specified in the SEC’s rules and forms and that such information required to 

be disclosed by us in reports that we file under the Exchange Act is accumulated and communicated to our management, including our 

Chief Executive Officer, or CEO, and our Chief Financial Officer, CFO, to allow timely decisions regarding required disclosure. 

Management, with the participation of our CEO and CFO, performed an evaluation of the effectiveness of our disclosure controls and 

procedures as of June 30, 2014. We have identified the following material weaknesses as of June 30, 2014: 

 

Certain aspects of the financial reporting process were materially deficient because it lacked a sufficient complement of 

personnel with a level of accounting expertise and an adequate supervisory review structure that is commensurate with the Company’s 

financial reporting requirements. This material weakness resulted in the Company failing to timely file its Quarterly Report on Form 

10-Q for the period ended June 30, 2014. 

 

Remediation of Material Weakness in Internal Control 

  
We recently retained a Chief Financial Officer and other accounting staff to process the financial information of the 

Company and the related public reporting in an effort to remediate the material weaknesses described above. 

  
Our management, including our Chief Executive Officer and our Chief Financial Officer, does not expect that our disclosure 

controls and procedures or our internal controls will prevent all error and all fraud. A control system, no matter how well conceived 

and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are met. Further, the 

design of a control system must reflect the fact that there are resource constraints and the benefits of controls must be considered 

relative to their costs. Due to the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance 

that all control issues and instances of fraud, if any, within our company have been detected. 

  

Changes in Internal Control over Financial Reporting 
 

There has been no change in our internal control over financial reporting that occurred during our most recent fiscal quarter 

that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting. 

 

 

PART II OTHER INFOMRATION 

 

Item 1. Legal Proceedings 

 

 We are not a party to any legal proceedings. Management is not aware of any legal proceedings proposed to be initiated against us. 

However, from time to time, we may become subject to claims and litigation generally associated with any business venture operating 

in the ordinary course. 

 

Item 1A. Risk Factors 

 

Not applicable to smaller reporting companies. 

  

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 

 

None. 

 

Item 3. Defaults Upon Senior Securities 

 

None. 

 

Item 4. Mine Safety Disclosures 

 

None. 
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Item 5. Other Information 

 

None. 

 

Item 6. EXHIBITS 

  

Exhibit 

Number 

  Description 

2.1  Agreement and Plan of Merger, by and between the Company and American Housing REIT Inc., dated January 2, 

2013 (Incorporated by reference to Exhibit A of the Company’s Definitive Information Statement on Schedule 14C 

filed with the SEC on February 5, 2014). 

   

3.1(a)  Certificate of Incorporation (Incorporated by reference to Exhibit 3.1 of the Company’s Form S-1 filed with the 

SEC on September 1, 2011). 

3.1(b)  Charter of American Housing REIT Inc. (Incorporated by reference to Exhibit B of the Company’s Definitive 

Information Statement on Schedule 14C filed with the SEC on February 5, 2014). 

   

 3.1(c)   American Housing REIT, Inc. Articles Supplementary, effective July 18, 2014 (Incorporated by reference to 

Exhibit 3.1 of the Company’s Current on Form 8-K filed with the SEC on July 24, 2014). 

3.2(a)  Bylaws (Incorporated by reference to Exhibit 3.2 of the Company’s Form S-1 filed with the SEC on September 1, 

2011). 

3.2(b)  Bylaws of American Housing REIT Inc. (Incorporated by reference to Exhibit C of the Company’s Definitive 

Information Statement on Schedule 14C filed with the SEC on February 5, 2014). 

   

10.1 

 

 

10.2 

 Master Funding Agreement between American Housing REIT, Inc. and Heng Fai Enterprises, Ltd. dated April 14, 

2014 (Incorporated by reference to Exhibit 10.1 of the Company’s Current on Form 8-K filed with the SEC on 

April 16, 2014). 

Convertible Debenture Issued to Heng Fai Enterprises Limited dated April 14, 2014. 

10.3  Convertible Debenture Issued to Heng Fai Enterprises Limited dated July 18, 2014 

10.4  Convertible Debenture Issued to Heng Fai Enterprises Limited dated November 11, 2014. 

31.1* 

31.2 

  Rule 13a-14(a) Certification of the Chief Executive Officer 

Rule 13a-14(a) Certification of the Chief Financial Officer 

32.1*   Section 1350 Certification of Chief Executive and Financial Officer 

101.INS**   XBRL Instance Document 

101.SCH**   XBRL Taxonomy Extension Schema 

101.CAL**   XBRL Taxonomy Extension Calculation 

101.DEF**   XBRL Taxonomy Extension Definition 

101.LAB**   XBRL Taxonomy Extension Labels 

101.PRE**   XBRL Taxonomy Extension Presentation Linkbase 

      

*   Filed Herewith 

**   XBRL Information is furnished and not filed or a part of a registration statement or prospectus for purposes of 

sections 11 or 12 of the Securities Act of 1933, as amended, is deemed not filed for purposes of section 18 of the 

Securities Exchange Act of 1934, as amended, and otherwise is not subject to liability under these sections. 
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SIGNATURES 

 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed 

on its behalf by the undersigned thereunto duly authorized. 

 

   AMERICAN HOUSING REIT INC. 

Date: December 15, 2014 By: 

 

/s/ CONN FLANIGAN  

   

Conn Flanigan 

   

Director (principal executive officer) and Secretary 

    

Date: December 15, 2014 By: 

 

/s/ DON McCLURE 

   

Don McClure 

   

Chief Financial Officer 

(principal financial officer and principal accounting officer) 
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Exhibit 31.1 
  

Certification of Principal Executive Officer and Principal Financial Officer 

Pursuant to 18 U.S.C. Section 1350, 

As Adopted Pursuant To Section 906 of 

The Sarbanes-Oxley Act of 2002 

  

 

I, Conn Flanigan, certify that: 

 

1. I have reviewed this Quarterly Report Form 10-Q for the period ended June 30, 2014 of American Housing REIT Inc. (the 

“registrant”); 

 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary in order to make the statements made, in light of the circumstances under which such statements were made, not misleading 

with respect to the period covered by this report; 

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition and results of operations of the registrant as of, and for, the periods presented in this report; 

 

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures 

(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act 

Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to 

us by others within those entities, particularly during the period in which this report is being prepared; 

 

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 

financial statements for external purposes in accordance with generally accepted accounting principles; 

 

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based 

on such evaluation; and 

 

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the 

registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, 

or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

 

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 

financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the 

equivalent functions): 

 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 

which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; 

and 

 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant's internal control over financial reporting. 

 

    Date: December 15, 2014 /s/ Conn Flanigan 

  

Conn Flanigan 

Principal Executive Officer  
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Exhibit 31.2 
  

Certification of Principal Executive Officer and Principal Financial Officer 

Pursuant to 18 U.S.C. Section 1350, 

As Adopted Pursuant To Section 906 of 

The Sarbanes-Oxley Act of 2002 

  

 

I, Donald McClure, certify that: 

 

1. I have reviewed this Quarterly Report Form 10-Q for the period ended June 30, 2014 of American Housing REIT Inc. (the 

“registrant”). 

 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary in order to make the statements made, in light of the circumstances under which such statements were made, not misleading 

with respect to the period covered by this report; 

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition and results of operations of the registrant as of, and for, the periods presented in this report; 

 

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures 

(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act 

Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to 

us by others within those entities, particularly during the period in which this report is being prepared; 

 

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 

financial statements for external purposes in accordance with generally accepted accounting principles; 

 

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based 

on such evaluation; and 

 

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the 

registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, 

or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

 

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 

financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the 

equivalent functions): 

 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 

which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; 

and 

 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant's internal control over financial reporting. 

 

    Date: December 15, 2014 /s/ Donald McClure 

  

Donald McClure  

Chief Financial Officer (Principal Financial and Accounting Officer) 
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Exhibit 32.1 
  

Certification of Principal Executive Officer and Principal Financial Officer 

Pursuant to 18 U.S.C. Section 1350, 

As Adopted Pursuant To Section 906 of 

The Sarbanes-Oxley Act of 2002 

 

In connection with the Quarterly Report on Form 10-Q of American Housing REIT Inc. (the "Company") for the quarter 

ended June 30, 2014 as filed with the Securities and Exchange Commission (the "Report"), I, the undersigned Don McClure, Chief 

Financial Officer of the Company, certifies, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-

Oxley Act of 2002, that, to the best of my knowledge: 

 

1.  the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

 

2.  the information contained in the Report fairly presents, in all material respects, the financial condition and results of 

operations of the Company. 

 

    Date: December 15, 2014 /s/ Donald McClure 

  

Don McClure 

Chief Financial Officer 

 

 

This certification accompanies this Annual Report on Form 10-K pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall 

not, except to the extent required by such Act, be deemed filed by the Company for purposes of Section 18 of the Securities Exchange 

Act of 1934, as amended (the “Exchange Act”). Such certification will not be deemed to be incorporated by reference into any filing 

under the Securities Act of 1933, as amended, or the Exchange Act, except to the extent that the Company specifically incorporates it 

by reference. 

 

 


