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Plante & Moran, PLLC

plante 3434 Granite Circle

Toledo, OH 43617
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Independent Auditor's Report

To the Board of Directors
ERS Strategic Properties, Inc. and Subsidiaries

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of ERS Strategic Properties, Inc. and
Subsidiaries (ERS), which comprise the consolidated statement of financial position as of
June 30, 2016 and 2015 and the related consolidated statements of activities and changes in net assets and
cash flows for the years then ended, and the related notes to the consolidated financial statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America;
this includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audits to obtain reasonable assurance about whether the consolidated financial statements
are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the consolidated financial statements in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion on the Financial Position

In our opinion, the consolidated financial statements referred to above present fairly, in all material

respects, the financial position of ERS Strategic Properties, Inc. and Subsidiaries as of June 30, 2016 and

2015 and the changes in its net assets and its cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America. .
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To the Board of Directors
ERS Strategic Properties, Inc. and Subsidiaries

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 26,
2016 on our consideration of ERS Strategic Properties, Inc. and Subsidiaries' internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, grant
agreements, and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on the internal control over financial reporting or on compliance. That report is an integral
part of an audit performed in accordance with Government Auditing Standards in considering ERS Strategic
Properties, Inc. and Subsidiaries' internal control over financial reporting and compliance.

74«»& f 77[%, PLLe

September 26, 2016



ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES
(A Component Unit of Northeast Ohio Medical University)
CONSOLIDATED STATEMENT OF FINANCIAL POSITION

JUNE 30, 2016 AND 2015

ASSETS
Current assets
Cash and cash equivalents
Accounts receivable
Receivable due from related party (Note 5)
Prepaids

Total current assets

Noncurrent assets
Property and equipment, net (Note 2)
Funds held by trustee (Note 3)
Deferred financing costs - net of accumulated
amortization

Total noncurrent assets

Total assets

LIABILITIES AND DEFICIENCIES IN NET ASSETS
Current liabilities
Accounts payable
Deposits
Deferred rental income
Accrued interest payable
Accrued expenses
Related party payable (Note 5)
Accrued construction costs payable
Bonds payable - current portion (Note 4)

Total current liabilities

Noncurrent liabilities
Bonds payable - net of current portion (Note 4)

Total noncurrent liabilities

Total liabilities

Deficiency in net assets - Unrestricted

Total liabilities and defiency in net assets

See Notes to Consolidated Financial Statements. 3

June 30

2016 2015
$ 349,472 $ 368,915
16,076 1,317
238,920 169,231
8,632 5,981
613,100 545,444
113,896,101 116,583,020
1,973,033 3,358,306
2,445,246 2,531,708
118,314,380 122,473,034

$ 118,927,480

$ 123,018,478

$ 8492 $ 23,206
230,457 201,689
55,623 40,311
411,567 416,801
34,000 18,210
6,526,117 7,376,566
3,860 805,085
1,725,627 1,585,584
8,995,743 10,467,452
115,865,965 117,571,784
115,865,965 117,571,784
124,861,708 128,039,236
(5,934,228) (5,020,758)

$ 118,927,480

$ 123,018,478




ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES
(A Component Unit of Northeast Ohio Medical University)

CONSOLIDATED STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS
YEARS ENDED JUNE 30, 2016 AND 2015

Revenue

Rental revenue, net

Other revenue

Investment income

Private donations

In-kind support from Northeast Ohio Medical University

Total revenue

Expenses

Payroll, benefits, and taxes
Management fees

Operating and administrative
Interior unit expenses
Common area expenses
Building maintenance
Professional fees

Marketing and advertising
Loss on disposal of asset
Depreciation

Deferred financing cost amortization
Interest expense

Total expenses

DECREASE IN NET ASSETS

DEFICIENCY IN NET ASSETS AT BEGINNING OF YEAR

DEFICIENCY IN NET ASSETS AT END OF YEAR

See Notes to Consolidated Financial Statements. 4

2016 2015
$ 8,408,836 $ 7,215,937
3,102 197,088
290 844
1,103,897 -
380,629 343,960
9,896,754 7,757,829
500,180 438,955
91,777 84,199
35,235 68,390
6,271 1,283
145,789 154,873
137,882 80,696
111,914 277,425
4,959 12,491
217,414 -
3,293,930 3,457,526
86,462 86,462
6,178,411 5,755,066
10,810,224 10,417,366
(913,470) (2,659,537)
(5,020,758) (2,361,221)
$ (5,934,228) $ (5,020,758)




ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES
(A Component Unit of Northeast Ohio Medical University)
CONSOLIDATED STATEMENT OF CASH FLOWS
YEARS ENDED JUNE 30, 2016 AND 2015

2016 2015

CASH FLOWS FROM OPERATING ACTIVITIES:
Decrease in net assets $ (913,470) $ (2,659,537)
Adjustments to reconcile decrease in net assets to net
cash used in operating activities:

Depreciation 3,293,930 3,457,526
Loss on disposal of asset 217,414 -
Amortization of deferred financing costs 86,462 86,462
Amortization of discount on bonds payable 19,807 19,807
Changes in operating assets and liabilities which (used) provided cash:
Accounts receivable (14,759) 630,382
Receivable due from related party (69,689) (169,231)
Prepaid expenses (2,651) (5,981)
Accounts payable (14,714) (316)
Accrued liabilites (775,357) (9,001,188)
Related party payables (850,449) 825,691
Deposits held in rent 28,768 54,121
Net cash provided by (used in) operating expenses 1,005,292 (6,762,264)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of capital assets (824,424) (12,061,256)
Net cash used in investing activities (824,424) (12,061,256)
CASH FLOWS FROM FINANCING ACTIVITIES:
Payments made on bonds (1,585,584) (949,874)
Decrease in funds held by trustee 1,385,273 19,842,718
Net cash (used in) provided by financing activities (200,311) 18,892,844
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (19,443) 69,324
CASH AND CASH EQUIVALENTS AT BEGINNING OF THE YEAR 368,915 299,591
CASH AND CASH EQUIVALENTS AT END OF THE YEAR $ 349472 $ 368,915

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for interest $ 6,183,645 $ 6,234,643
In-kind support 380,629 343,960

See Notes to Consolidated Financial Statements. 5
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ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES

(A Component Unit of Northeast Ohio Medical University)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2016 AND JUNE 30, 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

In 2012, ERS Strategic Properties, Inc. and Subsidiaries (ERS) was created to establish
related commercial business units for the benefit and support of Northeast Ohio Medical
University (NEOMED). ERS Housing LLC, ERS HWMEC LLC, ERS Bradley Rd. LLC,
ERS Contiguous Properties LLC and ERS MOB LLC were created under the umbrella
of ERS Strategic Properties, Inc., and are wholly owned subsidiaries.

As defined in accounting standards, ERS is considered to be a component unit of
NEOMED. Specifically, ERS Housing LLC is operated for the purpose of developing,
constructing and equipping housing for students, faculty, staff and guests of
NEOMED. ERS Housing’s facility completed construction in 2013 and began
operations in 2014. ERS HWMEC LLC provides for the development, construction, and
equipping of a health, wellness, and medical education center to promote the
educational, social, and physical well-being of students, faculty, and staff of
NEOMED. ERS Bradley, LLC and ERS Contiguous Properties, LLC will provide
additional land for the University’s future needs. ERS MOB, LLC will be a medical office
building for community physicians to give care to patients and be a resource for student
clinical rotations. ERS HWMEC was constructed and substantially completed in fiscal
year 2015. Tenants and University staff started occupying the building in August 2014.
ERS MOB has not yet started construction.

ERS has sustained substantial operating losses since inception in 2012 during the
development of physical plant projects described above for NEOMED. As the projects
complete, the expected revenue will increase. Management believes that these actions
will enable ERS to continue its operations and meet its operating and financing
requirements.

Basis of Presentation

ERS is a private nonprofit organization that reports under Financial Accounting
Standards Board (FASB) standards that have been codified in Accounting Standards
Codification (ASC) Topic No. 958, Not-for-Profit Entities. Accounting standards require
that resources be classified into three net asset categories according to donor-imposed
restrictions. A description of each category is as follows:

e Unrestricted Net Assets — Unrestricted net assets are free of donor-imposed
restrictions and include all revenue, expenses, gains, and losses that are not
changes in temporarily or permanently restricted net assets.

e Temporarily Restricted Net Assets — Temporarily restricted net assets include gifts
and pledges receivable for which donor-imposed restrictions have not been met and
for which the ultimate purpose of the proceeds is not permanently restricted.



ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES

(A Component Unit of Northeast Ohio Medical University)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2016 AND JUNE 30, 2015

¢ Permanently Restricted Net Assets — Permanently restricted net assets are subject
to restrictions of gift instruments requiring that the principal be invested in perpetuity.
The income from these assets is included in temporarily restricted funds until
appropriated for expenditure in the accompanying statement of activities and
changes in net assets.

For the years ended June 20, 2016 and 2015 respectively, ERS’s deficiency in net
assets were unrestricted.

Principles of Consolidation
The consolidated financial statements include the accounts of ERS and its subsidiaries.
All material intercompany accounts and transactions have been eliminated.

Basis of Accounting
The accompanying financial statements have been prepared using the accrual basis of
accounting.

Cash and Cash Equivalents

ERS considers highly liquid instruments such as cash, certificates of deposit, and
investments with a maturity of three months or less when purchased to be cash
equivalents.

ERS maintains its cash in bank deposits which, at times, may exceed federally insured
limits. ERS has not experienced any losses in such accounts and believes it is not
exposed to significant risk on cash.

At June 30, 2016 and 2015 funds held by trustees were $1,973,033 and $3,358,306,
respectively. US Bank, acting as trustee for ERS Housing, LLC, is responsible for
holding, managing, and distributing all funds. Wells Fargo, acting as trustee for ERS
HWMEC, LLC, is responsible for holding, managing, and distributing all funds.

Accounts Receivable

Accounts receivable consists of housing or housing-related fees charged to students. All
amounts are considered to be collectible as of June 30, 2016 and 2015; accordingly, no
allowance for doubtful accounts has been recorded.

Property and Equipment

Property and equipment include land and buildings and improvements, and equipment
with an original cost of $5,000 or more. Such assets are recorded at cost at the date of
acquisition, or if acquired by gift, at an estimated fair value at the date of donation.
Interest expense relating to construction was capitalized net of interest income on
resources set aside for that purpose. Property and equipment include capitalized
interest of $0 and $477,547 during the years ended June 30, 2016 and 2015,
respectively.



ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES

(A Component Unit of Northeast Ohio Medical University)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2016 AND JUNE 30, 2015

Depreciation of capital assets is calculated on a straight-line basis over the estimated
useful life of the assets as follows:

Asset Estimated Useful Life
Buildings and Improvements | 20-40 Years
Infrastructure 7 Years
Furnishings and movable equipment 3-7 Years

Impairment of Long-lived Assets

Long-lived assets are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable.
When indicators of impairment are present, management evaluates the carrying amount
of such flows expected to be generated by the assets or underlying operations. If such
assets are considered to be impaired, the impairment to be recognized is measured by
the amount by which the carrying amount of assets exceeds the fair value of assets.
The assessment of recoverability of assets will be impacted if estimated future operating
cash flows are not achieved. In the opinion of management, no long-lived assets were
impaired as of June 30, 2016 and 2015.

Deposits

All tenants are required to provide up to one month’s rent as a security deposit.
Security deposits totaled $230,457 and $201,689 for years ended June 30, 2016 and
2015, respectively. Revenue will be recognized related to the deposits upon termination
of the lease agreement.

Deferred Financing Costs

Deferred financing costs are amortized using the straight-line method (which
approximates the effective-interest method) over the life of the related debt.
Amortization expense was $86,462 for the year ended June 30, 2016. Accumulated
amortization totaled $331,571 and $245,109 as of June 30, 2016 and 2015,
respectively.

Income Tax

ERS operates as a nonprofit corporation and has been determined to be exempt from
federal income taxes under Section 501(c)(3) of the United States Internal Revenue
Code.



ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES

(A Component Unit of Northeast Ohio Medical University)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2016 AND JUNE 30, 2015

Recognition of Revenue

Rental income is recognized on a straight-line basis over the terms of the tenant leases
(one year). Rental payments received in advance of the rental income recognition are
included in deferred rental income, liability in the accompanying statement of financial
position. Other miscellaneous fees such as application fee, damage fees, and lost key
fees are included in other revenue in the accompanying statement of activities and
changes in net assets. Contributions of cash and other assets, including unconditional
promises to give in the future, are reported as revenue when received, measured at fair
value. Contributions without donor-imposed restrictions and contributions with donor-
imposed time or purpose restrictions that are met in the same period as the gift are both
reported as unrestricted support.

Functional Expenses

Expenses relate to program services, management and general activities. Costs are
allocated between the various programs and support services on an actual basis, where
available, or based upon reasonable methods. Although methods of allocation used are
considered appropriate, other methods could be used that would produce different
amounts.

Expenses by functional classification for years ended June 30, 2016 and 2015 as
summarized as follows:

Year Ended Year Ended
June 30, 2016 June 30, 2015
Program services $ 10,402,115 $ 9,809,207
Management and general 408,109 608,159
Total operating expenses $ 10,810,224 $ 10,417,366

Fair Value of Financial Instruments

The fair value of financial instruments, including cash, accounts receivable, accounts
payable and accrued liabilities approximates carry values. The fair value of the bond
payable approximates the carrying value because of the market rates of the instrument.
The inputs are based upon terms in contractual agreements. The fair values of these
financial instruments are determined using Level 2 inputs.



ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES

(A Component Unit of Northeast Ohio Medical University)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2016 AND JUNE 30, 2015

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and
assumptions that affect the reported amounts in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Subsequent Events

ERS evaluated the effect of subsequent events through September 26, 2016,
representing the date that the consolidated financial statements were issued. No
recognized subsequent events were identified for recognition or disclosure in the
financial statements or the accompanying notes to the consolidated financial
statements.

Upcoming Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board issued Accounting Standards
Update No. 2014-09, Revenue from Contracts with Customers (Topic 606), which will
supersede the current revenue recognition requirements in Topic 605, Revenue
Recognition. The ASU is based on the principle that revenue is recognized to depict the
transfer of 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. The
ASU also requires additional disclosure about the nature, amount, timing, and
uncertainty of revenue and cash flows arising from customer contracts, including
significant judgments and changes in judgments and assets recognized from costs
incurred to obtain or fulfill a contract. The new guidance will be effective for ERS’s year
ending June 30, 2019. ERS is currently evaluating the impact this standard will have on
the consolidated financial statements when adopted, during the June 30, 2018 fiscal
year.

The Financial Accounting Standards Board (FASB) issued Accounting Standards
Update No. 2016-14, Not-for-Profit Entities (Topic 958): Presentation of Financial
Statements of Not-for-Profit Entities, in August 2016. ASU No. 2016-14 requires
significant changes to the financial reporting model of organizations who follow FASB
not-for-profit rules, including changing from three classes of net assets to two classes,
net assets with donor restrictions and net assets without donor restrictions. The ASU
will also require changes in the way certain information is aggregated and reported by
ERS, including required disclosures about the liquidity and availability of
resources. The new standard is effective for ERS’s year ending June 30, 2019 and
thereafter and must be applied on a retrospective basis. ERS is currently evaluating the
impact this standard will have on the consolidated financial statements.



ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES

(A Component Unit of Northeast Ohio Medical University)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2016 AND JUNE 30, 2015

In February 2016, the Financial Accounting Standards Board issued ASU No. 2016-02,
Leases, which will supersede the current lease requirements in ASC 840. The ASU
requires lessees to recognize a right of use asset and related lease liability for all
leases, with a limited exception for short-term leases. Leases will be classified as either
finance or operating, with the classification affecting the pattern of expense recognition
in the statement of operations. Currently, leases are classified as either capital or
operating, with only capital leases recognized on the balance sheet. The reporting of
lease related expenses in the statements of operations and cash flows will be generally
consistent with the current guidance. The new lease footnote guidance will be effective
for ERS’s year ending June 30, 2021 and will be applied using a modified retrospective
transition method to the beginning of the earliest period presented. The effect of
applying the new lease guidance on the consolidated financial statements as not yet
been determined

2. PROPERTY AND EQUIPMENT

Property and equipment activity for the year ended June 30, 2016 was as follows:

July 1, 2015 Retirements
Beginning and CIP June 30, 2016
Balance Additions Transfers Ending Balance
Land - Nondepreciable $ 169,349 $ - $ - $ 169,349
Infrastructure 10,317,586 59,655 - 10,377,241
Buildings 109,201,168 764,769 466,421 110,432,358
Furnishings and movable equipment 129,728 - (3,307) 126,421
Construction in progress -

Nondepreciable 683,796 - (683,796) -
Total historical cost 120,501,627 824,424 (220,682) 121,105,369
Less: accumulated depreciation
Infrastructure 677,869 1,359,228 - 2,037,097
Buildings 3,201,129 1,906,470 (2,718) 5,104,881
Furnishings and movable equipment 39,609 28,232 (551) 67,290
Total accumulated depreciation 3,918,607 3,293,930 (3,269) 7,209,268
Net property and equipment $ 116,583,020 $(2,469,506) $ (217,413) $ 113,896,101




ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES

(A Component Unit of Northeast Ohio Medical University)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2016 AND JUNE 30, 2015

Property and equipment activity for the year ended June 30, 2015 was as follows:

July 1, 2014 Retirements

Beginning and CIP June 30, 2015

Balance Additions Transfers Ending Balance

Land - Nondepreciable $ 78,469 $ 90,880 $ - $ 169,349

Infrastructure - 4,234,451 6,083,135 10,317,586

Buildings 35,831,950 7,038,950 66,330,268 109,201,168

Furnishings and movable equipment 116,550 13,178 - 129,728
Construction in progress -

Nondepreciable 72,413,402 683,797 (72,413,403) 683,796
Total historical cost 108,440,371 12,061,256 - 120,501,627
Less: accumulated depreciation
Infrastructure - 677,869 677,869
Buildings 448,610 2,752,519 3,201,129
Furnishings and movable equipment 12,471 27,138 39,609
Total accumulated depreciation 461,081 3,457,526 - 3,918,607
Net property and equipment $ 107,979,290 $ 8,603,730 $ - $ 116,583,020

3. Funds Held by Trustee

Funds held by trustee represent cash and cash equivalents that, under the terms of
the bond agreement, are restricted for various purposes (see Note 4). These assets

are being held with a large financial institution (the “Trustee”).

In accordance with

the terms of the related agreements, the proceeds from the bonds not used to
construct the student wellness center and certain equipment and improvements
were deposited with the Trustee. The Trustee is then authorized, through direction
from ERS, to transfer funds out of the revenue funds to other funds. Funds held by

the Trustee consist of interest-bearing cash accounts.

At June 30, 2016 and 2015 respectively, fund balances held by the Trustee were as

follows:

ERS HWMEC LLC
Bond proceeds fund

ERS Housing LLC
Revenue fund

Repair & Replace fund
Sinking fund

Surplus fund

Total

2016 2015

$ 1,497,809 $ 3,087,695
$ 277,742 $ 7,081
129,957 67,802

61 165,884

67,464 29,844
475,224 270,611

$ 1,973,033 $ 3,358,306




ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES

(A Component Unit of Northeast Ohio Medical University)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2016 AND JUNE 30, 2015

4. BONDS PAYABLE

In 2012, ERS Housing LLC worked with the Portage County Port Authority to issue
tax-exempt bonds in the amount of $36,680,000. As of June 2012 when the bonds
were issued, ERS did not yet have tax-exempt status, and ERS partnered with
Portage County Port Authority to issue tax-exempt bonds. The proceeds from this
issuance were used for the construction of NEOMED apartments. The bonds were
assumed from the Portage County Port Authority by ERS in November 2012 when
ERS received its tax-exempt status. The bonds are in various denominations, with
fixed interest rates of 2.0 to 5.0 percent and a maturity date of June 1, 2044. The
balance outstanding as of June 30, 2016 and 2015 were $36,175,000 and
$36,460,000, respectively and the principal payments started on December 1, 2014.

In November 2012, ERS HWMEC LLC issued a senior secured note in the amount of
$84,000,000. The proceeds from this issuance are being used for the construction of a
health, wellness, and medical education building. The bonds are in the various
denominations, with a fixed interest rate of 4.89 percent (and an additional .042
percent if NEOMED’s credit rating were downgraded) and a maturity date of
November 8, 2044.

The balance outstanding as of June 30, 2016 and 2015 were $81,969,542 and
$83,270,126, respectively, and the principal payments started on December 8, 2014.

The original bond discount for the ERS Housing bonds totaled $633,830, with an
unamortized balance of $552,950 and $572,757 as of June 30, 2016 and 2015,
respectively. The discount is being amortized straight-line over the life of the bonds
and is included in interest expense in the accompanying consolidated statement of
activities and changes in net assets. There is no discount or premium on the ERS
HWMEC bonds.



ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES

(A Component Unit of Northeast Ohio Medical University)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2016 AND JUNE 30, 2015

For the year ended June 30, 2016 and June 30, 2015, changes in debt consisted of
the following:

July 1, 2015 Borrowed Retired June 30, 2016 Current
ERS Housing LLC $ 36,460,000 $ - $ 285,000 $ 36,175,000 $ 360,000
ERS Housing LLC Discount (572,757) - (19,807) (552,950) -
ERS HWMEC LLC 83,270,126 - 1,300,584 81,969,542 1,365,627
Total bonds and notes
payable $ 119,157,369 $ - $ 1,565,777 $ 117,591,592 $ 1,725,627
July 1, 2014 Borrowed Retired June 30, 2015 Current
ERS Housing LLC $ 36,680,000 $ - $ 220,000 $ 36,460,000 $ 285,000
ERS Housing LLC Discount (592,564) (19,807) (572,757)
ERS HWMEC LLC 84,000,000 - 729,874 83,270,126 1,300,584
Total bonds and notes
payable $ 120,087,436 $ - $ 930,067 $ 119,157,369 $ 1,585,584

These obligations are secured by a gross pledge of and first lien on the General
Receipts of NEOMED. The General Receipts include the full amount of every type and
character of campus receipts, except for State appropriations and receipts previously
pledged or otherwise restricted. NEOMED has complied with all covenants as of June
30, 2016 and 2015.



ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES

(A Component Unit of Northeast Ohio Medical University)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2016 AND JUNE 30, 2015

Principal and interest payment requirements for the bonded debt for the years
subsequent to June 30, 2016 are summarized as follows:

Year Ending
June 30 Principal Interest Total
2017 $ 1,725,627 $ 6,081,894 § 7,807,521
2018 1,863,924 5,998,214 7,862,137
2019 2,010,635 5,908,182 7,918,817
2020 2,165,934 5,810,060 7,975,994
2021 2,329,998 5,703,611 8,033,609
2022-2026 14,136,475 26,561,827 40,698,302
2027-2031 18,078,117 22,425,008 40,503,125
2032-2036 22,955,300 17,197,965 40,153,265
2037-2041 29,316,290 10,395,311 39,711,601
2042-2044 23,562,242 2,231,257 25,793,499

$ 118,144,542 $ 108,313,329 $ 226,457,870

5. RELATED PARTY TRANSACTIONS

Expenses

For the years ended June 30, 2016 and 2015, NEOMED made payments on behalf of
ERS in the amount of $76,307 and $825,690, respectively, for expenses and
capitalized items related to the company start-up and deferred financing costs.
Reimbursements and payments for naming rights in the amount of $926,756 were
received in ERS companies during fiscal year 2016 and used to offset current and
prior year expenses paid by NEOMED. For the year ended June 30, 2016,
approximately $15,934 related to legal fees to attain property tax exemption. Amounts
for services provided by the University which are not reimbursed by ERS are reported
as in-kind contributions in the consolidated statement of activities and changes in net
assets. The University’s in-kind support for these services was valued at $380,629
and $343,960 for the years ended June 30, 2016 and 2015, respectively.

Accounts Payable

At June 30, 2016 and 2015, ERS had accounts payable to NEOMED totaling
$6,526,117 and $7,376,566, respectively, for construction, equipment, consulting, and
legal fees which were paid by NEOMED on behalf of ERS.

Accounts Receivable
At June 30, 2016 and 2015, ERS had accounts receivable from NEOMED totaling
$238,920 and $169,231, respectively, for leased property.
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Independent Auditor’s Report on Additional Information

To the Board of Directors
ERS Strategic Properties, Inc. and Subsidiaries

We have audited the consolidated financial statements of ERS Strategic Properties, Inc.
and Subsidiaries as of and for the year ended June 30, 2016, and have issued our
report thereon dated September 26, 2016 which contained an unmodified opinion on
those consolidated financial statements. Our audit was performed for the purpose of
forming an opinion on the consolidated financial statements as a whole. The additional
information is presented for purpose of additional analysis and is not a required part of
the consolidated financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting
and other records used to prepare the consolidated financial statements. The
information has been subjected to the auditing procedures applied in the audit of the
consolidated financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and
other records used to prepare the consolidated financial statements or to the
consolidated financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America.
In our opinion, the information is fairly stated in all material respects in relation to the

consolidated financial statements as a whole.
ﬁbdh f 77(«.440, PLLL

September 26, 2016
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ERS STRATEGIC PROPERTIES, INC.
(A Component Unit of Northeast Ohio Medical University)
CONSOLIDATING STATEMENT OF FINANCIAL POSITION
YEAR ENDED JUNE 30, 2016

ERS Housing, ERS HWMEC, ERS Bradley ERS Contiguous ERS MOB, Eliminating
LLC LLC Rd., LLC Properties, LLC LLC Entries Total
ASSETS
Current assets
Cash and equivalents $ 340,879 $ 8,593 $ - $ - $ - $ - $ 349,472
Accounts receivable 16,076 - - - - - 16,076
Receivable due from related party 238,920 - - - - 238,920
Prepaids 7,981 650 - - - - 8,632
Total current assets 364,937 248,163 - - - - 613,100
Noncurrent assets
Property and equipment, net 33,642,675 79,980,718 181,828 90,880 - - 113,896,101
Funds held by trustee - Current portion 475,224 1,497,809 - - - - 1,973,033
Deferred financing costs - Net of
accumulated amortization 1,037,031 1,408,215 - - - - 2,445,246
Total noncurrent assets 35,154,930 82,886,742 181,828 90,880 - - 118,314,380
Total assets $35,519,867 $ 83,134,905 $ 181,828 $ 90,880 $ - $ - $ 118,927,480
LIABILITIES AND DEFICIENCY IN NET ASSETS
Current liabilities
Accounts payable $ 8,492 $ - $ - $ - $ - $ - $ 8,492
Deposits 230,457 - - - - - 230,457
Deferred rental income 55,623 - - - - - 55,623
Accrued interest payable 141,569 269,998 - - - - 411,567
Accrued expenses 31,916 1,875 209 - 34,000
Related party payable 2,226,514 3,753,906 208,504 337,193 - - 6,526,117
Accrued construction costs payable - 3,860 - - - - 3,860
Bond payable - Current portion 360,000 1,365,627 - - - - 1,725,627
Total current liabilities 3,054,571 5,395,266 208,713 337,193 - - 8,995,743
Noncurrent liabilities
Bond payable - Net of current portion 35,262,050 80,603,915 - - - - 115,865,965
Total noncurrent liabiltiies 35,262,050 80,603,915 - - - - 115,865,965
Total liabilities 38,316,621 85,999,181 208,713 337,193 - - 124,861,708
Deficiency in net assets - Unrestricted (2,796,754) (2,864,276) (26,885) (246,313) - - (5,934,228)
Total liabilities and deficiency in net assets $ 35,519,867 $ 83,134,905 $ 181,828 $ 90,880 $ - $ - $ 118,927,480




ERS STRATEGIC PROPERTIES, INC. AND SUBSIDIARIES
(A Component Unit of Northeast Ohio Medical University)

CONSOLIDATING STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS
JUNE 30 2015 AND 2016

Revenue

Rental revenue, net

Other revenue
Investment Income
Private donations
In-kind Support from Northeast
Ohio Medical University

Total revenue

Expenses
Payroll, benefits, and taxes
Management fees
Operating and administrative
Interior unit expenses
Common area expenses
Building maintenance
Professional fees
Marketing and advertising
Loss on disposal of asset
Depreciation

Deferred financing cost amortization

Interest expense
Total expenses

DECREASE IN NET ASSETS

NET ASSETS - BEGINNING OF YEAR

NET ASSETS - END OF YEAR

ERS Housing, ERSHWMEC, ERS Bradley Rd., ERS Contiguous
LLC LLC LLC Properties, LLC Total

$ 2,809,047 $ 5,599,789 $ $ $ 8,408,836
3,102 - 3,102

47 243 290

7,500 1,096,397 1,103,897

174,772 205,857 380,629
2,994,468 6,902,286 9,896,754
302,707 197,473 500,180
91,777 - 91,777

27,968 7,268 35,235

6,271 - - - 6,271

141,656 - 2,446 1,687 145,789
129,928 7,955 - - 137,882
84,041 23,532 2,170 2,170 111,914

4,959 - - - 4,959

2,756 - - 214,658 217,414

927,808 2,363,365 2,756 - 3,293,930
37,037 49,425 86,462
1,726,282 4,452,129 6,178,411
3,483,190 7,101,147 7,372 218,515 10,810,224
(488,722) (198,861) (7,372) (218,515) (913,470)
(2,308,032) (2,665,415) (19,513) (27,798) (5,020,758)
$  (2,796,754) $ (2,864,276) $ (26,885) $ (246,313) $  (5934,228)
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Report on Internal Control Over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Independent Auditor's Report

To Management and the Board of Directors
ERS Strategic Properties, Inc. and Subsidiaries

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the consolidated
financial statements of ERS Strategic Properties, Inc. and Subsidiaries (ERS), which comprise the
consolidated statement of financial position as of June 30, 2016 and the related consolidated
statements of activities and changes in net assets and cash flows for the year then ended, and
related notes to the financial statements, and have issued our report thereon dated September
26,2016.

Internal Control Over Financial Reporting

In planning and performing our audit of the consolidated financial statements, we considered ERS
Strategic Properties, Inc. and Subsidiaries' internal control over financial reporting (internal
control) to determine the audit procedures that are appropriate in the circumstances for the
purpose of expressing our opinion on the consolidated financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the ERS's internal control. Accordingly,
we do not express an opinion on the effectiveness of the ERS's internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity's consolidated financial statements will not
be prevented, or detected and corrected, on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.
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To the Board of Directors
ERS Strategic Properties, Inc. and Subsidiaries

Compliance and Other Matters

As part of obtaining reasonable assurance about whether ERS Strategic Properties, Inc. and
Subsidiaries' consolidated financial statements are free from material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit and, accordingly, we do not express such
an opinion. The results of our tests disclosed no instances of noncompliance or other matters
that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the ERS's internal control or on compliance. This report is an integral part of an audit performed
in accordance with Government Auditing Standards in considering the ERS's internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

74«»& f 77[%, PLLe

September 26, 2016
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Dave Yost - Auditor of State

ERS STRATEGIC PROPERTIES INC

PORTAGE COUNTY

CLERK’S CERTIFICATION
This is atrue and correct copy of the report which is required to be filed in the Office of the
Auditor of State pursuant to Section 117.26, Revised Code, and which is filed in Columbus, Ohio.

isan Lubbitt

CLERK OF THE BUREAU

CERTIFIED
DECEMBER 13, 2016

88 East Broad Street, Fourth Floor, Columbus, Ohio 43215-3506
Phone: 614-466-4514 or 800-282-0370 Fax: 614-466-4490
www.ohioauditor.gov
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