
129

Financial Report

Year Ended June 30, 2006, and Six Months Ended June 30, 2005
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TREASURER

Since our last annual report, which covered the calendar year 2004, two
significant financial events have occurred for the Cleveland Museum of Art.

First, in 2005 we converted to a June 30 fiscal year-end, which will
allow us to align ourselves more closely with other institutions in the art
museum world. This conversion resulted in the issuance of statements
consisting of a six-month stub period for the period ending June 30, 2005.
Our financial results for June 30, 2005 were negative due to one-time
charges related to the renovation and expansion of the building, including
the write-off of assets not fully depreciated at the start of the project,
certain expenses related to the debt offering, and severance for retired or
severed employees. Excluding these one-time charges of approximately
$2.4 million, the deficit would be approximately $450,000 for the six
months, which was anticipated because of timing differences. To give you
some comparative data on an annual basis, in the five-year Summary of
Key Financial Data (see p. 131) we have included unaudited 12-month
results from June 30, 2005. Excluding the one-time expenses, the museum
would have had a positive result for the 12-month period. Audited
comparative financial statements will again be available at year-end
June 30, 2007.

Second, in October 2006 the museum issued $90 million in tax-
exempt bonds through the Cleveland-Cuyahoga County Port Authority
for its expansion and renovation project using Nat City Investments, Inc.
and KeyBanc Capital Markets as underwriters for the bonds. For this debt
offering the museum underwent a review by Standard and Poor’s.
Standard and Poor’s recognized the financial strength of the museum by
issuing an AAA rating in connection with the bond issue, the highest
rating an institution can receive. In connection with the $90 million
Cultural Facility Revenue Bonds, the museum entered into an 8-year
floating-to-fixed rate swap. The swap is intended to limit the museum’s
interest rate exposure during construction.

The financial picture at June 30, 2006 remains strong with a balanced
operating budget and solid investment performance within the endow-
ment, net of withdrawals.

Janet G. Ashe
Deputy Director of Administration and Treasurer
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Curatorial, conservation,
and programs 33.2%

Design, building, and
depreciation 26.7%

Administrative and
retirees 22.3%

Membership and
development 17.8%

Individual, corporate,
and government gifts
and grants 25.7%

Investments—general
and specific purpose 71.5%

Programs and
miscellaneous 2.8%

Operating Expenditures

Revenues

Summary of Key Financial Data
Unaudited

Audited year 12 months Audited years
ended June 30 ended June 30 ended December 31

(in thousands) 2006 2005 2004 2003 2002

Investment $ 402,671.6 $382,052.4 $388,322.3 $368,099.9 $316,259.8
Charitable perpetual trusts 323,698.5 302,479.0 307,080.2 289,775.5 249,369.2

Total 726,370.1 684,531.4 695,402.5 657,875.4 565,629.0

Art purchases 4,748.3 6,820.1 13,878.6 8,404.7 14,003.0
Unrestricted revenue and support 29,481.3 32,430.7 31,607.9 33,904.6 33,678.9
Operating expenses 29,479.7 34,223.5 31,584.9 33,850.0 33,658.4
Excess (deficiency) of operating revenue and

support over operating expenses 1.6 (1,792.8) 23.0 54.6 20.5

Less one-time expenses 2,390.0A

Comparative annualized operating position
excluding one-time charge 1.6 597.2 23.0 54.6 20.5

Five-year average (excluding one-time charge) $139.4

A. Includes one-time charges for building construction, severance
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We have audited the accompanying statements of financial position of the
Cleveland Museum of Art (the Museum) as of June 30, 2006 and 2005,
and the related statements of activities and cash flows for the year ended
June 30, 2006, and six months ended June 30, 2005. These financial
statements are the responsibility of the Museum’s management. Our
responsibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with auditing standards
generally accepted in the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. We were not
engaged to perform an audit of the Museum’s internal control over
financial reporting. Our audits included consideration of internal control
over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Museum’s internal control over
financial reporting. Accordingly, we express no such opinion. An audit
also includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of the Museum as of
June 30, 2006 and 2005, and the changes in its net assets and its cash flows
for the year ended June 30, 2006 and six months ended June 30, 2005, in
conformity with accounting principles generally accepted in the United
States.

November 1, 2006

Report of Independent Auditors
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Statements of Financial Position

June 30, 2006 June 30, 2005
Assets
Current assets:

Cash and cash equivalents $ 3,347,921  $ 5,153,423
Short-term investments 26,749,248 1,580,948
Funds held by bond trustees 32,231,871
Accounts receivable 399,430 139,056
Inventories 220,763 266,043
Other current assets 49,075,284 53,010,865

Total current assets 112,024,517 60,150,335

Investments 402,671,629 382,052,362

Buildings and equipment:
Buildings and improvements 41,470,755 34,247,718
Equipment 13,875,258 13,246,205
Construction-in-progress 79,774,186 28,665,680

135,120,199 76,159,603
Less accumulated depreciation 36,751,197 34,488,429

Total buildings and equipment – net 98,369,002 41,671,174

Other assets:
Deferred issuance costs – net 985,127
Charitable perpetual trusts 323,698,463 305,479,045
Pledges receivable 25,547,379 30,886,065
Other 2,621,113 604,324

Total other assets 352,852,082 336,969,434

Total assets $965,917,230 $ 820,843,305

June 30, 2006 June 30, 2005

Liabilities and net assets
Current liabilities:

Accounts payable and accrued expenses $ 12,166,648 $ 4,879,484
Short-term borrowings 10,000,000
Deferred revenue 1,146,558 382,847
Other current liabilities 47,567,023 51,553,266

Total current liabilities 60,880,229 66,815,597

Long-term debt 90,000,000

Other liabilities:
Accrued postretirement medical benefits 5,256,711 5,391,180
Other 1,955,350 1,663,878

7,212,061 7,055,058
Total liabilities 158,092,290 73,870,655

Net assets:
Unrestricted 180,244,347 171,449,196
Temporarily restricted 284,137,873 250,300,152
Permanently restricted 343,442,720 325,223,302

Total net assets 807,824,940 746,972,650

Total liabilities and net assets $965,917,230 $ 820,843,305

See notes to financial statements.
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Temporarily Permanently
Unrestricted Restricted Restricted Total

Revenues and support
Contributions and memberships $ 3,438,897 $ 3,438,897
Trust fund revenues $ 3,138,748  $ 178,986 3,317,734
Gifts from independent dedicated trusts:

John Huntington Art and Polytechnic Trust 4,629,167 4,629,167
Horace Kelley Art Foundation 340,000 340,000

Grants 591,152 152,502 743,654
Program revenues 553,372 553,372
Special events 489,793 489,793
Other 411,290 1,034,140 1,445,430
Stores, café, parking, and products 691,691 691,691
Grants and gifts for specific capital expenditures 13,224,067 13,224,067
Investment return designated for current operations 12,309,890 1,030,135 13,340,025
Net assets released from restrictions used for operations 2,887,296 (2,887,296)

Total revenues and support 29,481,296 12,732,534 42,213,830

Expenses
Curatorial, conservation, and registrar 4,544,953 4,544,953
Design and security expenses 5,751,185 5,751,185
Education, library, and extensions 4,362,155 4,362,155
Publications, printing, and photography 576,142 576,142
Membership services 330,713 330,713
Development, special events, and visitor services 4,755,459 4,755,459
Administration 6,367,302 6,367,302
Specific building repairs and maintenance 76,854 76,854
Stores, café, parking, and products 929,970 929,970
Depreciation 1,784,922 1,784,922

Total expenses 29,479,655 29,479,655

Excess of revenues and support over expenses
before changes in net assets 1,641 12,732,534 12,734,175

Other changes in net assets
Trust revenue designated for art purchases 4,867,654 4,867,654
Investment return designated for art purchases 2,605,053 2,605,053
Proceeds from the sale of art objects 415,800 415,800
Net assets released from restrictions used to fund

acquisition of art objects 4,748,300 (4,748,300)
Expenditures for the acquisition of art objects (4,748,300) (4,748,300)
Gifts, contributions, and other changes 91,622 1,055,891 1,147,513
Investment return after amounts designated 7,358,762 16,909,089 24,267,851
Change in fair value of derivative instrument 1,820,971 1,820,971
Change in fair value of charitable perpetual trusts $ 18,219,418 18,219,418
Cumulative effect of change in accounting principle (477,845) (477,845)

Increase in net assets 8,795,151 33,837,721 18,219,418 60,852,290
Net assets at beginning of year 171,449,196 250,300,152 325,223,302 746,972,650

Net assets at end of year $180,244,347 $284,137,873 $ 343,442,720 $ 807,824,940

See notes to financial statements.

Statement of Activities
Year Ended June 30, 2006
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Temporarily Permanently
Unrestricted Restricted Restricted Total

Revenues and support
Contributions and memberships $ 1,213,516 $ 1,213,516
Trust fund revenues 1,534,441 $ 87,264 1,621,705
Gifts from independent dedicated trusts:

John Huntington Art and Polytechnic Trust 2,525,000 2,525,000
Horace Kelley Art Foundation 215,000 215,000

Grants 973,173 202,172 1,175,345
Program revenues 236,249 236,249
Special events 64,711 64,711
Other 234,415 49,790 284,205
Stores, café, parking, and products 1,024,249 1,024,249
Grants and gifts for specific capital expenditures 11,728,463 11,728,463
Investment return designated for current operations 6,118,372 365,628 6,484,000
Net assets released from restrictions used for operations 1,172,003 (1,172,003)
Total revenues and support 15,311,129 11,261,314 26,572,443

Expenses
Curatorial, conservation, and registrar 3,664,777 3,664,777
Design and security expenses 3,192,829 3,192,829
Education, library, and extensions 2,254,947 2,254,947
Publications, printing, and photography 328,954 328,954
Membership services 139,355 139,355
Development, special events, and visitor services 2,281,030 2,281,030
Administration 3,571,067 3,571,067
Stores, café, parking, and products 788,334 788,334
Depreciation 1,050,250 1,050,250
Loss on disposal of fixed assets 952,121 952,121

Total expenses 18,223,664 18,223,664
(Deficiency) excess of revenues and support over

expenses before other changes in net assets (2,912,535) 11,261,314 8,348,779

Other changes in net assets
Trust revenue designated for art purchases 2,337,225 2,337,225
Investment return designated for art purchases 3,950,000 3,950,000
Net assets released from restrictions used to fund

acquisition of art objects 2,791,938 (2,791,938)
Expenditures for the acquisition of art objects (2,791,938) (2,791,938)
Gifts, contributions, and other changes ( 17,949) 464,174 446,225
Investment (loss) after amounts designated (4,035,378) (2,078,476) (6,113,854)
Change in fair value of charitable perpetual trusts $ (1,601,180) (1,601,180)

(Decrease) increase in net assets (6,965,862) 13,142,299 (1,601,180) 4,575,257
Net assets at January 1, 2005 178,415,058 237,157,853 326,824,482 742,397,393

Net assets at June 30, 2005 $ 171,449,196 $ 250,300,152 $ 325,223,302 $ 746,972,650

See notes to financial statements.

Statement of Activities
Six Months Ended June 30, 2005
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Statements of Cash Flows

Year Ended Six Months Ended
June 30, 2006 June 30, 2005

Reconciliation of change in net assets to net cash
used in operating activities

Increase in net assets $ 60,852,290 $ 4,575,257
Adjustments to reconcile increase in net assets to
cash provided by (used in) operating activities:

Depreciation 1,784,923 1,050,250
Change in fair value of derivative instrument (1,820,971)
Cumulative effect of change in accounting principle 477,845
Loss on disposal of fixed assets 952,121
Net realized and unrealized gains on long-term investments (36,021,786) (2,335,567)
Changes provided by (used in) operating assets and liabilities:

(Increase) decrease in accounts receivable (260,374) 232,359
Decrease in inventories and other current assets 3,980,861 1,945,326
Decrease (increase) in pledges receivable 5,338,686 (6,999,911)
(Increase) decrease in other assets (195,818) 195,816
Increase (decrease) in accounts payable and accrued expenses 7,287,164 (6,152,079)
Increase in deferred revenue 763,711 227,836
(Decrease) in other current liabilities (3,986,243) (2,429,560)
(Decrease) increase in accrued postretirement
medical benefits (134,469) 75,124
Increase in other liabilities 291,472 740,186

Net cash provided by (used in) operating activities $ 38,357,291 $ (7,922,842)

Financing activities
Proceeds from long-term debt 90,000,000
Amortization of deferred issuance costs (985,127)
Payments on short-term borrowings (10,000,000) (1,250,000)

Net cash provided by (used in) financing activities 79,014,873 (1,250,000)

Investing activities
Purchases of buildings and equipment (58,960,596) (5,285,865)
(Increase) in short-term investments (25,168,300) (1,580,948)
(Increase) in investments held by trustee (32,231,871)
(Increase) decrease in fair value of charitable perpetual trusts (18,219,418) 1,601,180
Proceeds from sales and maturities of investments 19,936,004 10,616,676
Purchases of investments (4,533,485) (2,011,098)

Net cash (used in) provided by investing activities (119,177,666) 3,339,945

Net (decrease) in cash and cash equivalents (1,805,502) (5,832,897)
Cash and cash equivalents at beginning of year 5,153,423 10,986,320

Cash and cash equivalents at end of year $ 3,347,921 $ 5,153,423

See notes to financial statements.
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Change in Year End
The Museum’s year-end changed from De-
cember 31 to June 30 starting June 30, 2005.
As a result, the financial statements reflect the
year ended June 30, 2006, and the six-month
period ended on June 30, 2005. The conver-
sion to a fiscal calendar brings the Museum in
line with other cultural institutions and enables
the Museum to budget educational programs to
coincide with the traditional school calendar. It
also provides flexibility for the Museum to
adjust expenditures, if necessary, based on cal-
endar year-end contributions that comprise a
significant portion of yearly contributed rev-
enue. Twelve-month comparative financials
will be available beginning with the June 30,
2007 financial statements.

Use of Estimates
The preparation of financial statements in con-
formity with accounting principles generally
accepted in the United States requires manage-
ment to make estimates and assumptions that
affect the amounts reported in the financial
statements and accompanying notes. Actual
results could differ from those estimates.

Temporarily and Permanently Restricted Net Assets
Temporarily restricted net assets are used to
differentiate resources, the use of which is
restricted by donors or grantors to a specific
time period or for a specific purpose, from
resources on which no restrictions have been
placed or that arise from the general operations
of the Museum. Temporarily restricted gifts,
grants, and bequests are recorded as additions
to temporarily restricted net assets in the period
received. When restricted net assets are ex-
pended for their stipulated purpose or time
restriction expires, temporarily restricted net
assets become unrestricted net assets and are
reported in the statements of activities as net
assets released from restrictions. For temporarily
restricted net assets used for major capital
projects, the Museum records the additions to
temporarily restricted net assets and then
records a reclassification to unrestricted net
assets as net assets released from restrictions for
an amount equal to annual depreciation. There
were no such reclassifications in the 2006 or
2005 statements of activities.

Permanently restricted net assets consist of
amounts held in perpetuity or for terms desig-
nated by donors. Earnings on investments,
unless restricted by donors of the permanently
restricted net assets, are included in unrestricted
revenues and other changes in net assets. Re-
stricted earnings are classified as temporarily

restricted net assets until amounts are expended
in accordance with the donors’ specifications.

Art Collection
The Museum’s collections are made up of art
objects and artifacts of historical significance
that are held for educational, research, scien-
tific, and curatorial purposes. Each of the items
is cataloged, preserved, and cared for, and
activities verifying their existence and assessing
their condition are performed continuously.

Purchases for the collection are recorded as
expenditures for the acquisition of art objects
in the statements of activities in the year in
which the objects are acquired. Proceeds from
the deaccession of art objects are recorded as
temporarily restricted net assets and are re-
stricted to the acquisition of other art objects.
In keeping with standard museum practice, the
collections, which were acquired via purchases
and contributions, are not recognized as assets
on the statements of financial position.

Cash Equivalents
Cash equivalents are highly liquid investments
with a maturity of three months or less when
purchased. Cash equivalents are measured at
fair value in the statements of financial position
and exclude amounts restricted or designated
for long-term purposes.

Inventories
Inventories consist of merchandise available for
sale and are stated at the lower of average cost
or market.

Investment Income
Investment income, including realized gains
(losses), is added to (deducted from) the appro-
priate unrestricted or temporarily restricted net
assets. Unrealized gains (losses) are added to
(deducted from) the applicable unrestricted,
temporarily, or permanently restricted net
assets.

Financial Instruments
The carrying values of accounts receivable,
accounts payable, accrued expenses, and short-
term borrowings are reasonable estimates of
their fair value due to the short-term nature of
these financial instruments.

Donated Services
No amounts have been reflected in the finan-
cial statements for donated services. The Mu-
seum pays for most services requiring specific
expertise. However, many individuals volun-
teer their time and perform a variety of tasks
that assist the Museum with various programs.

1. Organization The Cleveland Museum of Art (the Museum)
maintains in the City of Cleveland a museum
of art of the widest scope for the benefit of the
public.

Notes to Financial Statements

2. Significant
Accounting Policies

Year Ended June 30, 2006, and
Six Months Ended June 30, 2005
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Special Exhibitions
Other current assets and deferred revenue in-
clude expenditures and revenues in connection
with the development of special exhibitions.
Revenues and expenses are recognized pro rata
over the life of the exhibition. Revenues in-
clude such items as corporate and individual
sponsorships. The expenditures generally in-
clude such items as research, travel, insurance,
transportation, and other costs related to the
development and installation of the exhibition.

Contributions
Unconditional pledges to give cash, marketable
securities, and other assets are reported at fair
value and discounted to present value at the
date the pledge is made to the extent estimated
to be collectible by the Museum. Conditional
promises to give and indications of intentions to
give are not recognized until the condition is
satisfied. Pledges received with donor restric-
tions that limit the use of the donated assets are
reported as either temporarily or permanently
restricted support, or other changes in net assets
if designated for long-term investment. When a
donor restriction expires, that is, when a stipu-
lated time restriction ends or purpose restriction
is accomplished, temporarily restricted net assets
are reclassified to unrestricted net assets and
reported in the statements of activities as net
assets released from restrictions.

Buildings and Equipment
Buildings and equipment are carried at cost.
Expenditures that substantially increase the
useful lives of existing assets are capitalized.
Routine maintenance and repairs are expensed
as incurred. Depreciation is computed by the
straight-line method using the estimated useful
lives of the assets. Buildings and improvements
are assigned a useful life of up to forty years.
Equipment is assigned a useful life ranging from
three to five years. Interest cost incurred on
borrowed funds during the period of construc-
tion of capital assets is capitalized as a compo-
nent of the cost of acquiring those assets.

The Museum is undertaking a major construc-
tion, renovation, and expansion project. In
total, approximately $77.8 million and $26.4
million have been expended and included in
construction-in-progress related to the expan-
sion and renovation project at June 30, 2006
and 2005, respectively. In connection with this
project, the Museum identified certain build-
ings and equipment that will no longer be used.
The net book value of these assets of $952,121
was recorded as a loss on disposal of fixed assets
in the statement of activities for the six months
ended June 30, 2005.

June 30, 2006 June 30, 2005

Pledges due:
In less than one year $ 4,023,558 $ 6,378,480
In one to five years 19,903,059 22,063,629
Greater than five years 7,361,049 8,060,752

31,287,666 36,502,861
Present value discount on pledges

(3.25% –5.38% discount rate)  (5,740,287) (5,616,796)

$ 25,547,379 $ 30,886,065

Other Current Assets and Liabilities
Other current assets and liabilities at June 30,
2006 and 2005, include $47.6 million and $51.6
million, respectively, of collateral investments
related to securities lending whereby certain
securities in the Museum’s portfolio were
loaned to other institutions generally for a short
period of time. The Museum receives as collat-
eral the market value of securities borrowed
plus a premium approximating 2% of the mar-
ket value of those securities. In accordance with
Statement of Financial Accounting Standards
(SFAS) No. 140, Accounting for Transfers and
Servicing of Financial Assets and Extinguishment of
Liabilities, the Museum recorded the collateral
received as both a current asset and a current
liability since the Museum is obligated to return
the collateral upon the return of the borrowed
securities. Also included in other current assets
are deferred exhibition expenses of $0.9 million
and $0.4 million, grants and other receivables of
$0.3 million and $0.7 million, and prepaid ex-
penses of $0.3 million as of June 30, 2006 and
2005, respectively.

Asset Retirement Obligations
Asset retirement obligations (ARO) are legal
obligations associated with the retirement of
long-lived assets. These liabilities are initially
recorded at fair value and the related asset re-

tirement costs are capitalized by increasing the
carrying amount of the related assets by the
same amount as the liability. Asset retirement
costs are depreciated over the useful lives of the
related assets. Subsequent to initial recognition,
the Museum records year-to-year changes in
the ARO liability resulting from the passage of
time and revisions to either the timing or the
amount of the original estimate of undiscounted
cash flows.

Derivative Instruments and Hedge Activities
The Museum follows SFAS No. 133, Accounting
for Derivative Instruments and Hedging Activities,
which was amended by SFAS No. 138, Ac-
counting for Certain Derivative Instruments and
Hedging Activities, to account for its derivative
instruments. FAS No. 133 requires the Mu-
seum to recognize its derivative instruments as
either an asset or liability in the statement of
financial position at fair value. The gain or loss
on the derivative instrument is recognized in
the statement of activities in the period of
change.
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June 30, 2006 June 30, 2005

Acquisition of art $181,960,459 $ 164,209,933
Specific operating activities:

Curatorial and conservation 16,179,861 10,794,249
Education and extensions 4,027,713 3,760,628
Library 2,078,214 2,148,297
Publications, printing, and photography 4,723,490 4,470,324
Musical programming 3,787,719 3,598,829
Buildings, grounds, and protection services 65,688,414 55,938,619
Fine Arts Garden 3,144,151 2,715,338
Sundry 2,547,852 2,663,935

Total temporarily restricted net assets $284,137,873 $ 250,300,152

3. Temporarily
Restricted Net
Assets
Temporarily re-
stricted net assets are
available for the
following purposes:

4. Permanently
Restricted Net
Assets
Permanently restricted
net assets are amounts
held in perpetuity, or
for terms designated
by donors, the income
from which is expend-
able to support the
following purposes:

June 30, 2006 June 30, 2005

Purchase of art $116,661,201 $ 107,237,716
Specific operating activities 5,018,741 4,765,544
General operating activities 221,762,778 213,220,042

Total permanently restricted net assets $343,442,720 $ 325,223,302

5. Net Assets
Released from
Restrictions
Net assets were
released from restric-
tions by incurring
expenses or making
capital expenditures
satisfying the re-
stricted purposes as
follows:

Year Ended Six Months Ended
June 30, 2006 June 30, 2005

Acquisition of art $ 4,748,300 $ 2,791,938

Specific operating activities:
Curatorial and conservation $ 1,256,144 $ 946,497
Education and extensions 685,997 51,044
Library 61,358 31,203
Musical programming 186,717 59,288
Fine Arts Garden 595,001 57,867
Sundry 21,195 26,104
Buildings, repair, and maintenance 80,884

Net assets released from restrictions used for operations $ 2,887,296 $ 1,172,003
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June 30, 2006 June 30, 2005

Cash and cash equivalents $ 6,254,585 $ 3,929,956
Bonds and combined bond funds 47,057,607 49,218,575
Stocks and combined stock funds 238,046,695 238,026,611
Alternative investments 111,312,742 90,877,220

402,671,629 382,052,362
Charitable perpetual trusts 323,698,463 305,479,045

$726,370,092 $ 687,531,407

The following sum-
marizes returns from
the Museum’s in-
vestments and chari-
table perpetual trusts
and the related classi-
fications in the state-
ments of activities.

Temporarily Permanently
Year ended June 30, 2006 Unrestricted Restricted Restricted

Dividends and interest $ 2,016,165 $ 2,174,978
Realized and unrealized gains net of

realized and unrealized losses 17,652,487 18,369,299
Change in fair value of charitable perpetual trusts $ 18,219,418

Investment return 19,668,652 20,544,277 18,219,418
Investment return designated for current operations (12,309,890) (1,030,135)
Investment return designated for art purchases (2,605,053)

Investment income after amounts designated $ 7,358,762 $ 16,909,089 $ 18,219,418

Six months ended June 30, 2005

Dividends and interest $ 968,291 $ 1,016,287
Realized and unrealized gains net of

realized and unrealized losses 1,114,703 1,220,864
Change in fair value of charitable perpetual trusts $ (1,601,180)
Investment return 2,082,994 2,237,151 (1,601,180)
Investment return designated for current operations (6,118,372) (365,627)
Investment return designated for art purchases (3,950,000)

Investment (loss) after amounts designated $ (4,035,378) $ (2,078,476) $ (1,601,180)

6. Investments
and Charitable
Perpetual Trusts

The fair value of Museum investments is based
on quoted market prices, except for other
investments, primarily limited partnerships or
limited liability corporations (i.e., alternative
investments), for which fair value is estimated
in an unquoted market. Fair value of alterna-
tive investments is generally determined by
principal market makers or an investment
manager of the individual investment fund,
including audited financial statements of the
alternative investments. Generally, fair value of
alternative investments reflects net contribu-
tions to the investee and an ownership share of
realized and unrealized investment income and
expenses.

Alternative investments include certain inter-
ests in absolute return (hedge funds), private
equity, or fixed income depending on the legal
structure, and investment strategy of the un-
derlying manager. The Museum invests in
limited partnerships and commingled vehicles,
some of which employ traditional strategies
(long only) in readily marketable securities
(liquid equities or bonds traded on exchanges)

and others of which employ less traditional
strategies (long and short equity or fixed in-
come, event driven, macro, relative value, and
arbitrage strategies) that may include the use of
options, futures, and other derivative instru-
ments. Because alternative investments are not
readily marketable, their estimated fair value is
subject to uncertainty and therefore may differ
from the value that would have been used had
a ready market for such investments existed.
Such difference could be material.
The Museum is the sole income beneficiary of
several charitable perpetual trusts and a partial
income beneficiary of other charitable per-
petual trusts. Because the trusts are not con-
trolled by the Museum, the assets are classified
as permanently restricted net assets. The chari-
table perpetual trusts are presented at the fair
value of the Museum’s portion of the underly-
ing trust assets. The change in the fair value of
the charitable perpetual trusts is classified as a
change in permanently restricted net assets
within the statements of activities.
Museum investments consist of the following:
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The Museum uses the spending rule concept in
making distributions from its investments. In
doing so, the Museum takes into account the
distributions from the charitable perpetual trusts.
Under this method, a portion of its investment
earnings is recorded as unrestricted revenue.
The amount of investment income used by the
Museum for its operations and purchases of art
is calculated using a spending rate of between
4.5% to 5.5% of the market value of the invest-
ments for the prior 20-quarter average ended
March 31, 2005 for fiscal year ended June 30,
2006 and September 30, 2004 for the fiscal year
ended June 30, 2005, as adjusted (subject to
certain limitations) for inflation and additional
contributions. For fiscal 2006 and 2005, the
calculations resulted in an annual spending rate
of 5.0%. Investment returns in excess of (less
than) amounts designated for current operations
are classified as other changes in net assets in the
statements of activities.

7. Benefit Plans The Museum converted from a contributory
defined benefit pension plan for eligible em-
ployees to a noncontributory defined benefit
pension plan (the Plan) on January 1, 2002.
Eligible participants in the Plan on December
31, 2001 were given the option of continuing
to contribute to the Plan. For those employees
not making this election, their accumulated
benefit was converted to the noncontributory
defined benefit plan. For either contributing or
noncontributing participants, benefits under
the Plan are based on years of service and the

final five-year average compensation. It is the
policy of the Museum to fund with an insur-
ance company at least the minimum amounts
required by the Employee Retirement Income
Security Act. Plan assets are invested in group
annuity contracts.

The Museum uses December 31 as the mea-
surement date for the Plan. The following
table sets forth the actuarial present value of
benefit obligations and aggregate funded status
of the Plan:

June 30, 2006 June 30, 2005

Projected benefit obligation $ (22,163,299)  $ (22,312,669)
Fair value of plan assets 21,589,528 22,252,106
Underfunded status of the plan (573,771) (60,563)
Unrecognized prior service cost 113,040 165,035
Unrecognized net actuarial loss (gain) 610,033 (150,986)

Prepaid (accrued) pension cost in statements
of financial position $ 149,302 $ (46,514)

Accumulated benefit obligation $ 20,059,336 $ 20,121,328

Weighted-average
assumptions are as
follows:

June 30, 2006 June 30, 2005
Discount—liability 6.25% 5.75%
Discount—cost 5.75% 6.00%
Expected rate of return on plan assets 7.00% 7.00%
Compensation growth rate 3.00% 3.00%

The assumptions used in the actuarial valuations
were established by the Museum in conjunc-
tion with its actuary. The weighted-average
rates of increase in compensation were estab-
lished based upon the Museum’s long-term
internal compensation plans. The expected
long-term weighted-average rate of return on

plan assets was established using the Museum’s
target asset allocation for equity and fixed
income and the historical average rates of return
for equity and fixed income adjusted by an as-
sessment of possible future influences that could
cause the returns to trail long-term patterns.
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The following infor-
mation is provided
for the defined benefit
plan of the Museum
for:

Year Ended  Six Months Ended
June 30, 2006 June 30, 2005

Components of net periodic benefit cost:
Service cost $ 682,046 $ 310,275
Interest cost 1,250,773 616,689
Expected return on plan assets (1,535,288) (757,147)
Amortization of prior service cost 51,995 25,998

$ 449,526 $ 195,815

Employer contributions $ 645,342 —
Employee contributions 84,575 $ 51,136
Benefits paid 1,223,914 523,918
Actual (loss) return on plan assets (168,581) 787,117

The Plan invests in an unallocated immediate
participation guarantee group annuity contract
with John Hancock Life Insurance Company
(the Insurer). The Insurer credits the Plan’s
deposits that are intended to provide future
benefits to present employees to an account
that is invested with other assets of the Insurer.
The account is credited with its share of
the Insurer’s actual investment income. The
actual asset allocations by asset category are
as follows:

June 30, 2006 June 30, 2005
Debt securities 94% 94%
Equity securities 2 2
Real estate 2 2
Other 2 2

Total 100% 100%

In August 2005, the Museum made a payment
to the Plan totaling $195,816 related to the
pension expense for the first six months of
2005. The Museum expects to make a contri-
bution of $481,356 to the Plan in 2006.
Benefit payments over the next five fiscal years
are estimated as follows: 2007 – $1,179,079;
2008 – $1,204,741; 2009 – $1,213,185;
2010 – $1,278,023; 2011 – $1,317,541; and
in the aggregate for the five years thereafter is
$7,186,468.

In addition, effective January 1, 2002 the
Museum initiated a 401(k) savings plan. The
Museum matches employee contributions at
a rate of 50% of the first 4% of total compensa-
tion. The Museum’s contributions to the
401(k) plan were $175,478 and $88,879 for the
year ended June 30, 2006 and the six months
ended June 30, 2005, respectively.
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8. Postretirement
Medical Benefits

The Museum provides health care benefits
upon retirement to certain employees meeting
eligibility requirements as of December 31,
2001, and contractually required additions. No
other employees are eligible to receive these
postretirement heath care benefits. The
Museum’s policy is to fund the annual costs of
these benefits from unrestricted net assets of
the Museum.

The following information is provided for the
Museum’s postretirement medical benefits:

June 30, 2006 June 30, 2005

Benefit obligation $ 4,783,686 $ 5,604,373
Fair value of plan assets

Underfunded status of the plan $ (4,783,686) $ (5,604,373)

(Accrued) postretirement medical benefits in
statements of financial position $ (5,256,711) $ (5,391,180)

The discount rate used in determining the
accumulated postretirement benefit obligation
was 6.25% and 5.5% at June 30, 2006 and
2005, respectively. The health care cost trend
rate used is 12.0% for fiscal year 2006 declining
to 5.5% by 2014. A one-percentage-point
increase or decrease in the health care cost
trend rate would have increased or decreased
the fiscal 2006 service and interest costs in total
by $26,800 and $23,700, respectively.

Year Ended  Six Months Ended
June 30, 2006 June 30, 2005

Components of net periodic benefit cost
recognized in the statements of activities:

Interest cost $ 294,991 $ 149,786
Amortization of prior service cost (26,230) (13,115)

$ 268,761 $ 136,671

Employer contributions $ 403,229 $ 193,401
Employee contributions 18,075 17,045

Benefits paid $ 421,304 $ 210,446

The gross benefits expected to be paid in each
year for the fiscal years 2007-2011 are
$483,175, $500,408, $515,532, $523,653, and
$528,011, respectively. The anticipated ben-
efits to be paid in the five years 2012-2016 are
$2,437,202. The Medicare Part D subsidy
reduced the postretirement medical benefit
obligation by $266,000 in fiscal 2006 and re-
duces the payments by approximately $70,000
on average beginning in fiscal 2006. Beginning
in January 2007, the Museum will no longer
offer prescription drug coverage to Medicare
eligible retirees. The effect of this change is not
yet determined or recorded in the financial
statements.
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9. Financing
Arrangements and
Long-term
Obligations

Short-term Financing Arrangements
At June 30, 2005, the Museum had
$10,000,000 of short-term borrowings out-
standing under a line of credit and two de-
mand notes with various banks. The Museum
did not have any short-term borrowings at
June 30, 2006. Interest rates on the London
Interbank Offering Rate (LIBOR) based loans
range from 3.49% to 4.58% and 2.86% to
4.16% at June 30, 2006 and 2005, respectively.

Operating Lease
In fiscal 2005, the Museum entered into a
three-year operating lease for office space, with
an option for an additional two years. Total
rental expense for the year end June 30, 2006,
and the six months ended June 30, 2005, was
$402,690 and $26,650, respectively. Minimum
operating lease payments for each of the next
two fiscal years are approximately $330,000.

Cultural Facility Revenue Bonds
In October 2005, pursuant to certain agree-
ments between the Museum and the Cleveland-
Cuyahoga Port Authority, the Cleveland-
Cuyahoga Port Authority issued $90 million in
variable rate, tax exempt Cultural Facility
Revenue Bonds (The Cleveland Museum of
Art Project) (the Bonds), Series 2005, payable
October 1, 2040. The proceeds of the Bonds
will be used to finance the Museum’s con-
struction, renovation and expansion project.
The Bonds were issued in four series: (i) the
Series A Bonds in the principal amount of
$30,000,000, (ii) the Series B Bonds in the
principal amount of $20,000,000, (iii) the
Series C Bonds in the principal amount of
$20,000,000, and (iv) the Series D Bonds in
the principal amount of $20,000,000. The
Bonds have adjustable methods of interest rate
determination and interest payment dates, and
were in weekly variable rate mode on June 30,
2006 bearing interest at 3.97% (range from
2.6% to 3.98% during the year ended June 30,
2006).

While the Cultural Facility Revenue Bonds
are not a direct indebtedness of the Museum,

the loan agreement with the Cleveland-
Cuyahoga Port Authority obligates the Mu-
seum to make payments equal to the principal
of and premium, if any, and interest on the
respective Bonds, whether at maturity, upon
acceleration, or upon redemption. Bond
Service Charges due on the Bonds will be
required to be made by the Museum as loan
payments under the agreement. Interest only
payments are required to be made until
October 1, 2036.
Unamortized financing costs are amortized
over the period the obligation is outstanding
using the bonds outstanding method.

Interest Rate Swap
In connection with the $90,000,000 Cultural
Facility Revenue Bonds, the Museum entered
into a floating-to-fixed rate swap. The swap
consists of a $90 million 8-year floating-to-
fixed rate swap whereby the Museum pays a
fixed rate of 3.341% and receives 70% of
1-month LIBOR. The nominal amount of the
swap will begin to decline on July 1, 2008 and
will continue to decline until maturity on
January 1, 2014. This derivative instrument is
not designated as a hedging instrument. At
June 30, 2006, the fair value of the swap agree-
ment, based on mid-market levels as of the
close of business that day, was $1,820,971 due
from the counterparty and has been recorded
in other assets on the statements of financial
position. The change in fair value of the swap
agreement is recorded in other changes in net
assets on the statement of activities. Net inter-
est cost incurred under the swap agreement
was $55,187 for fiscal 2006 and was capitalized
as an addition to construction-in-progress.

Interest
Interest paid was approximately $2.3 million
and $153,000 in fiscal 2006 and for the six
months ended June 30, 2005, respectively.
Capitalized interest was approximately $1.2
million in fiscal 2006, net of interest income
earned on the investment of bond proceeds of
$1.5 million.

10. Income Taxes The Museum is a nonprofit organization and is
exempt from federal income taxes on related
income under Section 501(c)(3) of the Internal
Revenue Code.

11. Impact of
Recently Issued
Accounting
Standard

In March 2005, the Financial Accounting Stan-
dards Board (FASB) issued Interpretation No.
47, Accounting for Conditional Asset Retirement
Obligations (FIN 47), which clarifies the term
“conditional asset retirement obligation” as
used in FASB Statement No. 143, Accounting for
Asset Retirement Obligations. FIN 47 clarifies that
an entity is required to recognize a liability for
the fair value of a conditional asset retirement
obligation if a settlement date and fair value of
the liability can be reasonably estimated.

The Museum adopted FIN 47 in fiscal 2006
and recorded an ARO liability of $477,845 as
of June 30, 2006 for known and identifiable
abatement issues related to future construction
projects. Upon implementing FIN 47, the
Museum recorded a $477,845 charge at June
30, 2006, which is reported as a cumulative
effect of change in accounting principle in the
fiscal 2006 statement of activities.


