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CLEVELAND CLINIC HEALTH SYSTEM
INTERIM UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

Unaudited Consolidated Balance Sheets
($ in thousands)

September 30 December 31

2016 2015
Assets
Current assets:
Cash and cash equivalents $ 415,872 % 249,580
Patient receivables, net 1,058,151 950,304
Investments for current use 52,223 53,852
Other current assets 379,591 408,139
Total current assets 1,905,837 1,661,875
Investments:
Long-term investments 6,373,251 6,184,378
Funds held by trustees 148,431 125,723
Assets held for self-insurance 117,619 93,662
Donor restricted assets 604,580 565,161
7,243,881 6,968,924
Property, plant, and equipment, net 4,439,190 4,388,667
Other assets:
Pledges receivable, net 142,337 141,468
Trusts and interests in foundations 82,750 86,741
Other noncurrent assets 390,144 353,748
615,231 581,957
Total assets $ 14,204,139 $ 13,601,423
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CLEVELAND CLINIC HEALTH SYSTEM
INTERIM UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

Unaudited Consolidated Balance Sheets (continued)
($ in thousands)

September 30 December 31

2016 2015
Liabilities and net assets
Current liabilities:
Accounts payable $ 374,859 $ 412,559
Compensation and amounts withheld from payroll 362,445 295,668
Current portion of long-term debt 240,051 95,694
Variable rate debt classified as current 457,885 520,960
Other current liabilities 452,987 467,042
Total current liabilities 1,888,227 1,791,923
Long-term debt:
Hospital revenue bonds 2,909,665 2,725,760
Notes payable and capital leases 458,104 466,020
3,367,769 3,191,780
Other liabilities:
Professional and general insurance liability reserves 161,010 139,617
Accrued retirement benefits 368,585 490,753
Other noncurrent liabilities 520,456 478,352
1,050,051 1,108,722
Total liabilities 6,306,047 6,092,425
Net assets:
Unrestricted 6,987,798 6,627,406
Temporarily restricted 607,592 586,276
Permanently restricted 302,702 295,316
Total net assets 7,898,092 7,508,998
Total liabilities and net assets $ 14,204,139 $ 13,601,423

See notes to unaudited consolidated financial statements.

¥ 3 Cleveland Clinic Page 2



CLEVELAND CLINIC HEALTH SYSTEM

INTERIM UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

FOR THE PERIOD ENDED SEPTEMBER 30, 2016

Unaudited Consolidated Statements of Operations and Changes in Net Assets

($ in thousands)

Operations
Three Months Ended September 30
2016 2015
Unrestricted revenues
Net patient service revenue $1,881,773 $1,670,777
Provision for uncollectible accounts (78,483) (58,596)
Net patient service revenue less
provision for uncollectible accounts 1,803,290 1,612,181
Other 202,630 158,686
Total unrestricted revenues 2,005,920 1,770,867
Expenses
Salaries, wages, and benefits 1,105,155 925,790
Supplies 185,428 162,516
Pharmaceuticals 221,182 179,898
Purchased services and other fees 131,013 101,528
Administrative services 48,437 49,117
Facilities 81,798 77,464
Insurance 15,869 14,731
1,788,882 1,511,044
Operating income before interest, depreciation,
and amortization expenses 217,038 259,823
Interest 34,759 30,989
Depreciation and amortization 120,209 100,851
Operating income before special charges 62,070 127,983
Special charges 3,650 -
Operating income 58,420 127,983
Nonoperating gains and losses
Investment return 232,906 (277,968)
Derivative losses (2,822) (28,849)
Other, net (870) (342)
Net nonoperating gains and losses 229,214 (307,159)
Excess of revenues over expenses 287,634 (179,176)
Page 3
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CLEVELAND CLINIC HEALTH SYSTEM
INTERIM UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

Unaudited Consolidated Statements of Operations and Changes in Net Assets (continued)
($ in thousands)

Changes in Net Assets

Net Assets
Temporarily  Permanently
Unrestricted Restricted Restricted Total
Total net assets at July 1, 2015 $ 6,343,908 $ 539,685 $ 289,856 $ 7,173,449
Deficiency of revenues over expenses (179,176) - - (179,176)
Donated capital and assets released from
restrictions for capital purposes 2,044 (2,044) - -
Gifts and bequests - 34,372 11,854 46,226
Transfer of net assets (176) 176 - -
Net investment loss - (16,842) - (16,842)
Net assets released from restrictions
used for operations included
in other unrestricted revenues - (7,727) - (7,727)
Retirement benefits adjustment (757) - - (757)
Change in interests in foundations - (1,533) - (1,533)
Change in value of perpetual trusts - - (414) (414)
Net change in unrealized losses
on nontrading investments (2,557) - - (2,557)
Other (337) - - (337)
(Decrease) increase in net assets (180,959) 6,402 11,440 (163,117)
Total net assets at September 30, 2015 $ 6,162,949 $ 546,087 $ 301,296 $ 7,010,332
Total net assets at July 1, 2016 $ 6,738,530 $ 593,552 $ 298,525 $ 7,630,607
Excess of revenues over expenses 287,634 - - 287,634
Donated capital and assets released from
restrictions for capital purposes 2,664 (2,592) - 72
Gifts and bequests - 10,659 6,306 16,965
Transfer of net assets (1,997) 1,997 - -
Net investment income - 13,920 - 13,920
Net assets released from restrictions
used for operations included
in other unrestricted revenues - (10,641) - (10,641)
Retirement benefits adjustment (555) - - (555)
Change in interests in foundations - 697 - 697
Change in value of perpetual trusts - - (2,129) (2,129)
Net change in unrealized gains
on nontrading investments 52 - - 52
Other (38,530) - - (38,530)
Increase in net assets 249,268 14,040 4,177 267,485
Total net assets at September 30, 2016 $ 6,987,798 $ 607,592 $ 302,702 $ 7,898,092
See notes to unaudited consolidated financial statements.
Page 4
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CLEVELAND CLINIC HEALTH SYSTEM
INTERIM UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

Unaudited Consolidated Statements of Operations and Changes in Net Assets (continued)
($ in thousands)

Operations

Nine Months Ended September 30

2016 2015
Unrestricted revenues
Net patient service revenue $ 5,596,257 $ 4,855,743
Provision for uncollectible accounts (240,991) (196,124)
Net patient service revenue less provision for uncollectible accounts 5,355,266 4,659,619
Other 579,461 473,257
Total unrestricted revenues 5,934,727 5,132,876
Expenses
Salaries, wages, and benefits 3,333,454 2,775,421
Supplies 555,407 482,864
Pharmaceuticals 636,705 497,147
Purchased services and other fees 375,338 282,967
Administrative services 140,466 116,352
Facilities 255,677 215,754
Insurance 55,945 49,538
5,352,992 4,420,043
Operating income before interest, depreciation,
and amortization expenses 581,735 712,833
Interest 99,817 92,668
Depreciation and amortization 352,928 303,716
Operating income before special charges 128,990 316,449
Special charges 22,884 -
Operating income 106,106 316,449
Nonoperating gains and losses
Investment return 365,646 (118,309)
Derivative losses (67,682) (28,966)
Other, net (6,629) (614)
Net nonoperating gains and losses 291,335 (147,889)
Excess of revenues over expenses 397,441 168,560
Page 5
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CLEVELAND CLINIC HEALTH SYSTEM
INTERIM UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

Unaudited Consolidated Statements of Operations and Changes in Net Assets (continued)
($ in thousands)

Changes in Net Assets

Net Assets
Temporarily ~ Permanently
Unrestricted Restricted Restricted Total
Balances at January 1, 2015 $ 5,998,053 $ 519,730 $ 284,712 $ 6,802,495
Excess of revenues over expenses 168,560 - - 168,560
Donated capital and assets released from
restrictions for capital purposes 3,342 (3,321) - 21
Gifts and bequests - 65,866 16,748 82,614
Transfer of net assets 23 (23) - -
Net investment loss - (5,507) - (5,507)
Net assets released from restrictions
used for operations included
in other unrestricted revenues - (29,413) - (29,413)
Retirement benefits adjustment (2,271) - - (2,271)
Change in interests in foundations - (1,245) 63 (1,182)
Change in value of perpetual trusts - - (227) (227)
Net change in unrealized losses
on nontrading investments (4,942) - - (4,942)
Other 184 - - 184
Increase in net assets 164,896 26,357 16,584 207,837
Balances at September 30, 2015 $ 6,162,949 $ 546,087 $ 301,296 $ 7,010,332
Balances at January 1, 2016 $ 6,627,406 $ 586,276 $ 295,316 $ 7,508,998
Excess of revenues over expenses 397,441 - - 397,441
Donated capital and assets released from
restrictions for capital purposes 7,706 (6,702) - 1,004
Gifts and bequests - 35,647 12,384 48,031
Transfer of net assets (391) 391 - -
Net investment income - 21,101 - 21,101
Net assets released from restrictions
used for operations included
in other unrestricted revenues - (29,456) - (29,456)
Retirement benefits adjustment (1,664) - - (1,664)
Change in interests in foundations - 335 - 335
Change in value of perpetual trusts - - (4,998) (4,998)
Net change in unrealized losses
on nontrading investments (179) - - (179)
Other (42,521) - - (42,521)
Increase in net assets 360,392 21,316 7,386 389,094
Balances at September 30, 2016 $ 6,987,798 $ 607,592 $ 302,702 $ 7,898,092

¥ 3 Cleveland Clinic Page 6



CLEVELAND CLINIC HEALTH SYSTEM

INTERIM UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

FOR THE PERIOD ENDED SEPTEMBER 30, 2016

Unaudited Consolidated Statements of Cash Flows
($ in thousands)

Nine Months Ended September 30

2016 2015
Operating activities and net nonoperating gains and losses
Increase in net assets $ 389,094 $ 207,837
Adjustments to reconcile increase in net assets to net cash provided by
operating activities and net nonoperating gains and losses:
Loss on extinguishment of debt 3,925 -
Retirement benefits adjustment 1,664 2,271
Net realized and unrealized (gains) losses on investments (355,297) 155,764
Depreciation and amortization 365,029 303,716
Provision for uncollectible accounts 240,991 196,124
Donated capital (1,004) (22)
Restricted gifts, bequests, investment income, and other (64,469) (75,698)
Accreted interest and amortization of bond premiums (1,368) (1,251)
Net loss in value of derivatives 36,715 9,995
Changes in operating assets and liabilities:
Patient receivables (348,838) (221,059)
Other current assets 21,699 (18,726)
Other noncurrent assets (37,986) (22,492)
Accounts payable and other current liabilities 39,574 (7,264)
Other liabilities (97,050) (33,291)
Net cash provided by operating activities and
net nonoperating gains and losses 192,679 495,905
Financing activities
Proceeds from short-term borrowings, net 60,000 -
Proceeds from long-term borrowings 425,150 -
Payments for redemption of long-term debt (148,260) -
Principal payments on long-term debt (93,436) (64,691)
Debt issuance costs (169) -
Change in pledges receivables, trusts and interests in foundations 9,971 (2,067)
Restricted gifts, bequests, investment income, and other 64,469 75,698
Net cash provided by financing activities 317,725 8,940
Investing activities
Expenditures for property and equipment, net (426,081) (293,457)
Net change in cash equivalents reported in long-term investments (24,237) 216,744
Purchases of investments (2,056,803) (2,235,736)
Sales of investments 2,163,009 1,893,873
Net cash used in investing activities (344,112) (418,576)
Increase in cash and cash equivalents 166,292 86,269
Cash and cash equivalents at beginning of year 249,580 70,322
Cash and cash equivalents at end of period $ 415872 $ 156,591
See notes to unaudited consolidated financial statements.
Page 7

E: Cleveland Clinic



CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

1. Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared in accordance with
generally accepted accounting principles (GAAP) for interim financial information. Accordingly, they do
not include all of the information and footnotes required by GAAP for complete financial statements. In
the opinion of management, all adjustments considered necessary for a fair presentation have been
included and are of a normal and recurring nature. Operating results for the three and nine months ended
September 30, 2016 are not necessarily indicative of the results to be expected for the year ending
December 31, 2016. For further information, refer to the audited financial statements and notes thereto
for the year ended December 31, 2015.

2. Organization and Consolidation

The Cleveland Clinic Foundation (Foundation) is a nonprofit, tax-exempt, Ohio corporation organized and
operated to provide medical and hospital care, medical research, and education. The accompanying
consolidated financial statements include the accounts of the Foundation and its controlled affiliates,
d.b.a. Cleveland Clinic Health System (System).

The System is the leading provider of healthcare services in northeast Ohio. The System operates thirteen
hospitals with approximately 3,900 staffed beds. Twelve of the hospitals are operated in the Northeast
Ohio area, anchored by the Foundation. The System operates twenty-one outpatient Family Health
Centers, ten ambulatory surgery centers, as well as numerous physician offices located throughout a
seven-county area of northeast Ohio, and specialized cancer centers in Sandusky and Mansfield, Ohio.
In addition, the System operates a hospital and a clinic in Weston, Florida, health and wellness centers
in West Palm Beach, Florida and Toronto, Canada, and a specialized neurological clinical center in Las
Vegas, Nevada. Pursuant to agreements, the System also provides management services for Ashtabula
County Medical Center, located in Ashtabula, Ohio, with approximately 180 staffed beds, Cleveland Clinic
Abu Dhabi, a multispecialty hospital offering critical and acute care services that is part of Mubadala
Development Company’s network of healthcare facilities located in Abu Dhabi, United Arab Emirates with
approximately 250 staffed beds, and in cooperation with Abu Dhabi Health Services Company, the Sheikh
Khalifa Medical City, a network of healthcare facilities in Abu Dhabi, United Arab Emirates with
approximately 711 staffed beds.

In November 2015, the Foundation became the sole member of Akron General Health System (Akron
General), an integrated healthcare delivery system with a 532-registered bed flagship medical center
located in Akron, Ohio. In addition to the flagship medical center, Akron General also includes Lodi
Community Hospital, Edwin Shaw Rehabilitation Institute, three health and wellness centers, Visiting
Nurse Services and affiliates, a physician group practice and other outpatient locations. The System
previously had a 35% special membership interest in Akron General pursuant to an affiliation agreement
effective in September 2014 that was accounted for under the equity method of accounting.

All significant intercompany balances and transactions have been eliminated in consolidation.

r9 P Page 8
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CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

3. Accounting Policies

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update
(ASU) 2014-09, Revenue from Contracts with Customers, which outlines a single comprehensive model
for entities to use in accounting for revenue arising from contracts with customers and supersedes most
current revenue recognition guidance, including industry-specific guidance, and requires significantly
expanded disclosures about revenue recognition. The core principle of the revenue model is that an entity
recognizes 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. The guidance is effective for the System as of January 1, 2018. The System is currently
evaluating the impact on the consolidated financial statements and the options of adopting using either a
full retrospective or a modified approach.

In April 2015, the FASB issued ASU 2015-03, Imputation of Interest, Simplifying the Presentation of Debt
Issuance Costs. This ASU requires debt issuance costs to be presented in the balance sheet as a direct
deduction from the associated debt liability, consistent with the presentation of a debt discount. This
amends guidance that required debt issuance costs to be presented as assets on the balance sheet. ASU
2015-03 is effective for the System for reporting periods beginning after December 15, 2015. The System
adopted the provisions of ASU 2015-03 on January 1, 2016 and retrospectively adjusted all periods
presented in the consolidated financial statements.

In February 2016, the FASB issued ASU 2016-02, Leases. This ASU requires lessees to recognize assets
and liabilities on the balance sheet for leases with lease terms greater than twelve months. The
recognition, measurement and presentation of expenses and cash flows arising from a lease by a lessee
primarily will depend on its classification as a finance or operating lease. This amends current guidance
that requires only capital leases to be recognized on the lessee balance sheet. ASU 2016-02 will also
require additional disclosures on the amount, timing and uncertainty of cash flows arising from leases.
The guidance is effective for the System for reporting periods beginning after December 15, 2018 with
early adoption permitted. The System is currently evaluating the impact that ASU 2016-02 will have on its
consolidated financial statements and will adopt the provisions upon the effective date.

In August 2016, the FASB issued ASU 2016-14, Presentation of Financial Statement of Not-for-Profit
Entities. Under the provisions of ASU 2016-14, not-for-profit entities will no longer be required to
distinguish between resources with temporary and permanent restrictions on the face of their financial
statements, meaning net assets will be presented in two classes instead of three. Not-for-profit entities
will be required to present expenses by their natural and functional classification and present investment
returns net of external and direct internal investment expenses. Not-for-profit entities also will be required
to provide more information about their available resources and liquidity. The guidance is effective for the
System for reporting periods beginning after December 15, 2017 with early adoption permitted. The
System is currently evaluating the impact that ASU 2016-14 will have on its consolidated financial
statements and will adopt the provisions upon the effective date.

r9 P Page 9
&a Cleveland Clinic



CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

3. Accounting Policies (continued)
Change in Accounting Principle

In 2016, the System changed the method for reporting and amortizing debt issuance costs associated
with long-term debt in accordance with ASU 2015-03. The new method presents debt issuance costs as
a deduction from the associated liability, consistent with the presentation of a debt discount. The new
method also records the amortization of debt issuance costs as interest expense. Previously, debt
issuance costs were reported in other noncurrent assets in the consolidated balance sheets, and the
related amortization was recorded as amortization expense. The new method is preferable because it
makes the presentation of debt issuance costs consistent with the presentation of debt discounts and
premiums.

The change has been applied retrospectively, and therefore, debt issuance costs and the related
amortization have been updated for all periods presented in the consolidated financial statements. The
accounting change had no impact on previously reported excess of revenues over expenses or net assets.

[ gt | . . Page 10
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CLEVELAND CLINIC HEALTH SYSTEM

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

FOR THE PERIOD ENDED SEPTEMBER 30, 2016

3. Accounting Policies (continued)

As a result of the adoption of ASU 2015-03, the System reclassified $22.5 million and $23.2 million from
other noncurrent assets to long-term debt as of September 30, 2016 and December 31, 2015,
respectively. The following table presents the impact of the change in accounting principle for debt
issuance costs on the consolidated statements of operations and changes in net assets and consolidated

statements of cash flows (in thousands):

Consolidated Statement of Operations
and Changes in Net Assets
Interest
Depreciation and amortization

Consolidated Statement of Cash Flows
Accreted interest and amortization of
bond premiums
Depreciation and amortization

Consolidated Statement of Operations
and Changes in Net Assets
Interest
Depreciation and amortization

Consolidated Statement of Cash Flows
Accreted interest and amortization of
bond premiums
Depreciation and amortization

Nine months Ended September 30, 2016

Previous Impact of

Accounting Accounting As
Method Change Reported
$ 99,164 $ 653 $ 99,817
353,581 (653) 352,928

$ (2,021) $ 653 $ (1,368)
365,682 (653) 365,029

Nine months Ended September 30, 2015

Previous Impact of

Accounting Accounting As
Method Change Adjusted
$ 92,019 $ 649 $ 92,668
304,365 (649) 303,716
$ (1,900) $ 649 $ (1,251)
304,365 (649) 303,716

E] Cleveland Clinic
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CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

4. Use of Estimates

The preparation of consolidated 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 of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the consolidated financial statements. Estimates also affect the reported amounts of revenue and
expenses during the reporting period. Actual results could differ from those estimates.

5. Net Patient Service Revenue and Patient Receivables

Net patient service revenue before the provision for uncollectible accounts by major payor source for the
nine months ended September 30, 2016 and 2015, are as follows (in thousands):

2016 2015
Medicare $ 1,870,477 33% $ 1,462,806 30%
Medicaid 430,434 8 345,880 7
Managed care and commercial 3,148,114 56 2,899,310 60
Self-pay 147,232 3 147,747 3

$ 5,596,257  100% $ 4,855,743  100%

An estimated provision for uncollectible accounts is recorded that results in net patient service revenue
being reported at the net amount expected to be received. The System has determined, based on an
assessment at the consolidated entity level, that patient service revenue is primarily recorded prior to
assessing the patient’s ability to pay and as such, the entire provision for uncollectible accounts related
to patient service revenue is recorded as a deduction from patient service revenue.

The System records an estimated provision for uncollectible accounts in the year of service for patient
receivables associated with self-pay patients, including patients with deductible and copayment balances
for which third-party coverage provides for a portion of the services provided. The System has
experienced an increase in Medicaid revenue resulting from expansion of Medicaid eligibility in the State
of Ohio and an increase in deductible and copayment balances as a result of industry trends. Self-pay
write-offs increased $51.5 million in the first nine months of 2016 compared to the same period in 2015.
The System does not maintain a material allowance for uncollectible accounts from third-party payors.

The allowance for uncollectible accounts is based upon management’s assessment of historical and
expected net collections considering historical business and economic conditions, trends in healthcare
coverage, major payor sources and other collection indicators. Periodically throughout the year,
management assesses the adequacy of the allowance for uncollectible accounts based upon historical
write-off experience by payor category. The results of this review are then used to make modifications to
the provision for uncollectible accounts to establish an appropriate allowance for uncollectible receivables.
The System follows established guidelines for placing certain past-due patient balances with collection
agencies, subject to the terms of certain restrictions on collection efforts as determined by the System
and in compliance with Internal Revenue Code 501(r).

r9 P Page 12
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CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

6. Fair Value Measurements

Fair value measurements are defined as the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date.

The framework for measuring fair value is comprised of a three-level hierarchy based upon the
transparency of inputs to the valuation of an asset or liability as of the measurement date. The three levels
are defined as follows:

o Level 1 —inputs to the valuation methodology are quoted prices (unadjusted) for identical assets
or liabilities in active markets.

o Level 2 —inputs to the valuations methodology include quoted prices for similar assets or 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.

e Level 3 — inputs to the valuation methodology are unobservable and significant to the fair value
measurement.

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 carrying values of accounts receivable and accounts payable are reasonable estimates of fair value
due to the short-term nature of these financial instruments. Investments, other than alternative
investments, are recorded at their fair value. Other noncurrent assets and liabilities have carrying values
that approximate fair value.

The fair value of the System’s pledges receivable is based on discounted cash flow analysis using treasury
yield curve interest rates consistent with the maturities of the pledges receivable and adjusted for
consideration of the donor’s credit. The fair value of pledges receivable was $183.7 million and $185.4
million at September 30, 2016 and December 31, 2015, respectively. The carrying value of the System’s
pledges receivable was $173.2 million and $179.2 million at September 30, 2016 and December 31, 2015,
respectively. Pledges receivable would be classified as Level 3 in the fair value hierarchy.

The fair value of the System’s long-term debt is estimated by discounted cash flow analyses using current
borrowing rates for similar types of borrowing arrangements and adjusted for the System’s credit. Inputs,
which include reported/comparable trades, broker/dealer quotes, bids and offerings, are obtained from
various sources, including market participants, dealers, brokers and various news media/market
information. The fair value of long-term debt was $3.7 billion at September 30, 2016 and $3.5 billion at
December 31, 2015, respectively. The carrying value of the System’s long-term debt was $3.5 billion at
September 30, 2016 and $3.3 billion at December 31, 2015. Long-term debt would be classified as Level
2 in the fair value hierarchy.

r9 P Page 13
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CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

FOR THE PERIOD ENDED SEPTEMBER 30, 2016

6. Fair Value Measurements (continued)

The following tables present the financial instruments measured at fair value on a recurring basis as of

September 30, 2016 and December 31, 2015, based on the valuation hierarchy (in thousands):

September 30, 2016
Assets
Cash and investments:
Cash and cash equivalents
Fixed income securities:
U.S. treasuries
U.S. government agencies
U.S. corporate
U.S. government agencies
asset-backed securities
Corporate asset-backed
securities
Foreign
Fixed income mutual funds

Common and preferred stocks:

U.S.
Foreign
Equity mutual funds
Total cash and investments
Perpetual and charitable trusts
Total assets at fair value

Liabilities

Interest rate swaps

Foreign exchange contracts
Total liabilities at fair value

Level 1 Level 2 Level 3 Total
$ 752,929 27 $ - $ 752,956
858,785 - - 858,785
- 21,132 - 21,132
- 167,908 - 167,908
- 23,950 - 23,950
- 2,990 - 2,990
- 39,676 - 39,676
196,059 - - 196,059
414,350 1,987 - 416,337
262,334 1,623 - 263,957
329,814 - - 329,814
2,814,271 259,293 - 3,073,564
- 60,979 - 60,979
$2,814,271 320,272 $ — $ 3,134,543
$ - 196,048 $ - $ 196,048
$ - 10,968 $ - $ 10,968
$ - 207,016 $ - $ 207,016

E] Cleveland Clinic
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CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

6. Fair Value Measurements (continued)

December 31, 2015
Assets
Cash and investments:
Cash and cash equivalents
Fixed income securities:
U.S. treasuries
U.S. government agencies
U.S. corporate
U.S. government agencies
asset-backed securities
Corporate asset-backed
securities
Foreign
Fixed income mutual funds

Common and preferred stocks:

U.S.
Foreign
Equity mutual funds
Total cash and investments
Perpetual and charitable trusts
Total assets at fair value

Liabilities
Interest rate swaps
Total liabilities at fair value

Level 1 Level 2 Level 3 Total
$ 562,350 $ 56 $ - $ 562,406
810,036 - - 810,036
- 22,158 - 22,158
- 147,703 - 147,703
- 18,519 - 18,519
- 7,295 - 7,295
- 40,774 - 40,774
172,996 - - 172,996
416,316 1,819 - 418,135
251,046 1,330 - 252,376
262,774 - - 262,774
2,475,518 239,654 - 2,715,172
- 65,305 - 65,305
$ 2475518 $ 304,959 $ - $ 2,780,477
$ - $ 159,333 $ - $ 159,333
$ - $ 159,333 $ - $ 159,333
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CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

6. Fair Value Measurements (continued)

Financial instruments at September 30, 2016 and December 31, 2015 are reflected in the consolidated
balance sheets as follows (in thousands):

September 30 December 31

2016 2015

Cash, cash equivalents, and investments measured

at fair value $ 3,073,564 $ 2,715,172
Commingled funds measured at net asset value 2,392,943 2,261,000
Alternative investments accounted for under the

equity method 2,245,469 2,296,184
Total cash, cash equivalents, and investments $ 7,711,976 $ 7,272,356
Perpetual and charitable trusts measured at fair value $ 60,979 $ 65,305
Interests in foundations 21,771 21,436
Trusts and interests in foundations $ 82,750 $ 86,741

Interest rate swaps (Note 7) are reported in other noncurrent liabilities in the consolidated balance
sheets.

The following is a description of the System’s valuation methodologies for assets and liabilities measured
at fair value. Fair value for Level 1 is based upon quoted market prices. Fair value for Level 2 is
determined as follows:

Investments classified as Level 2 are primarily determined using techniques that are consistent with
the market approach. Valuations are based on quoted prices for similar instruments in active markets,
guoted prices for identical or similar instruments in markets that are not active, and model-based
valuation techniques for which all significant assumptions are observable in the market or can be
corroborated by observable market data for substantially the full term of the assets. Inputs, which
include broker/dealer quotes, reported/comparable trades, and benchmark yields, are obtained from
various sources, including market participants, dealers, and brokers.

The fair value of perpetual and charitable trusts in which the System receives periodic payments from
the trust is determined based on the present value of expected cash flows to be received from the
trust using discount rates ranging from 1.9% to 5.0%, which are based on Treasury yield curve interest
rates or the assumed yield of the trust assets. The fair value of charitable trusts in which the System
is a remainder beneficiary is based on the System’s beneficial interest in the investments held in the
trust, which are measured at fair value.
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CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

6. Fair Value Measurements (continued)

The fair value of interest rate swaps is determined based on the present value of expected future cash
flows using discount rates appropriate with the risks involved. The valuations include a credit spread
adjustment to market interest rate curves to appropriately reflect nonperformance risk. The credit
spread adjustment is derived from other comparably rated entities’ bonds recently priced in the market.
The System manages credit risk based on the net portfolio exposure with each counterparty.

The methods described above may produce a fair value calculation that may not be indicative of net
realizable value or reflective of future fair values. Furthermore, while the System believes its valuation
methods are appropriate and consistent with other market participants, the use of different methodologies
or assumptions to determine the fair value of certain financial instruments could result in a different
estimate of fair value at the reporting date.

7. Derivative Instruments

The System has entered into various derivative financial instruments to manage interest rate risk and
foreign currency exposures. Derivative financial instruments are reported in the consolidated balance
sheets at fair value. Changes in the fair value of derivatives are recognized in derivative losses on the
consolidated statement of operations and changes in net assets.

The System’s objective with respect to interest rate risk is to manage the risk of rising interest rates on
the System’s variable rate debt and certain variable rate operating lease payments. Consistent with its
interest rate risk management objective, the System entered into various interest rate swap agreements
with a total outstanding notional amount of $637.8 million and $653.1 million at September 30, 2016 and
December 31, 2015, respectively. During the term of these transactions, the System pays interest at a
fixed rate and receives interest at a variable rate based on the London Interbank Offered Rate (LIBOR)
or the Securities Industry and Financial Markets Association Index (SIFMA). The swap agreements are
not designated as hedging instruments. Net interest paid or received under the swap agreements is
included in derivative losses in the consolidated statements of operations and changes in net assets.
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CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

FOR THE PERIOD ENDED SEPTEMBER 30, 2016

7. Derivative Instruments (continued)

The following table summarizes the System’s interest rate swap agreements (in thousands):

Notional Amount at

Swap Expiration System September 30  December 31
Type Date Pays System Receives 2016 2015
Fixed 2016 5.28% 100% of SIFMA $ - $ 4,150
Fixed 2021 3.21% 68% of LIBOR 33,265 34,770
Fixed 2024 3.42% 68% of LIBOR 27,800 28,300
Fixed 2027 3.56% 68% of LIBOR 128,333 132,212
Fixed 2028 5.12% 100% of LIBOR 38,800 39,815
Fixed 2028 3.51% 68% of LIBOR 29,965 30,755
Fixed 2030 5.07% 100% of LIBOR 62,500 62,500
Fixed 2030 5.06% 100% of LIBOR 62,500 62,500
Fixed 2031 3.04% 68% of LIBOR 52,625 53,900
Fixed 2032 4.32% 79% of LIBOR 2,381 2,438
Fixed 2032 4.33% 70% of LIBOR 4,763 4,874
Fixed 2032 3.78% 70% of LIBOR 2,381 2,438
Fixed 2036 4.90% 100% of LIBOR 50,000 50,000
Fixed 2036 4.90% 100% of LIBOR 79,375 79,375
Fixed 2037 4.62% 100% of SIFMA 63,135 65,030
$ 637,823 $ 653,057

The System is exposed to fluctuations in various foreign currencies against its functional currency, the
U.S. dollar (USD). The System uses foreign currency derivatives including currency forward agreements
and currency options to manage its exposure to fluctuations in the USD - British Pound (GBP) exchange
rate. Currency forward agreements involve fixing the USD - GBP exchange rate for delivery of a specified
amount of foreign currency on a specified date. The currency forward agreements are typically cash
settled in USD for their fair value at or close to their settlement date. The System also has currency option

contracts to manage its foreign currency exchange risk.

In June 2016, the System entered into five foreign currency (FX) contract agreements, expiring between
September 2016 and September 2017, with a total outstanding notional amount of $125 million at

September 30, 2016. The FX contract agreements are not designated as hedging instruments.

E] Cleveland Clinic

Page 18



CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

7. Derivative Instruments (continued)

The following table summarizes the location and fair value for the System’s derivative instruments (in
thousands):

Derivatives Liability

September 30, 2016 December 31, 2015
Balance Sheet Balance Sheet
Location Fair Value Location Fair Value
Derivatives not designated as
hedging instruments
Other noncurrent Other noncurrent
Interest rate swap agreements liabilities $ 196,048 liabilities $ 159,333
Other current
Foreign currency contracts liabilities 10,968 -
$ 207,016 $ 159,333

The following table summarizes the location and amounts of derivative losses on the System’s derivative
instruments (in thousands):

Derivatives not

dosi tod Locati . Quarter ended Nine months ended
esignated as ocation o
hedging (Loss) Gain September 30 September 30
instruments Recognized 2016 2015 2016 2015
Interest rate swap

agreements Derivative losses $ (101) $ (28,849) $ (55,196) $ (28,966)
Foreign currency

contracts Derivative losses (2,721) - (12,486) -

$ (2,822) $(28849)  $(67,682)  $(28,966)

The System has used various derivative contracts in connection with certain prior obligations and
investments. Although minimum credit ratings are required for counterparties, this does not eliminate the
risk that a counterparty may fail to honor its obligations. Derivative contracts are subject to periodic “mark-
to-market” valuations. A derivative contract may, at any time, have a positive or negative value to the
System. In the event that the negative value reaches certain thresholds established in the derivative
contracts, the System is required to post collateral, which could adversely affect its liquidity. At September
30, 2016 and December 31, 2015, the System posted $133.7 million and $94.1 million, respectively, of
collateral with counterparties that is included in funds held by trustees in the consolidated balance sheets.
In addition, if the System were to choose to terminate a derivative contract or if a derivative contract were
terminated pursuant to an event of default or a termination event as described in the derivative contract,
the System could be required to pay a termination payment to the counterparty.
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CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

8. Pensions and Other Postretirement Benefits

The System has four defined benefit pension plans, including two plans assumed by the System from the
Akron General member substitution. The CCHS Retirement Plan covers substantially all employees of
the System except those employed by Akron General. The CCHS Retirement Plan ceased benefit
accruals as of December 31, 2009 for substantially all employees, with benefit accruals for remaining
employees ceasing at various intervals through December 31, 2012. Akron General has a defined benefit
plan covering substantially all of its employees that were hired before 2004 who meet certain eligibility
requirements. In 2009, Akron General ceased benefit accruals for substantially all nonunion employees.
Benefits for union employees ceased at various intervals through 2013 except in certain circumstances.
The benefits for the System’s defined benefit pension plans are provided based on age, years of service,
and compensation. The System’s policy for its defined benefit pension plans is to fund at least the
minimum amounts required by the Employee Retirement Income Security Act. The System also maintains
two nonqualified defined benefit supplemental retirement plans, which cover certain of its employees.

The System sponsors two noncontributory, defined contribution plans, and three contributory, defined
contribution plans, including two contributory defined contribution plans assumed by the System from the
Akron General member substitution. The Cleveland Clinic Investment Pension Plan (IPP) is a
noncontributory, defined contribution plan, which covers substantially all of the System’s employees
except those employed by Akron General. The System’s contribution for the IPP is based upon a
percentage of employee compensation and years of service. The System sponsors an additional
noncontributory, defined contribution plan, which covers certain of its employees. The System’s
contribution to the plan is based upon a percentage of employee compensation, as defined, determined
according to age. The System also sponsors three contributory, defined contribution plans, including two
plans at Akron General, which cover substantially all employees. Any System contribution to the
applicable contributory plan is determined based on employee contributions.

The components of net periodic benefit cost are as follows (in thousands):

Quarter Ended Nine Months Ended
September 30 September 30
2016 2015 2016 2015
Amounts related to defined benefit
pension plans:
Service cost $ 545 $ 585 $ 1,634 $ 1,756
Interest cost 19,019 16,057 57,056 48,172
Expected return on assets (19,864) (20,596) (59,592) (61,787)
Net amortization and deferral (420) (420) (1,261) (1,261)
Total defined benefit pension plans (720) (4,374) (2,163) (13,120)
Defined contribution plans 51,522 44,746 164,287 146,980
$ 50,802 $ 40,372 $ 162,124 $ 133,860

As of September 30, 2016, the System has made contributions of $127.4 million to the defined benefit
pension plans. The System expects to make additional contributions of $1.6 million to the defined benefit
pension plans for the remainder of 2016.
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CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

9. Debt

In January 2016, the System entered into a line of credit with a financial institution totaling $60.0 million.
The System drew the full amount on the line of credit and also issued $100.0 million of Taxable Hospital
Revenue Commercial Paper Notes (Series 2014A CP Notes). A portion of the proceeds from the draw on
the line of credit and the issuance of the Series 2014A CP Notes were used to defease the Series 2012
Akron Bonds and redeem the Series 2012 taxable Akron Bonds, the Series 2014A Akron Bonds and the
Series 2014B Akron Bonds.

In August 2016, the Foundation issued private placement notes (Notes) totaling $325.0 million that were
purchased by a financial institution. The Notes mature in 2046 and bear interest at a fixed rate of 3.35%.
The proceeds of the Notes were used for the general corporate purposes of the Foundation.

In September 2016, the Foundation entered into a $300.0 million revolving credit facility with multiple
financial institutions. The revolving credit facility expires in 2019 with provisions allowing the Foundation
to extend the term for one-year periods. The revolving credit facility bears interest at a variable rate based
on the London Interbank Offered Rate (LIBOR) plus an applicable spread. Amounts outstanding on the
revolving credit facility as of September 30, 2016 totaled $60.0 million. The proceeds were used to pay
the full outstanding amount on the line of credit that was executed in January 2016.

10. Special Charges

The System incurred and recorded $22.9 million of special charges in the first nine months of 2016.
Special charges include $7.7 million of statutory compensation payments related to the termination of
tenant leases at 33 Grosvenor Place Limited. The System has established a plan to convert the building
from office space to a healthcare facility upon receiving the necessary approvals from local authorities.
Special charges also include $15.2 million of accelerated depreciation and other costs related to
Lakewood Hospital and the agreement entered into between the City of Lakewood, Lakewood Hospital
Association (LHA) and the Foundation in December 2015 that outlines the transition of healthcare services
in the City of Lakewood. Participation in the agreement by the City of Lakewood was authorized by an
ordinance adopted by Lakewood City Council. Under the terms of the agreement, the Foundation and
LHA will make contributions over the next eighteen years for the creation of a new health and wellness
community foundation to be used to address community health and wellness needs in the City of
Lakewood. In addition, the Foundation will construct, own and operate an approximately 62,000-square-
foot family health center expected to open in 2018 that will be located adjacent to the current site of the
hospital. LHA ceased inpatient operations at the hospital in February 2016, while the emergency
department and several outpatient services at the hospital will continue until the opening of the new family
health center and emergency department. The Lakewood Hospital site is currently leased by LHA from
the City of Lakewood, and clinical services at that location are operated by the Foundation since the
cessation of inpatient operations. The cessation of inpatient services at the hospital is not considered a
discontinued operation since the System provides inpatient hospital services at the Foundation and its
subsidiary hospitals in the Northeast Ohio area.
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CLEVELAND CLINIC HEALTH SYSTEM
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED SEPTEMBER 30, 2016

11. Subsequent Events

The System evaluated events and transactions occurring subsequent to September 30, 2016 through
November 29, 2016, the date the unaudited consolidated financial statements were issued. During this
period, there were no subsequent events requiring recognition in the unaudited consolidated financial
statements. In addition there were no nonrecognized subsequent events requiring disclosure, except that
in November 2016, the System entered into a loan agreement with a financial institution totaling $17.4
million. The loan matures in 2026 and bears interest at a variable rate based on the LIBOR index rate
plus an applicable spread. The proceeds of the loan were used to pay a portion of the outstanding Series
2014A CP Notes.
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CLEVELAND CLINIC HEALTH SYSTEM

OTHER INFORMATION

FOR THE PERIOD ENDED SEPTEMBER 30, 2016

Unaudited Consolidating Balance Sheets

($ in thousands)

Assets

Current assets:
Cash and cash equivalents
Patient receivables, net
Due from affiliates
Investments for current use
Other current assets

Total current assets

Investments:
Long-term investments
Funds held by trustees
Assets held for self-insurance
Donor restricted assets

Property, plant, and equipment, net

Other as