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Hope College

Notes to Financial Statements
June 30, 2013

Note 1 - Nature of Organization and Significant Accounting Policies
(Continued)

Inventories - Inventories consist of books, merchandise, and food supplies and are
carried at the lower of cost or market, determined by the first-in, first-out (FIFO)
method.

Land, Buildings, and Equipment - Land, buildings, and equipment are recorded at
cost, except for donated land and equipment, which are recorded at fair market
value at the date of the gift. Depreciation is computed by the straight-line basis over
the estimated useful lives of the assets, which range from 5 to 50 years.
Expenditures for maintenance and repairs are charged to expense as incurred,
whereas major additions are capitalized.

Federal Financial Assistance Programs - The College participates in federally
funded Pell grants, SEOG grants, Federal Work-Study, Federal Direct Lending, and
Perkins Loans programs. Federal programs are audited in accordance with the Single
Audit Act Amendments of 1996, the U.S. Office of Management and Budget Revised
Circular A-133, Audit of States, Local Governgjeartd Non-Profit Organizatjamsl
the Compliance Supplement.

During fiscal year 2013, the College distributed $17,457,349 for direct lending
through the U.S. Department of Education, which is not included as revenue and
expenditures in the accompanying financial statements.

Grant Revenue - Revenue from government grant and contract agreements is
recognized as it is earned through expenditure in accordance with the agreement.

Financial Aid Discount - During 2013, the College had a financial aid discount of
34.8 percent as compared to a 34.9 percent discount for 2012.

Functional Expenses - Program expenses on the statement of activities are
classified as instruction, student services, and research. Support and administrative
expenses include academic support, institutional support, sales and service, and
auxiliary enterprises. Fundraising costs have been identified separately on the
statement of activities. Although the methods of allocation used are considered
appropriate, other methods could be used that would produce different amounts.

Use of Estimates - The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect certain reported
amounts and disclosures in the financial statements. Accordingly, actual results could
differ from those estimates.



Hope College

Notes to Financial Statements
June 30, 2013

Note 1 - Nature of Organization and Significant Accounting Policies
(Continued)

Risks and Uncertainties - The College invests in various investment securities.
Investment securities are exposed to various risks such as interest rate, market, and
credit risks. Due to the level of risk associated with certain investment securities, it
is at least reasonably possible that changes in the values of investment securities will
occur in the near term and those changes could materially affect the amounts
reported in the statement of financial position.

Fair Value of Financial Instruments - The estimated fair value amounts have been
determined by the College using available market information and appropriate
valuation methodologies. These estimates are subjective in nature and involve
uncertainties and matters of considerable judgment. Accordingly, the estimates
presented herein are not necessarily indicative of the amounts the College could
realize in a current market exchange. The use of different assumptions, judgments,
and/or estimation methodologies may have a material effect on the estimated fair
value amounts. With the exception of long-term debt, for all financial instruments
including cash and cash equivalents, accounts receivable and payable, inventory,
prepaid expenses, and accrued liabilities, the carrying value is a reasonable estimate
of fair value because of the short-term nature of the financial instruments, which are
Level 2 inputs. All investment securities are carried at fair value in the financial
statements and are discussed further in Note 3. The carrying amount of the
College’s notes payable of $60,725,000 also approximates fair value since all notes
payable have variable interest rates, which are Level 2 inputs.

Accounting for Uncertainty in Income Taxes - The College is a not-for-profit
corporation and has been recognized as tax-exempt pursuant to Section 501(c)(3) of
the Internal Revenue Code.

Accounting principles generally accepted in the United States of America require
management to evaluate tax positions taken by the College and recognize a tax
liability if the College has taken an uncertain position that more likely than not would
not be sustained upon examination by the IRS or other applicable taxing authorities.
Management has analyzed the tax positions taken by the College and has concluded
that as of June 30, 2013, there are no uncertain positions taken or expected to be
taken that would require recognition of a liability or disclosure in the financial
statements. The College is subject to routine audits by taxing jurisdictions; however,
there are currently no audits for any tax periods in progress. Management believes it
is no longer subject to income tax examinations for years prior to June 30, 2010.
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Hope College

Notes to Financial Statements
June 30, 2013

Note 5 - Land, Buildings, and Equipment

Land, buildings, and equipment consist of the following as of June 30, 2013:

Land and improvements $ 21,164,473
Buildings 195,339,361
Equipment and other 27,474,865
Construction in progress 10,600,680

Total 254,579,379
Less accumulated depreciation 91,843,643

Net land, buildings, and equipment $162,735,736

Depreciation expense was $6,303,845 for the year ended June 30, 2013.

Subsequent to year end, the College entered into two commitments for the
construction of a new concert hall and music facility totaling approximately
$25,000,000 and for the construction of a new art museum totaling approximately
$4,000,000.

Note 6 - Notes Payable and Long-term Debt

The College has notes payable as follows as of June 30, 2013:

Unsecured Michigan Finance Authority 2012 notes issued in
connection with the revenue refunding bonds Series 2002A, due
serially each April 1 in amounts ranging from $10,000 to $1,340,000,
plus interest payable monthly at a variable weekly rate (an all-in rate
at June 30, 2013 of 3.59 percent). The 2012 bonds mature in fiscal
year 2032 $ 11,210,000

Unsecured Economic Development Corporation of Ottawa County
2011 notes issued in connection with the revenue refunding bonds
Series 2002A, due serially each April 1 in amounts ranging from
$860,000 to $1,075,000, plus interest payable monthly at a variable
weekly rate (an all-in rate at June 30, 2013 of 2.50 percent). The 2011
bonds mature in fiscal year 2022 8,835,000

Unsecured Michigan Finance Authority 2010 notes issued in
connection with the revenue refunding bonds Series 1999, due
serially each October 1 in amounts ranging from $1,000,000 to
$1,295,000, plus interest payable monthly at a variable weekly rate
(an all-in rate at June 30, 2013 of 2.70 percent). The 2010 bonds
mature in fiscal year 2021 8,185,000

17


















Hope College

Notes to Financial Statements
June 30, 2013
Note 7 - Derivative Financial Instruments (Continued)

Any gains or losses recognized on derivatives that are not designated as hedging
instruments for which the College has elected not to apply hedge accounting are
recognized in current year earnings.

Below is a summary of the swaps held by the College as of June 30, 2013:

Outstanding Swap
Associated Bond Notional Effective Fixed Rate  Variable Rate Termination
Issue Amounts Date Paid Received Fair Values Date Counterparty
Series 2002B and One-week
Series 2004 $ 23,000,000 6/17/2008 3.892% LIBOR $ (3,355,992)  4/3/2034 JPMorgan
65% of one-
Series 2010 9,200,000 12/17/2010 1.530%  month LIBOR (131,403)  10/1/2019 PNC
70% of one-
Series 2011 9,695,000 12/7/2011 1.418%  month LIBOR (88,337)  4/1/2022 PNC
70% of one-
Series 2012 11,220,000  5/1/2012 1.990%  month LIBOR 143,075 4/1/2032 PNC
Fair value of interest rates swaps at June 30, 2013  $ (3,432,657)

An unrealized gain totaling $3,370,351 is included as a fair value adjustment to
nonoperating revenue for the year ended June 30, 2013. The realized loss in the
amount of $511,170 on the four agreements has been recognized in interest
expense for the year ended June 30, 2013.

Note 8 - Beneficial Interests and Obligations Under Split-interest
Agreements

The College is party to split-interest agreements with certain donors. These
agreements include contracts entered into with certain donors and trust agreements
from which the College benefits (matching unitrusts, pooled life revenue funds, and
irrevocable trusts). Under each agreement, the donor has contributed funds to be
held in trust, with the College as the beneficiary. As a condition of accepting the gift,
the College is required to pay a specified amount each year to the donor or a
designated beneficiary until his or her death. Upon death of the beneficiaries, the
remaining funds become the property of the College. The beneficial interests
(market value of assets) related to these agreements total $12,244,039 and are
included in cash and cash equivalents and investments.

Net assets related to these agreements are classified as temporarily restricted based
on donor stipulations.
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Hope College

Notes to Financial Statements
June 30, 2013

Note 10 - Employee Retirement Plans (Continued)

Early Retirement Program - An early retirement program is available to tenured
faculty members who have reached the age of 60 and have completed 20 years of
full-time service to the College. A discount rate of 4.5 percent was used to calculate
the liability for this program. This program is in effect until July 31, 2014, at which
time it shall terminate, unless it is renewed by the College's board of trustees.

Postretirement Benefits - The College also provides healthcare benefits to faculty
who retire after attaining age 60 with 10 years of service and to all retirees beginning
at age 65. Effective April 1995, this plan was amended to discontinue offering
postemployment health insurance to new employees hired after June 1, 1995.
Employees hired after June 1, 1995 can receive retiree health insurance, but will be
required to pay 100 percent of the monthly premiums. Effective January 1, 2005, the
plan was further amended to include a level of retiree contribution by employees
hired before June 1, 1995 based upon years of service and employment date. A
discount rate of 4.5 percent was used to calculate the benefit.

The change in the accumulated postretirement benefit costs for the year ended
June 30, 2013 is as follows:

Early Retirement Postretirement

1949 Plan Program Benefit Plan Total
Accumulated benefit costs - July 1, 2012 $ 57,115 $ 1,557,083 $ 9,737,346 $ 11,351,544
Service costs on benefits earned - 104,083 102,105 206,188
Interest costs on accumulated benefit obligation 7,805 63,288 392,605 463,698
Expected return on plan assets (3,903) - - (3,903)
Amortization (deferral) of prior service cost - 93,091 (387,819) (294,728)
Recognition of net actuarial gain (loss) 25,433 (95,515) (149,187) (219,269)
Net periodic benefit cost 29,335 164,947 (42,296) 151,986
Expected benefit payments - Net of retiree
payments (39,311) (23,687) (499,579) (562,577)
Unrecognized actuarial gain and other (18,029) (105,699) (715,918) (839,646)
Accumulated benefit costs - June 30, 2013 $ 29,110 $ 1592644 $ 8,479,553 $ 10,101,307

The primary source of actuarial gain recognized above relates to a change in the
actuarial discount rate.
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Hope College

Notes to Financial Statements
June 30, 2013
Note 10 - Employee Retirement Plans (Continued)

The expected benefits to be paid in the next fiscal years are as follows:

Postretirement

Year 1949 Plan Benefit Plan Total
2014 $ 29,797 $ 483,523 $ 513,320
2015 26,178 477,564 503,742
2016 22,722 465,035 487,757
2017 19,473 469,883 489,356
2018 16,465 468,273 484,738
2019-2023 47,390 2,507,588 2,554,978

The 2013 costs were developed based on the health insurance plan in effect at
June 30, 2013. For the year ended June 30, 2013, the actuary assumed that retiree
medical cost increases would be 3 percent. The healthcare cost trend rate
assumption significantly affects the amounts reported. For example, a 1 percentage
point increase in each year would increase the accumulated postretirement benefit
obligation as of June 30, 2013 by approximately $1,079,000 and the aggregate of the
service and interest cost components of net periodic retiree health costs for 2013 by
approximately $80,000.

Note 11 - Self-insurance

The College has a self-insured medical plan covering all of its eligible employees.
The College’s individual excess risk benefit level per employee for the year ended
June 30, 2013 was $200,000, with total exposure limited to approximately
$7,032,010. Losses in excess of these limitations are covered by reinsurance.
Amounts expensed by the College under the plan were $5,200,007 for the year
ended June 30, 2013. The College has recorded an accrual of $1,392,610 at June 30,
2013 for known claims and estimated claims incurred but not reported.

Note 12 - Related Party Transactions

The College provides tuition grants to employees and dependents of employees
under an employee tuition plan. Such individuals must meet certain employment and
academic requirements. Benefits under the plan do not vest. Tuition grants related
to this plan were $2,558,852 during 2013.

The College holds investments in its endowment funds that involve board members,
investment committee members, and other related parties of the College. The
carrying value of such investments totaled $8,332,558 at June 30, 2013.
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Independent Auditor’s Report on Additional Information

To the Board of Trustees
Hope College

We have audited the financial statements of Hope College as of and for the year ended June 30,
2013. Our audit was made for the purpose of forming an opinion on the basic financial
statements taken as a whole. The accompanying combining statement of financial position - all
funds as of June 30, 2013 is presented for the purpose of additional analysis and is not a required
part of the basic 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 financial statements. The information has been subjected to the auditing procedures
applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the financial statements or to the 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 financial statements as a whole.

November 11, 2013
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