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OFFICE OF THE STATE AUDITOR
PHIL BRYANT

AUDITOR

INDEPENDENT AUDITOR'S REPORT
ON

THE BASIC FINANCIAL STATEMENTS AND SUPPLEMENTAL INFORMATION

Dr. Starkey Morgan and Board of Trustees
Holmes Community College
Goodman, MS  39079

We have audited the accompanying financial statements of Holmes Community College as of and for the year ended
June 30, 2004, as listed in the table of contents.  These financial statements are the responsibility of Holmes Community
College's management.  Our responsibility is to express opinions on these financial statements based on our audit.  We did
not audit the financial statements of the Holmes Community College Development Foundation, a discretely presented
component unit which represents 100 percent of the assets and revenues of the discretely presented component unit.  Those
financial statements were audited by an other auditor whose report thereon has been furnished to us, and our opinion, insofar
as it relates to the amounts included for the discretely presented component unit, is based on the report of the other auditor.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States.  Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement.  The financial statements of the Holmes Community
College Development Foundation were not audited in accordance with Government Auditing Standards.  An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation.  We believe that our audit and the report of the other auditor provide a reasonable
basis for our opinions.

In our opinion, based on our audit and the report of the other auditor, the financial statements referred to above
present fairly, in all material respects, the financial position of Holmes Community College and of its discretely presented
component unit, as of June 30, 2004, and the respective changes in financial position and cash flows thereof for the year then
ended in conformity with accounting principles generally accepted in the United States of America.

As described in Note 1 to the financial statements, Holmes Community College adopted Governmental Accounting
Standards Board Statement No. 39, Determining Whether Certain Organizations are Component Units, an amendment of 
GASB Statement No. 14, for the year ended June 30, 2004, which requires reporting as component units those organizations
that raise and hold economic resources for the direct benefit of the college or its constituents.

POST OFFICE BOX 956 • JACKSON, MISSISSIPPI 39205 • (601) 576-2800 • FAX (601) 576-2687
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In accordance with Government Auditing Standards, we have also issued our report dated April 26, 2005, on our
consideration of Holmes Community College's internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grant agreements and other matters.  The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.  That report is an integral part
of an audit performed in accordance with Government Auditing Standards and should be read in conjunction with this report
in considering the results of our audit.

The Management’s Discussion and Analysis on pages 7 through 17, is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board.  We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the required supplementary information.  However, we did not audit the information and express no
opinion on it. 

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Holmes Community College’s basic financial statements.  The Schedule of Expenditures of Federal Awards is presented
for purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, and is not a required part of the basic financial statements.  Such
information has been subjected to the auditing procedures applied  in the audit of the basic financial statements and, in our
opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.

PHIL BRYANT
State Auditor

WILLIAM R. DOSS, CPA
Director, Financial and Compliance Audit Division

April 26, 2005, except as explained in Note 10 
to which the date is September 20, 2005.
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HOLMES COMMUNITY COLLEGE
Statement of Net Assets
June 30, 2004

 
ASSETS
Current assets:
     Cash and cash equivalents $ 14,163,085 
     Short-term investments 7,496,882 
     Accounts receivables, net 1,278,866 

                Total Current Assets 22,938,833 

Noncurrent assets:
     Restricted cash and cash equivalents 107,390 
     Capital assets, net of accumulated depreciation 25,944,628 

                Total Noncurrent Assets 26,052,018 

                Total Assets 48,990,851 

LIABILITIES
Current liabilities:
     Accounts payable and accrued liabilities 219,504 
     Deferred revenues 107,633 
     Long-term liabilities - current portion 392,163 

                Total Current Liabilities 719,300 

Noncurrent liabilities:
     Long-term liabilities 11,832,964 

                Total Noncurrent Liabilities 11,832,964 

                Total Liabilities 12,552,264 

NET ASSETS
Invested in capital assets, net of related debt 19,800,504 

Restricted for:
      Expendable:
          Scholarships and fellowships 739,847 
          Capital projects 1,073,381 
          Debt service 271,593 
          Other purposes 26,387 
Unrestricted: 14,526,875 

                Total Net Assets $ 36,438,587 

The notes to the financial statements are an integral part of this statement.  
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HOLMES COMMUNITY COLLEGE
Statement of Revenues, Expenses and Changes in Net Assets
For the Year Ended June 30, 2004

 
Operating Revenues:
     Tuition and fees (net of scholarship allowances of  $4,846,792 ) $ 1,095,344 
     Federal appropriations 122,144 
     Federal grants and contracts 11,514,995 
     State grants and contracts 3,532,624 
     Nongovernmental grants and contracts 516,954 
     Sales and services of educational departments 59,306 
     Auxiliary enterprises:
        Student housing (net of scholarship allowances of $50,290 ) 272,752 
        Food services (net of scholarship allowances of $69,450 ) 376,267 
        Athletics 10,938 
        Other auxiliary revenues 227,270 
     Other operating revenues 249,558 

         Total Operating Revenues 17,978,152 

Operating Expenses:
     Salaries and wages 12,184,063 
     Fringe benefits 2,667,644 
     Travel 170,373 
     Contractual services 2,637,857 
     Utilities 893,463 
     Scholarships and fellowships 3,861,572 
     Commodities 1,519,321 
     Depreciation expense 1,248,201 
     Other operating expense 2,288,684 

         Total Operating Expenses 27,471,178 

         Operating Income (Loss) (9,493,026)

Nonoperating Revenues (Expenses):
     State appropriations 8,979,669 
     Local appropriations 1,569,828 
     Investment income 396,628 
     Interest expense on capital asset-related debt (507,949)
     Other nonoperating revenues (expenses) (214,010)

         Total Net Nonoperating Revenues (Expenses) 10,224,166 

         Income (Loss) before Other Revenues, Expenses, Gains and Losses 731,140 

     State appropriations restricted for capital purposes 152,334 
     Local appropriations restricted for capital purposes 1,247,946 
     Other additions (deletions), net (4,363)

         Change in Net Assets 2,127,057 

Net Assets:
     Net Assets - Beginning of Year, as Originally Reported 34,267,482 

        Prior period adjustments 44,048 
  
     Net Assets - Beginning of Year, as Restated 34,311,530 

     Net Assets - End of Year $ 36,438,587 

The notes to the financial statements are an integral part of this statement.  
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HOLMES COMMUNITY COLLEGE
Statement of Cash Flows
For the Year Ended June 30, 2004

 

Cash Flows from Operating Activities:
     Tuition and fees $ 805,432 
     Federal appropriations 122,144 
     Grants and contracts 15,041,860 
     Sales and services of educational departments 59,306 
     Payments to suppliers (1,519,321)
     Payments to employees for salaries and benefits (14,821,903)
     Payments for utilities (893,463)
     Payments for scholarships and fellowships (3,412,084)
     Payments for contractual services (2,768,175)
     Payments for travel (170,373)
     Payments for other expenses (2,006,115)
     Auxiliary enterprise charges:
        Student housing 272,752 
        Food services 376,267 
        Athletics 10,938 
        Other auxiliary enterprises 227,270 
     Other receipts 249,558 

        Net Cash Provided (Used) by Operating Activities (8,425,907)

Cash Flows from Noncapital Financing Activities:
     State appropriations 8,836,764 
     Local appropriations 1,536,757 
     Federal loan program receipts 3,299,547 
     Federal loan program disbursements (3,299,547)

        Net Cash Provided (Used) by Noncapital Financing Activities 10,373,521 

Cash Flows from Capital and Related Financing Activities:
     Proceeds from capital debt 6,500,000 
     Cash paid for capital assets (1,561,866)
     Capital appropriations received 1,400,280 
     Principal paid on capital debt (374,936)
     Interest paid on capital debt (507,949)
     Other source (uses) (214,010)

        Net Cash Provided (Used) by Capital and Related Financing Activities 5,241,519 

Cash Flows from Investing Activities:
     Proceeds from sales and maturities of investments 17,529,589 
     Interest received on investments 396,628 
     Purchases of investments (17,529,589)

        Net Cash Provided (Used) by Investing Activities 396,628 

        Net Increase (Decrease) in Cash and Cash Equivalents 7,585,761 

Cash and Cash Equivalents - Beginning of the Year 6,684,714 
 

Cash and Cash Equivalents - End of Year $ 14,270,475 
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Reconciliation of Operating Income (Loss) to Net Cash
     Provided (Used) by Operating Activities

     Operating income (loss) $ (9,493,026)

     Adjustments to reconcile net income (loss) to net cash
        provided (used) by operating activities:
           Depreciation expense 1,248,201 
           Changes in assets and liabilities:
                (Increase) decrease in assets:
                    Receivables, net 117,107 
                Increase (decrease) in liabilities:
                    Accounts payables and accrued liabilities (298,189)

        Total adjustments 1,067,119 

        Net Cash Provided (Used) by Operating Activities $ (8,425,907)

The notes to the financial statements are an integral part of this statement.
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 (1) Summary of Significant Accounting Policies. 

A. Reporting Entity - Holmes Community College was founded in 1925 and is one of Mississippi's 15 public
community colleges.  The legal authority for the establishment of Holmes Community College is found in
Section 37-29-31, Miss. Code Ann. (1972).  

Holmes Community College is locally-governed by a 22-member board of trustees, selected by the board of
supervisors of Attala, Carroll, Choctaw, Grenada, Holmes, Madison, Montgomery, Webster and Yazoo
Counties who support the district through locally assessed ad valorem tax millage.  One of the trustees from
each of the supporting counties must be the county superintendent of education, unless the superintendent
chooses not to serve, in which case the county board of supervisors shall fill the vacancy in accordance with
Section 37-29-65, Miss. Code Ann. (1972).  Each board member is appointed for a 5-year term.  In
addition, Holmes Community College works jointly with the Mississippi State Board for Community and
Junior Colleges, which coordinates the efforts of all 15 community colleges as they serve the taxpayers of
the State of Mississippi.

Holmes Community College reports the following discretely presented component unit:

Holmes Community College Development Foundation (Foundation) - The Foundation is a legally
separate, tax-exempt nonprofit organization under Section 501(c)(3) of the Internal Revenue Code. 
The Foundation acts primarily as a fund raising organization to supplement the resources available
to Holmes Community College (college) in support of its programs.  

Although the college does not control the timing or amount of receipts from the Foundation, the
majority of resources or income thereon that the Foundation holds and invests are restricted to the
activities of the college by the donors.  

During the year ended June 30, 2004, the Foundation distributed $74,529 to the college.  

B. Basis of Presentation - The financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America as prescribed by the Governmental
Accounting Standards Board (GASB), including Statement No. 34, Basic Financial Statements - and
Management’s Discussion and Analysis - for State and Local Governments, and Statement No. 35, Basic
Financial Statements - and Management’s Discussion and Analysis - of Public College and Universities,
issued in June and November, 1999, respectively.  The college now follows the “business-type activities”
reporting requirements of GASB Statement No. 34 that provides a comprehensive one-line look at the
college’s financial activities.

C. Basis of Accounting - The financial statements of the college have been prepared on the accrual basis
whereby all revenues are recorded when earned and all expenses are recorded when they have been reduced
to a legal or contractual obligation to pay.

D. Cash Equivalents - For purposes of the Statement of Cash Flows, the college considers all highly liquid
investments with an original maturity of three months or less to be cash equivalents.

  
E. Short-term Investments - Investments that are not cash equivalents but mature within the next fiscal year are

classified as short-term investments.
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F. Accounts Receivables, Net - Accounts receivables consist of tuition and fees charged to students, state
appropriations, amounts due from state and federal grants and contracts, local governments and credits due
to the college from vendors.  Accounts receivables are recorded net of an allowance for doubtful accounts.

G. Restricted Cash and Cash Equivalents - Cash and cash equivalents that are externally restricted to make
debt service payments, maintain sinking or reserve funds, or to purchase or construct capital or other
noncurrent assets, are classified as restricted cash and cash equivalents on the Statement of Net Assets.  

H. Capital Assets, Net of Accumulated Depreciation - Capital assets are recorded at cost at the date of
acquisition, or, if donated, at fair market value at the date of donation.  Renovations to buildings and
improvements other than buildings that significantly increase the value or extend the useful life of the
structure are capitalized.  Routine repairs and maintenance costs are charged to operating expense in the
year in which the expense was incurred.  Depreciation is computed using the straight-line method over the
estimated useful life of the asset and is not allocated to the functional expenditure categories.  See Note 5
for additional details concerning useful lives, salvage values and capitalization thresholds.  Expenditures for
construction in progress are capitalized as incurred.  Interest expense relating to construction is capitalized
net of interest income earned on resources set aside for this purpose. 

I. Deferred Revenues - Deferred revenues include amounts received for tuition and fees and certain auxiliary
activities prior to the end of the fiscal year but related to the subsequent accounting period.  Deferred
revenues also include amounts received from grant and contract sponsors that have not yet been earned.

J. Compensated Absences - The college does not provide for the accumulation of leave beyond one year. 
Therefore, no accrual for compensated absences has been recorded in the financial statements.

K. Classification of Revenues - The college has classified its revenues as either operating or nonoperating
revenues according to the following criteria:

Operating revenues:  Operating revenues include activities that have the characteristics of
exchange transactions, such as (1) student tuition, net of scholarship discounts and allowances, (2)
sales and services of auxiliary enterprises, net of scholarship discounts and allowances and (3)
most federal, state and local grants and contracts.

Nonoperating revenues:  Nonoperating revenues include activities that have the characteristics of
nonexchange transactions, such as gifts and contributions, and other revenue sources that are
defined as nonoperating revenues by GASB Statement No. 9, Reporting Cash Flows of
Proprietary and Nonexpendable Trust Funds and Governmental Entities That Use Proprietary
Fund Accounting and GASB Statement No. 34, such as state appropriations, local appropriations
and investment income.

L. State Appropriations - Holmes Community College receives funds from the State of Mississippi based on
the number of full-time students actually enrolled and in attendance on the last day of the sixth week of the
fall semester of the previous year, counting only those students who reside within the State of Mississippi. 
Beginning with the 2004 fiscal year, a new funding formula will be phased in over a 5-year period which
will shift the funding calculation from a predominantly full-time student formula, weighted by type of
student, to a full-time equivalent formula which is based on total credit hours generated by all students with
special consideration given only to high cost programs. 
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M. Scholarship Discounts and Allowances - Financial aid to students is reported in the financial statements
under the alternative method as prescribed by the National Association of College and University Business
Officers (NACUBO).  Certain aid, such as loans, funds provided to students as awarded by third parties and
Federal Direct Lending, is accounted for as a third party payment (credited to the student’s account as if the
student made the payment).  All other aid is reflected in the financial statements as operating expenses, or
scholarship allowances, which reduce revenues.  The amount reported as operating expenses represents the
portion of aid that was provided to the student in the form of cash.  Scholarship allowances represent the
portion of aid provided to the student in the form of reduced tuition.  Under the alternative method, these
amounts are computed on a college basis by allocating the cash payments to students, excluding payments
for services, on the ratio of total aid to the aid not considered to be third party aid.  

N. Net Assets - GASB Statement No. 34 reports equity as “Net Assets” rather than “Fund Balance”.  Net
assets are classified according to external donor restrictions or availability of assets for satisfaction of
college obligations.  Nonexpendable restricted net assets are gifts that have been received for endowment
purposes, the corpus of which cannot be expended.  Expendable restricted net assets represent funds that
have been gifted for specific purposes and funds held in federal loan programs.  

The unrestricted net asset balance of $14,526,875 at June 30, 2004, includes $2,911,204 reserved for
auxiliaries, and a remaining amount of $11,615,671.

O. Changes in Accounting Standards - Holmes Community College has implemented GASB Statement No. 
39, Determining Whether Certain Organizations are Component Units, an amendment to GASB 
Statement No. 14, in the current fiscal year as required.  The provisions of this new standard have been 
incorporated into the financial statements and accompanying notes as a discrete presentation. 

 
 (2) Prior Period Adjustments.

For the year ended June 30, 2004, the college recorded prior period adjustments of $44,048, which consisted of an
adjustment to reduce accumulated depreciation for library books of $28,800 and also to record prior year revenue of
$15,248.

 (3) Cash and Investments.

Policies:

Cash, Cash Equivalents and Short-term Investments - Investment policies as set forth by policy and state statute
authorize the college to invest in demand deposits and interest-bearing time deposits such as savings accounts,
certificates of deposit, money market funds, U.S. Treasury bills and notes, and repurchase agreements.

The collateral for public entities’ deposits in financial institutions is held in the name of the State Treasurer
under a program established by the Mississippi State Legislature and is governed by Section 27-105-5,
Miss. Code Ann. (1972).  Under this program, the college’s funds are protected through a collateral pool
administered by the State Treasurer.  Financial institutions holding deposits of public funds must pledge
securities as collateral against these deposits.  In the event of failure of a financial institution, securities
pledged by that institution would be liquidated by the State Treasurer to replace the public deposits not
covered by the Federal Depository Insurance Corporation. 
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 (4) Accounts Receivable.

Accounts receivable consisted of the following at June 30, 2004:

Student tuition $ 1,316,458
Federal, state, and private grants and contracts 434,949
State appropriations 359,791
Local appropriations 202,702
Other 2,113

Total Accounts Receivable 2,316,013
Less allowance for doubtful accounts 1,037,147

Net Accounts Receivable $ 1,278,866

(5) Capital Assets.

A summary of changes in capital assets for the year ended June 30, 2004, is presented as follows:

Prior
Beginning Period Ending

Balance Additions Deletions Adjustment Balance
Nondepreciable Capital Assets:
    Land $ 719,007 719,007
    Construction in progress 1,818,543 493,988 (1,906,646) 405,885
Total Nondepreciable 
   Capital Assets 2,537,550 493,988 (1,906,646) 0 1,124,892

Depreciable Capital Assets:
    Improvements other than
        buildings 2,087,668 182,543 2,270,211
    Buildings 28,147,841 1,906,646 30,054,487
    Equipment 4,164,749 831,615 (35,039) 4,961,325
    Library books 1,228,982 53,720 (13,138) 1,269,564
Total Depreciable 
   Capital Assets 35,629,240 2,974,524 (48,177) 0 38,555,587

Less Accumulated
  Depreciation for:
    Improvements other than
       buildings 741,082 76,732 817,814
    Buildings 8,158,022 585,838 8,743,860
    Equipment 2,689,015 533,138 (30,676) 3,191,477
    Library books 972,145 52,493 (13,138) (28,800) 982,700
Total Accumulated
  Depreciation 12,560,264 1,248,201 (43,814) (28,800) 13,735,851
Total Depreciable
  Capital Assets, Net 23,068,976 1,726,323 (4,363) 28,800 24,819,736

Capital Assets, Net $ 25,606,526 2,220,311 (1,911,009) 28,800 25,944,628
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Depreciation is computed on a straight-line basis with the exception of the library books category, which is
computed using a composite method.  The following useful lives, salvage values and capitalization thresholds are
used to compute depreciation:

Estimated
Useful Salvage Capitalization
Lives Value Threshold

Buildings 40 years 20% $ 50,000
Improvements other 
  than buildings 20 years 20%  25,000
Equipment 3-15 years 1 - 10% 5,000
Library books 10 years 0% 0

(6) Long-term Liabilities.
 

Long-term liabilities of the college consist of notes and bonds payable that are expected to be liquidated at least one
year from June 30, 2004.  

Information regarding original issue amounts, interest rates and maturity dates for bonds and notes included in the
long-term liabilities balance at June 30, 2004, is listed in the following schedule.  A schedule detailing the annual
requirements necessary to amortize the outstanding debt is also provided.

Due
Original Annual Beginning Balance Within

Description and Purpose Issue Int. Rate Maturity Balance Additions Deletions June 30, 2004 One Year
 
Bonded Debt
    Educational facilities bond, 2003 $ 6,500,000 3.4% - 4.15% 2025 $ 6,500,000 6,500,000

 
Total Bonded Debt   0 6,500,000 0 6,500,000 0

 
Notes Payable
    DOE college facilities note 1,200,000 5.50% 2018 900,063 39,936 860,127 42,163
    Educational facilities note, 1998 2,215,000 4.13% - 5.88% 2013 1,770,000 125,000 1,645,000 130,000
    Dormitory notes, 2000 4,000,000 4.95% - 6.0% 2015 3,430,000 210,000 3,220,000 220,000

Total Other Long-term Liabilities  6,100,063 0 374,936 5,725,127 392,163

Total $ 6,100,063 6,500,000 374,936 12,225,127 392,163

Due within one year 392,163

Total Long-term Liabilities $ 11,832,964
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Bonded Notes
Debt Payable Interest Total

2005 $ 392,163 521,355 913,518
2006 200,000 414,514 500,590 1,115,104
2007 210,000 436,996 470,788 1,117,784
2008 220,000 459,616 440,411 1,120,027
2009 230,000 487,383 410,997 1,128,380
2010-2014 1,320,000 2,844,119 1,550,316 5,714,435
2015-2019 1,685,000 690,336 783,107 3,158,443
2020-2024 2,140,000 370,572 2,510,572
2025-2029 495,000 20,543 515,543

Totals  $ 6,500,000 5,725,127 5,068,679 17,293,806
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(7)     Natural Classifications with Functional Classifications.

          The college's operating expenses by functional classification were as follows for the year ended June 30, 2004:

Salaries & Fringe Contractual Scholarships Depreciation
Functional Classification Wages Benefits Travel Services Utilities & Fellowships Commodities Expense Other Total

Instruction $ 8,720,833 1,774,881 72,981 501,895 720,001 780,428 35,377 12,606,396
Academic support 242,282 67,931 505 20,819 20,444 82,111 434,092
Student services 1,329,401 278,188 35,201 90,258 270,463 209,431 24,404 2,237,346
Institutional support 1,046,293 278,434 45,416 1,353,501 500 145,269 189,330 3,058,743
Operation of plant 723,094 229,280 16,270 235,652 893,463 348,281 1,957,462 4,403,502
Student aid 2,870,608 2,870,608
Auxiliary enterprises 122,160 38,930 435,732 15,468 612,290
Depreciation 1,248,201 1,248,201

Total Operating Expenses  $ 12,184,063 2,667,644 170,373 2,637,857 893,463 3,861,572 1,519,321 1,248,201 2,288,684 27,471,178
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 (8) Construction Commitments and Financing.

The college has contracted for various construction projects as of June 30, 2004.  Estimated costs to complete the
various projects and the sources of anticipated funding are presented below:

Total Costs Institutional
Project Title to Complete State Sources Funds Other

President’s home $ 3,543 3,543
Workforce Training Center 7,097,895 7,097,895
Parking lot improvements 842,677 842,677

               Total  $ 7,944,115 842,677 3,543 7,097,895

 (9) Pension Plan.

Plan description -  Holmes Community College participates in the Public Employees’ Retirement System of
Mississippi (PERS), a cost-sharing multiple-employer defined benefit pension plan.  PERS provides retirement and
disability benefits, annual cost-of-living adjustments, and death benefits to plan members and beneficiaries.  Benefit
provisions are established by state law and may be amended only by the Mississippi State Legislature.  PERS issues
a publicly available financial report that includes financial statements and required supplementary information.  That
information may be obtained by writing to the Public Employees’ Retirement System, PERS Building, 429
Mississippi Street, Jackson, MS 39201-1005 or by calling (601) 359-3589 or 1-800-444-PERS.

Funding policy - PERS members are required to contribute 7.25% of their annual covered salary and the institution
is required to contribute at an actuarially determined rate.  The current rate is 9.75% of annual covered payroll.  The
contribution requirement of PERS members are established and may be amended only by the Mississippi State
Legislature.  The college’s contributions to PERS for the years ending June 30, 2004, 2003 and 2002 were
$1,034,067, $960,665 and $900,116, respectively, equal to the required contributions for each year.

(10) Component Unit Auditor’s Report.

The auditor’s report for the discretely presented component unit, Holmes Community College Development
Foundation, for the calendar year ending December 31, 2003, was not available until September 20, 2005.  
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HOLMES COMMUNITY COLLEGE
Schedule of Expenditures of Federal Awards
For the Year Ended June 30, 2004

Federal Pass-through
CFDA Entity Identifying  Federal 

Federal Grantor/Pass-through Grantor/Program or Cluster Title Number Number  Expenditures 

Student Financial Aid - Cluster:

U.S. Department of Education
Direct programs:

Federal Supplemental Educational Opportunity Grants (FSEOG) 84.007 $                  65,154 
Federal Family Education Loans (FFEL) {1} 84.032             3,299,547 
Federal Work-study Program (FWS) 84.033                141,216 
Federal Pell Grant Program 84.063             7,292,521 
Subtatal direct programs           10,798,438 

Pass-through program from:
State of Mississippi Institutions of Higher Learning
   Leveraging Educational Assistance Partnership (LEAP) 84.069                    2,814 

Total U.S. Department of Education           10,801,252 

Total Student Financial Aid Cluster           10,801,252 

Other Programs:

U.S. Department of Agriculture
Pass-through program from:

Mississippi Community College Foundation
Distance Learning and Telemedicine Loans and Grants 10.885                122,144 

Total U.S. Department of Agriculture                122,144 

National Institute for Standards and Technology
Pass-through program from:

Mississippi Technology Alliance - Manufacturing 
Extension Partnership 11.611                114,140 

Total  National Institute for Standards and Technology                114,140 

U.S. Department of Labor
Pass-through program from:

Mississippi Employment Security Commission - 
Trade Adjustment Assistance Workers (TAA) 17.245                  32,555 

WIA Cluster:
Mississippi Employment Security Commission - WIA Adult Program 17.258                  92,039 
Mississippi Employment Security Commission - WIA

Dislocated Workers 17.260                  41,509 
Total WIA Cluster                133,548 

Mississippi State Board for Community & Junior Colleges - 
Employment and Training Administration
  Pilots, Demonstrations, and Research Project 17.261             2,541,717 

Total U.S. Department of Labor             2,707,820 

U.S. Department of Education
Direct program:

TRIO - Student Support Services 84.042A                229,389 
Pass-through programs from:

Mississippi State Board for Community & Junior  
Colleges - Adult Education - State Grant Program 84.002                321,256 

Mississippi Department of Education - Vocational   
Education - Basic Grants to States 84.048                286,525 

Mississippi Department of Education - Tech-Prep Education 84.243                  87,044 
       Subtotal pass-through programs                694,825 
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43

Total U.S. Department of Education                924,214 

Total Other Programs             3,868,318 

Total Expenditures of Federal Awards $           14,669,570 

Notes to Schedule of Expenditures of Federal Awards

This schedule was prepared using the same basis of accounting and the same significant accounting policies, as applicable, used for the financial
statements, with the following exceptions:

{1}  For purposes of this schedule, loans made to students under the Federal Family Education Loans (CFDA #84.032) are presented as federal
expenditures.  Neither the funds advanced to students nor the outstanding loan balance is included in the financial statements since the loans are
made and subsequently collected by private lending institutions and/or the federal government.
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INDEPENDENT AUDITOR'S REPORT
ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE

AND OTHER MATTERS BASED ON AN AUDIT OF THE FINANCIAL STATEMENTS PERFORMED 
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Dr. Starkey Morgan and Board of Trustees
Holmes Community College
Goodman, MS  39079

We have audited the financial statements of Holmes Community College as of and for the year ended June 30, 2004,
as listed in the table of contents and have issued our report thereon dated April 26, 2005.  We did not audit the financial
statements of the discretely presented component unit, Holmes Community College Development Foundation, which
represents 100 percent of the assets and revenues of the discretely presented component units.  Those financial statements
were audited by an other auditor whose report has been furnished to us.  This report, insofar as it relates to the amounts
included for the above mentioned entity, is based on the report of the other auditor.  We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.  The financial
statements of the Holmes Community College Development Foundation, audited by an other auditor, were not audited in
accordance with Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the college's internal control over financial reporting in order to
determine our auditing procedures for the purpose of expressing our opinions on the financial statements and not to provide
an opinion on the internal control over financial reporting.  However, we noted certain matters involving the internal control
over financial reporting and its operation that we consider to be reportable conditions.  Reportable conditions involve matters
coming to our attention relating to significant deficiencies in the design or operation of the internal control over financial
reporting that, in our judgment, could adversely affect the college's ability to record, process, summarize and report financial
data consistent with the assertions of management in the financial statements.  The reportable conditions are described in the
accompanying Schedule of Findings and Questioned Costs as items 2004-1 and 2004-2.
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A material weakness is a reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not be detected within a timely period
by employees in the normal course of performing their assigned functions.  Our consideration of the internal control over
financial reporting would not necessarily disclose all matters in the internal control that might be reportable conditions and,
accordingly, would not necessarily disclose all reportable conditions that are also considered to be material weaknesses. 
However, we believe none of the reportable conditions referred to above is a material weakness.  

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the college’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial statement
amounts.  However, providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion.  The results of our tests did not disclose any instances of noncompliance or
other matters that are required to be reported under Government Auditing Standards. 

This report is intended solely for the information and use of the college, Members of the Legislature, entities with
accreditation overview, federal awarding agencies and pass-through entities and is not intended to be and should not be used
by anyone other than these specified parties.  However, this report is a matter of public record and its distribution is not
limited.

PHIL BRYANT
State Auditor

WILLIAM R. DOSS, CPA
Director, Financial and Compliance Audit Division

April 26, 2005, except as explained in Note 10
to which the date is September 20, 2005.
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INDEPENDENT AUDITOR'S REPORT
ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO

EACH MAJOR FEDERAL PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Dr. Starkey Morgan and Board of Trustees
Holmes Community College
Goodman, MS  39079

Compliance

We have audited the compliance of Holmes Community College with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are applicable to
each of its major federal programs for the year ended June 30, 2004.  The college’s major federal programs are identified in
the Summary of Auditor's Results section of the accompanying Schedule of Findings and Questioned Costs.  Compliance
with the requirements of laws, regulations, contracts and grants applicable to each of its major federal programs is the
responsibility of the college's management.  Our responsibility is to express an opinion on the college's compliance based on
our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States
of America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments and Non-Profit
Organizations.  Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable
assurance about whether noncompliance with the types of compliance requirements referred to above that could have a direct
and material effect on a major federal program occurred.  An audit includes examining, on a test basis, evidence about the
college's compliance with those requirements and performing such other procedures as we considered necessary in the
circumstances.  We believe that our audit provides a reasonable basis for our opinion.  Our audit does not provide a legal
determination on the college's compliance with those requirements.  

In our opinion, Holmes Community College complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the year ended June 30, 2004. 
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Internal Control Over Compliance

The management of the Holmes Community College is responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. 
In planning and performing our audit, we considered the college's internal control over compliance with requirements that
could have a direct and material effect on a major federal program in order to determine our auditing procedures for the
purpose of expressing our opinion on compliance and to test and report on internal control over compliance in accordance
with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal
control that might be material weaknesses.  A material weakness is a reportable condition in which the design or operation of
one or more of the internal control components does not reduce to a relatively low level the risk that noncompliance with
applicable requirements of laws, regulations, contracts and grants caused by error or fraud that would be material in relation
to a major federal program being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions.  We did not note any matters involving internal control over compliance and its
operation that we consider to be material weaknesses.

This report is intended solely for the information and use of the college, Members of the Legislature, entities with
accreditation overview, federal awarding agencies and pass-through entities and is not intended to be and should not be used
by anyone other than these specified parties.  However, this report is a matter of public record and its distribution is not
limited.

PHIL BRYANT
State Auditor

WILLIAM R. DOSS, CPA
Director, Financial and Compliance Audit Division

April 26, 2005, except as explained in Note 10
to which the date is September 20, 2005.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH
STATE LAWS AND REGULATIONS

Dr. Starkey Morgan and Board of Trustees
Holmes Community College
Goodman, MS  39079

We have audited the financial statements of Holmes Community College as of and for the year ended June 30, 2004,
and have issued our report thereon dated April 26, 2005.  We did not audit the financial statements of the discretely presented
component unit, Holmes Community College Development Foundation, which represents 100 percent of the assets and
revenues of the discretely presented component unit.  Those financial statements were audited by an other auditor whose
report has been furnished to us.  This report, insofar as it relates to the amounts included for the above mentioned entity, is
based solely on the report of the other auditor.  We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.  The financial statements of the Holmes Community
College Development Foundation, audited by an other auditor, were not audited in accordance with Government Auditing
Standards.

We have also performed procedures to test compliance with certain state laws and regulations.  However, providing
an opinion on compliance with state laws and regulations was not an objective of our audit and, accordingly, we do not
express such an opinion. 

The results of those procedures and our audit of the financial statements did not disclose any instances of
noncompliance with state laws and regulations.
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This report is intended solely for the information and use of the college, Members of the Legislature, entities with
accreditation overview, federal awarding agencies and pass-through entities and is not intended to be and should not be used
by anyone other than these specified parties.  However, this report is a matter of public record and its distribution is not
limited.

PHIL BRYANT
State Auditor

WILLIAM R. DOSS, CPA
Director, Financial and Compliance Audit Division

April 26, 2005, except as explained in Note 10
to which the date is September 20, 2005.
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Section 1:  Summary of Auditor's Results

Financial Statements:

1. Type of auditor’s report issued on the financial statements: Unqualified

2. Material noncompliance relating to the financial statements? No

3. Internal control over financial reporting:
a. Material weakness(es) identified? No
b. Reportable condition(s) identified that are not considered to be material

weaknesses?
Yes

Federal Awards:

4. Type of auditor’s report issued on compliance for major federal programs: Unqualified

5. Internal control over major programs:
a. Material weakness(es) identified? No
b. Reportable condition(s) identified that are not considered to be material

weaknesses? No

6. Any audit finding(s) reported as required by Section ___.510(a) of Circular A-133? No

7. Federal programs identified as major programs:

a. Student financial aid cluster:
CFDA #84.007
CFDA #84.032
CFDA #84.033
CFDA #84.063
CFDA #84.069

b.           Pilots, demonstrations, and research project
CFDA #17.261

c.           Adult education - state grant program
CFDA #84.002

8. The dollar threshold used to distinguish between type A and type B programs: $341,100

9. Auditee qualified as a low-risk auditee? No

10. Prior fiscal year audit finding(s) and questioned cost relative to federal awards
which would require the auditee to prepare a summary schedule of prior audit
findings as discussed in Section ____.315(b) of OMB Circular A-133? No
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Section 2:  Financial Statement Findings

Reportable Conditions Not Considered To Be Material Weaknesses

2004-1. Finding

As previously reported, our review of accounts receivable and the corresponding revenues at fiscal 
year-end revealed that some accruals were not made.  Audit adjustments were made to properly 
reflect the accounts receivable and corresponding revenues.

Recommendation

More care should be taken when recording year-end accounts receivable.

2004-2. Finding

During our test work of the college’s capital assets accounts, we noted the following:

A. Capital assets account balances were not adjusted on the general ledger to reflect 
additions and deletions during the year.

B. As previously reported, detail listings of land and construction in progress assets accounts
were not maintained by the college.

Audit adjustments were made to properly reflect capital assets account balances at June 30, 2004.

Recommendation

Detail subsidiary records are maintained for equipment, buildings, books and films, and
improvements other than buildings, thus, the general ledger should be adjusted at year-end to agree
with these subsidiary listings.  The college should also maintain subsidiary listings and update the
general ledger for land and construction in progress.

Section 3:  Federal Award Findings and Questioned Costs

The results of our tests did not disclose any findings and questioned costs related to the federal awards.
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