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November 22, 2013 
 
The Honorable Mayor, Members of the Town Council and Citizens of the Town of Herndon, 
Virginia 
 
 We are pleased to present to you the Comprehensive Annual Financial Report (CAFR) of 
the Town of Herndon, Virginia (town), for the fiscal year ended June 30, 2013.  The Herndon Town 
Charter, Section 4.2 (f), requires that the Town Manager arrange for an annual audit by a certified 
public accountant.  In addition, Section 15.2-2511 of the Code of Virginia requires that all counties, 
cities and towns with populations greater than 3,500 as well as all towns with a separate school 
system, regardless of size, have their accounts and records audited annually as of June 30 by an 
independent certified public accountant in accordance with the specifications furnished by the 
Auditor of Public Accounts of the Commonwealth of Virginia.  This report is formally submitted to 
you in fulfillment of those requirements. 
 
 The financial statements included in this report, which have earned an unqualified audit 
opinion, conform to the standards of financial reporting as prescribed by the Governmental 
Accounting Standards Board (GASB), the Government Finance Officers Association of the United 
States and Canada (GFOA), and the Auditor of Public Accounts. 
 
 Town management is responsible for the accuracy, fairness and completeness of the 
information, including all disclosures that are presented in this report.  To the best of our 
knowledge, the enclosed data is believed to be accurate in all material respects and is reported in a 
manner that presents fairly the financial position and results of operations of the various funds of 
the town.  All necessary disclosures have been included to enable the reader to gain a thorough 
understanding of the town's financial affairs.  For additional information regarding the basic 
financial statements and the town’s financial position, please refer to Management’s Discussion 
and Analysis (MD&A) which appears in the financial section of the report. 
 
 Town management is also responsible for establishing and maintaining an internal control 
structure designed to ensure that the assets of the town are protected from loss, theft or misuse and 
to ensure that adequate accounting data are compiled to allow for the preparation of financial 
statements in conformity with accounting principles generally accepted in the United States of 
America.  
 
 The town’s financial statements have been audited by PBMares, LLP, a certified public 
accounting firm.   The goal of the independent audit was to provide reasonable assurance that the 
financial statements of the town for the fiscal year ended June 30, 2013 are free of material 
misstatement.  The independent audit involved examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements; assessing the accounting principles used and 
significant estimates made by town management; and evaluating the overall financial statement 
presentation.  The independent auditors’ report is presented as the first component of the report’s 
financial section. 
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PROFILE OF THE TOWN 
 
 The Town of Herndon, located in the northwest quadrant of Fairfax County, has a land area 
of 4.28 square miles and is situated twenty-three miles west of Washington, D. C.  Incorporated in 
1879, the town originally relied on dairy farming and the railroad to provide its economic security.  
The town was at one time in the heart of Northern Virginia's important dairy farming community.  
And, until about sixty years ago, it remained essentially a quiet country village where well-to-do 
Washingtonians rode the railroad to summer vacation homes.  Since that time, the town’s 
economic and demographic makeup has changed significantly.  The estimated 2013 population is 
now 23,572 persons, housed in 7,894 dwelling units.  If the town is developed according to the 
currently adopted Comprehensive Plan (master plan), it is anticipated that the 2030 population 
will increase to approximately 26,600 and 9,500 dwelling units. 
 
 The town is organized under the council/manager form of government.  The Town Council, 
in its role as governing body, formulates policies for the proper administration of the town. The 
Mayor and six members of the Council are elected simultaneously for two-year terms.  The Council 
appoints a Town Manager to be the administrative head of the town.  The manager is charged with 
directing all business affairs of the town. 
 
 The town provides the usual general governmental services for its citizens that are typical of 
towns in Virginia.  These include public works and utilities, parks and recreation, police protection, 
community development, and other administrative services.  In Virginia, incorporated towns are an 
integral part of the county in which they are located.  The citizens of the town, therefore, pay 
Fairfax County property taxes (real estate and personal property), in addition to town taxes.  In 
exchange, Fairfax County provides public education, certain technical and special education, 
libraries, health and human services, mental health assistance, fire and ambulance services, judicial 
services, correctional facilities and additional recreation activities and facilities. 
 

ECONOMIC CONDITIONS AND OUTLOOK 

Local Economy 
 
 Several economic and demographic factors heavily influence the town’s revenue stream, 
including current and projected inflation rates, unemployment rates, retail sales volumes, new 
construction activities, real estate sales transactions, population movements and income per 
capita.  For the past several years, Fairfax County has ranked in the top echelon of large U.S. 
counties with the highest median household incomes.  According to the American Community 
Survey, the County’s median household income for calendar year 2010 was $105,797, the second 
highest in the nation for counties with populations of 250,000 or more. 
 

During the past several years, Herndon has been recognized nationally by Business Week, 
Money magazines as well as CNN/Money.com and Forbes.com as one of the “best affordable 
suburbs” in the nation.  In December 2012 the town achieved national recognition from the 
editors of Bloomberg/Business Week in their 2013 ranking of the best places to raise kids.  The 
editors chose one community in each of the 50 states to compile the list.  Herndon was 
recognized for its kid-friendly events and activities, including its many performances on the 
Town Green that are geared toward families and children.  Also in December, the town captured 
the attention of editors at Forbes.com, who ranked Herndon as #12 in its listing of “America’s 
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Friendliest Towns”, based on an assessment of 500 small metro areas with populations between 
5,500 and 150,000.  Herndon was cited specifically for its low unemployment rate, its 
community celebrations and its nature-themed festivals and initiatives. 
 
 Many economists believe that the national economy, which slid into recession in 
December 2007, is continuing to slowly recover.  The town itself saw a 3.5 percent increase in its 
other local tax collections over the prior fiscal year.  Many of these local taxes are dependent on 
consumer spending.  Another hopeful sign is the U.S. unemployment rate which dropped from 
8.1 percent in August 2012 to 7.3 percent in August 2013.  Closer to home, Fairfax County’s 
unemployment rate, which peaked at 5.2 percent in June 2009 was at 4.1 percent by August 
2013. 
 

However, with the nation’s leadership still grappling with the federal budget and deficit, 
as well as the impacts of sequestration, many area employers, especially those tied to the 
defense industry, continue to hold off adding new jobs or expanding their operations until there 
is more certainty.  The town’s economic base is heavily dependent on businesses which perform 
information technology and other IT-related services for both the public and private sectors.  
Within this group, a large portion of the work is performed for such federal agencies as defense 
and homeland security.  Thus, major declines in federal contracting opportunities will have a 
significant adverse impact on the town’s business license assessments, meals tax collections and 
transient lodging tax collections as well as impact the value of its commercial properties and, 
over time, residential properties.  On a more positive note, the town was excited to welcome 
Amazon to its new Worldgate offices in spring 2013.  This new Amazon location will house the 
firm’s headquarters for internet services. 
 

Despite the continuing challenges and uncertainties, Herndon’s current economic health 
remains comparatively sound and the town’s business climate is strong.  The town’s overall 
economic outlook (which anticipates an eventual, palatable solution to the federal budget and 
deficit issues), assumes a continued modest rebound in property values for 2014 through 2016, 
along with modest growth rates of one to three percent in other local tax sources.  With the 
planned extension of Metrorail to Dulles Airport, development of the Downtown according to 
the adopted master plan, the beginnings of development and redevelopment surrounding the 
Herndon Metrorail area and the strength of our business community in general, positive signs of 
economic vitality are evident. 
 
Long-term Financial Planning and Outlook 
 

The 2030 Vision Plan adopted by the Town Council calls for a future in which “history and 
heritage are respected” and in which “Herndon is the anchor of an expanded community where 
positive benefits extend beyond the town’s boundaries.”  The 2030 Vision’s eight tenets are the 
cornerstone upon which all town initiatives are built.  

 
The town’s 2030 Comprehensive Plan addresses the redevelopment of the areas 

surrounding access to the Herndon-Monroe rail station at the southern edge of the town.  This 
transit station is part of Phase 2 of Dulles Rail, a project that is expected to bring the 
Washington area Metrorail system (dubbed the “Silver Line”) to the Herndon area by 2018.  The 
connection by rail of the town and its commercial districts to the entire metropolitan 
Washington region creates a vastly enhanced marketplace that will likely have broad appeal to 
businesses.  Further, the town has developed a comprehensive plan amendment which was 
adopted by the Town Council in February 2012.  This plan provides for large scale transit-
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oriented mixed use redevelopment in the vicinity of the Herndon Metrorail Station.  The final 
plan is anticipated to allow for redevelopment of existing low rise office and back office areas 
resulting in approximately 6.9 million square feet of high quality office, residential, hotel and 
retail space. 
 

The town’s close proximity to Washington Dulles International Airport provides a major 
stimulus for commercial development.  The airport itself has completed a multi-billion dollar 
capital construction program resulting in a redesigned facility capable of accommodating 
significant increases in passenger traffic and airport operations.  In fact, the entire Dulles 
Corridor, in which the town is centrally located, is on the cusp of a new era of growth.  Over the 
next 25 years, population in the Dulles Corridor is expected to increase by 45 percent and job 
growth by 63 percent.  This growth potential, along with steady increases in the number of new 
information system technology and security-related businesses, will have a positive influence on 
the town and its economic vitality. 

 

FINANCIAL INFORMATION 
 
Financial Policies 
 
 A key component of the town’s annual budgetary planning process, which highlights the 
organization’s commitment to fiscal integrity and sound financial management, is the town’s 
financial policies.  These policies relate primarily to capital planning and debt management, and 
provide annual budget guidelines covering operating revenues and expenditures.  Included in the 
policies are strategies which support the adoption of an annual balanced budget; require recurring 
costs to be supported by recurring revenues; limit combined outstanding and proposed debt such 
that the total is no greater than the town’s maximum debt capacities; and retain the town’s 
coveted AAA bond credit rating.  The policies also address minimum General Fund unassigned 
fund balance requirements.  A new financial policy adopted in the prior fiscal year was the 
creation of a revenue stabilization fund and guidelines for deposits to and withdrawals from the 
fund.  The town’s financial policies are reaffirmed annually by the Town Council as part of the 
town’s budget adoption process. 
 
Budgetary and Accounting Controls 
 
 The Town Manager is required by the Code of Virginia to prepare and present to the Town 
Council a proposed budget no later than April 1 of each year.  The Town Council is required to 
adopt a budget prior to July 1 and shall fix a tax rate for the budget year at that time. 
 
 A brief synopsis of the budget as proposed by the Town Manager is published at least once 
in a newspaper with general circulation within the town.  The public hearing provides citizens of 
the town an opportunity to comment on the recommended budget.  After the Town Council 
approves the annual budget, the Town Manager has the authority to approve the intra and inter 
departmental transfer of funds up to $30,000.  Transfer amounts in excess of $30,000 as well as 
any addition, deletion or transfer of reserved funds can only be accomplished with the approval of 
the Town Council. 
 
 Budgetary control is maintained at the department level with all departments having on-
line access to expenditure account information.  Additionally, departments are provided periodic 
updates of comprehensive financial data for each activity center within the department. These 
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reports display approved budget amounts, detailed item-by-item expenditure and encumbrance 
transactions, transfers, and remaining budget balances. 
 
 Additional budget control is maintained within the town's purchasing system. Prior to the 
release of a purchase order to a vendor, funds must be encumbered.  If the dollar amount of a 
purchase order request exceeds the allotment balance, the purchase order is not released until a 
proper transfer of funds has been approved and executed. 
 
 Written reports are presented to the Town Council throughout the year to keep them 
apprised of the town’s financial activities.  Included in the reports are narrative explanations of 
emerging trends for all major sources of revenues and expenditures. 
 

OTHER INFORMATION 
 

Independent Audit 
 
 The town requires that an annual independent audit be conducted on its financial 
statements by a certified public accountant selected through a competitive procurement process.  
For the year ended June 30, 2013, the firm of PBMares, LLP was retained to perform this service.  
PBMares’ reports on the financial statements and compliance matters are located in sections two 
and four of this report. 
 
Awards and Designations 
 
Tree City USA 
 
 The Community Forest Division of the Department of Community Development received a 
Tree City USA award from the National Arbor Day Foundation.  This is the twenty-fourth 
consecutive year that the town has achieved this award, confirming the town’s commitment to its 
tree canopy and environmental stewardship. 
 
Golf Course 
 
 By continuing its tradition of providing high quality playing conditions and delivering 
premium value for the dollar, the golf course remains a Golf Digest “Place to Play” and is currently 
recognized with a three-star rating.  During the fiscal year, the course retained its designation as a 
Certified Audubon Cooperative Sanctuary which requires continued commitment to maintaining a 
high degree of environmental quality, wildlife habitat management, public outreach and education. 
 
Parks and Recreation 
 

  The department of Parks and Recreation received several recognitions and awards during 
fiscal year 2013, many of which were related to the 2012 Herndon Festival.  The Washington 
Family Magazine survey identified the Herndon Festival as one of the area’s best festivals or 
celebrations for families.  The Virginia Recreation and Park Society and the International Festivals 
and Events Association chose such 2012 Herndon Festival efforts as the t-shirt design, festival 
sponsorship brochure, street banner and mobile app for awards. 
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Public Safety 
 
 The Herndon Police Department was the third place winner in the state-wide Virginia Law 
Enforcement Challenge program.  In addition, Herndon was recertified as a Certified Crime 
Prevention Community. 
 
Certificate of Achievement for Excellence in Financial Reporting 
 
 The Government Finance Officers Association of the United States and Canada (GFOA) 
awarded a Certificate of Achievement for Excellence in Financial Reporting to the Town of 
Herndon, Virginia, for its Comprehensive Annual Financial Report for the fiscal year ended 
June 30, 2012.  This was the thirty-eight consecutive year that the government has achieved this 
prestigious award.  In order to be awarded a Certificate of Achievement, a government must 
publish an easily readable and efficiently organized comprehensive annual financial report.  This 
report must satisfy both accounting principles generally accepted in the United States of 
America and applicable legal requirements. 
 
 A Certificate of Achievement is valid for a period of one year only.  We believe that our 
current comprehensive annual financial report continues to meet the Certificate of Achievement 
Program’s requirements and we are submitting it to the GFOA to determine its eligibility for 
another certificate. 
 
Distinguished Budget Presentation Award 
 
 GFOA has also awarded the town with the prestigious Distinguished Budget Presentation 
Award for the fiscal year beginning July 1, 2012.  This is the twenty-second consecutive year that 
the town has achieved this honor.  In order to receive this award, a governmental unit must publish 
a budget document that meets program criteria as a policy document, as an operations guide, as a 
financial plan and as a communication device.  In July 2013, the town's budget documents for the 
fiscal year beginning July 1, 2013 were submitted to GFOA for consideration of another 
Distinguished Budget Presentation Award. 
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