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Report of Independent Auditors
Members Committee
Terrafirma Risk Retention Group LLC
We have audited the accompanying financial statements of Terrafirma Risk Retention Group
LLC (the Company), which comprise the balance sheets as of December 31, 2015 and 2014 and
the related statements of operations and comprehensive (loss) income, changes in total equity,
and cash flows for the years then ended and the related notes to the financial statements.
Management's Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America
(GAAP) modified for certain exceptions to GAAP which are prescribed or permitted by the State
of Vermont Department of Financial Regulation (the Department). Management is also
responsible for the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.
Auditor's Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the Company's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Company's internal control
over financial reporting. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our qualified audit opinion.

Basis for Qualified Opinion
As more fully discussed in Notes A and E to the audited financial statements, the Company
included non-member contributions as capital contributions in total equity. Such inclusion in
total equity is permitted by the Department, but is not in accordance with GAAP.
Qualified Opinion
In our opinion, except for the effects of the matter discussed in the Basis for Qualified Opinion
paragraph, the financial statements referred to above present fairly, in all material respects, the
financial position of Terrafirma Risk Retention Group LLC as of December 31, 2015 and 2014,
and the results of its operations and its cash flows for the years then ended in conformity with
GAAP.

Burlington, Vermont
February 23, 2016
Vermont firm registration: 092-0000267
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Terrafirma Risk Retention Group LLC
Balance Sheets

Assets
Cash and cash equivalents
Fixed-maturity securities, at fair value
Common stock, at fair value
Mutual funds, at fair value
Accrued investment income
Deferred policy acquisition costs
Capitalized software costs, net of accumulated
depreciation
Prepaid expenses

$

At December 31,
2015
2014
283,405 $
1,985,943
5,214,033
3,247,133
435,361
229,436
30,060
16,902
6,252
5,818
25,022
935

Total Assets

Liabilities and Total Equity
Liabilities
Losses and loss adjustment expenses
Claims payable
Unearned premiums
Advance premiums
Accounts payable and accrued expenses

$

5,995,068 $

5,527,890

$

1,119,646 $
22,438
197,489
25,196
43,601

701,558
179,572
9,268
48,357

1,408,370

938,755

4,197,500
53,500
(19,520)
355,218

4,197,500
51,200
(4,418)
344,853

4,586,698

4,589,135

5,995,068 $

5,527,890

Total Liabilities
Total Equity
Capital contributions
Member contributions
Accumulated other comprehensive loss
Accumulated earnings
Total Equity
Total Liabilities and Equity

$

See accompanying notes to the financial statements
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41,703
955

Terrafirma Risk Retention Group LLC
Statements of Operations and Comprehensive (Loss) Income

Revenues
Premiums earned
Net investment income
Registration fee income

$

Total Revenues
Expenses
Losses and loss adjustment expenses
Policy acquisition expenses
General and administrative expenses
Total Expenses
Net Income

Year ended December 31,
2015
2014
1,186,767 $
1,097,992
36,181
16,747
17,650
3,900
1,240,598

1,118,639

798,765
37,704
393,764

490,027
37,505
388,708

1,230,233

916,240

10,365

202,399

(16,922)

10,586

1,820

(4,544)

(15,102)

6,042

Other Comprehensive (Loss) Income
Net unrealized holding (losses) gains during the period
Less: reclassification adjustment for realized losses
(gains) included in net investment income
Other Comprehensive (Loss) Income
Comprehensive (Loss) Income

$

(4,737) $

See accompanying notes to the financial statements
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208,441

Terrafirma Risk Retention Group LLC
Statements of Changes in Total Equity
For the years ended December 31, 2015 and 2014

Capital
Contributions
Balance at January 1, 2014

$

Accumulated
Other
Comprehensive
Loss

Member
Contributions

4,197,500 $

50,400 $

(10,460) $

Accumulated
Earnings
142,454 $

Total Equity
4,379,894

Capital contributions from members

-

800

-

-

800

Other comprehensive income

-

-

6,042

-

6,042

Net income

-

-

-

202,399

202,399

4,197,500

51,200

344,853

4,589,135

Capital contributions from members

-

2,300

-

2,300

Other comprehensive loss

-

-

-

(15,102)

Net income

-

-

Balance at December 31, 2014

Balance at December 31, 2015

$

4,197,500 $

53,500 $

(4,418)
(15,102)
(19,520) $

See accompanying notes to the financial statements
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10,365
355,218 $

10,365
4,586,698

Terrafirma Risk Retention Group LLC
Statements of Cash Flows

Year ended December 31,
2015
2014
Cash Flows from Operating Activities
Net income
Add (deduct) items not effecting cash:
Amortization of bond premium or discount
Net realized loss (gain) on investments
Depreciation of capitalized software costs
Changes in assets and liabilities:
Accrued investment income
Deferred policy acquisition costs
Prepaid expenses
Losses and loss adjustment expenses
Claims payable
Unearned premiums
Advance premiums
Accounts payable and accrued expenses

$

Net cash provided by operating activities
Cash flows from Investing Activities
Cost of investments purchased
Proceeds from sales of investments

10,365 $
42,576
1,820
16,682

49,440
(4,544)
16,682

(13,158)
(434)
19
418,088
22,438
17,917
15,928
(4,756)

7,567
(286)
(177)
368,832
12,920
1,436
(3,368)

527,485

650,901

(3,992,266)
1,759,943

Net cash (used in) provided by investing activities

(2,232,323)

Cash Flows from Financing Activities
Capital contributions from members

2,300

Net change in cash and cash equivalents

(1,702,538)

Cash and cash equivalents, beginning of year

1,985,943

Cash and cash equivalents, end of year

$

283,405 $

See accompanying notes to the financial statements
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202,399

(1,242,878)
1,278,584
35,706

800

687,407
1,298,536
1,985,943

Terrafirma Risk Retention Group LLC
Notes to the Financial Statements
Years ended December 31, 2015 and 2014

Note A - Organization and Significant Accounting Policies
Organization
Terrafirma Risk Retention Group LLC (Terrafirma or the Company), a manager-managed
limited liability company, was issued a Certificate of Authority by the Vermont Department of
Financial Regulation (the Department) permitting it to transact business as a risk retention group
on July 11, 2012. Terrafirma operates as a Risk Retention Group under the Federal Liability Risk
Retention Act of 1986. The Company was formed by The Land Trust Alliance, Inc. (Land Trust
Alliance) to pool and insure the risks of its Members to help land trusts defend their conserved
lands from legal challenges and to provide information to its Members with respect to loss
control and risk management. Land Trust Alliance is a not-for-profit corporation organized
under the laws of the Commonwealth of Massachusetts. Land Trust Alliance was formed in 1982
to advance the mission of land trusts.
Terrafirma began writing business in March 2013 and has approximately 475 and 450
policyholders (the Members), located in 47 states as of December 31, 2015 and 2014,
respectively. During 2015 and 2014, policyholders in seven states (California, Colorado, Maine,
New York, North Carolina, Pennsylvania, and Washington) represented approximately 52% and
54% of gross written premiums, respectively. No policyholder accounted for more than 5% of
gross premium during 2015 and 2014.
Members of Terrafirma are also policyholders and premium and losses relate solely to the
exposures of these Members.
Terrafirma has no employees and is managed by Alliance Risk Management Services LLC
(ARMS or the Manager), a wholly-owned subsidiary of Land Trust Alliance. ARMS has
authority to take all actions on behalf of the Company that the Manager deems necessary or
appropriate for the continuation and conduct of Terrafirma, and responsibilities include claims
handling and policy issuance. Terrafirma is solely responsible for meeting its obligations to its
Members and others. Land Trust Alliance, ARMS, or any member are not liable for the claims,
debts, or other liabilities of the Company.
Accounting, financial reporting, regulatory compliance, records retention, and related services
are provided by Marsh Management Services Inc., pursuant to a management agreement.
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Terrafirma Risk Retention Group LLC
Notes to the Financial Statements (Continued)
Note A - Organization and Significant Accounting Policies (Continued)
Basis of Reporting
The accompanying combined financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (GAAP) as
promulgated by the Financial Accounting Standards Board Accounting Standards Codification,
except for the inclusion of capital contributions from non-members in total equity, as more fully
described in Note E.
Use of Estimates
Preparation of financial statements in accordance with GAAP 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 financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.
Subsequent Events
The Company has evaluated subsequent events for disclosure and recognition through February
23, 2016, the date which these financial statements were available to be issued and all events
have been reflected within these financial statements.
Cash and Cash Equivalents
For purposes of the statement of cash flows, Terrafirma considers all highly-liquid debt
instruments purchased with maturities of three months or less to be cash equivalents. Cash and
cash equivalents include amounts on deposit with financial institutions in excess of Federal
Deposit Insurance Corporation (FDIC) limits. Management monitors these balances and does not
consider these balances to represent a significant credit risk to Terrafirma. At December 31,
2015 and 2014, cash and cash equivalents consisted of the following:
2015

2014

TD Bank checking
TD Bank money market fund

$

75,003 $
208,402

Total Cash and Cash Equivalents

$

283,405 $ 1,985,943
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712,638
1,273,305

Terrafirma Risk Retention Group LLC
Notes to the Financial Statements (Continued)
Note A - Organization and Significant Accounting Policies (Continued)
Investments
Investments held by Terrafirma at December 31, 2015 consisted of corporate debt securities,
U.S. Treasury and Government agency securities and common stock. Investments held by
Terrafirma at December 31, 2014 consisted of corporate debt securities, U.S. Treasury and
Government agency securities and a fixed income mutual fund. All investments are managed by
TD Wealth Management Group. Investments are classified as available-for-sale and are reported
at their estimated fair values. Related unrealized gains and losses are reported as accumulated
other comprehensive loss in total equity. Realized gains and losses on the sale of investments are
reported as a component of net investment income and are recorded using the specific
identification method.
Fair Value of Investments
Terrafirma's estimates of fair value for financial assets are based on the framework established in
the Fair Value Measurements and Disclosures accounting guidance. The framework is based on
the inputs used in valuation and requires that observable inputs be used in the valuations when
available. The disclosure of fair value estimates in the fair value accounting guidance includes a
hierarchy based on whether significant valuation inputs are observable. In determining the level
of the hierarchy in which the estimate is disclosed, the highest priority is given to unadjusted
quoted prices in active markets and the lowest priority to unobservable inputs that reflect
Terrafirma's significant market assumptions.
The three levels of the hierarchy are as follows:
Level 1 – Inputs to the valuation methodology are quoted prices for identical assets traded
in active markets.
Level 2 – Inputs to the valuation methodology include quoted prices for similar assets in
active markets, quoted prices for identical or similar assets in markets that are not active,
inputs other than quoted prices that are observable for the asset and market-corroborated
inputs.
Level 3 – Valuations based on models where significant inputs are not observable. The
unobservable inputs reflect Terrafirma's own assumptions about the inputs that market
participants would use.
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Terrafirma Risk Retention Group LLC
Notes to the Financial Statements (Continued)
Note A - Organization and Significant Accounting Policies (Continued)
Fair values are based on quoted market prices when available (Level 1). Terrafirma receives
quoted market prices from a custodian who relies primarily on third party, nationally recognized
pricing services. When market prices are not available, a pricing service may determine an
estimate of fair value, mainly for the fixed-maturity securities. The fair value is generally
estimated using current market inputs for similar financial instruments with comparable terms
and credit quality, commonly referred to as matrix pricing (Level 2). As of December 31, 2015
and 2014, Terrafirma did not hold any Level 3 securities. These valuation techniques involve
some level of management estimation and judgment. The Company recognizes transfers between
levels in the hierarchy at the end of the reporting period. No transfers were made during 2015
and 2014.
Other-Than-Temporary Impairment
An investment is considered impaired when the fair value of the investment is less than its cost
or amortized cost. When an investment is impaired, the Company must make a determination as
to whether the impairment is other-than-temporary.
Factors considered in identifying other-than-temporary-impairment (OTTI) include: (1) for debt
securities, whether the Company intends to sell the investment or whether it is more likely than
not that the Company will be required to sell the security prior to an anticipated recovery in
value; (2) for equity securities, the Company’s ability and intent to retain the investment for a
period of time sufficient to allow for an anticipated recovery in value; (3) the likelihood of the
recoverability of principal and interest for debt securities (i.e., whether there is a credit loss) or
cost for equity securities; (4) the length of time and extent to which the fair value has been less
than amortized cost for debt securities or cost for equity securities; and (5) the financial
condition, near-term and long-term prospects for the issuer, including the relevant industry
conditions and trends, and implications of rating agency actions and offering prices. No
investments were considered to be other-than-temporarily impaired as of December 31, 2015 and
2014.
Premiums
Premiums written are earned ratably over the terms of the policies to which they relate.
Premiums written relating to the unexpired portion of policies in force at the balance sheet date
are recorded as unearned premiums. Premiums received prior to the contract and due date are
reported as advance premiums.
The Company recognizes a premium deficiency when there is a probable loss on an insurance
contract. Premium deficiencies are recognized if the sum of expected losses and loss adjustment
expense, unamortized deferred acquisition costs and maintenance costs exceed unearned
premiums and anticipated investment income. No premium deficiency reserves were recorded as
of December 31, 2015 and 2014.
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Terrafirma Risk Retention Group LLC
Notes to the Financial Statements (Continued)
Note A - Organization and Significant Accounting Policies (Continued)
Liability for Losses and Loss Adjustment Expenses
The liability for unpaid losses and loss adjustment expenses reported in the financial statements
includes case-basis reserves and supplemental amounts for incurred but not reported (IBNR)
losses calculated based upon loss projections utilizing actuarial studies of industry data. Methods
utilized by the consulting actuary include the loss development method and the BornhuetterFerguson method. Management believes that its aggregate liability for unpaid losses and loss
adjustment expenses at year end represents its best estimate of the amount necessary to cover the
ultimate cost of losses, based upon the available data and an actuarial analysis prepared by a
consulting actuary. However, because of uncertainty related to the limited population of insured
risks, limited historical data, economic conditions, judicial decisions, legislation and other
matters, it is not presently possible to determine whether actual loss experience will conform to
the assumptions used in estimating the liability. As a result, the actual liability may be
significantly in excess or less than the amount indicated in the financial statements. As
adjustments to these estimates become necessary such adjustments are reflected in current
operations.
Deferred Policy Acquisition Costs
Premium taxes incurred have been deferred and amortized over the terms of the polices and
agreements to which they relate. Due to the nature of Terrafirma's operations, no expenses have
been incurred related to underwriting or acquisition of unsuccessful contracts.
Capitalized Software Costs
Capitalized software costs include expenses incurred to design and develop the Company's
website, and are carried at cost net of accumulated depreciation. As of December 31, 2015 and
2014, accumulated depreciation totaled $58,385 and $41,703, respectively. Depreciation is
determined on a straight line basis over the estimated useful life of this asset, which was
determined to be five years. Annual depreciation expense totaled $16,682 at December 31, 2015
and 2014, and is included as a component of general and administrative expenses on the
statements of operations and comprehensive (loss) income.
Registration Fee Income
Land Trusts are charged a non-refundable registration fee when applying for membership in
Terrafirma which is recognized when received.
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Terrafirma Risk Retention Group LLC
Notes to the Financial Statements (Continued)
Note A - Organization and Significant Accounting Policies (Continued)
Federal Income Taxes
Terrafirma is a qualified charitable risk pool under section 501(n) of the Internal Revenue Code.
As such, the Company has received exemption from federal income tax under section 501(c)(3)
of the Internal Revenue Code. Accordingly, no provision for federal income taxes has been
recorded in the accompanying financial statements. Terrafirma has not taken any uncertain tax
positions that would jeopardize its federal income tax exemption status.
Note B - Insurance Activity
Effective March 1, 2013, Terrafirma began providing conservation defense liability insurance
directly to its Members, with per occurrence limits of $500,000 and aggregate limits ranging
from $500,000 to $1,000,000, depending on the size of the easement. Terrafirma also offers
protection against certified acts of terrorism as defined under Terrorism Risk Retention
Insurance Act of 2002 (TRIA).
A reconciliation of premiums, on both a written and an earned basis for the years ended
December 31, 2015 and 2014 is as follows:
2015

2014

Premiums Written
Change in Unearned Premium

$

1,204,684 $
(17,917)

1,110,912
(12,920)

Premiums Earned

$

1,186,767 $

1,097,992

The components of the liability for losses and loss adjustment expenses as of December 31, 2015
and 2014 are as follows:
2015

2014

Case-basis reserves
IBNR reserves

$

460,576 $
659,070

234,879
466,679

Total

$

1,119,646 $

701,558
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Terrafirma Risk Retention Group LLC
Notes to the Financial Statements (Continued)
Note B - Insurance Activity (Continued)
Losses and loss adjustment expense activity for the years ended December 31, 2015 and 2014 is
as follows:

Liability as of January 1,

$

2015
701,558 $

2014
332,726

Incurred related to:
Current year
Development of prior years
Total incurred during the year

619,243
179,522
798,765

403,905
86,122
490,027

Net paid related to:
Current year
Prior years
Total net paid during the year

(121,295)
(259,382)
(380,677)

(121,195)
(121,195)

Liability as of December 31,

$

1,119,646 $

701,558

Terrafirma is a new program in its third underwriting year, as such, losses continue to develop on
all prior policy years.
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Terrafirma Risk Retention Group LLC
Notes to the Financial Statements (Continued)
Note C - Investments
The amortized cost or cost, gross unrealized gains, gross unrealized losses, and estimated fair
values of Terrafirma's investments are as follows:
Amortized
Cost or
Cost

At December 31, 2015

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Estimated
Fair
Value

Fixed-maturity securities
Obligations of U.S. Treasury and
Government agency securities $
Corporate debt securities

2,871,309 $
2,362,935

2,208 $
1,834

(13,709) $
(10,544)

2,859,808
2,354,225

Total fixed-maturity securities

$

5,234,244 $

4,042 $

(24,253) $

5,214,033

$

42,057 $
90,745
45,030
31,208
65,653
15,633
80,932
63,412

988 $
9,025
1,076
1,395
3,721
2,026
4,269
2,249

(5,166) $
(3,360)
(578)
(397)
(4,021)
(1,206)
(7,006)
(2,324)

37,879
96,410
45,528
32,206
65,353
16,453
78,195
63,337

$

434,670 $

24,749 $

(24,058) $

435,361

Common stock:
Basic materials
Consumer goods
Financials
Healthcare
Industrial goods
Services
Technology
Utilities
Total common stock

Amortized
Cost or
Cost

At December 31, 2014

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Estimated
Fair
Value

Fixed-maturity securities
Obligations of U.S. Treasury and
Government agency securities $
Corporate debt securities

2,176,398 $
1,073,496

2,293 $
1,051

(4,665) $
(1,440)

2,174,026
1,073,107

Total fixed-maturity securities

$

3,249,894 $

3,344 $

(6,105) $

3,247,133

Total fixed income mutual fund

$

231,093 $

- $

(1,657) $

229,436
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Terrafirma Risk Retention Group LLC
Notes to the Financial Statements (Continued)
Note C - Investments (Continued)
The following table shows the estimated fair values and gross unrealized losses of Terrafirma's
investments and the length of time the securities have been in a continuous unrealized loss
position, as of December 31, 2015 and 2014:
Fewer than 12 Months
Estimated
Unrealized
Fair Value
Loss

12 Months or Greater
Estimated
Unrealized
Fair Value
Loss

Estimated
Fair Value

Total
Unrealized
Loss

December 31, 2015
Fixed-maturity securities
Obligations of U.S.
Treasury and
Government agency
securities
Corporate debt
securities

$

1,731,960 $
1,342,443

(11,837) $

598,999 $

(1,872) $

2,330,959 $

(13,709)

(8,931)

505,122

(1,613)

1,847,565

(10,544)

Total fixed-maturity
securities

$

3,074,403 $

(20,768) $

1,104,121 $

(3,485) $

4,178,524 $

(24,253)

Common stock

$

176,462 $

(24,058) $

- $

- $

176,462 $

(24,058)

Fewer than 12 Months
Estimated
Unrealized
Fair Value
Loss

12 Months or Greater
Estimated
Unrealized
Fair Value
Loss

Estimated
Fair Value

Total
Unrealized
Loss

December 31, 2014
Fixed-maturity securities
Obligations of U.S.
Treasury and
Government agency
securities
Corporate debt
securities

$

298,054 $

(289) $

944,728 $

(4,376) $

1,242,782 $

(4,665)

101,434

(236)

611,880

(1,440)

510,446

(1,204)

$

808,500 $

(1,493) $

1,046,162 $

(4,612) $

1,854,662 $

(6,105)

Fixed income mutual fund $

229,437 $

(1,657) $

- $

- $

229,437 $

(1,657)

Total fixed-maturity
securities
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Terrafirma Risk Retention Group LLC
Notes to the Financial Statements (Continued)
Note C - Investments (Continued)
During 2015 and 2014, no unrealized losses were deemed other-than-temporary.
Amortized cost and estimated fair value of fixed-maturity securities at December 31, 2015 by
contractual maturity, are as follows:
Amortized
Cost
Maturity:
In 2016
In 2017-2020
Total fixed-maturity securities

$
$

422,821 $
4,811,423
5,234,244 $

Estimated
Fair Value
422,003
4,792,030
5,214,033

The actual maturities may differ from contractual maturities because certain borrowers have the
right to call or prepay obligations with or without call or prepayment penalties.
Gross realized gains for 2015 and 2014 were $5,046 and $4,544, respectively. Gross realized
losses for 2015 and 2014 were $6,866 and $0, respectively.
As of December 31, 2015, Terrafirma's investment in common stock was measured as a level
one and fixed-maturities were measured at level two within the fair value hierarchy. As of
December 31, 2014, Terrafirma's investment in the fixed income mutual fund was measured as a
level one and the fixed-maturity securities were measured as a level two within the fair value
hierarchy.
Major categories of the Company's net investment income for the years ended December 31,
2015 and 2014 are summarized as follows:

Interest / dividend income
Amortization
Realized (losses) gains
Investment management fees
Net Investment Income

2015
102,970 $
(42,576)
(1,820)
(22,393)

$

$

36,181 $

2014
80,601
(49,440)
4,544
(18,958)
16,747

Note D - Related Party Transactions and Significant Service Provided
The Company is managed by ARMS. Fees incurred relating to these services amounted to
$180,583 and $159,167 for the years ended December 31, 2015 and 2014, respectively, and are
included in general and administrative expenses on the statements of operations and
comprehensive (loss) income.
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Terrafirma Risk Retention Group LLC
Notes to the Financial Statements (Continued)
Note D - Related Party Transactions and Significant Service Providers (Continued)
Marsh Management Services Inc. provides accounting and other services to the Company. Fees
incurred relating to these services amounted to $83,650 and $82,000 for the years ended
December 31, 2015 and 2014, respectively, and are included in general and administrative
expenses on the statements of operations and comprehensive (loss) income.
Note E - Capital and Surplus
The Company has a members committee, divided into classes based on eight regions of the
United States of America, elected by its members for staggered three-year terms. An eleventh
member is appointed by other members of the committee and must be a resident of Vermont.
All members of the Company are required to make an initial capital contribution of $100. No
member has a right to have its membership interest redeemed or its capital contribution returned
in accordance with terms of the operating agreements. Each member has equal voting rights.
In accordance with laws of the State of Vermont, for the purpose of submitting its financial
statements to the State for regulatory purposes, Terrafirma is required to use GAAP with the
exception of variances prescribed by Vermont laws and regulations or permitted by the
Department. Pursuant to laws of the State of Vermont, Terrafirma is required to maintain
minimum unimpaired capital and surplus (equity) of $1,000,000. Total equity at December 31,
2015 and 2014 amounted to $4,586,698 and $4,589,135, respectively.
During 2012, the Company received contributions of $4,197,500 in the form of grants, gifts or
awards from non-members. Terrafirma received permission from the Department to include nonmember contributions as capital contributions as a component of total equity. However, such
inclusion in equity is not in accordance with GAAP, which would require non-member
contributions to be recorded as contribution revenue.
The payment of dividends is subject to statutory restrictions imposed by Vermont Insurance
Law. No dividends were declared or paid during 2015 or 2014.
There are no differences, other than rounding, between net income and capital and surplus
reported herein and the corresponding amounts reported in the 2015 and 2014 NAIC Annual
Statements filed with the Department.
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Members Committee
Terrafirma Risk Retention Group LLC
We have been engaged by Terrafirma Risk Retention Group LLC (the Company) to perform an
annual audit in accordance with generally accepted auditing standards of the Company’s
financial statements as of and for the year ending December 31, 2015. In connection therewith,
we acknowledge the following:
We are aware of the provisions relating to the accounting and financial reporting matters in the
Insurance Code of Vermont and the related rules and regulations of the Vermont Department of
Financial Regulation that are applicable to audits of financial statements of insurance enterprises.
Also, after completion of our audit, we expect that we will issue our report on the financial
statements of the Company as to their conformity with accounting practices prescribed or
permitted by the Vermont Department of Financial Regulation.
This letter is intended solely for the information and use of the Vermont Department of Financial
Regulation and other state insurance departments and is not intended to be and should not be
used by anyone other than these specified parties.

Burlington, Vermont
February 23, 2016

Members Committee
Terrafirma Risk Retention Group LLC
We have audited the financial statements of Terrafirma Risk Retention Group LLC (the
Company) for the year ended December 31, 2015, and have issued our report thereon dated
February 23, 2016.
The auditor is responsible for forming and expressing an opinion about whether the financial
statements that have been prepared by management with the oversight of those charged with
governance are presented fairly, in all material respects, in conformity with accounting principles
generally accepted in the United States of America (GAAP).
The auditor is also responsible for communicating significant matters related to the financial
statement audit that are, in the auditor’s professional judgment, relevant to the responsibilities of
those charged with governance in overseeing the financial reporting process. Generally accepted
auditing standards do not require the auditor to design procedures for the purpose of identifying
other matters to communicate with those charged with governance.
Consistent with our professional standards, the policy of our firm and our commitment to keep
the lines of communication open with you, management, and our audit team, we would like to
share with you the following:
Significant Accounting Policies and Their Application
The Company’s financial statements were prepared in accordance with GAAP, except for the
inclusion of non-member capital contributions in total equity. Inclusion of the non-member
capital contribution in total equity is permitted by the Vermont Department of Financial
Regulation, but is not in accordance with GAAP.
Management is responsible for the selection and use of appropriate accounting policies. As is the
case with virtually all organizations, the Company has available alternative accounting principles
from which to choose. The significant accounting policies followed by the Company are
described in Note A to the audited financial statements. The accounting policies selected and
applied by the Company are appropriate under the circumstances and are consistent with those
used by similar organizations.
We noted no transactions entered into by the Company during the period for which there is a
lack of authoritative guidance or consensus. We noted no significant transactions that have been
recognized in the financial statements in a different period than when the transaction occurred.

Management's Judgments and Accounting Estimates
Financial statements require the use of accounting estimates and management judgment. Certain
accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ
significantly from those expected. The most sensitive estimate affecting the financial statements
is the estimated liability for losses and loss adjustment expenses. The Company's methods for
estimating this balances is outlined below:
Losses and Loss Adjustment Expenses
The liability for unpaid losses and loss adjustment expenses reported in the financial statements
includes case-basis reserves and amounts for projected incurred but not reported losses (IBNR),
estimated taking into consideration loss projections prepared by a consulting actuary. Methods
utilized by the consulting actuary and significant risk factors are summarized in Note A to the
audited financial statements.
In order to evaluate these estimates, we relied upon the work of an independent consulting
actuary in accordance with AU-C 500, Audit Evidence. We obtained the actuarial analysis as of
December 31, 2015 prepared by Robert Walling, III, FCAS, MAAA, CERA, of Pinnacle
Actuarial Resources, Inc. We performed certain tests of the data including reconciling the case
basis reserves and paid losses used by the actuary to the audited amounts, testing of exposure
data, reviewed the reasonableness and consistency of methodologies used by the actuary and
tested the clerical accuracy of the report.
Management recorded reserves materially approximated the actuarial estimated range as of
December 31, 2015 and 2014. Significant judgment is required from the actuary to estimate loss
reserves. It is Management's responsibility to review and accept the actuarial results and reserve
estimates.
Related Party Relationships and Transactions
An objective of the audit with respect to related party relationships and transactions is to obtain
an understanding of such matters sufficient to be able to recognize fraud risk factors that are
relevant to the identification and assessment of the risks of material misstatement due to fraud
and conclude whether the financial statements, insofar as they are affected by those relationships
and transactions, achieve fair presentation. An objective of the audit also is to obtain sufficient
appropriate audit evidence about whether related party relationships and transactions have been
appropriately identified, accounted for and disclosed in the financial statements. The notes to the
audited financial statements include the disclosure of significant related party relationships and
transactions.
Significant Difficulties in Performing the Audit
We are responsible for discussing with those charged with governance any significant difficulties
encountered in dealing with management related to the performance of the audit. No significant
difficulties were encountered in performing the audit.

Management Representations and Uncorrected Misstatements
We have requested certain representations from management that are included in the
management representation letter dated February 23, 2016. We have included the management
representation letter as an exhibit to this document. We are not aware of any uncorrected
misstatements.
Audit Adjustments
No audit adjustments were proposed or recorded as a result of our audit.
Disagreements with Management, Including Matters Discussed and Resolved
We are responsible for discussing with those charged with governance any disagreements with
management, whether or not satisfactorily resolved, about matters that individually or in the
aggregate could be significant to the Company's financial statements or the auditor’s report.
There were no disagreements with Management.
Management’s Consultations with Other Accountants
We are not aware of consultations with other accountants regarding audit or accounting issues,
other than the various service providers identified in Note A of the audited financial statements.
Significant Issues Discussed, or Subject to Correspondence with Management
We are responsible for communicating with those charged with governance any significant
issues that were discussed or were the subject of correspondence with management. All
significant items are described in this letter and we have no additional matters to report to you.
Financial Statements Included in a Client-Prepared Document
We are responsible for reading the information contained in client-prepared document outside of
the financial statement, such as an annual report, to determine if such information is materially
consistent with the audited financial statements. We are not aware of any client-prepared
document that will contain the audited financial statements.

Independence
Johnson Lambert LLP is independent with respect to the Company in accordance with the
applicable independence rules.
*

*

*

This letter is intended solely for the information and use of the Members Committee and
management and is not intended to be and should not be used by anyone other than these
specified parties.
We appreciate the cooperation and courtesies extended to us by Marsh Management Services
Inc. and Alliance Risk Management Services LLC. Should you wish additional clarification of
these or any other matters please do not hesitate to contact us.

Burlington, Vermont
February 23, 2016
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February 23,2016

LLP
Burlington, Vermont
Joh-nson Lambert
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4.

measured at
Significant assumptions used by us in making accounting estimates, including those

fair value, are reasonable.

5.

you did not bring to our attention any audit differences duriag the audit.

6.

of internal
We acklowledge our responsibility for the design- implernentation, and maintenance
control to preYent and detect fraud.

7.

We agree rvith the findings of specialists in evaluating the liabiliry for iosses and loss adjustment
expenses and have adequately considered the qualifications of the specialist in determining the
amounts and disclosures used in the financial statements and underlying accounting records. We
did not give or cause any instructions to be given to specialists w'ith respect to the values or
amounts derived in an attempt to bias their x,ork, and we are not otherwise aware of any matters
that have had an effect on the independence or objectivity of the specialist. Data provided to the
specialist used in projecting the ultimate unpaid claims and claims adjustment expense is
complete and accurate, and is reconciled to the underlying accounting records.

8.

Related party relationships and transactions have been appropriately accounted for and disclosed
in accordance with the requirements of U.S. GAAP.

9.

ln regards to the fact that your firm

assisted us by drafting the firancial statements, including
appropriate disclosures required by U.S. GAAP, u.e have:

a.
b.

Made all management decisions and performed all management functions.
Designated an individual who possesses suitable skill, knowledge or experience to
oversee the sen ices.

c.
d.

Evaluated the adequac-v and results of the draft preparation by reviewing and accepting
the financial statements as complete and accurate.
Accepted responsibilify for the financial statements.

10. [n regards to the fact that your firm's tax departrnent provided certain tax services to us, we have:
a. Made all management decisions and performed all management functions;
b. Established and maintained appropriate intemal controls;
c. Designated a competent employee, to evaluate and accept responsibilig,' for the results of the
tax services performed by your firm's tax department.
I

i. All events subsequent to the date of the financial statements and through the date of this letter.
and for which U.S. GAAP requires adjustment or disclosure, have been adjusted or disclosed.

12. The effects of all known actual or possible litigation and claims have been accounted
disclosed in accordance with U.S. GAAP.

for

and

13. Arrangements with financial institutions involving compeusating balances or other arrangements
involving restrictions on cash balances, line of credit, or similar arrangements have been properly
disclosed.
14. We have evaluated all investrnent securities at the individual security level and determined that
no securities were other-than-temporarily impaired as of December 31, 2015.

15. The methods and significant assumptions as disclosed in the financial statements were used to
determine fair values of financial instruments and result in a measure of fair value appropriate for
financial statement measurement and disclosure purposes. The categorization of the Company's
investments into the hierarchical Ievels as defined by ASC 820, Fair Value Measurements, is
based on the lowest level of significant input to the securities' valuation.

16. The Company has satisfactory title to all owned assets. No securiff agreements have been
executed under the provisions of the Uniform Commercial Code and there are no liens or
encumbrances on assets other than those disclosed in the financial statements, nor has any asset
been pledged, except as disclosed in the notes to the financial statements.
17. There are no side agreements (oral andlor written) pertaining to the policies of insurance issued
by the Company or with respect to the Company's reinsurance agreements.
Iruformalion Provided

1.

We have provided you witli:
a. Access to all information, of which we are aware that is relevant to the preparation and
fair presentation of the financial statements such as records, documentation and other
matters:
b. Additional information that you have requested frorn us for the purpose of the audit;
and

c.
2.

All

Unrestricted access to persons within the entity from whom you determined it
neaessary to obtain audit evidence'

transactions have been recorded in the accounting records and are reflected in the financial

statements.

3.

We have disclosed to you the results of our risk assessment as to how and where the financial
statements may be materially misstated as a result of fraud-

4.

We have no knowledge of any liaud or suspected fraud that affects the entiry and involves:
a. Management:
b. Emplo;'ees who have significant roles in internal control; or
c. Others *&en the fraud could have a material effect on the financial statements

5.

We have no knowledge of any allegations of fraud, or suspected fiaud, affecting the entity's
financial staternents communicated by employees, folmer employees, ssrvice providers, analysts,
regulators or others.

6.

We have disclosed to you all known instances of non-compliance or suspected noncompliance
rvith laws and regulations whose effects should be considered tvhen preparing financial
statements.

7.

There have been no communications from regulatory agencies coneerning noncompliance with or
deficiencies in financial reporting that could have a material effect on the financial statements.

B.

We are not arvare of any pending or threatened litigation and claims against Terrafirma whose
effects should be considered w'hen preparing the financial statements'

g.

We have not consulted legal counsel conceming pending or threatened litigation or claims, except
in the normal course of our claims activity'

10. We confirm your understanding that management of the Company, in consultation rvith other
services prouid*rr" has determined that Terrafirma qualifies as a tax-exernpt entity for Federal tax
purposes.

11.

We have analyzed Terrafirma's tax positions including the tax-exempt status accordance with
U.S. GAAP guidance on Accounting for Uncertainty in Income Taxes €ASB ASC 740-10). We
are not aware of any uncertain tax positions relative to the Company or other tax positions that
could jeopardize the Company' s tax-exempt status.

12. We have provided you information concerning related party transactions and amounts receivable

or payable from related parties, including supporl for any assertion that a transaction with

a

related party was conducted on terms equivalent to those prevailing in an arms-length transaction.
The kansaction below represents a complete list of related parties with whom the Company has
direct transactions:
a.

Members

of Terrafirma

are policyholders. Premium and losses relate solely

to the

exposures of these Members.
b.

Alliance Risk Managoment Services, LLC (ARMS) provides certain mailagement
services to the Company as disclosed in Notes A and D of the audited financial
statements.

Alliance Risk Management
Services, LLC
As Managers

Marcy Waterfall
Marsh Management Sen'ices Inc.
As Managers

Members Committee
Terrafirma Risk Retention Group LLC

In planning and performing our audit of the financial statements of Terrafirma Risk Retention Group
LLC (the Company) as of and for the year ended December 31, 2015, in accordance with auditing
standards generally accepted in the United States of America, we considered the Company's internal
control over financial reporting (internal control) as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control. Accordingly, we do not express an
opinion on the effectiveness of the Company’s internal control.
A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the financial statements will not be prevented, or detected and corrected on a timely
basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is
less severe than a material weakness, yet important enough to merit attention by those charged with
governance.
Our consideration of internal control was for the limited purpose described in the first paragraph and
would not necessarily identify all deficiencies in internal control that might be significant deficiencies or
material weaknesses, as defined above. We did not identify any deficiencies in internal control that we
consider to be material weaknesses as of December 31, 2015.
This communication is intended solely for the information and use of the Members Committee,
management, others within the organization, and state insurance departments to whose jurisdiction the
Company is subject and is not intended to be and should not be used by anyone other than these
specified parties.

Burlington, Vermont
February 23, 2016

Members Committee
Terrafirma Risk Retention Group LLC
We have audited, in accordance with auditing standards generally accepted in the United States
of America, the financial statements of Terrafirma Risk Retention Group LLC (the Company) for
the years ended December 31, 2015 and 2014, and have issued our report thereon dated February
23, 2016. In connection therewith, we advise you as follows:
a.

We are independent certified public accountants with respect to the Company and
conform to the standards of the accounting profession as contained in the Code of
Professional Conduct and pronouncements of the American Institute of Certified
Public Accountants, and the Rules of Professional Conduct of the Vermont Board of
Public Accountancy.

b.

The engagement Practitioner-in-Charge, who is a certified public accountant, has 12
years of experience in public accounting and is experienced in auditing insurance
enterprises. Members of the engagement team, all of whom have had experience in
auditing insurance enterprises and approximately 50 percent whom are certified
public accountants were assigned to perform tasks commensurate with their training
and experience.

c.

We understand that the Company intends to file its audited financial statements and
our report thereon with the Vermont Department of Financial Regulation (the
Department) which will be relying on that information in monitoring and regulating
the statutory financial condition of the Company.
While we understand that an objective of issuing a report on the financial statements
is to satisfy regulatory requirements, our audit was not planned to satisfy all
objectives or responsibilities of insurance regulators. In this context, the Company
and insurance commissioner should understand that the objectives of an audit of
financial statements in accordance with auditing standards generally accepted in the
United States of America is to form an opinion and issue a report on whether the
financial statements present fairly, in all material respects, the assets, liabilities and
capital and surplus, results of operations and cash flows in conformity with
accounting practices prescribed or permitted by the Department. Consequently, under
auditing standards generally accepted in the United States of America, we have the
responsibility, within the inherent limitations of the auditing process, to plan and
perform our audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement whether caused by error or fraud and to
exercise due professional care in the conduct of the audits.

The concept of selective testing of the data being audited, which involves judgment
both as to the number of transactions to be audited and the areas to be tested, has been
generally accepted as a valid and sufficient basis for an auditor to express an opinion
on financial statements. Audit procedures that are effective for detecting errors, if
they exist, may be ineffective for detecting misstatements resulting from fraud.
Because of the characteristics of fraud, particularly those involving concealment and
falsified documentation (including forgery), a properly planned and performed audit
may not detect a material misstatement resulting from fraud. In addition, an audit
does not address the possibility that material misstatements caused by fraud may
occur in the future. Also, our use of professional judgment and the assessment of
materiality for the purpose of our audits mean that matters may exist that would have
been assessed differently by insurance commissioners.
It is the responsibility of the management of the Company to adopt sound accounting
policies, to maintain an adequate and effective system of accounts, and to establish
and maintain internal controls that will, among other things, provide reasonable, but
not absolute, assurance that assets are safeguarded against loss from unauthorized use
or disposition and that transactions are executed in accordance with management's
authorization and recorded properly to permit the preparation of financial statements
in conformity with accounting practices prescribed or permitted by the Department.
The Insurance Commissioner should exercise due diligence to obtain whatever other
information that may be necessary for the purpose of monitoring and regulating the
statutory financial position of insurers and should not rely solely upon the
independent auditor's report.
d.

We will retain audit working papers (including those kept in a hard copy or electronic
medium) prepared in compliance with professional standards, for seven years from
the date that we grant permission to use our report in connection with the issuance of
the company's financial statements (report release date). After notification to the
Company, we will make the audit working papers available for review by the
Department or its delegates, at the offices of the insurer, at our offices, at the
insurance department, or at any other reasonable place designated by the insurance
commissioner. Furthermore, in the conduct of the aforementioned periodic review by
the Department, photocopies of pertinent audit working papers may be made (under
the control of the accountant) and such copies may be retained by the Department. In
addition, to the extent requested, we may provide the Department with copies of
certain of our audit working papers (such as unlocked electronic copies of Excel
spreadsheets that do not contain password protection or encryption). As such, these
audit working papers will be subject to potential modification by the Department or
by others. We are not responsible for any modifications made to the copies, electronic
or otherwise, after they are provided to the Department and we are likewise not
responsible for any effect that any such modifications, whether intentional or not,
might have on the process, substance or outcome of your regulatory examination.

e.

The engagement Practitioner-in-Charge has served in that capacity with respect to the
Company since 2015, is licensed by theVermont Board of Public Accountancy, and is
a member in good standing of the American Institute of Certified Public Accountants.
2

f.

To the best of our knowledge and belief, we are in compliance with the requirements
of section 7 of the NAIC's Model Regulation regarding qualifications of independent
certified public accountants.

The letter is furnished solely for filing with the Department and other state insurance
departments and should not be used for any other purpose and is not intended to be and should
not be used by anyone other than these specified parties.

Burlington, Vermont
February 23, 2016
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Mr. David F. Provost
Vermont Department of Financial Regulation
89 Main Street, Drawer 20
Montpelier, Vermont 05620-3101

The undersigned hereby represents the following:

1.

I am a Practitioner-in-Charge in Johnson Lambert LLP, with an office at One Lawson
Lane, Burlington, Vermont 05402, and I have a valid license to practice in Vermont.

2.

I am the engagement Practitioner-in-Charge for the audit of the financial statements of
Terrafirma Risk Retention Group LLC, for the year ended December 31, 2015.

3.

I have reviewed, to the extent deemed necessary, and in accordance with Johnson
Lambert LLP policy, the working papers prepared in connection with the audit of the
above financial statements.

4.

I have been authorized by the State of Vermont Department of Financial Regulation to
audit captive insurance companies.

Jessica Lasher, CPA
Name

Signature

February 23, 2016
Date

