3 6 3 1 5 2 o0 1 1 2 2 0 O O 1 0 O

SUPPLEMENT FOR THE YEAR 2011 OF THE Farmers and Mechanics Mutual Ins. Co. of WV
AUDITED FINANCIAL REPORT

* 363 1520112204910 0 x

FARMERS & MECHANICS MUTUAL
INSURANCE COMPANY OF WEST VIRGINIA

REPORT ON
STATUTORY FINANCIAL STATEMENTS

YEARS ENDED
DECEMBER 31, 2011 AND 2010

220




SUPPLEMENT FOR THE YEAR 2011 OF THE Farmers and Mechanics Mutual Ins. Co. of WV
AUDITED FINANCIAL REPORT

FARMERS & MECHANICS MUTUAL INSURANCE COMPANY OF WEST VIRGINIA

TABLE OF CONTENTS
Page

Independent AUItOr's REPOIT......... ..o ettt ettt ettt e ettt e et ettt e et e e e ae e e e eaae e 1
Financial Statements

Statutory Statements of Admitted Assets, Liabilities and SUIPIUS ..o 2

Statutory Statements of OPErationNS ..............oo oo 3

Statutory Statements of Changes iN SUIPIUS ... ettt e e 4

Statutory Statements of Cash FIOWS ... ettt et e et e et e e e neeae e e 5
Notes to Statutory Financial Statements ... e 6-17
Supplementary Information

Independent Auditor's Report on Supplementary Information ... 18

Statutory Schedules of Loss Adjustment, Underwriting and Investment Expenses.............ccccooiiiiiiiiicccce 19

Summary INVestMENt SChEAUIE ... et et et ae e et ee e ae e 20

Investment RiSKS INTerrOgatories. .. ... ..o et e ettt e e et e e e e e 21-23
Report on INterNal CONTIOIS. ... ... o ettt e et e et e et e e e e e e et e e teeenn e ee e s 24
Independent Auditor's Annual Letter of Qualifications ... 25-26

220.1
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B-W:-B

BUFFAMANTE WHIPPLE BUTTAFARO, PC.

Certified Public Acevnntants s Business Advisors

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors

Farmers & Mechanics Mutual
Insurance Company of West Virginia

Martinsburg, West Virginia

We have audited the accompanying statutory statements of admitted assets, liabilites and surplus of Farmers &
Mechanics Mutual Insurance Company of West Virginia as of December 31, 2011 and 2010, and the related statutory
statements of operations, changes in surplus and cash flows for the years then ended. These financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits 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 of material misstatement. 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 audits provide a reasonable
basis for our opinion.

As described in Note 1, these financial statements were prepared in conformity with the accounting practices prescribed or
permitted by the Insurance Department of the State of West Virginia, which practices differ from accounting principles generally
accepted in the United States of America. The effects on the financial statements of the variances between statutory accounting
practices and accounting principles generally accepted in the United States of America, although not reasonably determinable, are
presumed to be material.

In our opinion, because of the significance of the matter discussed in the preceding paragraph, the financial statements
referred to in the first paragraph do not present fairly, in conformity with accounting principles generally accepted in the United
States of America, the financial position of Farmers & Mechanics Mutual Insurance Company of West Virginia as of December
31, 2011 and 2010, or the results of its operations or its cash flows for the years then ended.

However, in our opinion, the financial statements referred to in the first paragraph present fairly, in all material respects,

the admitted assets, liabilities and surplus of Farmers & Mechanics Mutual Insurance Company of West Virginia as of
December 31, 2011 and 2010, and the results of its operations and its cash flows for the years then ended, on the basis of

accounting described in Note 1.
Buffurants. utigple PC.
{

BUFFAMANTE WHIPPLE BUTTAFARO, P.C.

Jamestown, New York
May 15, 2012

-

Members of American Institute of Certified Public Accountants
Private Companies Practice Section
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AUDITED FINANCIAL REPORT

FARMERS & MECHANICS MUTUAL INSURANCE COMPANY OF WEST VIRGINIA
STATUTORY STATEMENTS OF ADMITTED ASSETS,

LIABILITIES AND SURPLUS

As of December 31,
Admitted Assets

Cash and Invested Assets
Bonds
Preferred stocks
Common stocks
Real estate, net
Cash, cash equivalents and short-term investments

Total cash and invested assets

Other Assets
Accrued investment income
Uncollected premiums
Reinsurance recoverable on paid losses
Federal income tax recoverable
Net deferred tax asset
Electronic data processing equipment, net
Receivable from subsidiary
Equity in pools and associations

Total other assets

Liabilities and Surplus

Liabilities
Losses
Loss adjustment expenses
Commissions payable
Accrued expenses
Taxes, licenses and fees
Unearned premiums
Advance premiums
Ceded reinsurance premiums payable
Amounts withheld or retained by company for account of others
Payable to subsidiary

Total liabilities

Surplus

Page 2

2011 2010
$ 31,979,871 $ 27,280,271
698,075 699,525
6,273,832 6,583,118
1,512,813 1,516,361
2,764,539 3,756,216
43,229,130 39,835,491
356,880 301,171
3,239,424 3,047,320
305,836 14,382
47,707 219,618
777,974 758,715
117,887 43,467
-- 87,917
1,105 2,874
4,846,813 4,475,464
$ 48,075,943 $ 44,310,955
$ 2,287,976 $ 2,451,682
670,402 685,796
1,027,147 1,022,315
170,711 187,763
1,248 2,773
10,070,106 9,740,960
221,187 238,044
33,330 57,474
-- 3,250
30,353 --
14,512,460 14,390,057
33,563,483 29,920,898
$ 48,075,943 $ 44,310,955

e ]
See accompanying independent auditor's report and notes to financial statements.
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SUPPLEMENT FOR THE YEAR 2011 OF THE Farmers and Mechanics Mutual Ins. Co. of WV
AUDITED FINANCIAL REPORT

FARMERS & MECHANICS MUTUAL INSURANCE COMPANY OF WEST VIRGINIA

STATUTORY STATEMENTS OF OPERATIONS Page 3
B A

For Years Ended December 31, 2011 2010
Underwriting Income
Premiums written $ 19,993,667 $ 19,215,414
Reinsurance assumed 127,759 77,356
Reinsurance ceded (1,536,485) (1,259,589)
Change in unearned premiums (329,146) 290,561
Net premiums earned 18,255,795 18,323,742
Losses incurred 6,649,354 8,772,990
Loss adjustment expenses 1,503,385 1,244,193
Other underwriting expenses 6,254,931 6,066,720
Total underwriting deductions 14,407,670 16,083,903
Net underwriting gain 3,848,125 2,239,839

Investment Income

Investment income 1,323,878 1,361,030
Investment expenses (238,833) (237,956)
Investment taxes, licenses and fees (40,221) (38,188)
Depreciation on real estate (40,809) (40,252)
Net realized capital gain, net of related federal income tax effect 134,055 68,536
Net investment income 1,138,070 1,113,170
Other Income, Net 121,220 152,756
Net Income Before Federal Income Tax 5,107,415 3,505,765
Federal Income Tax Incurred 1,576,524 908,974
Net Income $ 3,630,891 $ 2,596,791

R8s a8 AR AR AR AR AN B AR AR AN CAaCa e |
See accompanying independent auditor's report and notes to financial statements.
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SUPPLEMENT FOR THE YEAR 2011 OF THE Farmers and Mechanics Mutual Ins. Co. of WV
AUDITED FINANCIAL REPORT

FARMERS & MECHANICS MUTUAL INSURANCE COMPANY OF WEST VIRGINIA

STATUTORY STATEMENTS OF CHANGES IN SURPLUS Page 4
B A

For Years Ended December 31, 2011 2010

Surplus, Beginning $ 29,920,898 $ 26,300,793

Increase to Surplus:

Net income 3,530,891 2,596,791
Change in net unrealized capital gain, net of related federal income tax effect 179,031 336,095
Change in non-admitted assets (64,468) 240,995
Change in net deferred income tax (2,869) (53,776)
Change in surplus 3,642,585 3,120,105
Surplus, Ending $ 33,563,483 $ 29,920,898

R8s a8 AR AR AR AR AN B AR AR AN CAaCa e |
See accompanying independent auditor's report and notes to financial statements.
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SUPPLEMENT FOR THE YEAR 2011 OF THE Farmers and Mechanics Mutual Ins. Co. of WV
AUDITED FINANCIAL REPORT

FARMERS & MECHANICS MUTUAL INSURANCE COMPANY OF WEST VIRGINIA

STATUTORY STATEMENTS OF CASH FLOWS

Page 5

For Years Ended December 31, 2011 2010
Cash From Operations:
Premiums collected net of reinsurance 18,351,835 § 18,011,567
Net investment income 1,151,192 1,189,493
Miscellaneous income 121,221 152,756
Cash provided by operations 19,624,248 19,353,816
Benefit and loss related payments 7,104,514 8,650,006
Commissions, expenses paid and write-ins for deductions 7,787,455 7,160,067
Federal income taxes paid 1,473,672 838,414
Cash used for operations 16,365,641 16,648,487
Net cash from operations 3,258,607 2,705,329
Cash From Investments:
Proceeds from investments sold, matured or repaid 19,446,296 16,463,411
Cost of investments acquired (23,758,616) (17,384,587)
Net cash from investments (4,312,320) (921,176)
Cash From (Used by) Financing and Miscellaneous Sources 62,036 (177,060)
Change in Cash, Cash Equivalents and Short-Term Investments (991,677) 1,607,093
Cash, Cash Equivalents and Short-Term Investments:
Beginning of Year 3,756,216 2,149,123
End of Year 2,764,539 $ 3,756,216

See accompanying independent auditor's report and notes to financial statements.
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SUPPLEMENT FOR THE YEAR 2011 OF THE Farmers and Mechanics Mutual Ins. Co. of WV
AUDITED FINANCIAL REPORT

FARMERS & MECHANICS MUTUAL INSURANCE COMPANY OF WEST VIRGINIA
NOTES TO STATUTORY FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2011 AND 2010 Page 6
P O PPN

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

The Farmers & Mechanics Mutual Insurance Company of West Virginia writes primarily fire, farmowners and
homeowners insurance in the states of West Virginia and Virginia. Products are offered through independent insurance agents,
none of which represent a significant portion of the Company’s business. Policies are written on a direct bill basis.

Method of Accounting

The financial statements of the Company are presented on the basis of accounting practices prescribed or permitted by
the Insurance Department of West Virginia. The Insurance Department of West Virginia recognizes only statutory accounting
practices prescribed or permitted by the State of West Virginia for determining and reporting the financial condition and results of
operations of an insurance company and for determining its solvency under West Virginia Insurance Law. The National Association
of Insurance Commissioners’ (“NAIC”) Accounting Practices and Procedures Manual Version effective March 2011 (“NAIC SAP”)
has been adopted as a component of prescribed or permitted practices by the State of West Virginia. There are no differences in
surplus or net income between NAIC SAP and practices prescribed and permitted by the State of West Virginia at December 31,
2011 and 2010.

Use of Estimates

The preparation of financial statements in conformity with statutory accounting principles requires management to make
estimates and assumptions that affect the reported amounts of admitted 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. Significant estimates made by the Company include, but are not limited to,
reserves for losses and loss adjustment expenses.

Concentration of Credit Risk

Financial instruments, which potentially subject the Company to concentrations of credit risk, consist principally of cash,
cash equivalents, short-term investments and investments in bonds and stocks. The Company invests in bonds and stocks of U.S.
institutions. The Company maintains its cash balances at financial institutions located in West Virginia and Ohio. The Company
performs periodic evaluation of the relative credit standing of these financial institutions and limits the amount of credit exposure
with these institutions.

Mortgage-Backed/Asset-Backed Securities

Single class and multi class mortgage-backed/asset-backed securities are valued at amortized cost using the interest
method including anticipated prepayments. Significant changes in estimated cash flows from the original purchase assumptions
are accounted for using the prospective method. Prepayment assumptions are obtained from Bloomberg projected cash flow
reports.

Bonds

Bonds are valued pursuant to the instructions of the Securities Valuation Office of the NAIC. Generally, bonds are carried
at cost adjusted for amortization of any related premium or discount. Bonds with NAIC designations of 3 through 6 are stated at the
lower of amortized cost or fair value.

Equity Securities

Common stocks, other than investments in stock of its subsidiary, are carried at fair value. Preferred stocks are reported
at amortized cost or market value as determined by the Securities Valuation Office of the NAIC, based upon their underlying
characteristics. The related unrealized gain or loss is reported as an adjustment to surplus.
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AUDITED FINANCIAL REPORT

FARMERS & MECHANICS MUTUAL INSURANCE COMPANY OF WEST VIRGINIA
NOTES TO STATUTORY FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2011 AND 2010 Page 7

e g G
NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

Investment in Subsidiary

The Company’s investment in Farmers & Mechanics Fire and Casualty Insurance, Inc. is reported based on the underlying
statutory basis equity of approximately $3.2 million and $2.8 million at December 31, 2011 and 2010, respectively. The statement
value of Farmers & Mechanics Fire and Casualty Insurance, Inc., assets and liabilites were $7.0 million and $3.8 million,
respectively, as of December 31, 2011, and $6.0 million and $3.2 million, respectively as of December 31, 2010. Farmers &
Mechanics Fire and Casualty Insurance, Inc. had a net gain of $355,000 and $2,000 for 2011 and 2010, respectively.

On June 11, 2010, the Company purchased an additional 25,000 shares of Farmers & Mechanics Fire and Casualty
Company at $20 per share, totaling $500,000.

Investment Impairment

The Company relies on, and communicates with, its investment manager to review the portfolio and market conditions to
determine whether any individual investment securities should be items of concern. In the event a bond security falls below “2” it
will be monitored and liquidated within a reasonable time frame dependent upon market conditions. Additionally, equity issues are
continuously monitored by the investment manager, who will liquidate the holding as deemed appropriate. Statement values
ultimately are determined based on NAIC Instructions for applicable bond designations and market value for non-affiliated stock. A
decline in market value of an investment security below cost judged to be other-than-temporary is recognized as a loss in the
current year and reduces the cost basis of the security. In subsequent years, any realized gain or loss or any unrealized change in
market value is measured against the adjusted cost basis of the investment security.

Real Estate
Real estate occupied by the Company is recorded at cost net of accumulated depreciation. Depreciation is calculated
using the straight-line method over the estimated useful life. Maintenance, repairs and minor improvements are charged to

expense as incurred while expenditures that substantially improve or increase the useful life of the asset are capitalized.

Cash, Cash Equivalents and Short-Term Investments

Cash and cash equivalents include highly liquid investments purchased with original maturities of three months or less at
the date of acquisition and are carried at cost, which is also their fair value. Short-term investments include investments with
original maturities of less than one year at the date of acquisition and are carried at amortized cost, which is also their fair value.

Repurchase Agreement

The Company has a repurchase agreement that is collateralized by federal securities. Company policy requires a
minimum 100% of the fair value of the securities purchased under the repurchase agreements to be maintained as collateral.

Equipment

Software, furniture, fixtures and other equipment are non-admitted and charged against surplus. The Company’s
electronic data processing equipment is reported at cost net of accumulated depreciation. Equipment is depreciated according to
statutory accounting principles. Maintenance, repairs and minor improvements are charged to expense as incurred while
expenditures that substantially improve or increase the useful life of the asset are capitalized.
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FARMERS & MECHANICS MUTUAL INSURANCE COMPANY OF WEST VIRGINIA
NOTES TO STATUTORY FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2011 AND 2010 Page 8
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NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

Revenue Recognition and Related Expenses

Premiums are earned ratably over the terms of the related insurance policies. Premium related to the unexpired portion of
policies in force at the balance sheet date is determined using a monthly pro rata method and recorded as unearned premium. On
certain contracts, the reinsurer earned ceded premiums pursuant to the Company’s reinsurance agreements over the duration of
the original policies. The unearned portion of the ceded premium is netted against the Company’s direct unearned premium.

Expenses incurred in connection with acquiring new insurance business, including such acquisition costs as sales
commissions, are charged to operations as incurred. Expenses incurred are reduced for ceding allowances received or receivable.

Reinsurance recoverables are estimates of paid and unpaid losses collectible from the Company’s reinsurers. The
amounts ultimately collected may be more or less than these estimates. Any adjustments of these estimates are reflected in
income, as they are determined. The Company periodically reviews the financial condition of its reinsurers and amounts
recoverable from them, recording an allowance when necessary for uncollectible reinsurance.

Losses and Loss Adjustment Expenses

The liability for net unpaid losses and loss adjustment expenses includes an amount determined from individual case
estimates and an amount, based on historical trends and development factors, for losses incurred but not reported. Such liability is
necessarily based on assumptions and estimates and, while management believes the amount to be adequate, the ultimate liability
may differ from that provided. The methods for making such estimates and for establishing the resulting liability is continually
reviewed and any adjustments are reflected in current earnings.

Because of the nature of the business written, management believes the Company has limited exposure to environmental
claim liabilities.

Capitalization Policy

The Company has a written capitalization policy for prepaid expenses and purchases of items such as electronic data
processing equipment, software, furniture and other equipment. The predefined capitalization thresholds under this policy have not
changed from those of the prior year.

Other

The above practices vary in some respects from accounting principles generally accepted in the United States of America
in determining financial position and results of operations. Such significant differences include, but are not limited to:

Bonds are carried primarily at amortized cost unless required by the NAIC to be carried at market; acquisition costs,
such as commissions and other items, are charged to current operations as incurred, whereas related premium income is
taken into earnings on a pro rata basis over the period covered by the policies; certain assets designated as “non-admitted
assets” are charged off against surplus; realized investment gains and losses are included in net income from operations,
while unrealized gains and losses are credited or charged directly to surplus; reserves for losses and loss adjustment
expenses and unearned premiums ceded to reinsurers have been reported as reductions of the related reserves; changes
in deferred income taxes are recognized as a separate component of gains and losses in surplus; and investment in
subsidiary is valued at its book value in accordance with NAIC directives, the Company’s subsidiary is not consolidated
with the accounts and operations of the Company.

The effect of such differences on the accompanying statutory financial statements has not been determined.

Subsequent Events

Management has evaluated subsequent events through February 23, 2012, the date the Annual Statement was issued.
Management has updated their evaluation of subsequent events through May 15, 2012, the date the audited financial statements
were available for issuance.
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FARMERS & MECHANICS MUTUAL INSURANCE COMPANY OF WEST VIRGINIA
NOTES TO STATUTORY FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2011 AND 2010 Page 9

NOTE 2 - INVESTMENTS

The aggregate statement value or cost, gross unrealized gains, gross unrealized losses and fair value for investments at

December 31,2011 and 2010 are as follows:

2011
Gross Gross
Statement Unrealized Unrealized Fair
Value Gains Losses Value
U.S. government obligations $ 1,496,673 74291 $ -- 1,570,964
States and political subdivisions 8,578,299 475,720 - 9,054,019
Special revenue 8,036,549 488,066 - 8,524,615
Mortgage-backed securities 7,381,275 193,919 (3,435) 7,571,759
Industrial and miscellaneous 6,487,075 90,018 (9,930) 6,567,163
Total bonds $ 31,979,871 1,322014 $ (13,365) 33,288,520
Gross Gross
Unrealized Unrealized Fair
Cost Gains Losses Value
Common stock- affiliated $ 3,000,000 208,742 $ - 3,208,742
Common stocks - unaffiliated 3,134,128 105,291 (174,329) 3,065,090
Preferred stocks 688,700 62,500 (24,925) 726,275
Total stocks $ 6,822,828 376,533 $ (199,254) 7,000,107
2010
Gross Gross
Statement Unrealized Unrealized Fair
Value Gains Losses Value
U.S. government obligations $ 7,489,455 12,491 $ (98,030) 7,403,916
States and political subdivisions 9,602,834 288,944 (75,521) 9,816,257
Special revenue 6,421,200 222,444 (32,933) 6,610,711
Mortgage-backed securities 2,306,788 161,296 (7,110) 2,460,974
Industrial and miscellaneous 1,459,994 84,446 (3,001) 1,541,439
Total bonds $ 27,280,271 769,621 $ (216,595) 27,833,297
Gross Gross
Unrealized Unrealized Fair
Cost Gains Losses Value
Common stock- affiliated $ 3,000,000 -- % (204,768) 2,795,232
Common stocks - unaffiliated 3,517,632 362,111 (91,857) 3,787,886
Preferred stocks 685,600 26,680 (7,975) 704,305
Total stocks $ 7,203,232 388,791 §$ (304,600) 7,287,423
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FARMERS & MECHANICS MUTUAL INSURANCE COMPANY OF WEST VIRGINIA
NOTES TO STATUTORY FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2011 AND 2010

Page 10

NOTE 2 - INVESTMENTS (CONT’D)

The statement value of investments in bonds at December 31, by contractual maturity, is shown below. Expected
maturities may differ from contractual maturities because borrowers have the right to prepay obligations without prepayment

penalties.

2011 2010
Due in one year or less $ 2,011,524 $ 1,257,788
Due after one year through five years 12,481,468 4,865,737
Due after five years through ten years 7,458,582 12,052,641
Due after ten years through twenty years 1,009,984 6,797,317
Due after twenty years 1,637,038 -
Mortgage-backed securities 7,381,275 2,306,788
$ 31,979,871 $ 27,280,271
Unrealized losses at December 31, 2011 are as follows:
Less than 12 Months More than 12 Months Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Mortgage-backed securities $ 422670 $ (545) $ 175,840 $ (2,890) $ 598,510 $ (3,435)
Industrial and miscellaneous 2,049,588 (9,738) 259,201 (192) 2,308,789 (9,930)
Subtotal bonds 2,472,258 (10,283) 435,041 (3,082) 2,907,299 (13,365)
Common stocks - unaffiliated 1,196,510 (174,329) -- -- 1,196,510 (174,329)
Preferred stocks -- -- 392,575 (24,925) 392,575 (24,925)
Subtotal stocks 1,196,510 (174,329) 392,575 (24,925) 1,589,085 (199,254)
Total $ 3,668,768 $ (184,612) $ 827616 $ (28,007) $ 4496,384 $ (212,619)
Unrealized losses at December 31, 2010 are as follows:
Less than 12 Months More than 12 Months Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
U.S. government obligations $ 4896418 $ (98,030) $ -- % -- $ 4896418 $ (98,030)
States and political
subdivisions 1,688,740 (75,521) -- -- 1,688,740 (75,521)
Special revenue 987,015 (32,933) -- -- 987,015 (32,933)
Mortgage-backed securities 220,028 (7,110) -- -- 220,028 (7,110)
Industrial and miscellaneous 259,295 (3,001) -- -- 259,295 (3,001)
Subtotal bonds 8,051,496 (216,595) -- -- 8,051,496 (216,595)
Common stocks - affiliated -- -- 2,795,232 (204,768) 2,795,232 (204,768)
Common stocks - unaffiliated 437,034 (17,805) 348,456 (74,052) 785,490 (91,857)
Preferred stocks 181,125 (6,375) 228,400 (1,600) 409,525 (7,975)
Subtotal stocks 618,159 (24,180) 3,372,088 (280,420) 3,990,247 (304,600)
Total $ 8,669,655 $ (240,775) $ 3,372,088 $ (280,420) $ 12,041,743 $ (521,195)
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NOTE 2 - INVESTMENTS (CONT’D)

Maijor categories of investment income are summarized as follows:

2011 2010

Taxable bonds $ 743673 $ 451,029
Tax exempt bonds 283,372 519,974
Stocks 108,572 201,952
Real estate 185,500 185,500
Cash and short-term investments 2,761 2,514
Miscellaneous - 61

Total investment income $ 1323878 $ 1,361,030

Real estate income represents the internal charge for the Company’s occupancy of its own building.

A bond with an admitted asset value of approximately $251,000 and $254,000 at December 31, 2011 and 2010,
respectively, was on deposit with the state insurance department to satisfy regulatory requirements.

Proceeds from the sales of investments in bonds during 2011 and 2010 were $14,330,906 and $12,231,457 and gross
gains of $43,016 and $29,029 were realized on those sales, respectively. There were gross losses realized of $10,662 and $86,548
on those sales in 2011 and 2010, respectively.

Proceeds from the sales of investments in stocks during 2011 and 2010 were $5,115,390 and $4,231,954 and gross gains
of $380,673 and $564,983 were realized on those sales, respectively. There were gross losses realized of $209,914 and $403,622
on those sales in 2011 and 2010, respectively.

NOTE 3 — CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS

Cash, cash equivalents and short-term investments included the following at December 31:

2011 2010
Cash $ 237,184 $ 194,122
Repurchase agreement 480,249 792,525
Money market 2,047,106 2,769,569
Total $ 2,764,539 $ 3,756,216

NOTE 4 - DEPRECIABLE ASSETS

Depreciable assets are depreciated in accordance with statutory accounting principles.

2011 2010
Depreciation expense:
Real estate $ 40,809 $ 40,252
Electronic data processing equipment 44,076 16,175
Non-admitted assets 78,343 65,415
$ 163,228 $ 121,842

The estimated service lives of depreciable assets and methods of depreciation are as follow:

Estimated
Service Life Method
Building and improvements 10-39 years Straight-line
Electronic data processing equipment 3 years Straight-line
Non-admitted assets 3-7 years Straight-line and

declining balance
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e g G
NOTE 4 - DEPRECIABLE ASSETS (CONT’D)

The following is a schedule of depreciable assets owned at December 31:

2011 2010
Real estate:

Land $ 528,100 $ 528,100
Building and improvements 1,609,330 1,572,068
2,137,430 2,100,168

Accumulated depreciation (624,617) (583,807)
$ 1512813 $ 1,516,361

Electronic data processing equipment $ 557,978 $ 439,482
Accumulated depreciation (440,091) (396,015)
$ 117,887 $ 43,467

Non-admitted assets $ 2544713 $ 2,517,416
Accumulated depreciation (2,277,097) (2,248,059)
$ 267,616 $ 269,357

NOTE 5 - NET LOSSES AND LOSS ADJUSTMENT EXPENSES

At December 31, net unpaid losses and loss adjustment expenses consisted of the following:

2011 2010
Loss Loss

Adjustment Adjustment

Losses Expenses Losses Expenses

Direct case reserves $ 1,943,756 $ 445355 $ 2,192,403 $ 343,091

Assumed case reserves 271 532 276 396

Reserve for incurred but not reported, net 866,271 244,000 993,276 351,000
Ceded case reserves (522,322) (19,485) (734,273) (8,691)
$ 2,287,976 $ 670,402 $ 2,451,682 $ 685,796

Activity in the liability for unpaid losses and loss adjustment expenses is summarized as follows as of December 31:

2011 2010
Net balance at January 1, $ 3,137,478 $ 3,126,812
Incurred related to:
Current year 8,547,000 9,853,000
Prior years (394,261) 164,183
Total incurred 8,152,739 10,017,183
Paid related to:
Current year (6,548,000) (7,328,000)
Prior years (1,783,839) (2,678,517)
Total paid (8,331,839) (10,006,517)
Net balance at December 31, $ 2958378 $ 3,137.478
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NOTE 5 - NET LOSSES AND LOSS ADJUSTMENT EXPENSES (CONT’D)

Reserves for incurred losses and loss adjustment expenses attributable to insured events of prior years have decreased
by $394,261 in 2011 as a result of re-estimation of unpaid losses and loss adjustment expenses. The change is generally the
result of ongoing analysis of recent loss development trends. Original estimates are increased or decreased as additional
information becomes known regarding individual losses.

NOTE 6 - EMPLOYEE BENEFITS AND DEFERRED COMPENSATION PLAN

Eligible employees of the Company are covered under a 401(k) defined contribution employees’ retirement and savings
plan sponsored by the Company. Employee contributions are voluntary and the Company matches 50% of employee contributions
up to a maximum of 3% of gross wages. Total matching contributions made by the Company was $50,578 and $48,933 for the
years ended December 31, 2011 and 2010, respectively.

The Company has a deferred compensation plan available to its directors, if the plan is elected, directors agree to a

specific future withdrawal plan, including accumulated interest. Deviations from this plan must be approved by the Board of
Directors. There were no deferrals at December 31, 2011 and 2010.

NOTE 7 - FEDERAL INCOME TAXES

The federal income tax returns of the Company for 2011, 2010 and 2009 are subject to examination by the Internal
Revenue Service, generally for three years after they were filed. An income tax position may create an income tax contingency for
the Company. As of December 31, 2011 and 2010, there were no income tax positions that create an income tax contingency.
The Company records deferred tax assets and deferred tax liabilities for certain temporary differences between statutory basis
income before federal income taxes, plus certain items recorded directly to surplus and taxable income as reflected in the
Company'’s federal income tax return, subject to certain limitations.

The amount of gross deferred tax assets and deferred tax liabilities comprising net deferred tax assets is shown below as
well as admitted, non-admitted and change in non-admitted deferred tax assets.

2011 2010 Change
Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

Gross deferred tax assets $ 822,137 $ 346,549 $ 1,168,686 $ 795215 $ 335,852 $ 1,131,067 $ 26,922 $ 10,697 $ 37,619
Statutory valuation allowance

adjustment
Adjusted gross deferred tax assets 822,137 346,549 1,168,686 795,215 335,852 1,131,067 26,922 10,697 37,619
Deferred tax liabilities (45,964) - (45,964) (16,173) (95,567) (111,740) (29,791) 95,567 65,776
Net deferred tax assets (liabilities) 776,173 346,549 1122,722 779,042 240,285 1,019,327 (2,869) 106,264 103,395
Non-admitted deferred tax assets - (344,748) (344,748) (20,327) (240,285) (260,612) 20,327 (104,463) (84,136)
Net admitted deferred tax

assets/(liabilities) $ 776,173 $ 1,801 $ 777974 $ 758,715 $ - $ 758,715 $ 17,458 $ 1801 $ 19,259

As of December 31, the Company had no unrecognized deferred income tax liabilities. The Company has not elected to
admit additional deferred tax assets pursuant to Statement of Statutory Accounting Principle No. 10R. The current year election
does not differ from the prior reporting year.
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The amount of admitted gross deferred tax assets, by tax character, under each component of SSAP 10 at December 31,

2011 and 2010 are as follows:

2011 2010 Change
Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

Admission calculation components - SSAP 10, paragraphs 10.a., 10.b., and 10.c.:
Recovered through loss

carryback 10.a $ 755,476 $ 1,801 $ 757,277 $ 758,715 $ $ 758,715 $ (3,239) $ 1,801 $ (1,438)
Lesser of paragraph 10.b.i

and 10.b.ii 20,697 20,697 20,697 20,697

Deferred tax asset offset

against deferred tax liabilities 10.c. 45,964 45,964 16,173 95,567 111,740 29,791 (95.567) (65,776)
Total admitted deferred tax assets

under paragraph 10.a, 10.b, 10.c $ 822,137 $ 1,801 $ 823,938 $ 774,888 $ 95567 $ 870,455 $ 47,249 $ (93,766) $  (46,517)

The ten percent of adjusted capital and surplus used for paragraph 10.b.ii of Statement of Statutory Accounting Principle
Number 10 was $3,117,063 and $2,778,155 for 2011 and 2010, respectively. Paragraph 10.b.ii did not apply for 2011 and 2010.

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax

liabilities at December 31 are as follows:

Deferred tax assets:
Ordinary:
Discounting of unpaid losses and loss adjustment
expense
Unearned and advance premiums
Non-admitted assets
Other

Subtotal

Statutory valuation allowance adjustment
Non-admitted deferred tax assets
Admitted ordinary deferred tax assets

Capital:
Investments
Statutory valuation allowance adjustment
Non-admitted deferred tax assets
Admitted capital deferred tax assets

Admitted deferred tax assets
Deferred tax liabilities:
Ordinary-other
Capital-investments

Total deferred tax liabilities

Net deferred tax asset

2011 2010 Change
$ 69,833 $ 87911  § (18,078)
699,808 662,385 37,423
44 117 36,984 7,133
8,379 7,935 444
822,137 795,215 26,922
- (20,327) 20,327
822,137 774,888 47,249
346,549 335,852 10,697
(344,748) (240,285) (104,463)
1,801 95,567 (93,766)
823,938 870,455 (46,517)
(45,964) (16,173) (29,791)
- (95,567) 95,567
(45,964) (111,740) 65,776
$ 777,974 $ 758,715 § 19,259
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NOTE 7- FEDERAL INCOME TAXES (CONT’D)

The components of income tax expense incurred are as follows as of December 31:

2011 2010
Current income tax expense $ 1,579,603 $ 900,355
Realized capital gains 69,058 35,306
Prior year accrual change (3,079) 8,619
Federal income tax expense $ 1,645,582 $ 944 280

The significant items causing a difference between the statutory federal income tax rate and the Company's effective
income tax rate at December 31 are as follows:

2011 2010

Provision computed at statutory rate $ 1,760,001 $ 1,203,964
Tax exempt investment income (96,346) (176,791)
Dividend received deduction (24,283) (48,168)
Proration adjustment 18,094 33,744
Change in non-admitted assets (7,133) 40,306
Prior year under (over) accrual (3,079) 8,619
Other 1,197 (63,618)
Total income tax expense incurred $ 1,648,451 $ 998,056
Federal income taxes incurred $ 1,645,582 $ 944,280
Change in deferred income taxes 2,869 53,776

$ 1,648,451 $ 998,056

The following are income taxes incurred in the current and prior year which will be available for recoupment in the event of
future losses:
2011 $ 1,648,661
2010 $ 932,582

The Company does not file a consolidated return with its subsidiary.

NOTE 8 - REINSURANCE

The Company limits the maximum net loss that can arise from large risks or risks in concentrated areas of
exposure by reinsuring (ceding) certain levels of risks with other insurers or reinsurers, either on an automatic basis under general
reinsurance contracts known as "treaties" or by negotiation on substantial individual risks. Ceded reinsurance is treated as the risk
and liability of the assuming companies.

The Company does not have an unsecured aggregate reinsurance recoverable from any individual reinsurer that exceeds
3% of policyholders’ surplus.

The Company had $14,353 and $13,940 of commission equity in surplus as a result of ceded activity at December 31,
2011 and 2010, respectively. Additional or return commissions accrued at December 31, 2011, based on loss experience or other
profit sharing arrangements, are $437,898 of direct contingent commission and $39,917 of ceded contingent commission.
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NOTE 8 — REINSURANCE (CONT’D)

In the event that all or any of the reinsuring companies might be unable to meet their obligations under existing
reinsurance agreements, the Company would be liable for such defaulted amounts. Net estimated amounts recoverable from
reinsurers are as follows at December 31:

2011 2010
Ceded losses and loss adjustment expenses $ 1,175,807 $ 1,864,964
Ceded unearned premiums 302,849 270,155
Reinsurance recoverable on loss and loss
adjustment expense payments 305,836 14,382
Ceded tax, expenses and other obligations 39,918 34,344
Ceded premiums payable (33,330) (57,474)
$ 1,791,080 $ 2,126,371

NOTE 9 - CONTINGENCIES

The Company is the defendant on several bad faith lawsuits, for not providing coverage. While management believes
these matters will be settled in favor of the Company, the ultimate outcome and impact on the Company cannot be determined.

NOTE 10 - RELATED PARTY TRANSACTIONS

The Company and its subsidiary, Farmers & Mechanics Fire and Casualty Insurance, Inc. have certain common officers
and board of directors, and share common operational management. All employees are employed by the Company. Farmers &
Mechanics Fire and Casualty Insurance, Inc. reimburses the Company under a cost sharing agreement that stipulates allocation of
personnel cost, along with specific overhead expenses, based on a variety of different factors.

Approximate balances and transaction between the Company and Farmers & Mechanics Fire and Casualty Insurance,
Inc. were as follows:

2011 010
Receivable from (Payable to) Farmers & Mechanics Fire and
Casualty Insurance, Inc. $ (30,353) $ 87,917
Expenses reimbursed to the Company by Farmers & Mechanics
Fire and Casualty Insurance, Inc. $ 788,000 $___ 618,000

NOTE 11- FAIR VALUE MEASUREMENTS

Certain assets and liabilities of the Company are reported at their fair value in the accompanying Statutory Statements of
Admitted Assets, Liabilities and Surplus. The fair values of the Company’s other financial instruments approximate their carrying
amounts, either because the expected collection or payment period is relatively short or because the terms are similar to market
terms.

Fair values are based on quoted market prices when available. When market prices are not available, fair value is
generally estimated using discounted cash flow analyses, incorporating current market inputs for similar financial instruments with
comparable terms and credit quality (matrix pricing). In instances where there is little or no market activity for the same or similar
instruments, the Company estimates fair value using methods, models and assumptions that management believes market
participants would use to determine a current transaction price. These valuation techniques involve some level of management
estimation and judgment which becomes significant with increasingly complex instruments or pricing models.

The Company's financial assets and liabilities carried at fair value have been classified, for disclosure purposes, based on
a hierarchy defined by Statement of Statutory Accounting Principle No. 100, Fair Value Measurements. Level 1 inputs on the
hierarchy consist of unadjusted quoted prices for identical assets and liabilities in active markets accessible at the measurement
date. Level 2 inputs on the hierarchy consist of quoted prices for similar assets or liabilities in active markets, quoted prices from
those willing to trade in markets that are not active, or other inputs that are observable or can be corroborated by market data for
the term of the instrument. Level 3 inputs on the hierarchy consist of unobservable inputs (supported by little or no market activity)
and reflect the Company’s best estimate of what hypothetical market participants would use to determine a transaction price for the
asset or liability at the reporting date.
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NOTE 11- FAIR VALUE MEASUREMENTS (CONT’D)
The following tables provide information about the Company’s financial assets measured at fair value on a recurring basis:

Fair Value Measurements at December 31, 2011

Significant
Quoted Prices in Other Significant
Active Markets Observable Unobservable
for Identical Inputs Inputs

Assets (Level 1) (Level 2) (Level 3) Total
Preferred stocks-industrial and miscellaneous  $ 676,875 $ -- $ -- $ 676,875
Common stocks-industrial and miscellaneous 3,065,090 -- -- 3,065,090

Total $ 3,741,965 $ -- $ -- $ 3,741,965

Fair Value Measurements at December 31, 2010

Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
Identical Assets Inputs Inputs
(Level 1) (Level 2) (Level 3) Total
Preferred stocks-industrial and miscellaneous $ 691,725 $ -- $ -- $ 691,725
Common stocks-industrial and miscellaneous 3,787,886 -- -- 3,787,886
Total $ 4,479,611 $ - - $ - - $ 4,479,611

The Company’s policy is to recognize transfers in and transfers out as of the actual date of the event or change in
circumstances that caused the transfer.
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BUFFAMANTE WHIPPLE BUTTAFARO, PC.

Certified Public Acevnntants s Business Advisors

INDEPENDENT AUDITOR'S REPORT ON SUPPLEMENTARY INFORMATION

To the Board of Directors

Farmers & Mechanics Mutual
Insurance Company of West Virginia

Martinsburg, West Virginia

We have audited the statutory financials statements of Farmers & Mechanics Mutual Insurance Company of West
Virginia for the years ended December 31, 2011 and 2010, and our report thereon dated May 15, 2012 appears on page 1. Our
audits were conducted for the purpose of forming an opinion on the basic statutory financial statements taken as a whole. The
accompanying statutory schedules of loss adjustment, underwriting and investment expenses for the years ended December 31,
2011 and 2010, and summary investment schedule and investment risks interrogatories as of December 31, 2011, are presented
for the purpose of additional analysis and are not a required part of the basic statutory financial statements. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting and other records used to
prepare the statutory financial statements. The information has been subjected to the auditing procedures applied in the audit of the
statutory financial statements and certain additional procedures, including comparing and reconciling such information directly to
the underlying accounting and other records used to prepare the statutory financial statements or to the statutory financial
statements themselves, and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is fairly stated in conformity with accounting practices prescribed or permitted by
the Insurance Department of West Virginia and is fairly stated in all material respects in relation to the statutory financial statements

taken as a whole.
Buffrmsts Lodple Bultfeo PC.

BUFFAMANTE WHIPPLE BUTTAFARO, P.C.

Jamestown, New York
May 15, 2012

-18-

Members of American Institute of Certified Public Accountants
Private Companies Practice Section
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For the Years Ended December 31, 2011 2010
Loss Other
Adjustment Underwriting Investment
Expenses Expenses Expenses Total Total

Net claim adjustment services $ 693,006 $ -- % -- 3 693,006 $ 585,572
Net commissions -- 3,331,000 -- 3,331,000 3,210,503
Advertising -- 93,460 -- 93,460 193,007
Boards, bureaus and associations -- 129,622 -- 129,622 114,181
Surveys and underwriting reports -- 161,978 -- 161,978 149,176
Salaries 425,649 1,327,412 3,065 1,756,126 1,679,394
Payroll taxes 31,648 98,697 228 130,573 130,170
Employee relations and welfare 67,756 211,301 488 279,545 301,589
Insurance 7,551 23,549 55 31,155 22,862
Directors' fees 52,333 163,205 377 215,915 204,165
Travel and travel items 26,436 82,441 190 109,067 106,422
Rent and rent items 23,985 74,799 173 98,957 119,943
Equipment 17,569 54,790 126 72,485 58,538
EDP equipment and software 88,084 274,694 634 363,412 304,417
Printing and stationery 16,961 52,894 122 69,977 68,793
Postage and telephone 43,538 135,775 313 179,626 194,591
Legal and auditing 8,869 27,658 64 36,591 50,087
Taxes, licenses and fees -- 11,656 -- 11,656 (172,943)
Real estate expenses -- -- 129,402 129,402 115,405
Real estate taxes -- -- 40,221 40,221 38,188
Investment expense -- -- 63,375 63,375 74,809

$ 1,503,385 $ 6,254,931 238,833 $ 7,997,149 $ 7,548,869

o S R e
See accompanying independent auditor's report on supplementary information.
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Gross Investment Holdings

Amount Percentage
Bonds:
U.S. treasury securities $ 997,961 2.309%
U.S. government agency obligations:
Issued by U.S. government sponsored agencies 498,712 1.154%
Securities issued by states, territories, and possessions and
political subdivisions in the U.S.:
States, territories and possessions general obligations 2,640,579 6.108%
Political subdivisions of states, territories and possessions
and political subdivisions general obligations 5,937,720 13.735%
Revenue and assessment obligations 8,036,549 18.591%
Mortgage-backed securities:
Pass-through securities - Issued or guaranteed by FNMA and FHLMC 2,779,077 6.429%
CMOs and REMICs:
Issued or guaranteed by GNMA, FNMA, FHLMC or VA 1,810,437 4.188%
Issued by non-U.S. Government issuers 2,127,416 4.921%
Other Debt and Other Fixed Income Securities:
Unaffiliated domestic securities 6,863,610 15.877%
Unaffiliated non U.S. securities 287,810 0.666%
Equity Interests:
Investments in mutual funds 3,065,090 7.090%
Preferred stocks - unaffliated 698,075 1.615%
Publicly traded equity securities - affiliated 3,208,742 7.423%
Real Estate Investments:
Property occupied by Company 1,512,813 3.500%
Cash, Cash Equivalents and Short-Term Investments 2,764,539 6.395%
Total Invested Assets $ 43,229,130 100.000%

There was no difference between gross investment holdings and admitted assets as reported in the annual statement.

o
See accompanying independent auditor's report on supplementary information.
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1. State the reporting entity's total admitted assets as reported on Page 2 of annual
statements. $ 48,075,943

2. State by investment category the 10 largest exposures to a single issuer/user/borrower/investment, excluding
U.S. government, U.S. government agency securities and those U.S. government money market funds
listed in the Appendix to the SVO Purposes and Procedures Manual as exempt, property occupied by the
company and policy loans.

Percentage
of Total
Issuer Description of Exposure Amount Admitted Assets
Farmers and Mechanics Fire and Casualty Common Stock $ 3,208,742 6.674%
Allen Tex Indpt Sch Dist Municipal Bond $ 558,928 1.163%
Virginia Port Auth Comwlth Por Municipal Bond $ 557,205 1.159%
University Calif Revs General Municipal Bond $ 549,398 1.143%
Louisville & Jefferson Cnty Ky Municipal Bond $ 548,644 1.141%
Texas St Municipal Bond $ 522,973 1.088%
Michigan St Municipal Bond $ 519,947 1.082%
Texas St Univ Sys Fing Rev Municipal Bond $ 516,406 1.074%
Minnesota Pub Facs Auth Municipal Bond $ 515,947 1.073%
Chicago llI Municipal Bond $ 514,808 1.071%

3. State the amounts and percentages of the reporting entity's total admitted assets held in bonds and preferred
stocks by NAIC rating.

Bonds

NAIC-1 $ 32,375,560 67.343%
NAIC-2 $ 1,651,416 3.435%

Preferred Stocks

P/RP-2 $ 676,875 1.408%
P/RP-6 $ 21,200 0.044%

4. N/A

5. NA

6. N/A

7. N/A

8. N/A

9. N/A

10. N/A

s s s N e s RN
See accompanying independent auditor's report on supplementary information.
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11. N/A
12. N/A

13. The amounts and percentages of admitted assets held in the largest 10 equity interests that are more than 2.5%
of the reporting entity's admitted assets are:

Percentage
of Total
Issuer Amount Admitted Assets
Farmers and Mechanics Fire and Casualty $ 3,208,742 6.674%
Egshares Emerging Markets ETF $ 98,910 0.206%
Ishares Emerging Markets ETF $ 341,460 0.710%
Ishares Dow Jones US Bank Regional ETF $ 338,560 0.704%
SPDR S&P 600 Small Cap Value ETF $ 334,900 0.697%
SPDR S&P 500 ETF $ 1,004,000 2.088%
Vanguard Energy ETF $ 403,240 0.839%
Vanguard Utility ETF $ 461,340 0.960%
Wisdomtree EM Small Cap ETF $ 82,680 0.172%
14. N/A
15. N/A
16. N/A
17. N/A
18. N/A
19. N/A
20. State the amounts and percentages of the reporting entity's total admitted assets subject
to the following types of agreements:
Percentage of Total
Amount Admitted Assets
At year end:
Repurchase agreements $ 480,429 0.999%
1st Quarter 2nd Quarter 3rd Quarter
At end of each quarter:
Repurchase agreements $ 498,654 $ 1,261,999 $ 1,367,479

DR R AR AR AR AN R AR R A A A AR A AR R AR A DA DACA A HCH A DRCR R CRCH R |
See accompanying independent auditor's report on supplementary information.
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21. N/A
22. N/A

23. N/A

See accompanying independent auditor's report on supplementary information.
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REPORT ON INTERNAL CONTROLS

To the Board of Directors

Farmers & Mechanics Mutual
Insurance Company of West Virginia

Martinsburg, West Virginia

In planning and performing our audit of the financial statements of Farmers & Mechanics Mutual Insurance Company
of West Virginia as of and for the year ended December 31, 2011, in accordance with auditing standards generally accepted in the
United States of America, we considered Farmers & Mechanics Mutual Insurance Company of West Virginia’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 combination of deficiencies in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of the internal control was for the limited purpose described in the first paragraph and was not designed
to identify all deficiencies in internal control that might be significant deficiencies or material weaknesses, and, therefore, there can
be no assurance that all such deficiencies have been identified. We did not identify any deficiencies in internal control that we
consider to be material weaknesses.

This communication is intended solely for the information and use of the Board of Directors, management, others within
Farmers & Mechanics Mutual Insurance Company of West Virginia, and for purposes of filing with the Insurance Department of
West Virginia and is not intended to be and should not be used by anyone other than these specified parties.

Buffpmantt Lolippl lifco PC .

BUFFAMANTE WHIPPLE BUTTAFARO, P.C.

Jamestown, New York
May 15, 2012

_24-

Members of American Institute of Certified Public Accountants
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220.26




SUPPLEMENT FOR THE YEAR 2011 OF THE Farmers and Mechanics Mutual Ins. Co. of WV
AUDITED FINANCIAL REPORT

B-W:-B

BUFFAMANTE WHIPPLE BUTTAFARO, PC.

Certified Public Accouniants a Buslness Advisors
*36315201122100 100 *

INDEPENDENT AUDITOR'S ANNUAL LETTER OF QUALIFICATIONS

To the Board of Directors
Farmers & Mechanics Mutual

Insurance Company of West Virginia

Martinsburg, West Virginia

We have audited, in accordance with auditing standards generally accepted in the United States of America, the statutory

financial statements of Farmers & Mechanics Mutual Insurance Company of West Virginia for the year ended December 31,
2011, and have issued our report thereon dated May 15, 2012. In connection therewith, we advise you as follows:

»

»

»

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 New York State Board for Public Accountancy.

The engagement shareholder, who is a certified public accountant, has 31 years of experience in public accounting and is
experienced in auditing insurance entities. Members of the engagement team, all of whom have had experience in
auditing insurance entities, were assigned to perform tasks commensurate with their training and experience.

We understand that the Company intends to file its audited statutory financial statements and our report thereon with the
Insurance Department of West Virginia and that the Insurance Commissioner 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 statutory 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 the Insurance Commissioner should understand that the objective of an audit of statutory 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 statutory financial statements present fairly in all material respects, the admitted assets,
liabilities, and capital and surplus, results of operations and cash flow in conformity with the accounting practices
prescribed or permitted by the Insurance Department of West Virginia. 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 audit to obtain reasonable assurance about whether the statutory financial statements are free of
material misstatement, whether caused by error or fraud, and to exercise due professional care in the conduct of the audit.
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, 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 error or fraud may occur in the future. Also, our use of professional
judgment and the assessment of materiality for the purpose of our audit means that matters may exist that would have
been assessed differently by the Insurance Commissioner.

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 control 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 Insurance
Department of West Virginia.
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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.

We will retain the workpapers prepared in the conduct of our audit for eight years or until the Insurance Department of
West Virginia has filed a Report of Examination covering 2011, whichever is longer. After notification to the Company, we
will make the workpapers available for review by the Insurance Department of West Virginia 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 Insurance Department of West Virginia,
photocopies of pertinent audit workpapers may be made (under the control of the accountant) and such copies may be
retained by the Insurance Department of West Virginia.

This is the first year the engagement shareholder has served in that capacity with respect to this Company. He is licensed
by the New York State Board of Accountancy and is a member in good standing of the American Institute of Certified
Public Accountants.

To the best of our knowledge and belief, we are in compliance with the requirements of West Virginia Code 33-33-5(c)
regarding qualifications of independent certified public accountants.

This letter is intended solely for the information and use of the Insurance Department of West Virginia and is not intended

to be and should not be used for anyone other than these specified parties.

Buffprrants (oboppl Bdifoco PL .

BUFFAMANTE WHIPPLE BUTTAFARO, P.C.

Jamestown, New York
May 15, 2012
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