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Stephen J. Johnson, Deputy Insurance Commissioner Insurance cpartment

Kimberly A. Rankin, Director, Bureau of Company Licensing and Financial Analysis

Office of Corporate & Financial Regulation

Pennsylvania Insurance Department (the “Department™)

1345 Strawberry Square

Harrisburg, PA 17120

Re:  Advance Notice
Dear Mr. Johnson and Ms. Rankin,

Our client Gregory M. Shepard hereby notifies the Department that he is sending
the enclosed letter (the “Letter”) to the Boards of Directors of Donegal Group Inc.
(“DGI”) and its affiliate Donegal Mutual Insurance Company for delivery on Monday,
October 7.

On behalf of Mr. Shepard, we are sending a copy of the Letter to the Department
as an advance notification. Because the Letter contains highly sensitive and confidential
information, we request that you not disclose the Letter or information about its contents
before Monday, October 7. On that day, Mr. Shepard will also file the Letter in an
Amendment to his Schedule 13D with the Securities and Exchange Commission, so the
letter will be available at www.sec.gov; search under “Donegal Group Inc.”

If the Boards of Directors of DGI and Donegal Mutual Insurance Company accept
Mr. Shepard’s proposal in the Letter, then Mr. Shepard would submit an amended Form
A to the Department.

Thank you for your attention to this matter. If you have any questions or require
any further information, please do not hesitate to contact the undersigned.

CALIFORNIA COLORADO ILLINOIS KANSAS MASSACHUSETTS MISSOURI NEW YORK

e,




Stephen J. Johnson and Kimberly A. Rankin
October 4, 2013
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Very truly yours,
Lathrop & Gage LLP
By: et—f b o
f Vlctor Peterson, Esq.
Enclosure

Cc (by email): Robert Brackbill
Jodi Frantz, Esq.
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Gregory M. Shepard
7028 Portmarnock Place
Bradenton, FL 34202
Tel 941 306-5368 Cell 309 310-1331 email gshepard2000@aol.com

October 7, 2013
VIA FACSIMILE AND FEDERAL EXPRESS

Board of Directors
Donegal Group Inc.

1195 River Road
Marietta, PA 17547-0302

Board of Directors

Donegal Mutual Insurance Company
1195 River Road

Marietta, PA 17547-0302

Attention: Mr. Donald H. Nikolaus, Chairman, CEO and President
Gentlemen:

As you know, on August 2, 2013, following my tender offer to pay $30 per share for 962,636 of the outstanding shares of Class B
Common Stock (“Class B Shares”) of Donegal Group Inc. (“DGI”) which expired on July 31, 2013, I proposed an amicable
transaction: Subject to due diligence for a period of three weeks for me and my banking institutions and to my obtaining financing on
commercially reasonable terms, I would be willing to pay $22 per share for 3,300,000 Class B Shares from Donegal Mutual.

On August 15, 2013, Donegal Mutual sent me a letter stating they had reviewed my August 2nd proposal and that the Board of
Directors was unanimous in determining that it was not in the best interests of Donegal Mutual, its policyholders and other
constituencies for Donegal Mutual to enter into the transaction described in my August 2™ proposal.

Since August 15, 2013, I have reviewed my options and evaluated the potential interest of strategic acquirers. As a result, today, as an
alternative, I propose a revised amicable transaction: Subject to due diligence for a period of three weeks for me and a much larger
highly rated mutual property and casualty insurance company, I would be willing to negotiate a price within a range of $33 - $37 per
share for the 957,136 publicly traded Class B Shares (those not owned by Donegal Mutual or me), and the acquiring mutual would
purchase the publicly traded Class A Shares (9,021,350 Class A Shares not owned by Donegal Mutual or me as of July 31, 2013 per
your 2™ quarter 2013 10Q). I know of two much larger U.S. based mutual property and casualty insurers rated A or higher by A.M.
Best who would be strongly interested.

As an incentive, if you elect to do a global transaction with the acquiring mutual, I agree in advance to accept whatever publicly traded
Class A per share price you negotiate with the acquiring mutual as the price for both my Class A and Class B Shares.  This offer
would be subject to all applicable regulatory approvals, which you would not oppose, as this offer would be consensual. Again, I ask
the DGI and Donegal Mutual Boards of Directors (the “Boards”) to do their fiduciary duty, and establish a committee of independent
directors to consider my proposal, and hire truly independent counsel and a financial advisor.

If the Boards accept this proposal, then I would suspend my plans to acquire up to 962,636 Class B Shares in the open market and
privately negotiated transactions.

On Friday, October 4, 2013, the last full trading day prior to the initial public announcement of the proposal, the closing sale prices for
the Class A Shares and Class B Shares on the NASDAQ Global Select Market were $14.30 and $18.56, respectively.

Your September 20, 2013 Investor Presentation

On September 20, 2013, DGI filed an 8-K with an attached Exhibit 99.1 titled “Pursuing Effective Business Strategy in Regional
Insurance Markets—Investor Presentation September 2013” to “Achieve Book Value Growth By Implementing Plan.” Ihave
reviewed this presentation numerous times in the past two weeks, and while I appreciate the efforts of your management and
employees in increasing net premiums written, completing the 10 acquisitions since 1988, the expansion into additional
states/markets, an increased focus on commercial lines, improvements in your technology and agent support to achieve book value




growth. However, I am disappointed to find that your presentation fails to mention one word about the tremendous dilution to the
shareholders as a result of the stock options that you have been granting over the last 5 years which is punishing the Class A and Class
B stock prices, which after the last stock split in 2006, closed at $20.22 per Class A Share and $18.02 per Class B Share 7 years ago at
September 30, 2006.

If you look below you will see that during the 5 years between 2007 and 2012 DGI’s:
®  book value grew by a total of 13.4% or a meager 2.7% per year;
®  book value per outstanding shares grew by a total of only 12.2% or 2.4% per year;
®  stock options grew by an astounding 181% or 36.2% per year; and
e fully diluted book value grew by a total of only 7.9% or 1.6% per year.
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As a result, all of DGI’s achievements over the past 7 years have been negated by the gigantic stock option dilution which isn’t
mentioned once in your Investor Presentation. DGI has failed to achieve the stated goal in your September 20, 2013 presentation,
which is to “Achieve Book Value Growth By Implementing Plan.” Because you have failed to deliver an increase in your stock prices
over a 7 year period, I urge you to contact me to negotiate a transaction for the benefit of Donegal Mutual and DGI, and their
policyholders, shareholders, employees and other constituencies.

['am available to meet with the Boards to explain why I believe such an amicable transaction would be in the best interests of Donegal
Mutual and DGI, and their policyholders, shareholders, employees and other constituencies. On behalf of all DGI shareholders, I
sincerely hope that you accept my invitation, rather than proceeding with your poorly performing plan to achieve book value growth
especially on a fully diluted basis.

Very truly yours,

Gregory M. Shepard
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