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Atlantic States Insurance Company, a Pennsylvania
insurance company and wholly owned subsidiary
of Donegal Group Inec., by Gregory M. Shepard (the “Form A Filing”)

Dear Ms. Frantz:

We write to you as counsel to Atlantic States Insurance Company (“Atlantic States™) and
its parent corporation, Donegal Group Inc. (“DGI’’) with respect to the Form A Filing. As set
forth below, based on our initial review of the Form A Filing, which is ongoing, we believe that
the Form A Filing does not meet the requirements of applicable Pennsylvania law (40 P.S.
Section 991.1401 et seq.,) and the regulations adopted thereunder by the Pennsylvania Insurance
Department (31 Pa. Code Chapter 25).

40 P.S. Section 991.1402 (a)(1) requires, among other things, that Mr. Shepard file the
Form A Filing “. . . with the Department and has sent to such insurer a statement containing
the information required by this section and such offer, request, invitation, agreement or
acquisition has been approved by the Department in the manner hereinafter prescribed.”
(Emphasis added). Mr. Shepard is in clear violation of this statutory provision.

40 P.S. Section 991.1402(b)(3) specifies that the Form A Filing contain “. . . fully audited
financial information as to the earnings and financial condition of each acquiring party for the
preceding five (5) fiscal years . . . and similar unaudited information as of a date not earlier than
ninety (90) days prior to the filing of the statement.”

We have attached for your information a true and correct copy of the relevant portion of
the Form A Filing that Mr. Shepard sent to DGI. (Attachment “A”). As you will see, Mr.
Shepard omitted Exhibits “H-M” referred to as “Mr. Shepard’s financial statements™ from the
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Form A Filing sent to DGI. As stated above, 40 P.S. Section 991.1402(a)(1) expressly requires
that Mr, Shepard send DGI and Atlantic States the complete Form A Filing and all exhibits,

—including Mr.-Shepard’s-financial statements.— The omission-of this information seriouslyand ——

adversely limits DGI’s and Atlantic States’ ability to review the Form A Filing and to protect the
interests of the policyholders of Atlantic States. The self-selective information that Mr. Shepard
sent to DGI does not comply with this requirement and, therefore, his Form A Filing is
incomplete and defective on its face.

Attachment “A” further states that “Mr. Shepard’s financial statements will be provided
to DGI upon its entry into an appropriate confidentiality and non-disclosure agreement.”
Moreover, counsel to Mr. Shepard in his letter dated March 19, 2013 to Commissioner
Consedine purported to request confidential treatment from public inspection of Exhibits “H-M"
pursuant to 31 Pa. Code Section 25.12(c). These attempts to shield Mr. Shepard’s earnings and
financial condition from DGI and Atlantic States and the policyholders of Atlantic States fail for
the following reasons:

. First, as previously stated, Pennsylvania law requires that the insurer in question
receive the complete Form A Filing, not just the portions that Mr. Shepard selectively chooses to
give it. Mr. Shepard does not have the unilateral right to withhold these documents from DGI
and Atlantic States.

. Second, a request for confidentiality pursuant to 31 Pa. Code Section 25.12 relates
only to what must be available for “public inspection”. Regulation 25.12 does not provide a
basis for withholding or conditioning information that DGI and Atlantic States as the subjects of
the Form A Filing have the express legal right to receive as part of the Form A Filing, review,
have an opportunity to comment upon and contest in the Form A Filing review process.

. Third, the provision in 31 Pa. Code Section 25.12(c) that allows the Department
(as opposed to Mr. Shepard unilaterally) to grant confidentiality concerning public disclosure of
the personal financial statements of non-publicly held ultimate controlling persons does not
apply to Mr. Shepard or this-Form A Filing. To the contrary, this provision addresses the
situation where a corporate or other entity is the filer and the ultimate controlling person of the
filer wishes to request confidential treatment from public inspection of his or her personal
financial statements. Mr. Shepard is the filer and he cannot utilize the provisions of Section
25.12(c) to shield from scrutiny his very own financial statements in deprivation of the
constitutional and statutory rights of DGI and Atlantic States as the subjects of the Form A
Filing.

. Fourth, 31 Pa. Code Section 25.12(c) requires that a request for confidentiality
from public inspection “state the basis upon which the assertion of confidentiality is premised.”
The request from Mr. Shepard’s counsel ignores this requirement.
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The standards set forth for approval of the Form A Filing include, among other things,
that the Department not find that “the financial condition of any acquiring party is such as might

ffffffffffffffffffff jeopardize-the-finanecial stability of the-insurer or prejudice the-interests-of-its-poelieyholders: e

.

40 P.S. Section 991.1402(f)(1)(iii). As the entities entitled to review the Form A Filing and
participate as parties in its consideration by the Department, DGI and Atlantic States have the
statutory and constitutional rights to receive Exhibits “H-M” without pre-condition so that they
have the fair opportunity to review Mr. Shepard’s financial condition and address the
requirements of 40 P.S. Section 991.1402(f)(1)(iii) and the other requirements of 40 P.S. Section
991.1401 et seq. in their comments and at a public hearing. So, too, Atlantic States
policyholders, the stockholders of DGI and the public have the same constitutional and statutory
rights and the request for confidentiality with respect to the public should also be denied.

In conclusion, for the reasons set forth in this letter, DGI and Atlantic States request that
the Department immediately order Mr. Shepard to send true and correct copies of Exhibits “H-
M” to them. DGI and Atlantic States further request that Mr. Shepard’s request for
confidentiality from public disclosure of these exhibits also be denied.

DGI and Atlantic States hereby also respectfully reserve the opportunity to submit
additional comments and take such other and further action as provided by law to protect their
interests and the interests of Atlantic States policyholders and the insurance buying public.
Among other things, DGI and Atlantic States believe the Form A Filing contains numerous
erroneous and misleading statements and fails to meet the standards for approval of the filing.
DGI and Atlantic States will advise the Department of these deficiencies in the Form A Filing
under separate cover.

Sincerely,

RLP/Imb
Enclosures

cc: Stephen J. Johnson, Deputy Insurance Commissioner
Robert E. Brackbill, Jr.
J. Victor Peterson, Esq.
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Mr. Shepard’s financial statements will be provided to DGI upon its entry into an
appropriate confidentiality and non-disclosure agreement.



