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Re: Form A Statement Dated March 20, 2013 Regarding the Acquisition of
Control of Atlantic States Insurance Company, a Pennsylvania insurance
company and wholly owned subsidiary of Donegal Group Inc., by Gregory
Mark Shepard (“ Shepard”) (the “Form A”)

Dear Mr. Johnson:

We have received a copy of Victor Peterson’s letter dated September 12, 2013 to
Kimberly A. Rankin of the Pennsylvania Insurance Department (the “Department”) on behalf of
Shepard (the “September 12, 2013 letter”), which comprises Shepard’s responses to the
Department’s requests for additional information from Shepard in its letter to Mr. Peterson dated
August 23, 2013. On behalf of our client Donegal Group Inc. (“DGI”), we respectfully believe
that Mr. Peterson’s latest response to the Department does not answer the key questions the
Department has asked, and continues to demonstrate the deficiencies in the Form A and that
Shepard does not have the required competence, experience and integrity to earn the
Department’s approval of the Form A. »

In particular, Question 8 of the Department’s letter requested information on the
“rationale for [Shepard’s] decision to walk away from Illinois Healthcare instead of managing
the company through a run-of process.” Shepard’s response is telling in that his response is
materially incomplete, not completely candid, and once again demonstrates why DGI urges
disapproval of the Form A.

In his September 12, 2013 letter, Mr. Peterson, on behalf of Shepard, stated, in pertinent
part, that:
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On or about May 1, 2000, Illinois HealthCare filed its 1st quarter 2000 quarterly
statement showing that its capital and surplus had declined to $916,402,
Approximately 10 days later, Illinois HealthCare received a letter from the IDOI
stating that Illinois HealthCare must increase its capital and surplus to more than
$1,500,000 by June 30, 2000, or it would be placed into liquidation.

* * *

On June 30, 2000, Mr. Shepard (i.e., Gregory Shepard) was the sole owner of
Illinois HealthCare, and he owed $19,371,100 to Commerce Bank, $21,262,000 to
AUIC, and $600,000 to his father's trust for a total of $41,233,100, which
prevented him from borrowing any additional funds to contribute to Illinois
HealthCare.

September 12, 2013 letter at 4. In short, Mr. Peterson has stated that, because of Shepard's
outstanding loans, Shepard could not borrow the additional $600,000 he needed to increase
Illinois HealthCare's capital and surplus to more than $1,500,000 and thereby avoid liquidation.

However, what Mr, Peterson and Shepard have omitted is that the entirety of the
Commerce Bank loan and approximately half (if not more) of the AUIC loan were loans Shepard
secured to purchase 20% of the common stock of Meridian Insurance Group, Inc. ("MIGI") in
his unsuccessful personal attempt to acquire control of MIGI. See the Management's Discussion
and Analysis in the AUIC Annual Statement f/y/e December 31, 2000 annexed hereto as Exhibit
A. In other words, Shepard purchased MIGI stock for his personal benefit with loans, including
a loan from AUIC, that deprived him of the borrowing capacity that could have otherwise been
utilized to increase the capital and surplus of Illinois HealthCare for the benefit of its
policyholders and thereby stave off Illinois HealthCare’s insolvency and liquidation. Shepard’s
elevation of his personal interests over his duties as an officer, director and control person to
Ilinois HealthCare and its policyholders is underscored by the fact that the Illinois Department
of Insurance only wanted Shepard to increase Illinois HealthCare’s capital and surplus by
$600,000 to avoid its insolvency and liquidation. Instead, Shepard continued to hold his MIGI
common stock for his personal benefit rather than decreasing his MIGI ownership so he would
have the borrowing capacity to raise only $600,000 for the benefit of Illinois HealthCare's
policyholders. Shepard's preferential conduct is further compromised by the fact that AUIC was
not an unrelated third party like Commerce Bank, but instead a closely-held affiliate in which he
was the 50% owner and president,

Surely, by selling some of the MIGI common stock and repaying part of the AUIC loan,
Shepard could have freed up $600,000 to avoid Illinois HealthCare’s insolvency and liquidation
and thereby protect Illinois HealthCare's policyholders.
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We also note that Mr, Peterson, on behalf of Shepard, continues to evade the
Department’s now thrice-made request for an explanation of Shepard’s contradictory
representations that he has no future plans to sell, merge or change the operations of DGI and his
oft-stated public statements urging DGI’s merger with or sale to a larger insurer so that Shepard
can realize a profit on his DGI holdings. (See the first full paragraph on page 5 of the
September 12, 2013 letter that merely refers to prior correspondence that never answered the
Department’s question.)

Mr. Peterson’s response to DGI’s request that Shepard file current, updated financial
statements is patently inadequate. Mr. Peterson asserts that updated financial statements are “not
called for in the regulations and goes beyond the scope of the Form A process.” September 12,
2013 letter at 5. This is incorrect. 40 P.S. § 991.1402(d) states that “if any material change
occurs in the facts set forth in the statement . . . an amendment setting forth such change,
together with copies of all documents and other material relevant to such change, shall be filed
with the department and sent to such insurer within two (2) business days after the person learns
of such change.” 40 P.S. § 991.1402(b)(3) requires the applicant to furnish five years of audited
financial statements “and similar unaudited information as of a date not earlier than ninety (90)
days prior to the filing of the statement.” Shepard attempted to circumvent these requirements
after the Tender Offer expired by sending a letter to the Department through his counsel
purporting to show deletions and additions to the Form A filed on March 20, 2013, The
Department, however, has required Shepard to file an amended Form A seeking Department
approval of a different transaction consisting of open market and direct purchases of DGI Class
B Shares. The amended Form A was only recently filed along with the September 12, 2013
letter. Given the extended time — now more than six months — which has elapsed since the first
Form A was filed, the importance of having current financial information, and the fact that the
unaudited financial statements dated March 15, 2013 are stale and do not comply with the 90 day
requirement, Mr. Peterson’s legal argument is incorrect and the Department should require
Shepard to file updated financial information in compliance with 40 P.S. § 991.1402 (b)(3).

In closing the September 12, 2013 letter, Mr. Peterson states that “DGI needs dissenting
shareholders.” September 12, 2013 letter at 5. Shepard’s desire to be a dissenting shareholder is
clearly irrelevant to the Form A process. The relevant fact is that Shepard has utterly failed to
prove that he is entitled to be a “control” shareholder within the meaning of the Insurance
Holding Companies Law. That is the only issue before the Department, and DGI respectfully
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requests that the Department deny Shepard’s Form A for the reasons DGI has given for the past
six months in this matter.
Respectfully submitted,

RLP/lmb “" Robert L. Pra%er

Enclosure
ce: Kimberly A. Rankin

Jodi Frantz, Esquire

J. Victor Peterson, Esquire
DM3\2668993.1
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