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UNITED STATES

SECURITE$ AND EXCHANGE COMMSSJON
WASHINGTON tC 20549

John Kauffman

Duane Morris LLP

jwkauffinan@duanemorriscom

February 15 2013

13000181

Re Donegal Group Inc

Incoming letter dated December 27 2012

Dear Mr Kauffman

This is in response to your letters dated December 27 2012 and January 16 2013

concerning the shareholder proposal submitted to DGI by Gregory Shepard We also

have received letters on the proponents behalf dated January 2013 and

January 23 2013 Copies of all of the correspondence on which this response is based

will be made available on our website at

pçjo/j4gii For your reference brief discussion of the Divisions informal

procedures regarding shareholder proposals is also available at the same website address

Enclosure

cc Victor Peterson

Lathrop Gage LLP

vpeterson1athropgage.com

Sincerely

Ted Yu

Senior Special Counsel

DP1ISON OF
CORPOATO4 FU4ANCE



February 15 2013

Response of the Office of Chief Counsel

Division of Corporation Finance

Re Donegal Group Inc

Incoming letter dated December 27 2012

The proposal requests that the board immediately engage the services of an

investment banking firm to evaluate alternatives that could enhance shareholder value

including but not limited to merger or outright sale of DGL

There appears to be some basis for your view that DGI may exclude the proposal

under rule 14a-8i7 as relating to DGIs ordinary business operations In this regard

we note that the proposal appears to relate to both extraordinary transactions and

non-extraordinary transactions Proposals concerning the exploration of strategic

alternatives for maximizing shareholder value which relate to both extraordinary and

non-extraordinary transactions are generally excludable under rule 14a-8i7
Accordingly we will not recommend enforcement action to the Commissionif DGI

omits the proposal from its proxy materials in reliance on rule 14a-8i7 In reaching

this position we have not found it necessary to address the alternative bases for omission

upon which DGI relies

Sincerely

Adam Turk

Attorney-Adviser



DWJSION OF CORPORATION FINANCE
INFORMAL PROCEDURES REGARDING SHAREhOLDERPROPOSALS

The Division of Corporation Finance believes that its responsibility with
respect to

matters arising under Rule 14a-8 CFR 240.14a-8 as with other matters under the proxy

rules is to aid those who must comply with the rule by offering informal advice and suggestions

and to determine initially whether or not it may be appropriate in particular matter to

recommend enforcement action to the Commission In connection with shareholder proposal
under Rule 14a-8 the Divisions staff considers the information furnished to it by the Company
in support of its intention to exclude the proposals from the Companys proxy materials as well

as any information furnished by the proponent or the proponents rŁpresentativº

Although Rule 14a-8k does not require any communications from thareholders to the

Commissions stafI the staff will always consider information concerning alleged violations of

the statutes administered by the COmmission including argument as to whether or not activities

proposed to be taken would be violative of the statute or nile involved The receipt by the staff

of such information however should not be construed as changing the staffs informal

procedures and proxy review into formal or adversary procedure

It is important to note that the staffs and Commissions no-action responses to

Rule 14a-8j submissions reflect only informal views The determinations reached in these no-

action letters do not and cannot adjudicate the merits of companys position with respect to the

proposal Only court such as U.S District Court can decide whether company is obligated

to include shareholder.proposals in its proxy materials Accordingly discretionary

determination not to recommend or take Commission enforcement action does not preclude

proponent or any shareholder of a.company from pursuing any rights he or she may have against

the company in court should the management omit the proposal from the companys proxy

material
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January 232013

VIA E-MAIL sharehoidernroposa1ssec.gov

Securities and Exchange Commission

Division of Corporation Finance

Office of Chief Counsel

100 Street N.E

Washington D.C 20549

Re Donegal Group Inc DGI
Securities Exchange Act of 1934 the Exchange Act Rule 14a-8

Stockholder Proposal the 2013 Proposal
Submitted by Gregory Shepard the Proponent

Ladies and Gentlemen

On behalf of the Proponent we are responding to the letter dated January 16
2013 sent to the Staff of the Division of Corporation Finance the Staff by John

Kauffman Mr Kauffman of Duane Morris LLP on behalf of DO We previously

wrote to the Staff on January 2013 in response to DGIs no-action request dated

December 27 2012 DOls No-Action Request relating to the Proponents 2013

Proposal

At the outset we would like to emphasize the following key points

The Proponent has the right to have his 2013 Proposal for an extraordinary

transaction included in DGIs proxy materials pursuant to Rule 14a-8

The mere act of submitting the 2013 Proposal does not violate the Change

in Bank Control Act

The Proponent incontrovertibly owns less than 10% of the voting power of

DGI

The Proponents past history as an activist shareholder is irrelevant to the

inclusion of the 2013 Proposal and it is particularly ironic that Duane

CAUFORNIA COLORADO ILUNOIS KANSAS MASSACHUSETTS MISSOURI NEW YORK
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Morris the law firm now representing DGI had extensively represented

the Proponent in some of these shareholder activities

DGIs and Duane Morris strategy appears to be to bombard the Staff with

blizzard of paper over highly-technical federal banking regulations in

order to create the appearance that something is amiss

During the first three quarters of 2012 the small community bank at issue

in DGIs petition had revenues of$1 1.3 million in comparison with

$383.1 million in revenues for DGI and

DGIs managers do not like the Proponent and are doing everything in

their power to attack his character and to block his access to the other

long-suffering DGI shareholders

Mr Kauffmans January 16 letter asserts incorrectly that several statements in

our January letter are inaccurate false or misleading and if included in any proxy

solicitation material would violate Rule 14a-9 As general matter we note that none

of these statements appears in the 2013 Proposal or its Supporting Statement submitted

for inclusion in DGIs proxy materials In the remainder of this letter we would like to

respond briefly to Mr Kauffmans January 16 letter

First DGI attempts to distinguish the First Fran/din no-action letter available

February 22 2006 on the grounds that unlike First Franklin DOT is not an ultimate

holding company and thus cannot agree to sell itself without the consent of its

controlling shareholder Donegal Mutual Insurance Company Donegal Mutual First

Fran/din denied exclusion under Rule 14a-8i7 of shareholder proposal almost

identical to the 2013 Proposal because it related to an extraordinary corporate transaction

rather than ordinary business matters As in First Fran/din the 2013 Proposal requests

DGIs Board of Directors to seek sale or merger of the company Donegal Mutuals

control of 66% of the voting power of DOTs stock does not prevent DOTs Board from

seeking sale or merger Indeed Donegal Mutual could decide to vote its DGI shares in

favor of such sale or merger once it knows the terms of the future transaction In any

case the 2013 Proposal requests action by DOTs Board not by Donegal Mutual and the

requested action i.e that DOTs Board seek sale or merger is an extraordinary

corporate action which is not excludable under Rule 14a-8it7

Second Mr Kauffmans January 16 letter purports to correct misunderstandings

of some fundamental points of federal banking law such as the fact that DOT is savings

and loan holding company SLHC which our January letter acknowledged on page

Mr Kauffmans January 16 letter also maintains that DGI would remain an SLHC
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and thus the Board of Governors of the Federal Reserve System FRB would remain

DGIs federal regulator after the planned conversion of Union Community Bank FSB

UCB from federal savings bank to Pennsylvania-chartered savings bank Clearly

DGI wants the Pennsylvania Department of Banking to be UCBs primary regulator It is

also clear that the OTS has already determined that the Proponent is not in violation of

the Change in Bank Control Act CBCAand the FRB has stated that it would not

reconsider ownership structures previously approved by the OTS

We respectfiully submit that what is relevant here for the Staffs purposes is that

the 2013 Proposal may be excluded under Rule 14a-8i2 only if the proposal would if

implemented cause the company to violate any state federal or foreign law to which it is

subject... Rule 14a-8i2 Because the 2013 Proposal requests DGIs Board to seek

sale or merger of DGI its implementation would not cause DGI to violate any law

Thus DGIs allegations that the Proponent is in violation of the CBCA and Regulation

LL thereunder are not only false but irrelevant to the Staffis determination of whether

the 2013 Proposal may be excluded under Rule 14a-8i2 Mr Kauffmans January 16

letter does not identify any law that the 2013 Proposal would if implemented cause DGI
to violate instead it falsely and irrelevantly alleges that the Proponent is in violation of

the CBCA

Third Mr Kauffmans January 16 letter argues that the Proponent is no longer

passive investor because he now actively is seeking to force the sale or merger of

DGI In response we note that the Proponent first filed Schedule 13D with respect to

his beneficial ownership of DOT shares on July 12 2010 after previously filing on

Schedule 13G We also note that the Proponent is merely seeking to include in DGIs

proxy materials the 2013 Proposal to be submitted to DGIs shareholders for their

approval or disapproval and that the 2013 Proposal is precatory such that even if

approved by DGIs shareholders it merely requests that DGIs Board seek sale or

merger of DGI Given Donegal Mutuals control of 66% of the voting power of DGIs
stock and as result its domination of DOTs Board the word force is inapposite here

The Proponent is actively seeking shareholder vote on the 2013 Proposal which

requests DGIs Board to actively seek sale or merger of DOT on terms that will

maximize value for shareholders For this reason the Proponent furnished the 2013

Proposal and its Supporting Statement as an exhibit to Amendment No of his Schedule

13D filed on November 2012

Mr Kauffman argues that the act of submitting proposal for an extraordinary

transaction in and of itself proves that the Proponent is no longer passive and is

seeking control This is nonsense however because the Proponent has statutory right

to avail himself of shareholder proposal initiatives just as any other shareholder

does Mr Kauffman goes on to argue that the Proponent is using deceptive stratagem
to pursue his ulterior motive of taking over the company again perhaps because of
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Duane Morris previous representation of Proponent during shareholder activist

matter Again this desperate claim is nonsense takeover would be impossible

because Donegal Mutual controls 66% of DOl We remind the Staff that the Proponent

has invested over $50000000 in DGI and he has every right to closely monitor his

investment It is the close monitoring that DGI does not like

DGIs basic argument here is to equate not being passive investor in

securities law sense with seeking control of an SLHC i.e in banking regulation

sense However being required to file on Schedule 3D does not entail having control

of an SLHC under the CBCA and Regulation LL The ownership threshold for Section

13 is 5% whereas under Regulation LL the ownership threshold for rebuttable

presumption of control is 10% and for non-rebuttable determination of control it is

25% The Proponent is an example of Schedule 3D filer who does not control an

SLHC because any presumption that the Proponent controls DGI is rebutted by the fact

that Donegal Mutual controls DGI

Regarding DGIs claim that the OTS never approved any ownership structure

involving the Proponent but merely declined to take action against the Proponent it is

difficult to imagine how formal an OTS approval would need to be for DGI to be

satisfied DGI is inappropriately insisting on higher standard for the Proponents

approval from the OTS We respectfully submit however that the determination made

by the OTS staff constitutes sufficient approval even if DGI does not agree with it

Finally Mr Kauffmans notion that the Proponent cannot sell his shares in the

market is also nonsense Mr Kauffmans January 16 letter asserts that the Proponent

may not resell his DGI shares under Section 4a1 because the Proponent is DGI

affiliate Although the Proponent beneficially owns more than 10% of class of DGI

shares it does not necessarily follow that he is DGI affiliate which depends on

whether he controls DGI However the Proponent does not control DGI and thus he is

not an affiliate because Donegal Mutual controls DGI as result of its ownership of

66% of the voting power of DGIs stock

In 1997 the S.E.C proposed revising the definition of affiliate to exclude

persons who are not executive officers directors or beneficial owners of more than ten

percent of class of equity securities of the issuer Release No 33-7391 Feb 28 1997
The release for this proposed rule stated on page 10 that 10% holders could still contend

that they are not affiliates because they are not in control position and that their

affiliate status would be evaluated based on the facts and circumstances

For instance in one case co-founder former officer and director of an issuer

owning 9.8% of its outstanding shares was permitted by the S.E.C to sell his shares

without registration by showing that the issuers two principal shareholders owned
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approximately 44% of the issuers shares and that management owned approximately

22% and that he had no involvement in the management of the issuer and no

representative on its board of directors See Documentation Inc S.E.C No-Action

Letter 1976 WL 10383 Oct 13 1976 Similarly DGIs controlling shareholder

Donegal Mutual owns approximately 66% of the voting power of DGI outstanding

common stock and the Proponent has no involvement in DGIs management and no

representative on its Board of Directors

As for DGIs comment with respect to the so-called Section 41 -V2 exemption

we note that Mr Kauffmans January 16 letter only stated DGIs opinion that resale

under this exemption would likely have to be priced at discount the letter did not argue

that this exemption is unavailable We also note that even if arguendo the Proponent

were DGI affiliate he could resell his DGI shares pursuant to the Section 4144
exemption S.E.C Release No 33-6188 Feb 1980 recognizes at footnote 178 and

the accompanying text the availability of the Section 41 -Y2 exemption to resales of

securities by affiliates of the issuer Because the Proponent has alternatives for reselling

his DGI shares other than pursuant to registration statement Rule 144 or sale or

merger of DGI the 2013 Proposal would not further personal interest of the Proponent

which is not shared by all DGI shareholders so DGIs argument that the 2013 Proposal

may be excluded under Rule 14a-8i4 also fails

If we can be of further assistance in this matter please contact me by telephone at

312 920-3337 or by e-mail at vpetersonUathropgage.com

Sincerely

LATHROP LLP

Victor Peterson

John Kauffman Duane Morris LLP via email

JeflIey Miller Donegal Group Inc via Federal Express

19792717
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Securities and Exchange Commission ME1Y
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Division of Corporation Fmance MIRANDA EPrAVILLO

Office of Chief Counsel

100 Street N.E

Washington D.C 20549

Re Donegal Group Inc DCI
Securities Exchange Act of 1934 the Exchange Ad Rule 14a-8

Stockholder Proposal the 2013 Proposal

Submitted by Gregory Shepard the Proponent

Ladies and Gentlemen

On behalf of our client DGI we are responding to the letter dated January 2013 sent

to the Commission by Victor Peterson of Lathrop Gage LU counsel to the Proponent Mr
Petersons letter addresses the no-action request we filed with the Commission on behalf of

DCI on December 27 2012

DCI believes certain of the statements inMr Petersons letter are inaccurate false or

misleading and if included in any proxy solicitation material would violate Rule 14a-9

Page of the letter refers to First Franklin The First Franklin reference is

inapposite First Franklin was the ultimate holding company and could

therefore authorize business combination transaction that included its

principal subsidiary DCI is not an ultimate holding company and cannot agree

to sell itself without the concurrence of its parent which has more than majority

DUANE MoREIs u.P

30 SOuTH 17 STREET PHILADELPHIA PA 19103-4196 FHON 215.979.1000 FAX 215.979.1020
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voting control of DGI This distinction is obvious and material but Mr
Peterson did not note that fact

Page of the letter evinces lack of understanding of some fundamental points

of federal banking law DGI is not an insured depository institution but is

instead grandfathered unitary savings and loan holding company SLHC
whose federal regulator is currently the Board of Governors of the Federal

Reserve System the FEB Prior to July 212011 the Office of Thrift

Supervision the OTS was DCIs federal regulator

Union Community Bank FSB IJCB is the underlying savings bank and

subsidiary of DCI and Donegal Mutual Insurance Company Donegal

Mutual If UCB were to complete its pending conversion from federal

savings bank to state savings banlc there would be no chance in the

regulatory status of DGL As an SLHC DGIs current federal regulator is the

FRB and its federal regulator as an SLHC after the conversion would remain

the FRB The chartering authority for the underlying savings bank UCB is

and will continue to be irrelevant to the issues at hand

Pages 8-9 of the letter state that DGFs legal counsels December 12 2012 letter to

the Proponent Exhibit.C to his letter was coercive because it offered to

include the Proponents 2013 Proposal in DGIs 2013 Proxy Statement if the

Proponent submitted materials to the FRB in compliance with his obligations

under the Change in Bank Control Act the CBCA no later than December 19

2012 Mr Peterson also contends DGIs request that the Proponent comply with

the CBCA is redundant given the prior ruling of the 0Th Mr Petersons

interpretation of the foregoing events is wrong for two reasons

First when the 0Th dedined to take action in February 2011 the

Proponent represented that he was nothing morethan passive investor

See Exhibit at pages 2-4 to Mr Petersons January letter In February

2011 the 0Th did not give the Proponent clean bill of health for all

time but rather just made finding that he was not in violation of the

rules at time See Ex to Mr Petersons January letter Since

February 2011 the Proponent has clearly shed whatever status he may
previously have had as purported passive investor and he now actively

is seeking to force the sale or merger of DCI The Proponents current

actions are detailed in the Petition for Enforcement Action the

Petition which we provided to you with our letter dated December 27
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2012 and in DCIs Supplement to its Petition the Supplement copy

of which we enclose with this letter for your information See the

Petition at 15 and 63-69 and the Supplement at TIE 1-8

Second DGIs actions in seeking to have the Proponent comply with his

obligations under the CBCA now that he is no longer passive investor

in exchange for including his 2013 Proposal in DGFs 2013 Proxy

Statement was not coercive in any way DCI understands that any

person seeking to avoid controF finding under the CBCA for owning

10%ormoreofanyclassofvotingsecuritiesinthiscasethe

Proponents ownership of slightly more than 18% of DCIs Class

common stock would be required to enter into passivity agreement

with the FRB In accordance with DGIs understanding typical

passivity agreement would prohibit the Proponent from seeking to force

DCI to engage in sale or merger and would require the Proponent to

cease any and all attempts to control or influence the business

operations and activities of DCI Having obtained such protection from

the Proponents execution of typical passivity agreement with the FRB

DCI would no longer have concern about the inclusion of the

Proponents 2013 Proposal in its 2013 Proxy Statement What is relevant

is the course of conduct upon which the Proponent has embarked in

seeking to force DCI to engage in sale or merger which is precisely the

same stratagem that Proponent used as prelude in the past to try and

take control of three other insurance companies See the Petition at

28-54 By having the Proponent enter into passivity agreement with

the FRB DCI would be protected from all future efforts by the

Proponent to force or influence its sale or merger and the inclusion of

Proponents 2013 Proposal in DGrs 2013 Proxy Statement would be the

end of his efforts to obtain control of DCI rather than the continuation of

them

Page 10 of the letter provides misleading description of the various OTS

actions and the Proponents purported passive investor status regarding DCI

Whether the Proponent was in fact passive investor in DCI at one time no

longer matters because the Proponent now admits in filing with the

Commission that the Proponent is no longer passive investor The 0Th did

not object to the Proponents holding over 10% of DGIs Class common stock

two years ago and under the circumstances then prevailing Those

circumstances no longer prevail See the Supplement at 1914 and the
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Petition at 91 and 6369 DCI respectfully submits that anyone

experienced with federal banking regulation would conclude that Mr
Petersons description of the OTS history is inaccurate

On that same page Mr Peterson accuses DGI of misleadingly failing to

indude in its Petition language from the FRBs Regulation LL regarding

ownership structures previously approved by the 0Th There was no reason

for DGI to include the Regulation LL language to which Mr Peterson refers To

begin with the language is inapposite because the 0Th never approved any

ownership structure involving the Proponent and DGI but merely declined to

take action against the Proponent based on the facts then known to the OTS

Indeed DCI first became aware of this information when it received Mr
Petersons January 2013 letter and its accompanying exhibits DCI was

previously unaware of any of the Proponents correspondence with the 0Th
because the Proponent had requested and apparently obtained from the 0Th
confidential treatment of such correspondence Now that DCI has become

aware of those facts it has ified the Supplement to the Petition

Page 13 of the letter claims that the Proponent could sell his shares under

Section 4a1 and under the Section 41-1/2 exemption DCI believes these

statements regarding very complex topic under the federal securities laws are

not correct and are therefore misleading for the following reasons

Because of the Proponents large share ownership of DCI Class

common stock and Class common stock the Proponent has the status

of an affiliate under the federal securities law making Section 4a1
unavailable to him and

The Proponent would likely have to take significant discount from the

market price of any DCI shares sold under the Section 41-112

exemption because the party purchasing the DGI shares from the

Proponent would receive restricted securities
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If we can be of further assistance in this matter please contact me by telephone at 215
979-1227 or by e-mail at jwkauffmantduanemorris.com

JWKm
cc Donald Nikolaus

Jeffrey Miller

Frederick Dreher Esq

Gregory Shepard

Victor Peterson Esq



BEFORE fJjBOARD OF GOVERNORS
OF THE FEDERAL RESERVE SYSTEM

In Re Gregory Shepard the owner of more than

10% of the Class Common Stock of Donegal Group

Inc Grandfathered Savings and Loan Holding

Company

SUPPLEMENT OF DONEGAL GROUP INC TO
PETITION FOR ENFORCEMENT ACTION

Petitioner Donegal Group Inc Marietta Pennsylvania DGI hereby submits this

Supplement hi support of its Petition for Enforcement Action the Petition ified with the

Board on December21 2012 Petitioner files this Supplement because subsequent to

December 21 2012 1101 received documents from Gregory Shepard Shepard for

which he had previously requested and apparently received confidential treatment from the

Office of Thrifr Supervision the OTS and iithe Court of Appeals for the Second Circuit

decided Gibbons Malone relating to the circumstances under which two different classes of

securities of the same issuer cannot be combined or in the words of the court paired DGI

believes that these documents and this decision provide further support for its Petition

Starting In Late 2011 Shepard Has Sought To Control And Influence DGIs

Management Policies And Business Operations

As described in paragraphs 14 and 63-69 of the Petition starting in November

2011 Shepard has sought to force DGI to merge with or sell itself to another company

Shepards current stratagem is his attempt to place shareholder proposal in DGIs annual proxy

statements that would if approved by DGIs stockholders require DOl to hire an investment

banldng firmto evaluate the sale or merger of DGJ and would further require the DGI Board to

actively seek the sale or merger of DGI

DMEAST 15187779 v5



Shepards efforts started with the submission of his 2012 Proposal for inclusion in

DOls Proxy Statement for its 2012 annual meeting of stockholders See Petition at 64 and

Exit

Thereafter over Shepards objection the SEC granted DGIs no-action request

permitting DGI to exclude Shepards 2012 Proposal from its 2012 Proxy Statement See Petition

afl165-66

Undaunted Shepard has now submitted his 2013 Proposal and requested its

inclusioü in 101s Proxy Statement for its 2013 annual meeting of stockholders See Petition at

67andExh.G

Although DOl has again requested that the SEC grant its no-action request

Shepard has once again opposed DGIs request 101s request is presently pending before the

SEC

However in the course of opposing 101s request Shepard has revealed to DGI

certain correspondence between him and his counsel and the OTS which supports DOls

Petition Since Shepard had sought and apparently received confidential irealinent for such

correspondence DGI only received such correspondence for the first time on January 2013

when Shepard submitted it to the SEC and to 101 as part of his opposition to 101s no-action

request

Significantly in addition tO seeking to have DGI include his 2012 and 2013

Proposals in its Proxy Statements for its 2012 and 20i3 annual meetings of stockholders

Shepard also filed an Amendment No.3 to Schedule 13D with the SEC in November 2012 in

which he reserves the right to communicate with management the Board other stockholders

industry participants and other interested or relevant parties including financing sources and

DMEAST16187779v5



financial advisors about iDOl or proposing potential or other transaction involving and

about various other matters including the operations business strategic plans assets and capital

structure of requesting or proposing one or more nominees to the Board of

Directors of See Petition at J5 and 68 and Exh at page of

Simply stated Shepard is no longer passive investor in DGI and his previous

representations to the OTS are no longer correct

Shepards OTS Correspondence Supports DGIs Petition For Enforcement

Shepards and his counsels correspondence with the OTS is set forth in the

following four letters

letter from the OTS to Shepard dated November 242010 Exh

letter from Shepards counsel to the OTS dated December 172010 Exh

Aletter from the OTS to Sheparddated February 28 2011 Exh.J

AlctterfromShepardscounseltotheOTSdatedMarch32011Exh.K

This correspondence resulted from DOls request that the OTS find Shepard in violation of the

Change in Bank Control Act the CBCA See Exh

10 In order to forestall the OTSs disapproval of his purchases of DGI Class

Common Stock in excess of 10% of the outstanding shares of DGIs Class Common Stock

without any notice to or approval from the OTS Shepard made the following representations to

the OTSinter alia in his counsels letter dated December 172010

Our client has never proposed director in opposition to nominees proposed by

the management of DGIC DFSC or FSB

Our client has not participated in the solicitation of proxies with respect to any

matter presented to the stockholders of DGIC DFSC or FSB

client has not done and has no present intention to or

attempt to exercise directly or indirectly control or controlling influence over

management policies or business operations of DGIC DFSC or FSB

DMEAST16187779v5



Exh at 3-4 Thus Shepard sought to portray himself as nothing more than passive investor in

DGI

11 Each of the foregoing representations has been compromised by Shepards 2012

and 2013 Proposals and his stated reservation of rights in his November 2012 Amendment No.3

to Schedule 13D Shepards current course of conduct is the forerunner of the actions he

previously pursued to try and force the sale or merger of three other companies See Petition at

1128-54

12 It does not require leap of faith to conclude that the OTS would likely have

viewed Shepards CBCA violations in significantly different Light if it knew Shepard would

treat the OTSs inaction as license for him to pursue the forced sale or merger of DGI in the

future

13 In fact the OTS never gave Shepaixi clean bill of health for all time On the

contrary as the OTS stated to him in its February 28 2011 letter it not concur with the

analysis set forth in counsels December 17 2010 letter but instead on the facts as

OTS understood them the OTS only concluded that was not in violation of the

rules at this time Exh emphasis added

14 Given the changed circumstances between February 2011 when Shepard sought to

portray himself as passive investor and now when Shepard admits he is no longer passive

investor there is no reason for the Federal Reserve Board to cleave to the OTSs inaction instead

of independently analyzing the facts upon which DOTs Petition is predicated and addressing

Shepards violations of the CBCA

DMEAST16187779v5



The Second Circuits Decision In Gibbons Supports DGIs Contention That Its

Class and Class Common Stock Should Be Treated As Separate Classes Of

Votina Securities

15 Regulation LL provides that any party seeking to acquire 10% or more of any

class of voting securities must submit prior notice to and receive the prior approval of the

Federal Reserve Board before exceeding the 10% threshold See Petition at 18

16 It is undisputed that Shepard owns more than 18% of DGIs Class Common

Stock and that he did not seek or obtain in advance in fact has never sought or obtained the

Federal Reserve Beards approval prior to exceeding the 10% threshold See Petition at 12

19-20

17 101s Class Common Stock DOICA and DGFs Class Common Stock

DGICB are two separate classes of voting securities which should not be combined for the

purposes
of avoiding violation of Regulation LL See Petition atJJ 12-13

18 The Second Circuits Gibbons decision was decided on January 2013 copy

of the Gibbons decision is appended hereto as Exh

19 In Gibbons case decided under section 16b of the Securities Exchange Act of

1934 the Second Circuit had to decide whether sales and purchases of two different classes of

securities of the same issuer should be paired for the purpose of determining whether the short-

swing profits prohibition of section 16b had been violated

20 In Gibbons the Second Circuit held that the two different classes of Discovery

Communications Inc DCI securities should not be paired and hence found there was no

violation of section 16b because

The two classes DCI Series stock and DCI Series stock were not

convertible into each othen

The Series stock and Series stock had different voting rights since the Series

stock had one vote per share and the Series stock had no voting rights

DMEASTlslBmsv5



The Series stock and Series stock were registered separately and traded

separately on the NASDAQ

The Series stock and Series stock traded at separate prices

Slip Op at 8-9 Given these differenccs the Second Circuit held the Series and Series

stocks were not economically equivalent and could not be paired for section 16b purposes

Slip Op at 8-10

21 The same distinctions that governed the Second Circuits decision in Gibbons

apply here because

The two classes of DGIs securities DOICA and DGJCJ3 are not convertible

into each other

DGICA has only one-tenth of vote per share whereas each share of DGICB has

one vote per share

The DGICA and DGICB shares are registered separately and trade separately on

the NASDAQ

The DGICA and DGICB shares trade at separate prices

Accordingly for purposes of Regulation LL the DOICA and DGICB shares should not be

paired or cçmbined

22 Given the differences between the DOICA and DGICB shares Shepard should

not be permitted to evade Regulation LLs prohibition on owning 10% or more of any class of

DMEAST16187779v5



voting security without prior notice to and the prior approval of the EedetalResetvc Board

Is DaviæH Pitfirtsky

David IL Pittinsky

BALLARb SPAHRIL
1735 Mket StreCt 5l Floor

Philadelphia PA 19103

215.86481 17

7hOm
15/ .ZeithR.Fier

Keith R. FishÆ

BAIJARD SPAHR LLP

1909JtNW.l2thPIoor
Washingtoz DC 20006

20461.2284

balIardspa.com

Attorneys for Petitioner

Dosiegal Group Iàc

Dated Januaryll2013

DMEAST1617779V5
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Office of Thrift Supervision

Department of the Treasury heanft
HuboWc F1aic1it CÆntP1araF1ycSuitc 160Jcuc QNJ 07311 MIcP4eL FXin

TeIspboI% 201 413-7302 Fax 201413-5842 RigtoraZDe-.aor

November 24 2010 OTSNos 16137

H3434

Yla ernlfht Courier

Mr Gregory Shepard

FISMA 0MB Memorandum MO7-16

Re Ownership of Donegril Group Inc

Notice ofAppamp Violation oeg14oy 1eqJemcnts a2 ç74
DeazMr.Shepa

This notice concerns your ownership of Class common stock par value $0.01 per share Class

Shares of Donegal Group Inc Holdthg Company wiichis savings and loan holding company
for savings association Province Bank FSB PSB Holding Company and FSB are regulated by the

Oce ofThrift Supervision OTS hidividuals who invest In the securities of savings associations

and savings and loan holding companies are subject to the Change in Bank Control Act the Control

Act 12 U.S.C 1817j which 01S mplemenls through Ito regulations at 12 CY.R Part 574 The

Control Ac as implemented by 01S regulations generally prohibits an Individual from acquiringt

contrel of savings and loan holding compeiiyt unless the individual previously has filed Control

Notice and received written notice of non-disapproval from 01S See 12 C2.R 574.3b and 576

It appears that you have acquired Holding Company voting stock in violation of 12 C.P.R 574.3b

and 12 U.S.C 1817jxl This is becausc pursuant to 01S regulations you are presumed to have

acquired control ofHolding Company prior to May 122010 by virtue of your purchases of Clans

Shares and prior to such presumptive acquisition of control your
failure to file notice socking 01S

non-disapproval

You are presumed to have acquired control of The Holding Company due to the operation of 12 C.F.R

574.4b and which provide for rebuttable control determinations Among other things an

investor is presumed to have acquired control of an savings and loan holding company wberc the

investor acquires more than 10% of any class of The companys voting stock and the investor is or

would be one of the two largest holders of any class of the companys voting stock According to the

Holding Companys Schedulp 14A filed with the U.S Securities and Exchange Commission on March

152010 you were listed as of February 262010 as the second largest holder of Class Shares with

The tom acquire is donned at 12 CJ.R 574.2a

2ThercgulatiOns use the turn savings association fOwcvci thotnm savings associatloa baa best defined to include

savings and loan holding companies See 12 CF.R 5742p



Mr Gregory Shepard

November 24 2010

Page

ownership of 8.4% of Class Shares based on Schedule 13G amendment 1Usd by you on Febniaiy

162010 The Schedule 13D filedbyyouonJuly 1220l0reportcdownersbipofl5.8%ofClsssA

Shares and indicates that your ownership exceeded 10% of Class Shares prior to May 12 2010

Publicly available information indicates that you axe and have been one of the two lareat holders of

the Class Shares

The OTS currently is in the process of dctniiiting what action it should take against you for your

apparent violation ofthe Control Act and provisions of 12 C.F.R Part 574 If you have any infomiation

that you would like to submit regarding this matter please provide It 01$ attorney Oregozy Rubis at

this address by Tuesday December 142010 Your response should dcarzibc how you have divested or

will divest yourself of Class Shares to bring your level of ownership to or below the 10% threshold

In addition ectivc immediately and until 013 provides you with written notice of resolution of this

mntter you arc hereby directed by 01$ In the following way

You must refrain from exercisingany voting rights with respect to more than 10% of Class

Share and

You must not acquire any additional Class Shares

If you have any questions about ibis matter piesse contact Gregory Rubis at 201 4137382

Sincemly

MichaelE Fuin

cc Gregoryl Rnbis Esq

Public securities filings by Holding Company abowarelatfvely constant number of outstanding Class Shares shee

December3l2009
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RILEY BENNETT
.LGLOFFLLP DkectP317955-716mmkdbd
ATTORNEYS AT LAW

Adlc andA

December 17 2010

Mr MInhie1 Finn

Regional Director

Office of Thrift SuperviÆm
Harboraide Financial Center Plaza Sdte 1600

Jerseycily NJ 07311

Re Ownership of Donegal Group lnc Class Shares by Gregorr Shepard

OTSNos 16137

H3434
Our file nunben 2988.503

Dear Mr Finn

Thank you for your November 24 2010 Notice letter concerning our client

Gregory Sheperds ownership of Class commoü shares of Donegal Group Inc

IDGIC Please know we are appreciative of Mr Rubis extension of time with ich
to respond through Friday December 172010

We have reviewed the applicable citations to the Change in Bank Control Act

the kControl Act as well as the ations th imder as implementei by the Office

of Thrift Supervision OTS at 12 C.FR Part 574 With respect to Mr Shepards

equity ownership in DOIC please know that Mr Sbeparda U.S -Securities and.
Exchange Commission filings have been truthful and accurate Any tecbnil
violation which may have occurred was unknowing iavohmtaxy and inadvertent He
looks forward to being in full compliance with all applicable laws and regulatiknis and

to working with the OTS to bring fair and equitable resolution to this matter

lmporaxit for consideration towards this goal our review of the facts reveals the

following

DGIC describes itself in its public filings as an insurance holding

company whose Insurance subsidiaries offer personal and commercial

lines of property and casualty insurance to businesses and individuals in

18 Mid-Atlantic Midwestern and Southeastern states

FOURTH FLOOR 141 WASBLNOTON 8BT INDIANAPOLIS INDIANA 46204

TBLEPHONB 317 636.8000 MCSIMiLH 317 6364027 WBBSrr IBIAW.COM
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Describing its organizational structure DGIC indicates it 0Wfl8 48.2% of

Donegal Financial Services Corporation DFSC registered savings

and loan holding company that in turn owns Province Bank FSB

FSBI DOIC indicates tbat its investment in DFSC is not material to

our operations but believes the investment will emhirce its property and

casualty insurance product offerings

FSBia subject to regulation and supervision by OTS as the primary

regulator of federal savings banks and the primary purpose of the

statutory and regulatpxy effort by the OTS Is to protect depositors in

financial institutions and the system whole
On July 12 2010 Mr Shepard flied Schedule 13D Fifing with U.
Securities and Exchange Commission rSEC disclosing his ownership of

the Class ahaleB in question end including as exhibits his

correspondence of June 25 2010 and July 12 2010 to DGIC and its

July 2010 correspondence to bun In DGICa response there is no

mention of its status as regulated savings and loan holIing company
and the applicable regulatory requirements

Mr Shepard acksowledgea compliance with the direction from the or$
that until written notice of resolution of this matter has been received by
him from the OTS he

will refr in from exercising any voting rights with respect to more

than 10% of Class shares and

will not ftcquire any additionl Class shares

As of receipt of OTSs correspondence of November 24 2010
Mr Shepards combined share holdings of DCII represent voting power
of only 9.2% of the outstanding voting secuntlea of DGIC Wbsn
combined wlth DGICs ownership of 48.2% of DPSC Mr Shepards

indirect ownership of FSB Is approximately 4.4%

As stated above Mr Sbepard is COnm3Itted to being in full compliance -with the laws

and regulations referenced in your correspondence of Novemr 24 2010 From our

review of said laws and regulations we believe that if our client had filed formal

application for Rebuttal of the Presumption of Control Agreement pursuant to Section

320 of the orS Application Handbook he would have qualified for written notice of

non-disapprovaL Speciflcal1y the facts of this case are aligned closely with tbose

requirements referenced in 12 C.F.R 574.100 the Rebuttal of Control Agreeinent

Our client did not acquire the Class shares in question for the purpose

or effect of t4uiging the control of DGIC DFSC or FSB or.in connection

with or as participant in any transaction having such purpose or effect
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Our client has no Intention and no ability to manage or control directly

or Indirectly DGIC DFSC or FSB Although our client is nominafly

listed as the second largest holder of DGIC stock the largest holder

.Donegal Mutual Insurance Company rDMICI holds 166%1 of the voting

power of the DCIG shares and dwarfs our ollenre position Given the

incontrovertible control position of DMJC It is impossible for our client to

ever be in control poeltlbn

Not only does DMIC ovexwhmiigly control DGIC DMIC also directly

owns approximately 52% of DFSC By contrabt DGIC owns

approximately 48% of DFSC Therefore DMIC not DOIC is in control of

the management and policies of DFSC and thus also of FSB
Although the Class common shares of DGIC are voting stock each
Class share has 110 of vote By contrast each share of Clase

common stock of DOIC has full vote which is ten times the voting

power of Class sbae .Accordingjy Mr Sheards ownership of Class

shares of DGIC gives him voting power equfvalen to that of

apprryrirntejy 1.6% of the Class shares of DOIC
Our client has riot sought and does nOt currently seek nor has be
accepted any representation on the board of directors of DOIC DFSC or

FSB nor has he sought or currently seeks to serve as the chairman of the

board of directors or cbairmaii of an ecuiive or bii committee of

DGIC DFSC or FSB or board of directors or as president oz chief

executive o.cbr of DGIC 1PSC or FSB
Our client has not engaged or proposed to.engage in any intercoipany

transaction or profit-sharing arrangement with DGIC DFSC or P89 br

their Rffi1bte8 Our client holds no debt or debt-like Instruments in any

of DOIC DFSC or FSB Our client has not pledged any assets for the

benefit of DGIC DFSC or FSB nor have any aesets af any of them been

pledged for the benefit of our client Ou clieit Is not guarantor or

surety for and obligation owed by any of DOIC lFSC or P89
Our client has ucvr proposed director in opposition to nominees

propoeed by the management of DOIC DPSC or PSB
Our client has not participated in the solicitation of proxies with respect

-to any matter presented to the stockholders of DOIC DFSC or FSB Our
client does not hold proxies revocable or otherise from any other

party and no party baa granted to our client proxy revocable or
otherwise Our client has not granted any proxy on his shares to any

other party Our client Is not party to any voting trust agreement Our

client is not acting in concert with any other party with respect to any

matter pertaftig to DGIC DFSC or FSD
Additionally our client baa not done and has no present intentloÆ to do

any of the following
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Influence or attempt to influence in any respect the loan and

credit decisions or policies of DGIC DFSC or FS the pricing of

services any personnel decisions the location of arty offices

branching the hours of operation or efrnilcr activities of.DGIC
DFSC or.FSB
Influence or attempt to influence the dividend policies and
practices of DGIC DFSC or FSB or any decialQna or policies of

DGIC DFSC or FSB as to the offering or elnngc of any
securIties-

Seek to ainemi or çj5 take actkei to tthnge the bylaws
articles of incorporation or charter of DOIC DFSC or FSB
Exercise or attempt to exercise directly or indirectly control or

controlling influence over n1agement policies or business

operations of DGIC DPSC or FSB or

Seek or accept access to any non-publiØ Information concerning

DGIC DFSC or PSB 011 cli nt relationship with DGI is at best

arms length. Mr Shepard baa not reccived nor expects to ever

receive any non-public information from DGIC

In sum the facts and circumatandes surrounding Mr Shepards stock

ownership in Class DGIC shares closely aligna with all of the factors listed for

feetuafly-based rebuttal of the presumption of control under 12 C.F.R Part 574
Mr Shepard is aM always has been In positin of non-control ielative to all-

measurable factors of control as listed under OTS guidelines In act he has not
controlled and has no ability to control influence or in anyway be factor in aiy
decisions with regard to FSB directly or indirectly All relevant facts as deflnd by
0Th show Mr Shepard does not have any colitrol whatsoever

Therefore we aiitithpate filing formal appliefan putsuant to the terms and

requiremenfi of Section 3.20 of the 0Th Applitfnn Handbook for consideration by
the OTS to ni1re determination consistent with these facts for issuance of letter by
the 0Th regarding it accçptance of rebuttal of control on the part of Mr Sliepard

Through the completion of this process Mr Shepard looks forward to being in full

compliance with and to mainttthig this compliance gging forward

If you or Mr Rubia have any additional questions about this matter please feel

free to contact me at my direct dial number 317 955-7116 Lastly Mr Shepard

respectfully requests that this matter be afforded confidential treatment through its

resolution for privacy reasons and because disclosure might affect the public stock

price of DOIC
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Sincerdy

RILEY BENN EGLOFF U.P

___
on behaf of Gregory Shepard

cc Mr Gregory Rib1a Eeq
Mr Gregory Shepard
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Office of Thrift Supervision

Depaetment of the treasur1y

HiÔIIU1 I60OJ CftyJO73fl

Te1q0i 201 413.7302 ix 201 413-5842 ReglavalLwrector

VL 1RST CLASS MAIL

Fehiuary28 2011

Mr Gregoly Shepard

FISMA 0MB Memorandum M-07-16

Rn Donegal Group lnc Donegal and

Province Bank FSB Association

Mariett Peaiisvhania 01S Nos H3434 and 16137

12 C.F.R Part 574

Dear Mr Sbepar

The Office of Thrift Supervision OTS has considered the letter xnyour counsel dated

December 17 2010 and has discussed the matter with the legal department of OTS In

Wango DC Based on the the acts as we understand thern and while we do not concur

with the analysis set rth In the lette we have concluded that you are not in violation of the

rules atthis time

Please dect any questions regarding this tter to Senior Attorney Gregory R.ubis at 201413-
7382

Sincerely

Mlchae/a Finn

Regional Director

cc Mark McKinzic Eaq
Riley Bennett Eglog LLP

Fourth Floor

141 B.Washington Street

Indianapolis Indiana 46204
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J.MMm
D1tci1 317 955-7156

March 3. 201

Mr Giogixy Thahis

Office of Thrift Supervision

Harbosidc Finnuelel Center Plaza Plvc Suite 1600

Jersey fy NJ 07311

Re Ownership of DonegaL Group Inc Clans Shares by Orey Shepard
0Th Na. 16137

Our ifie numbsu 2988.503

Dear Greg

Thank you for forwarding courtesy copy of the letter issued by the Northeast

Regional Director of to my r11nt1 Gregory Shepn_rd and for your displayed

professionalism snd courtesy thtougbout this matter

The conclusion was reached that Mr Shcpafd is not in in1$4nn of 01S rules

Please bmw it in his desire to rimafn In compliance on an ongoing basis Toward this

cud this letter is to coZnn and memorialize our discussions that Class and Class

shares of Doegnl Group Inc DGIC are fronted as one class of stock for purposes of

applying the provisions of 12 C.P.R Part 574 this is consist with 0Th opInions found in

1994 01S Leafs involving composition of class of voting stock and 1998 FHLBB
predecessor to OTSLesis 316 referencing the combined voting power in the contest of

Tender proposed by on issuer

Therefore as we discussed Mr Shepard has the ability to acquire both and

shares of DGIC to combined voting power of up to 9.9% at which time the Change in

Bank Canted Act at 12 U.S.C 18l7 which the UIS implements through its

regulations at 12 C.F.R Part 574 vouid require Mr Shepard to 1e Canted Notice and

receive wiittci Notice of Non-Disapproval from 01S prior to his purohanins additional

aharea of either clans of stock

Greg again thank you for your professionalism and efficiency in bring this ratr
toacon4usion

Sincerely

RILEY BENNETI EGLOFF up

Mark McKlnrie

JUM/298503/mcl/00323687
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January 2013

VIA E-MAIL shareholderproposalscsec.gov

Securities and Exchange Commission

Division of Corporation Finance

Office of Chief Counsel

100 Street N.E

Washington D.C 20549

Re Donegal Group Inc DGI
Securities Exchange Act of 1934 the Exchange Act Rule 14a-8

Submission of Stockholder Proposal the 2013 Proposal attached as Exhibit

by Gregory Shepard the Proponent

Ladies and Gentlemen

On behalf of the Proponent we are writing in response to the request for no-

action letter submitted to the Staff of the Division of Corporation Finance the Staff on

December 272012 by John KauThnan Mr Kaufman of Duane Morris LLP on
behalf of DGI DGIs No-Action Request

In accordance with Section of Staff Legal Bulletin No 14D November

2008 on behalf of the Proponent we have emailed this letter to the Staff at

shareholderproposalssec.gov Because we have submitted this letter electronically we
have not enclosed the additional six copies that Rule 14a-8j would otherwise require

We are also sending copies of this letter to Mr Kauffman via email and to DGI via

overnight delivery On behalf of the Proponent we confirm that the Proponent will

promptly forward to DGI any Staff response to DGIs No-Action Request and the

correspondence related thereto that the Staff transmits only to us

To assist the Staff in its determination this letter rebuts each argument made in

DGIs No-Action Request in the order in which they were presented there We aim in

this letter to convince the Staff that DGI lacks sufficient grounds for excluding the 2013

Proposal under Rules 4a-8i7 -2 -4 -6 and -3 respectively Accordingly we

respectfully request that the Staff decline to assure DGI that it would not recommend

CALIFORNIA COLORADO ILLINOIS KANSAS MASSACHUSEUS MISSOURI NEW YORK
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enforcement action if DGI excludes the 2013 Proposal from its proxy materials for DGIs

2013 shareholders meeting

The 2013 Proposal Does gt Deal with Matters Relating to DGIs

Ordinary Business Operations So DGI May Not Exclude the 2013 Proposal under

Rule 14a-8Q7

This is Round Two between the Proponent and DGI for shareholder proposals

Last year the Proponent timelysubmitted to DGI an original shareholder proposal and

later submitted revised shareholder proposal In response to no-action request by

DGI the Staff concluded that DGI could exclude the original proposal under Rule 14a-

8i7 because it related to ordinary business operations and that DGI could exclude the

revised proposal under Rule 14a-8e2 because it was submitted after the deadline

The Proponents original shareholder proposal last year requested DGIs Board of

Directors to appoint committee to explore strategic alternatives to maximize

shareholder value including consideration of merger of DGIs controlling shareholder

Donegal Mutual Insurance Company Donegal Mutual with another mutual insurer

followed by the sale or merger of DGI iito instruct the committee to retain an

investment banldng firm to advise the committed about strategic alternatives and iii to

authorize the solicitation and evaluation of otTers for the merger of Donegal Mutual

followed by the sale or merger of DGI

In its no-action letter dated February 162012 attached as Exhibit the Staff

concluded that there appeared to be some basis for DGIs view that DGI could exclude

the Proponents original 2012 proposal under Rule l4a-8i7 as relating.to DGIs

ordinary business operations The Staff noted that this original proposal appears to

relate to both extraordinary transactions and non-extraordinary transactions Proposals

concerning the exploration of strategic alternatives for maximizing shareholder value

which relate to both extraordinary and non-extraordinary transactions are generally

excludable under rule 14a-8i7

The Proponents revised 2012 shareholder proposal requested DGIs Board of

Directors to engage an investment banking firm to evaluate alternatives that could

enhance shareholder value including but not limited to merger or sale or outright sale

of DGI and iito take all other steps necessary to seek sale or merger of DGI on terms

that would maximize value for shareholders The Staff allowed DGI to exclude this

revised 2012 shareholder proposal under Rule 14a-8e2 because it was submitted after

the deadline as noted above However the Staff did not address any other possible bases

for excluding the Proponents revised 2012 shareholder proposal and did not determine

that the revised proposal was excludable under Rule 14a-8i7
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The Proponents 2013 Proposal states

RESOLVED That the sharehdlders of DGI assembled at the annual

meeting in person and by proxy hereby request that the Board of

Directors immediately engage the services of an investment banking firm

to evaluate alternatives that could enhance shareholder value including

but not limited to merger or outright sale of DGI and the shareholders

further request that the Board take all other steps necessary to actively

seek sale or merger of DGI on terms that will maximize share value for

shareholders

The 2013 Proposal ifapproved by DGIs shareholders at its 2013 annual meeting

would make two requests to DGIs Board of Directors To engage an investment

banking firmto evaluate alternatives that could enhance shareholder value including but

not limited to merger or outright sale of DUl and To actively seek sale or

merger of DGI on terms that will maximize share value for shareholders

The 2013 Proposal carefully follows the precise language of resolution deemed

not excludable by the Staff in its First Franklin Corporation no-action letter available

February 22 2006 The resolution in First Franklin stated

RESOLVED That the shareholders of First Franidin assembled at the

annual meeting in person and by proxy hereby request that the Board of

Directors immediately engage the services of an Investment Banking firm

to evaluate alternatives that could enhance shareholder value including

but not limited to merger or outright sale of First Franklin and the

shareholders further request that the Board take all other steps necessary to

actively seek sale or merger of First Franklin on terms that will

maximize share value for shareholders

The Staff determined that the First Franklin proposal could not be excluded under

Rule 14a-8i7 because it dealt with extraordinary corporate
transactions i.e

merger or sale of the company rather than ordinary business matters DGIs No-Action

Request asks the Staff to disregard its own position in First Franklin and other no-action

letters which are discussed below

The First Franklin proposal does not request the board of directors to evaluate

alternatives that could enhance shareholder value including but not limited to merger

or sale of the company Instead it requests that the board engage an investment banking

firmto do so and that the board seek merger or sale of the company Similarly in the

Proponents 2013 Proposal it is the investment banking firm not DGIs Board of

Directors which would be engaged to evaluate alternatives that could enhance
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shareholder value including but not limited to merger or outright sale of DGI...

DGIs No-Action Request mischaracterizes the 2013 Proposal as making general

reference. .to consider alternatives for enhancing stockholder value including sale or

merger in order to portray the 2013 Proposal as dealing with ordinary business matters

within the exclusive purview of DGIs Board of Directors

The 2013 Proposal fits squarely within line of no-action letters including First

Franklin in which the Staff did not permit the exclusion of shareholder proposals that

specifically requested the board of directors both to engage an investment banking finn to

evaluate alternatives for enhancing shareholder value including sale or merger and to

seek sale or merger DGIs No-Action Request incorrectly attempts to place the

Proponents 2013 Proposal in an alternative line of no-action letters such as Central

Federal Corporation available March 2010 discussed below in which the Staff

permitted the exclusion of shareholder proposals that requested the board of directors

itself evaluate alternatives for enhancing shareholder value including sale or merger

As in FIrst Franklin in Allegheny Valley Bancorp available January 2001 the

Staff did not concur that the company could exclude shareholder proposal directing the

board of directors to retain an investment bank to solicit offers for the purchase of the

companys stock or assets and to present
the highest cash offer to the shareholders for

approval

In Student Loan Corp available March 18 1999 the Staff did not permit

exclusion of proposal in which the shareholders. .recommend that the board of

directors engage the services of nationally recognized investment banking firm with

which it or its parent. .has minimal current investment banking involvement to explore

all alternatives to enhance the value of the company including but not limited to the

possible sale or merger of the Company or premium tender share repurchases of the

stock of the Company and to present to the shareholders within three months of the

scheduled 1999 Annual Meeting plan for maximizing shareholder value

In Temple-Inland Inc available February 24 1998 the Staff permitted

shareholder proposal recommending that the board of directors immediately engage the

services of nationally recognized investment banker to explore all alternatives to

enhance the value of the company including but not limited to possible sale merger or

other transaction for any or all assets of the company

In Topps Inc available April 1997 the Staff denied no-action relief to

company seeking to exclude proposal in which the shareholders of the Company

recommend and deem it desirable and in their best interest that the board of directors

immediately engage the services of nationally recognized investment banker to explore

all alternatives to enhance the value of the Company These alternative sic should
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include but not be limited to the possible sale merger or other transaction involving the

Company

In MSB Bancorp Inc available February 20 1996 the Staff refused to allow

exclusion of proposal requesting that this corporation engage qualified untainted

independent investment banking firm to explore alternatives for maximizing shareholder

value including but not limited to the sale of the institution in tax free exchange of stock

to another financial institution and the Corporation shall promptly make the results of

these investment banking efforts available to all the shareholders of MSB Bancorp

In Quaker Oats Co available Dec 28 1995 the Staff rejected request to

exclude the following proposal Resolved That the shareholders of The Quaker Oats

Company recommend that the Board of Directors immediately retain nationally

prominent investment banking firm to explore all alternatives to enhance the value of the

Company including but not limited to plan to separate the Foods and Beverages

Businesses into two separate and independent publicly owned corporations or possible

sale to or merger with another corporation

Finally in OHSL Financial Corp available October 20 1995 the Staff denied

noaction relief to request to exclude proposal requesting that the board of directors

prepare written report on sale or merger of the company In denying relief the Staff

noted In the stafFs view the proposal is directed at the board undertaking steps that will

lead to the sale or merger of the Company It appears therefore that the object of the

proposal relates to decisions concerning extraordinary corporate transactions rather than

to matters involving the operation of the Companys ordinary business

Thus in First Franklin and the line of similar no-action letters referenced above

the Staff has consistently declind to assure companies that it would not recommend

enforcement action if the company excluded shareholder proposal specifically

requesting the board to engage an investment banking firm to explore alternatives for

enhancing the companys value including but not limited to sale or merger of the

company In each of these instances the Staff found that the proposal could not be

excluded on the basis of Rule 14a-8i7 because it dealt with extraordinary corporate

transactions instead of ordinary business matters

DGIs No-Action Request relies on an alternative line of no-action letters that

generally concern shareholder proposals for the board of directors itself not an

investment banking firm engaged by the board to explore alternatives for enhancing the

companys value including but not limited to sale or merger of the company In these

other no-action letters the Staff concluded that the proposals were excludable under of

Rule 4a-8i7 because they dealt with ordinary business matters
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For instance in Central Federal Corporation available March 2010 as DGIs

No-Action Request notes the Staff concluded that the proposal appears to relate to both

extraordinary transactions and non-extraordinary transactions Proposals concerning the

exploration of strategic alternatives for maximizing shareholder value which relate to

both extraordinary and non-extraordinary transactions are generally excludable under rule

14a-8i7

However DOTs No-Action Request fails to mention the language of the

shareholder proposal in Central Federal Corporation which states RESOLVED that

Central Federal Corporation CFBK shareholders request that the Board of

Directors appoint committee of independent non-management directors with

authority to explore strategic alternatives for maximizingshareholder value

including the sale or merger of CFBK instruct the committee to retain leading

investment banking firmto advise the committee about strategic alternatives and

authorize the committee and investment banker to solicit offers for the sale or merger of

CFBK Emphasis added

The first request here is for committee of the board not an investment banking

firm to explore alternatives for maximizing shareholder value including sale or

merger For this reason this proposal was excludable under Rule 14a-8i7

DGIs No-Action Request also cites First Charter Corporation available January

18 2005 In First Charter the Staff agreed that there appeared to be some basis for

excluding the following proposal under Rule 14a-8i7 as relating to ordinary business

operations

That shareholders of First Charter Corporation the Corporation

request the board of directors to appoint committee of independent

non-management directors the Committeewith authority to explore

strategic alternatives for maximizing shareholder value including the sale

of the Corporation instruct the Committee to retain nationally

recognized investment banking firm with expertise in advising financial

institutions to advise the Committee about strategic alternatives which

would maximize shareholder value authorize the Committee and

investment banker to solicit evaluate and negotiate offers for the sale of

the Corporation and in the event that the Committee and the board of

directors of the Corporation determine that any such offer for the sale of

the Corporation will maximize shareholder value direct management of

the Corporation to work to secure all required approvals including

shareholder approval to effect the sale of the Corporation
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As in Central Federal the problematic portion of the First Charter proposal is the

first request which is for the board to appoint board committee to explore strategic

alternatives for maximizing shareholder value including the sale of the corporation The

Staff noted that the proposal appears to relate to both extraordinary transactions and

non-extraordinary transactions and concluded that First Charter could exclude the

proposal under Rule 14a-8i7 as relating to ordinary business operations

DGIs No-Action Request also relies on Fifth Third Bancorp available January

17 2007 in which the Staff permitted the following proposal to be excluded Resolved

that the shareholders of Fifth Third Bancorp assembled at the annual meeting in person

and by proxy hereby request that the Board of Directors immediately engage the services

of nationally recognized Investment Banking firmto propose and evaluate strategic

alternatives that could enhance shareholder value including but not limited to merger or

outright sale of Fifth Third Bancorp and the Board of Directors within ninety days

publicly announce its progress Although this proposal requests the board to engage an

investment banking firm to evaluate alternatives for maximizing shareholder value

including sale or merger the proposal does not also request the board to seek sale or

merger of the company Instead the proposal requests the board to announce its

progress Accordingly the Staff viewed the proposal as whole as dealing with both

exlraordinary corporate transactions and ordinary business matters

Finally DGIs No-Action Request relies on Bristol-Myers Squibb Company

available February 22 2006 in which the Staff also allowed the exclusion of the

following proposal Resolved The shareholders of Bristol-Myers Squibb BMS or

the Company urge the Board of Directors the Board to retain nationally

recognized investment bank to explore strategic alternatives to enhance the value of the

Company including but not limited to possible sale merger or other transaction for

any or all assets of the Company and report to shareholders on course of action to

maximize shareholder value As in jfth Third Bancorp the proposal in Bristol-Myers

Squibb deals with both extraordinary corporate transactions and ordinary business

matters because it does nothing more than request the board of directors to engage an

investment bank to explore alternatives for maximizing shareholder value including

sale or merger In its successful no-action request letter Bristol-Myers Squibb

distinguished the proposal it received from no-action letters where the Staff has found

that the sole object or primary focus of the proposals was an extraordinary corporate

transaction

The Proponents 2013 Proposal when read together with its Supporting

Statement clearly focuses on an extraordinary corporate transaction sale or merger of

DGI As the Staff noted in its Temple-Inland no-action letter the supporting statement of

proposed shareholder resolution provides the clearest guide to its interpretation The

2013 Proposals Supporting Statement repeatedly refers to sale or merger of DGI as the
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way to maximize value for shareholders and it does not refer to any other transaction

Therefore the 2013 Proposal fits squarely within the line of no-action letters that includes

First Franklin whose proposal language is followed verbatim by the Proponents 2013

Proposal Because the 2013 Proposal focuses on the extraordinary corporate transaction

of sale or merger of DGI we respectfully submit that there is no basis for DGI to

exclude the 2013 Proposal under Rule 14a-8i7 as relating to ordinary business

operations

The 2013 Proposal Is in Violation of and Would Not Abet

Continuing Violation of Federal Banking Laws and Regulations So DGI May Not

Exclude the 2013 Proposal under Rule 14a-8

DGI alleges that the Proponent is in violation of the Change in Bank Control Act

the CBCA and the regulations thereunder which basically require notice and

regulatory approval before any person may acquire more than 10% of any class of stock

of savings and loan holding company Although DGIs primary business is insurance

it is also savings and loan holding company because together with its controlling

shareholder Donegal Mutual it indirectly owns small federal stock savings bank Union

Community Bank FSB with $533.2 million in assets as of December 31 2011

This argument is total red herring by DGI The Office of Thrift Supervision

the OTS has already ruled in 2010 that the Proponent is not in violation of the CBCA
because the Proponent holds less than 10% of the total voting power of DGI As result

of the Wall Street Reform and Consumer Protection Act i.e the Dodd-Frank Act the

Board of Governors of the Federal Reserve System the Federal Reserve Board

replaced the OTS as Union Community Banks regulator DGI is now trying Round

Two with new regulator to resuscitate the same arguments that the OTS spent

considerable time reviewing and resolving in the Proponents favor Incredibly DGI has

submitted its Petition described below to the Federal Reserve Board even though it is

applying at the same time for Pennsylvania state bank charter so it will no longer be

regulated by the Federal Reserve Board See footnote to the Petition

Perhaps the most telling indication of DGIs true purpose in filing its Petition with

the Federal Reserve Board came in coercive December 12 2012 letter from DGIs legal

counsel to the Proponent In that letter which is attached without its exhibits as

Exhibit DGI offered to include the Proponents 2013 Proposal in DGIs proxy

materials on the condition that the Proponent submit requisite materials to comply with

the CBCA to the Federal Reserve Board no later than December 19 2012 DGI

threatened in that letter and has since carried out its threat to petition the Federal

Reserve Board to bring an enforcement action against the Proponent for allegedly failing

to comply with the CBCA despite the fact that the OTS has already determined that the

Proponent is in compliance with the CBCA Now as another front in DGIs attack
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against the Proponent DGI is seeking no-action relief from the SEC even though few

weeks earlier DOT was willing to include the Proponents 2013 Proposal in DGIs proxy

materials In other words DOT was perfectly willing to include the Proponents 2013

Proposal if the Proponent agreed to submit to regulation by the Federal Reserve Board

which the Proponent believes would be redundant given the OTSs ruling as explained

infra

DGI has two classes of common stock Class DGICA and Class

DGICB both of which are publicly traded on NASDAQ The principal difference

between the two classes is that the DGICA shares each have one-tenth of vote per

share whereas the DGICB shares have one vote per share There are 20062899 DGICA

shares and 5576775 DGICB shares issued and outstanding Thus the DOICA shares

have total of 2006290 votes and the DGICB shares have total of 5576775 votes

The Proponent owns 3602900 DGICA shares with 360290 votes and 397100

DGICB shares with 397100 votes Thus the Proponents DGICA and DGICB shares

combined have 757390 votes which is approximately 9.99% of the 7583065 total votes

for the outstanding DGICA and DGICB shares By contrast Donegal Mutual owns

7755953 DGICA shares and 4217039 DGICB shares which together have 4992634

votes approximately 66% of the 7583065 total votes for the outstanding DGICA and

DGICB shares

The Proponent does not control DOl because Donegal Mutual does DGI itself

stated in itsDecember 272012 No-Action Request to the SEC that DGI created

DGICA and DGICB in 2001 in order to enable DGI to raise capital as needed in the

public securities markets by issuing DGICA while assuring that Donegal Mutual would

maintain control of DGI through Donegal Mutuals ownership of DGICB DGIs No-

Action Request also stated that ...Donegal Mutual owns approximately 66% of the

voting power of DGI outstanding common stock and can control the outcome of any

matter submitted to vote of the stockholders of DGI

Now that Union Community Bank has new if only temporary regulator DOT

attempts to resuscitate the same arguments that the OTS spent considerable time

reviewing on the premise that the OTS used fuzzy logic that DGI does not agree with

DOTs No-Action Request uses the pretext of DGIs own recently manufactured Petition

to the Federal Reserve Board as reason why the Proponents 2013 Proposal should be

excluded from DOTs proxy materials

Hence DOT is attempting to use both the Federal Reserve Board and the SEC as

defensive tactics in shareholder battle and is wasting the Federal Reserve Boards

precious time and resources at time of national banking crisis as well as the SECs
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valuable time and resources to review matter that was already vigorously analyzed by

the OTS and decided in the Proponents favor

The Proponent an investor in insurance companies first became aware of such

bank regulatory requirements when he received letter dated November 24 2010 from

the OTS informing him of his violation of such requirements This letter is attached as

Exhibit The Proponents reply to the OTS through an attorney in letter dated

December 17 2010 explained that this violation was inadvertent promised to comply

ftilly with any OTS requirements and explained how the facts and circumstances of his

ownership of DGICA shares satisfied the requirements for rebuttal of the presumption

of control arising from his owning more than 10% of DOICA shares This letter is

attached as Exhibit In letter dated February 282011 the OTS concluded that the

Proponent was not in violation of the rules and in letter to the OTS dated March

2011 the Proponent through an attorney confirmed his understanding of the OTSs
determination These letters are attached as Exhibits and respectively

On December 212012 DGI submitted Petition for Enforcement Action the

Petition attached as Exhibit to DGIs No-Action Request to the Federal Reserve

Board which has replaced the OTS as the regulator of investments in savings and loan

holding companies under the CBCA The Petition asks the Federal Reserve Board to

investigate and take enforcement action against the Proponent for his alleged continuing

violation of the CBCA and the regulations thereunder as result of his ownership of

more than 10% of DGICA shares

The Petition contains on page block-quotation of paragraph from the

Federal Reserve Boards release announcing the adoption of the applicable rule i.e

Regulation LL under the CBCA The upshot of this quotation is that unlike the OTS

the former regulator the Federal Reserve Board does not permit owners of more than

10% of class of stock of savings and loan holding company to enter into passivity

commitments to avoid filing the notice required under the CBCA

However DGI misleadingly fails to include in its Petition the paragraph

immediately following the one it quotes from the release which states

The Reservej Board does not anticipate revisiting

ownership structures previously approved by the OTS The Board

would apply its rules only to new investments and would only

reconsider the particular structures of past investments approved by

the OTS if the company proposes material transaction such as an

additional expansionary investment significant recapitalization or

significant modification of business plan Federal Register Vol 76 No
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177 Sept 13 2011 an excerpt from which is attached hereto as Exhibit

at page 56510

Because the OTS concluded that the Proponents ownership of DGICA shares

was not in violation of the rules and iithe Federal Reserve Boards policy it to not

reconsider ownership structures the OTS previously approved the Proponent is not in

violation of the CBCA or Regulation LL and expects that the Federal Reserve Board will

not bring the enforcement action requested by DGIs Petition The Federal Reserve

Board not DGI has the authority to determine whether the Proponent is in violation of

the CBCA or Regulation LL and the Federal Reserve Board has not made this

determination so the Proponent requests that the Staff not accept DGIs incorrect

conclusion that the Proponent is in violation of the CBCA or Regulation LL

In addition the 2013 Proposal relates to possible sale or merger of DGI and thus

has nothing to do with the requirements of the CBCA so the 2013 Proposal could not

itself violate or abet continuing violation of the CBCA or Regulation LL contrary to

DGIs assertion For both this reason and because the Proponent is not in violation of the

CBCA and Regulation LL DGI may not exclude the 2013 Proposal under Rule 4a-

8i2

The 2013 Proposal Is Designed to Result in Personal Benefit to or

To Further Personal Interest of the Proponent which Is Not Shared by the Other

DGI Shareholders So DGIMay Not Exclude the 2013 Proposal under Rule 14a

8i4

DGI states its belief that the Proponents intent in making the 2013 Proposal is to

provide personal benefit to the Proponent that the Proponent would not share with any

other DGI stockholder This alleged unique personal benefit to the Proponent is that

sale or merger of DGI would enable the Proponent to sell his DGI shares which DGI

claims that unlike other DGI shareholders the Proponent cannot otherwise do

Rule 14a-8i4 allows for the exclusion of stockholder proposal if the proposal

is designed to result in benefit to proponent or to further personal interest

which is not shared by the other shareholders at large Rule 14a-8i4 The Staff

has recognized that Rule 14a-8i4 was adopted in order to ensure that the security

holder proposal process would not be abused by proponents attempting to achieve

personal ends that are not necessarily in the common interest of the issuers shareholders

generally SEC Release No 34-20091 August 16 1983

The Proponent like all DGI shareholders wants to maximize the value of DGI

shares The Proponent believes that the way to maximize the value of DGI shares is

through sale or merger of DGI as the Proponents 2013 Proposal and its Supporting
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Statement make clear The Proponents profit on his investment in DGI shares that he

believes would result from sale or merger of DGI would be shared by all DGI

shareholders and would not uniquely benefit him

In the Temple-Inland no-action letter available February 24 1998 which was

discussed above in connection with the exclusion for proposals relating to ordinary

business matters under Rule 14a-8i7 the Staff was also unable to concur with the

companys view that the proposal could be omitted under Rule 14a-8i4 for uniquely

benefitting the proponent This proposal recommended that the board of directors

immediately engage nationally recognized investment banker to explore all alternatives

to enhance the value of the company including but not limited to possible sale merger

or other transaction for any or all assets of the company Temple-Inland argued that the

proponent an investment fluid would benefit uniquely from the proposed transaction by

enhancing the funds returns and its managers reputation which would help the fund

attract further investments The Staff was not convinced by this argument and rejected

Temple-Inlands position that the proposed transaction would benefit the proponent more

or differently than other shareholders

In Kentucky First Bancorp Inc available August 10 2001 the Staff also found

that proposal for the sale or merger of the company could not be excluded for uniquely

benefitting the proponent under Rule 14-a-8i4 Here the proposal stated

RESOLVED that the Corporations shareholders do not approve of the Corporations

recent financial performance and believing that the value of their investment in the

Corporation can only be maximized through its sale or merger hereby strongly urge that

the board of directors immediately take the necessary steps to achieve sale merger or

other acquisition of the Corporation as promptly as possible on terms which will

maximize shareholder value

The proposal in Crown Central Petroleum Corp available February 242000
similarly stated RESOLVED That for the purpose of maximizing shareholder value

the Board of Directors of Crown Central Petroleum Corporation shall take immediate

action to cause the sale merger or other disposition of the company or its assets as

whole Here as well the Staff denied no-action relief under Rule 14a-8i4

Thus in Temple Inland Kentucky First Bancorp and Crown Central Petroleum

the Staff rejected requests to exclude proposals seeking sale or merger of the company

on the basis of Rule 14a-8i4 Likewise the 2013 Proposal seeks sale or merger of

DOT but this would not result in personal benefit to the Proponent that is not shared by

all DGI shareholders

Finally the Proponent has other paths to liquidity for his DGI shares than selling

them pursuant to registration statement or the Rule 144 safe-harbor as DGIs No-
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Action Request falsely claims For example the Proponent could sell his DGI shares

under the Section 4a1 exemption for transactions by any person other than an issuer

underwriter or dealer Alternatively the Proponent could sell his DCII shares under the

so-called Section 4l-V2 exemption S.E.C Release No 33-6188 Feb 1980 at

footnote 178 and the accompanying text recognizes the availability of the Section 41 -/2

exemption to resales of securities by affiliates of the issuer Because the Proponent

would not require registration statement or to comply with Rule 144 in order to sell his

DGI shares sale or merger of DGI pursuant to the Proponents 2013 Proposal would

not confer upon the Proponent personal benefit not shared by other DGI shareholders

For this reason as well DGI may not exclude the 2013 Proposal under Rule 14a-8i4

DGIDoes Not Lack the Power orAuthority to Implement the 2013

Proposal So DGIMay Not Exclude the 2013 Proposal under Rule 14a-8O6

DGI argues here that implementing the Proponents 2013 Proposal depends on the

support of its controlling shareholder Donegal Mutual that Donegal Mutual does not

support the 2013 Proposal and that therefore DGI lacks the power or authority to

implement the 2013 Proposal

DGIs argument is specious The 2013 Proposal requests DGIs Board of

Directors to engage an investuient banking firm and to seek sale or merger of DGI on

terms that would maximize value for its shareholders The fact that Donegal Mutual

controls DGI would not prevent DGIs Board of Directors from taking either of these

actions requested by the 2013 Proposal DOls Board of Directors has the power and

authority to engage an investment banking firmand otherwise to seek sale or merger of

DGI as the 2013 Proposal requests so DGI may not exclude the 2013 Proposal under

Rule 14a-8i6

According to DGIs last filed proxy statement DGIs Board of Directors consists

of eleven members We are confident that this Board has the power and authority to hire

an investment bank and to seek sale or merger of DGL Whether Donegal Mutual votes

for any such transaction is different issue altogether that is not relevant here

The 2013 Proposal and Its Supporting Statement Do Contain

Materially False or Misleading Statements in Violation of the Proxy Rules So DGI
May Not Exclude the 2013 Proposal under Rule 14a-8i3

DGI claims that the 2013 Proposal and its Supporting Statement omit to state yq
material facts necessary in order to make the statements therein not false or misleading

Specifically these alleged non-disclosures are that
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Consummation of the 2013 Proposal would require the Proponent to

make filings with and to receive the approval of the insurance regulators

of seven states and

taken against the Proponent by federal and state securities and

industry regulators

In response we again note that the 2013 Proposal if approved by DGIs

shareholders would request DGIs Board of Directors to engage an investment banking

firmand otherwise to seek sale or merger of DGI on terms that would maximize value

for its shareholders Regardless of whether the ambiguous phrase consummation of the

2013 Proposal means its approval by DGIs shareholders iithe requested action by
DGIs Board of Directors or even iii sale or merger of DO the Prononent would not

be required to make any filing with or receive the approval of any insurance regulator

Thus DGIs claim with respect to the first alleged non-disclosure is simply false

Regarding the second alleged non-disclosure DGI does not specify which

actions taken against the Proponent by federal and state securities and industry

regulators it believes are necessary to disclose in the 2013 Proposal and its Supporting

Statement in order to make the statements therein not false or misleading Nor does DGI

specify how these undisclosed actions whatever they may be are relevant to the

2013 Proposal or to an assessment of its substantive merits by DGIs shareholders in

deciding whether to approve it DOTs ad hominem insinuations about the Proponents

character whatever they might be could not be relevant to the merits of the 2013

Proposal which relate to sale or merger of DGI Because these claimed non
disclosures are irrelevant to the 2013 Proposal their omission could not make the

statements in the 2013 Proposal materially false or misleading Therefore DGI may not

exclude the 2013 Proposal under Rule l4a-8i3 on the grounds that the 2013 Proposal

and its Supporting Statement are materially false or misleading because they fail to

disclose two alleged material facts that are either untrue or in any case irrelevant to the

2013 Proposal

As practical matter the Proponent could not make the sort of disclosures that

DGI asserts are needed here within the constraints of the 500-word limit for shareholder

proposals and their supporting statements

Furthermore DGI is allowed under Rule 14a-8 to provide its commentary and

recommendation about the 2013 Proposal in DGIs proxy materials Rule 14a-

8ml and Staff Legal Bulletin No 14B Section Sept 15 2004
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We also note that there is no bad actor exclusion for shareholder proposals

which may be submitted even by convicted felons provided that shareholder eligibility

requirements are met

We separately note that even if the Staff somehow were to determine that the

2013 Proposal and its Supporting Statement contained materially false or misleading

statements the appropriate remedy under Rule 14a-8i3 would be revision by the

Proponent not exclusion from DGIs proxy materials

The Proponent Mr Shepard like any DGI investor hopes that DGIs stock prices

increase Given his personal investment of more than $50 million in DGI Mr Shepard

monitors DGI closely DGI does not like Mr Shepard because he has been critical of

DGIs corporate governance management entrenchment and lackluster stock

performance DGI has done everything it can think of to throw roadblocks in Mr

Shepards way to exclude his 2013 Proposal including DGIs recent manufacture of

specious claim to the Federal Reserve Board Thus we submit that it is time for this to

end and we respectfully request the SEC to permit the corporate democracy

contemplated by Rule 14a-8 to proceed

If we can be of further assistance in this matter please contact me by telephone at

312 920-3337 or by e-mail at vpetersonlathropgage.com

Sincerely

LATHROP GA LLP

Victor Peterson

Cc John Kauffman Duane Morris LLP via email

Jeffrey Miller Donegal Group Inc via Federal Express

19731387
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SHAREHOLDER PROPOSAL AN SUPPORTING STATEMENT

Shareholder Proposal

Gregory Shepard FISMA 0MB Memorandum M-07-16 who beneficially

owns 3602900 Class shares and 397100 Class shares of Donegal Group Inc DOT or the

Company submits the following proposal

RESOLVED That the shareholders of DGI assembled at the annual meeting in person

and by proxy hereby request that the Board of Directors immediately engage the services

of an investment banking firm to evaluate alternatives that could enhance shareholder

value including but not limited to merger or outright sale of DO and the shareholders

further request that the Board take all other steps necessary to actively seek sale or

merger of DGI on terms that will maximize share value for shareholders

Supporting Statement

You are urged to vote Yes for this proposal for the following reasons

believe that the Companys growth plans are outdated without focus unrealistic and

competitively disadvantageous and have both failed and fallen behind industry normscausing

stock analysts and irivestors to lose faith and interest in the Companys prospects precipitating

decline that is unlikely to reverse itself without the Company merging or being sold to larger

insurer with different management stronger financial resources broader spread of risk and

better track reconi of providing reasonable return to shareholders

DGI has not been successful in delivering positive return for its shareholders On

October 312012 DGIs Class and Class stock prices were respectively 36% lower and

4% higher than six years earlier On October 312006101s Class stock price was $20.31 per

share and DGIs Class stock price was $17.67 per share

As the owner of approximately 18.0% and 7.1% respectively of the Class and Class

shares of DGI believe the Companys shares trade at substantial discount to their realizable

value if the Company combined with another insurer Examples of such realization of value

include the 1998 Nationwide-ALLIED combination 74% premium over pre-announcement

share price the 2001 State Auto-Meridian combination 13 5% premium over the share price

immediately before American Unions tender offer and the 2012 Nationwide-Harleysville

combination 13 7% premium over share price five business days preceding announcement

As committed investor in DGI my focus is for the Company to enhance value for its

investors Based on the aforesaid examples no amount of rate increases fortuitous avoidance of

catastrophic storms or other operational improvements can unleash realization of the Companys
shares true value as would merger or sale of the Company to another insurer

Therefore believe that the greatest value to the shareholders will be realized through

merger or sale of the Company The Board should take advantage of the market for financial

institution consolidation and low interest rates by immediately seeking out opportunities to

merge into larger and more competitive insurer or find an opportunity for shareholders to sell

their stock to larger and more competitive insurer vote for this shareholder proposal would

benefit all shareholders

19475569
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON D.C 20549-4561

DMSKIOF
CORPORATiON FiNANCE

February 16 2012

John Kauffman

Duane Morris LLP

jwkauffman@duanemorris.com

Re Donegal Group Inc

Incoming letter dated December 282011

Dear Mr Kauffman

This is inresponse to yourletters dated December28 2011 January 18 2012

January 262012 and February 22012 concerning the shareholder proposal submitted to

DO by Gregory Shepard We also have received letters on the proponents behalf

dated January 132012 January 242012 andJanuaxy 312012 Copies of all of the

correspondence on which this response is based will be made available on our website at

htti/Iwww.sec.gov/diisionslcorpfin/cf-noaction/14a-8.shtml For your reference

brief discussion of the Divisions informal procedures regarding shareholder proposals is

also available at the same website address

Sincerely

Ted Yu
Senior Special Counsel

Enclosure

cc Victor Peterson

Lathrop Gage LLP

VPetersonLathropGage.com



February 16 2012

Response of the Office of Chief Counsel

Division of Corporation Finance

Re Donegal Group Inc

Incoming letter dated December 282011

The first proposal requests that the board appoint committee to explore strategic

alternatives to maximize shareholder value including consideration of merger of

Donegal Mutual Insurance Company with another mutual insurer followed by the sale or

merger of DGI instruct the committee to retain an investment banking firm to advise the

committee about strategic alternatives and authorize the solicitation and evaluation of

offers for the merger of Donegal Mutual Insurance Company followed by the sale or

merger of DOl

The second and third proposals request that the board immediately engage the

services of an investment banking firm to evaluate alternatives that could enhance

shareholder value including but not limited to merger or outright sale of DGI and

further requests that the board take all other steps necessary to seek sale or merger of

DGI on terms that will maximize share value for shareholders

There
appears to be some basis for your view that DGI may exclude the first

proposal under rule 14a-8iX7 as relating to DGI ordinary business operations In this

regard we note that the first proposal appears to relate to both extraordinary transactions

and non-extraordinary transactions Proposals concerning the exploration of strategic

alternatives for maximizing shareholder value which relate to both extraordinary and

non-extraordinary transactions are generally excludable under rule 14a-8i7

Accordingly we will not recommend enforcement action to the Commission if DGI

omits the first proposal from its proxy materials in reliance on rule 14a-8i7 In

reaching this position we have not found it necessary to address the alternative bases for

omission of the first proposal upon which 161 relies

There appears to be some basis for your view that DCII may exclude the second

and third proposals under rule 14a-8e2 because DCII received them after the deadline

for submitting proposals Accordingly we will not recommend enforcement action to the

Commission if DGI omits the second and third proposals from its proxy materials in

reliance on rule 14a-8eX2 In reaching this position we have not found it
necessary to

address the alternative basis for omission of the second and third proposals upon which

DO relies

Sincerely

Karen Ubell

Attorney-Adviser
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December 122012

By Federal Express

Greaorv Shenard

FISMA 0MB Memorandum M-07-16

Re Doneaal Group Inc

Dear Mr Shepard

Your shareholder proposal and supporting statement the Shepard 2013 Proposa1

for inclusion in the Donegal Group Inc DGI proxy statement for the 2013 DGI annual

shareholders meeting the 2013 Proxy Materials and your Schedule 13D have been

forwarded to me by DOl for response On behalf of DO advise you that upon your

compliance with the regulations under the Change in Bank Control Act CBCAincluding

but not limited to Section 238.31 of Subpart by filing and completing an application with

the Board of Governors of the Federal Reserve System for permission to own 18.04% of

DGI Class Common Stock DO will include the Shepard 2013 Proposal as you have

proposed it in its 2013 Proxy Materials

Given that the deadline for DO to submit letter to the Securities and Exchange

Commission SEC requesting the SEC Staff to grant DO no-action relief permitting DGI

to omit the Shepard 2013 Proposal from its 2013 Proxy Materials is late December 2012

DMEAST16066233 v4
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Gregory Shepard

December 12 2012
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DOT hereby requests that you submit the requisite materials to comply with the CBCAto the

Federal Reserve Board no later than December 192012

For your information we enclose herewith draft Petition for Enforcement Action in

substantially the form DGI intends to submit such Petition to the Federal Reserve Board in

the event you do not comply with the CBCA as requested herein by December 19 2012

Very truly yours

David Pittinsky

DHPgpa

DMEAST%16066133 v4
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Office of Thrift Supervision.Dpataiy
HarboTside Financial CcntóiPlftza Fl ye Suite 1600 Jersey City NJ 07311 MidelEFLin
Telephone 201 413.7302 Fax 201 413-5842 Regional Dire ci

November 24 2010 OTSNos 16137

113434

Via Overnight Courier

Mr Gregory Shepard

FISMA 0MB Memorandum M-07-16

Re Ownership of Donegal Group Inc

Notice of Apnarent Violation of Pegu1atory Requirements at 12 C.F.R Part 574

Dear Mr Shepardi

This notice concerns your ownership of Class common stock par value $0.01 per share Class

SharesT of Donegal Group Inc Holding Company which is savings and loan holding company

for savings association Province Bank FSB FSB Holding Company and FSB are regulated by the

Office of Thrift Supervision OTS Individuals who invest in the securities of savings associations

and savings and loan holding companies are subject to the Change in Bank Control Act the Control

Act 12 U.S 1817j which OTS implements through its regulations at 12 FR Part 574 The

Control Act as implemented by OTS regulations generally prohibits an individual from acquiring

control of savings and loan holding company2 unless the individual previously has filed Control

Notice and received written notice of non-disapproval from OTS See 12 C.F.R 574.3b and 574.6

It appears that you have acquired Holding Company voting stock in violation of 12 C.F.R 574.3b
and 12 U.S.C 18170X1 This is because pursuant to OTS regulations you are presumed to have

acquired control of Holding Company prior to May 122010 by virtue of your purchases of Class

Shares and prior to such presumptive acquisition of conirol your failure to file notice seeking OTS

non-disapproval

You are presumed to have acquired control of the Holding Company due to the operation of 12 C.F.R

574.4b and which provide for rebuttable control determinations Among other things an

investor is presumed to have acquired control of an savings and loan holding company when the

investor acquires more than 10% of any class of the companys voting stock and the investor is or

would be one of the two largest holders of any class of the companys voting stock According to the

Holding Companys Schedule 14A filed with the U.S Securities and Exchange Commission on March

152010 you were listed as of February 262010 as the second largest holder of Class Shares with

The termacquire is defined at 12 C.F.R 574.2a

Theregulations use the term savings association However the tenn savings association has been defined to include

savings and loan holding companies See 12 C.F.R 574.2p



Mr Gregory Shepard

November 24 2010

Page2

ownership of 8.4% of Class Shares based on Schedule 13G amendment filed by you on February

162010 The Schedule 13D filed by you on July 122010 reported ownership of 15.8% of Class

Shares and indicates that your ownership exceeded 0% of Class Shares prior to May 12 2010

Publicly available information indicates that you are and have been one of the two largest holders of

the Class Shares

The OTS currently is in the process of determining what action it should take against you for your

apparent violation of the Conirol Act and provisions of 12 C.KR Part 574 If you have any information

that you would like to submit regarding this matter please provide it to OTS attorney Gregory Rubis at

this address by Tuesday December 14 2010 Your response should describe how you have divested or

wiil divest yourself of Class Shares to bring your loyal of ownership to or below the 10% threshold

In addition effective immediately and until OTS provides you with written notice of resohition of this

matter you are hereby directed by OTS in the following way

You must refrain from exercising any voting rights with respect to more than 10% of Class

Shares and

You must not acquire any additional Class Shares

If you have any questions about this matter please contact Gregory Rubis at 201 413-7382

ly

toi

cc Gregory Rubis Esq

3Public securitlas filings by Holding Company show relatively constant number of outstanding Class Shares since

December 312009
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RILEY BENNETT
MAix MCKINZIEEGLoFF LLP DiredFac 317 955-7156
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ATTORNEYS AT LAW

Answers Advice and Advocacy

CONFIDENTIAl

December 17 2010

Mr Michael Finn

Regional Director

Office of Thrift Supervision

Harborside Financial Center Plaza Five Suite 1600

Jersey City NJ 07311

Re Ownership of Dor1egal Group Jnc Class Shares by Gregory Shepard
OTSNos 16137

H3434
Our file number 2988.503

Dear Mr Finn

Thank you for your November 24 2010 Notice letter concerthig our client

Gregory Shepards ownership of Class common shares of Donegal Group Inc

DGIC Please know we are appreciative of Mr Rubis extension of tinie with which
to respond through Friday December 172010

We have reviewed the applicable citations to the Change in Bank Control Act

the Contro1 Act as well as the regulations thereunder as implemented by the Office

of Thrift Supervision OTS at 12 C.F.R Part 574 With respect to Mr Shepards
equity ownership in DGIC please know that Mr Shepards U.S Securities and..

Exchange Commission filings have been truthful and accurate Any technical

violation which may have occurred was unknowing involuntary and in.dvertent He
looks forward to being in full compliance with all applicable laws and regulations and
to working with the OTS to bring fair and equitable resolution to this matter

Important for consideration towards this goal our review of the facts reveals the

following

DGIC describes itself in its public filings as an insuratice holding
company whose insurance subsidiaries offer personal and commercial

lines of property and casualty insurance to businesses and individuals in

18 Mid-Atlantic Midwestern and Southeastern states

FOURTH FLOOR 141 WASBI1GT0N STREET INDIANAPOLIS INDiANA 46204

TELEPHONE 317 636-8000 FACSIMILR 317636-8027 WEBS1TB RELAW.COM
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Describing its organizational structure DGIC indicates it owns 48.2% of

Donegal Financial Services Corporation DFSC registered savings

and loan holding company that in turn owns Province Bank FSB

FSBI DOIC indicates that its investment in DFSC is anot material to

our operations but believes the investment will enhance its property and

casualty insurance product offerings

FSB 1s subject to regulation and supervision by OTS as the primary

regulator of federal savings banks and the primary purpose of the

statutory and regulatory effort by the OTS is to protect depositors in

financial institutions and the financial system g5 whole
On July 12 2010 Mr Shepard filed Schedule 13D Filing with U.S
Securities and Exchange Commission SEC disclosing his ownership of

the Class shares in question and including as exhibits his

correspondence of June 25 2010 and July 12 2010 to DGIC and its

July 92010 correspondence to him Lu DGICs response there is no
mention of its status as regulated savings and loan holding company
and the applicable regulatory requirements
Mr Shepard acknowledges compliance with the direction from the OTS
that until written notice of resolution of this matter has been received by
him from the OTS he

will refrain from exercising any voting rights with respect to more
than 10% of Class shares and

will not 3icquire any additionl Class shares

As of receipt of OTSs correspondence of November 24 2010
Mr Shepards combined share holdings of DGI represent voting power
of only 9.2% of the outstanding voting securities of DGIC When
combined with DGICs ownership of 48.2% of DFSC Mr Shepards
indirectownership of FSB is approximately 4.4%

As stated above Mr Sbepard is committed to being in full compliance with the laws

and regulations referenced in your correspondence of November 24 2010 From öür

review of said laws and regulations we believe that if our client had filed formal

application for Rebuttal of the Presumption of Control Agreement pursuant to Section

320 of the OTS Application Handbook he would have qualified for written notice of

non-disapproval Specifically the facts of this case are aligned closely with those

requirements referenced in 12 C.F.R 574.100 the Rebtittal of Control Agreement

Our client did not acquire the Class shares in question for the purpose

or effect of changing the control of DOIC DFSC or FSB or in connection

with or as participant in any transaction having such purpose or effect
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Our client ha no intention and no ability to manage or control directly

or indirectly DGIC DFSC or FSB Although our client is nominally
listed as the second largest holder of DGIC stock the largest holder
Donegal Mutual Insurance Company DMIC holds 166% of the voting

power of the DCIG shares and dwarfs our clients pdsition Given the

incontrovertible control position of DMIC it is impossible for our client to

ever be in control position

Not only does DMiC overwhelmingly control DGIC DMIC also directly

owns approximately 52% of DFSC By contrast DGIC owns

approximately 48% of DFSC Therefore DMIC not DGIC is in controlof

the management and policies of DFSC and thus also of FSB
Although the Class common shares of DGIC are voting stock each
Class share baa 1/10 of vote By contrast each share of Class

common stock of DGIC has full vote which is ten times the voting

power of Class share Accordingly Mr Shepards ownership of Class

shares of DGIC gives him voting power equivalent to that of

approximately 1.6% of the Class shares of DCIC
Our client has not sought and does nOt currently seek nor has he

accepted any representation-on the board of directors of DGIC DFSC or

FSB nor has he sought or currently seeks to serve as the chairman of the

board of directors or chairman of an executive or simi1cr committee of

DGIC DFSC or FSB or board of directors or as president or chief

executive officer of DGIC DFSC or FSB
Our client has not engaged Or proposed to engage in any intercompany
transaction or profit-sharing arrangement with DGIC DFSC or FSB or

their affiliates Our client holds no debt or debt-like instruments- in any
of DGIC DFSC or FSB Our client has not pledged any assets for the

benefit of DGIC DFSC or FSB nor have any assets of any of them been

pledged for the benefit of our client Our client is not guarantor or

surety for and obligation owed bf any of DGIC DFSC or FSB
Our client has never proposed director in oppo1tion to nominees

proposed by the management of DIC DFSC or FSB
is Our client has not participated in the solicitation of proxies with respect

to any matter presented to the stockholders of DGIC DFSC or FSB Our
client does not hold proxies revocable or otherwise from any other

party and no party has granted to our client proxy revocable or
otherwise Our client has not granted any proxy on his shares to any
other party Our client is not party to any voting trust agreement Our
client is not acting in concert with any other party with respect to any
matter pertaining to DGIC DFSC or FSB
Additionally our client has not done and has no present intention to do

any of the following
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Influence or attempt to influence in any respect the loan and

credit decisions or policies of DCHC DFSC or FSB the pricing of

services any personnel decisions the location of any offices

branching the hours of operation or similar activities of DOIC
DFSC orFSB
Influence or attempt to influence the dividend policies arid

practices of DGIC DFSC or FSB or any decisions or policies of

DGIC DFSC or FSB as to the offering or exchange of any
securities

Seek to amend or otherwise take actidn to change the bylAws
articles of incorporation or charter of DGIC DFSC or FSB
Exercise or attempt to exercise directly or indirectly control or

controlling influence over management policies or business

operations of DGIC DFSC or FSB or

Seek or accept acceSs to any non-publi information concerning

DGIC DFSC or FSB our clients relationship with DGIC is at best

arms length. Ivr Sheparci has not received nor expects to ever
receive any non-public information from DGIC

In sum the facts and circumstances surrounding Mr Shepards stock

ownership in Class DGIC shares closely aligns with all of the factors listed for

factually-based rebuttal of the presumption of control urider 12 C.F.R Part 574
Mr Shepard is and always has been in positibn of non-control ielative to all

measurable factors of control as listed under OTS guidelines In fact he has not
controlled and has no ability to control influence or in any way be factor in any
decisions with regard to FSB directly or indirectly All relevant facts as defined by
OTS show Mr Shepard does not have any coittrol whatsoever

Therefore we anticipate filing formal -application pursuant to the terms and

requirementsof Section 3.20 of the OTS Application Handbook for consideration by
the OTS to make determination consistent with these facts foi issuance of letter by
the OTS regarding its acceptance of rebuttal of control on the part of Mr Shepard

Through the completion of this process Mr Shepard looks forward to being in full

compliance with OTS and to maintaining this compliance going forward

If you or Mr Rubis have any additional questions about this matter please feel

free to contact me at my direct dial number 317 955-7116 Lastly Mr Shepard

respectfully requests that this matter be afforded confidential treatment through its

resolution for privacy reasons and because disclosure might affect the public stock

price of DGIC
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Sincerely

RILEY BENNETT EGLOFF LLP

Mark McKinzie
on behalf of Gregory Shepard

cc Mr Gregory Rubis Esq
Mr Gregory Shepard
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Office of Thrift Supervision

Depaztnient of the Treasury Northesf Region

Baeftnanuiat Center Plaza Flvc Suit 1600 Jersey 11 07Th Mchde1 Finn

Teqbone 20L 413-7302 Fax 201 413-5842 RegIonal Director

VIA EIRST CLASS MAIL

February28 2011

Mr Greaorv Shenard

FISMA 0MB Memorandum M-07-16

Re Donegal Group Inc Donegal and

Province Bank FSB Association

Marietta Pennsylvania- OTS Nos 113434 and 16137

12 C.F.R Part 574

Dear Mr Shepard

The Office of Thrift Supervision OTS has considered the letter from your counsel dated

December 172010 and has discussed the matter with the legal department of OTS in

Washington DC Based on the the facts as we understand them and while we do not concur

with the analysis set forth in the letter we have concluded that you are nct in violation of the

rules at this time

Please direct any questions regarding this matter to Senior Attorney Gregory Rubis at 201413-
7382

Sincerely

MichadE Finn

Regional Director

cc Mark McKinzie Esq

Riley Bennett Eglog LLP
Fourth Floor

141 Washington Street

Indianapolis Indiana 42O4
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Max McKINzm
Diect Pax 311 955-7156

nddawom

March 2011

Mr Gregory Rubia

Office of Thrift Supervision

Harborside Financial Center Plaza Five Suite 1600

Jersey City NJ 07311

Re Ownership of Donegal Group Inc Class Shares by Gregory Shepard
OTSNos 16137

Our file number 298503

Dear Greg

Thin1t you for forwarding courtesy copy of the letter issued by the Northeast

Regional Director of 01S to my client Gregory Shepard and for your displayed

professitm1istn and courtesy throughout this matter

The conclusion was reached that Mr Shepard is not in violation of 01S rules
Please know it is his desire to remaia in compliance on an ongoing basis Toward this

end this letter is to confirm and memorialize our discussions that Class and Class

shares of Donegal Group Inc DGIC are treated as one claa of stock for purposes of

applying the provisions of 12 C.F.R Part 574 this is consist with OTS opinions found in

1994 OTS Lexis involving composition of class of voting stock and 1998 FHL.BB
predecessor to 01S Lexis 316 referencing the combined voting power in the context of

Tender Offer proposed by an issuer

Therefore as we discussed Mr Shepard has the ability to acquire both and
shares of DOIC to combined voting power of up to 9.9% at which time the Change in

Bank Control Act at 12 U.S.C 18170 which the 01S implements through its

regnlnfons at 12 C.F.R Part 574 would require Mr Shepard to file Control Notice and
receive written Notice of Non-Disapproval from OTS prior to his purthasin additional

shares of either class of stock

Greg again thik you for your profession1ism and efficiency in bring this matter

to conclusion

Sincerely

RILEY BENNEfl EGLOFF

Mark McKinzie

JMM/2988.503/mcl/00323687
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FEDERAL RESERVE SYSTEM

12 CFR Parts 207215223228 238
239261261 262263 and 264a

RegulationS BB Ii MM Docket

No R- 1429

fIN 7100 AD-eQ

Availability of Information Public

Observation of Meetings Procedure
Practice for Hearings and Poet-

Employment Restrictions for Senior

Examiners Savings and Loan Holding

Companies

AGENCY Board of Governors of the

Federal Reserve System

ACTION Interim final rule request for

comment

SUMMARY The Board of Governors of the

Federal Reserve System Board Is

publishing an Interim final rule with

request for public comment that sets

forth regulations for savings and loan

holding companies SLEICs On July

212011 the responsibility for

supervision and regulation of SLUCs

transferred from the Office of Thrift

Supervision CYrS to the Board

pursuant to section 312 of the Dodd-

Frank Wall Street Reform and Consumer

Protection Act Dodd-Frank Act This

Interim final rule provides for the

corresponding transfer from the OTS to

the Board of the regulations necessary

for the Board to administer the statutes

governing SLHCs Technical changes to

other regulations have also been made
to account for the transfer of authority

over SLHCs to the Board

DATES This interim final rule is

effective September 13 2011 Comments
must be received by November 1.2011

ADDRESSES You may submit comments
identified by Docket No R-1429 and

RINNo 7IOOAD 80 bynsingany of the

methods below Please submit your
comments using only one method

Agency Web Site http//

www.federalreserve.gov Follow the

instructions for submitting comments at

http//www.federalreservagov/

generalinfo/foia/ProposedRegs.cfm

Federal eRulemaking Portal http
www.mgulations.gov Follow the

instructions for submitting comments

E.mail

rags commentsfederalreserve.gov
Include docket number in the subject

line of the message
Facsimile 202 4523819 or 202

4523102
Mail Jennifer Johnson Secretary

Board of Governors of the Federal

Reserve System 20th Street and

Constitution Avenue NW Washington

DC 20551

All public comments are available

from the Boards Web site at http//

www.fedezuireserve.gov/genemlinfo/

foiaiProposedRegs.cfrn as submitted

unless modified for technical reasons

Accordingly your comments will not be

edited to remove any identifying or

contact information Public comments

may also be viewed electronically or In

paper
form in Room MP500 of the

Boards Martin Building 20th and

Street NW between 9a.m and p.m
on weekdays

FOR FURTHER INFORMA11ON CONTACT

Regulation IL Amanda Aileron
Senior Counsel 202 4523818 or Paul

Hannah Counsel 202 4522810
Legal Division Regulation MM Tate

Wilson Attorney 202 4523696
Christine Graham Senior Attorney

2024523005 Legal Division Both

Regulations Kevin Bertach Associate

Director 202 4525265 KIrk Odegard
Assistant Director 202 5306225 or

Mike Sexton Assistant Director 202
4523009 Division of Banking

Supervision and Regulation Board of

Governors of the Federal Reserve

System 20th Street and Constitution

Ave NW Washington DC 20551 All

other regulat ory amendments Amanda

Aileron Senior Counsel 202 452
3818 or Paul Hannah Counsel 202
4522810 Legal Division For the

hearing Impaired only
Telecommunication Device for the Deaf

TDD 202 263486g

SUPPLEMENTARY INFORMATiON

Background

Thie III of the Dodd-Frank Act

transferred from OTS to the Board the

responsibility for supervision of SLHCs

and their non-depository subsidiaries

The Dodd-Frank Act also transferred

supervisory functions related to Federal

savings associations end state savings

associations to the Office of the

Comptroller of the Currency 0CC
and the Federal Deposit insurance

Corporation FDIC respectively

Specifically section 312 of the Dodd-

Frank Act provides that all functions of

the OTS and the Director of the OTS

including rulemaking authority and

authority to issue orders with respect to

the supervision of SLHCs and their non-

depository subsidiaries transfer to the

Board on July 212011.1 Section 316 of

the podd-Frank Act provides that all

orders resolutions determinations

agreements and regulations

112 U.S.C 5412 SectIon 312 also transfers to the

Board all rulemaking authority under aectioo ii of

the Home 0wners Loan Act relating to transactionS

with affiliatec and edanslona of credit to insidera

and aection 5qJ relating to tying anangemanta 12

U.S.C 1461 etseq

interpretive rules other interpretations

guidelines and other advisory materials

issued made prescribed or allowed to

become effective by the OTS on or

before the transfer data with respect to

SLHCs and their non-depository

subsidiaries will remain in effect and

shall be enforceable until modified

terminated set aside or superseded in

accordance with applicable law by the

Board by any court of competent

jurisdiction or by operation of Jaw The

Dodd-Frank Act includes parallel

provisions applicable to the 0CC and

the FDIC with respect to Federal savings

associations and state savings

associations respectively

Given the extensive transfer of

authority to multiple agencies section

316 of the Dodd-Frank Act required the

Board 0CC and FDIC to identify and

publish in the Federal Register separate

lists of the current OTS regulations that

each agency will continue to enforce

after the transfer date On July 21

2011 the Board issued notice of Intent

pursuant to this requirement The notice

of intent outhnes all OTS regulations

applicable to SLHCs and their non-

depository subsidiaries that the Board

has currently identified that it Intends

to enforce after the transfer date The

notice of intent also advised that the

Board would issue an interim final rule

to effectuate the transition of OTS

regulations to the Board

II Overview ofintethu Final Rule

The interim final rule has three

components New Regulation LL

Part 238 which sets forth regulations

generally governing SLHCs new

Regulation MM Part 239 which sets

forth regulations governing SLHCS in

mutual form and technical

amendments to current Board

regulations necessary to accommodate

the transfer of supervisory authority for

SLHCS from the OTS to the Board

The Board is seeking comment on all

aspects of this interim final rule The

Board requests specific cwnmentwith

respect to whether all regulations

relating to the supervision of SLHCs are

included in this rulemaking

Alternatively doss this rulemaking

carry over regulatory provisions that

currently do not apply to SLHCs or their

non-depository subsIdiaries

Regulation In drafting new

Regulation LL the Board has sought to

collect all current OTS regulations

applicable to SLHCS other than

regulations pertaining uniquely to

SLHCs in mutual form and transfer

them into single part of Chapter of

Title 12 for ease of locating Generally

212 U.S.C 5414c
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the structure of the new Regulation LL
closely follows that of the Boards

Regulation which houses regulations

directly related to bank holding

companies BHCs in order to

provide an overall structure to rubs that

were previously found in disparate

locations In many instances this

process has involved copying the

current OTS regulations Into the new

Regulation IL with only technical

modifications to account for the shift In

supervisory responsibility from the OTS
to the Board In other situations where

the requirements or criteria found In the

OTS rules were the seine as those found

in the Boards rules Regulation LL

attempts to conform the language and
format used in the rule to that used by
the Board

The Board also made several

substantive changes to the OTS
regulations as they were incorporated

into Regulation -LL Additionally the

Board added or modified regulations to

reflect substantive changes introduced

by the Dodd-Frank Act These

modifications are discussed separately

below

Application Processing

Throughout the new regulations the

Board has replaced the OTS procedures
with respect to the processing of

applications and filings for those of the

Board to the extent possible These

changes do not alter the thresholds for

filing an application or notice or the

standards for the Boards review of an

application but are Intended to promote
uniformity end consistency in the

Boards processing of applications

across the range of institutions The

Board will carryover the OTS

applications forms with technical

changes for the time being SLHCs can
find all application and notice forms on
the Boards public Web site This Web
site also contains general Information

about the most common filings

publication requirements and the

Boards electronic application

submission system.4

Among other things migration to the

Boards procedures for applications

processing includes elimination of

requirements In OTS rules for prefiling

meetings and submission of draft

business plans and formal procedures
for determining an application to be

complete The Boards application

processing procedures contemplate both
the collection and review of submitted

information within specified time

312PRpart 225 Regulation
See Application Filing information at http//

wew.fedemlraservs.gov/gsnerithnfolappljcotiwiil

nfl

periods Because an application to the

Board in most instances is acted on
within the standard 30 to 60 day

processing periods the Board expects

that following the Boards applications

procedures will result in applications

processing that is at least as expeditions

as processing under the OTS

procedures

Control Determinations

Regulation LL modifies the

regulations previously used by the OTS
for purposes of determining when

company or natural person acquires

control of savings association or SLHC
under the Home Owners Loan Act

HOLA5 or the Change in Bank

Control Act CBCA.e In light of the

similarity between the statutes

governing BHCs and SLHCs the Board

has decided to use its established rules

and processes with respect to control

determinations under HOLA and the

CBCA to ensure consistency between

equivalent statutes administered by the

same agency
The definition of control found in

HOLA is virtually identical to that

found in the Bank Holding Company
Act BHC Act.7 Specifically both

statutes have similar three-prong test

for determining when company
controls bank or savings association

company has control over either

bank or savings association If the

company
DIrectly or indirectly or acting in

concert with one or more persons owns
controls or has the power to vote 25

percent or more of the voting securities

of company
Controls in any manner the

election of majority of the board

Directly or indirectly exercises

controlling influence over management
or policies after reasonable notice and

opportunity for hearing
Because of this similarity Regulation

IL Includes provisions interpreting the

definition of control under HOLA in the

same manner as that term Is interpreted

under the BHC Act adopts procedures

for reviewing control determination that

araidenlical for SLHCs and BHCs and
conforms the

filing requirements under
the CBCA for SLHCs to those for BHCs
As result OTS regulations relating to

control determinations and rebuttals

under HOLA including the rebuttable

12 U.S.C 141 at seq

12 U.S.C 1817j
12 U.S.C 1841e end 24675a2
Unlike the BBC Act HOLA deflnltion of

control applies to persons not just companies

Additionally an acquirer will be deemed to control

company under HOLA If they have contributed

more than 25
percent

of the
capital of the company

12 U.S.C 1467aal2B

control factors and process in section

574.4 the certification of ownership in

section 574.5 and the rebuttal

agreement in section 574100 are not

included in the proposed regulation

Beginning on the date of approval of

this interim final rule the Board will

review Investments and relationships

with SLHCs by companies using the

current practices and policies applicable

to BHCs to the extent possible Overall
the indicia of control used by the Board
under the BHC Act to determine

whether company has controlling

influence over the management or

policies of banking organization

which for Board purposes will now
include savings associations and

SLHC8 are similar to the control factors

found in OTS regulations However
the OTS rules weigh these factors

somewhat differently and use different

review process designed to be more

mechanicaL

First the Board does not limit its

review of companies with the potential

to have controlling influence to the

two largest shareholders The Board

reviews all investors based on all of the

factg and circumstances to determine if

controlling influence is present
Second the Board does not have

separate application process for

rebutting control under the BHC Act
and Regulation IL does not include

such process Under OTS rules
investors that triggered control factor

in section 574.4 could submit an

application to the OTS requesting

determination that they have

successfully rebutted control under

HOLA This application resulted in

rebuttal agreement between the investor

and the OTS in the form found In

section 574.100
Board practice is to consider potential

control relationships for all investors in

connection with applications submitted

under section of the BHC AcL10

Accordingly the Board Intends to

review potential control relationships

for all Investors In connection with

applications submitted to the Board

under section 10e or 10o of HOLA.11

In situations where investors believe no

application is required the Board

The Board discussed these indicla in 2008

policy etatemeut nomronholllng equity

Investments See htipdlwr.w.frdemfresere.gov/

JIewwvenhl/pxeJs/baeg/2020080922o.htuL The

policy statement outhnee In
greater detail the

Bosrda views on certain Indicia of control euch as

the size of the voting end total equity Investment
director and ecer interlocks bualnesa

relationships and actions whether or not they are

based In contract that may Influence or Interfere

with the
major policies and operations of the

banking organization

12 U.S.C 1842

1112 U.S.C 1467ae and 1407a1o
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encourages investors to consult with

staff at the appropriate Reserve Bank or

the Board to determine what type of

review Is appropriate to confirm that the

Board concurs that no BHC Act or

HULA filing is necessary As with OTS

practice the Board often obtains series

of commitments from investors seeking

non-control determinations

The CBCA applies somewhat

different definifion of control to the

acquisition of both banks and savings

associations and their holding

companies by individuals or companies
The CBCA applies only to acquisitions

of control of holding company through
the purchase or other disposition of the

companys voting stock and an acquirer

is deemed to control the company if the

acquirer would have the power directly

or indirectly to direct the
management

or policies of an insured bank or to vote

25 percent or more of any class of voting

securities of an insured bank.12

significant difference between OTS
and Board regulations relating to the

CBCA is the ability to use passivity

commitments or rebuttal agreements to

avoid
filing CBCA notice Unlike the

OTS the Board does not allow investors

to avoid required filings under the

CBCA The CBCA requires only notice

and background review by the Board

and unlike the BHC Act or HOLA does

not impose any ongoing activity

restrictions or other requirements on the

filer For example the Board may
determine that company does not have

control for purposes of the BHC Act or
in the future for purposes of HOLA
and rely on passivity commitments to

support its determination but that

company would continua to be required

to file notice under the CBCA if the

size of the investment triggers filing

under that Act

The Board does not anticipate

revisiting ownership structures

previously approved by the OTS The
Board would apply its rules only to new
investments and would only reconsider

the particular structures of past

investments approved by the yr if the

company proposes material

transaction such as en additional

expansionary investment significant

recapitalization or significant

modification of business plan

Financial Holding Company Activities

Section 606b of the Dodd-Frank Act

amends HOLA by inserting new

requirement that conditions the ability

of SLHCs that are not exempt from

HOLAs restrictions on activities

Covered SLHCs to engage In certain

12 U.S.C 1817111 and jaB

activities.13 Pursuant to this new

requirement Covered SLHC may
engage in activities that are permissible

only for financial holding company
under section 4k of the BHC Act 4k
Activities if the Covered SLHC meets
all of the criteria to qualify ass financial

holding company and complies with all

of the requirements applicable to

financial holding company as if the

Covered SLHC was bank holding

company4

SectIon 41 of the BHC Act as

amended by section 606a of the Dodd-

Frank Act provides for the following

requirements for an institution to

qualify as financial holding company
All depository institution

subsidiaries and the holding company
itself must be well-managed and well

capItalized the holding company
must file an election to engage in

activities available only to financial

holding companies and certify that It

meets the above requirements and
all depository institution

subsidiaries must have CRA rating of

satisfactory or better Under section

606b these new conditions on the

ability of Covered SLHCs to engage In

4k Activities took effect on the transfer

date

Prior to the Dodd-Frank Act the

authority for SLHCs to engage in 4k
Activities was based on subparagraphs
10c9A and of HOLA which

were added to the statute by the Gramin

Leach-Bliley Act of 199915 These

provisions provide that after May
1999 no new or existing SLHC could
conduct activities except for those

listed In subsection 10c1C or

10c2 of HOLA17 or ii4k
Activities The OTS Interpreted this

reference to 4k Activities to be an
affirmative grant of authority to all

Covered SLHCs to engage in 4k
Activities Because there was no specific

statutory requirement to do otherwise
the OTS permitted Covered SLHCs to

engage in 4k Activities without having
to satisfy any of the financial holding

company-related criteria in the BHC

1312 U.S.C 1467ac2H HOLA provides an

exemption from activities restrictions for certain

SLHCa that only controlled or were in the process

of acquiring one aavhige esencIatlo at the if in the

Gramm-Lsach-Bliley Act of 1999 was passed
and

that meet certain other criteria Subsections bids
end 1OcBXC of HOld operate together to

ettebliek this exemption Section 606b does not

modify the
operative provisiona of either of these

subsection and therefore should not be Interpreted

to modify the exemption See 12 U.S.C 1467ac3
12 U.S.C 1467a1cCOl

12 U.S.C 11431
1012 U.S.C 1467ac9AlB
1712 U.S.C 2467ac1C2

Act.18 As result the OTS Imposed

ony limited filing requirements on
Covered SLHCg with respect to 4k
Activities

In light of Section 606b of the Dodd-
Frank Act the Board believes that

subsection 10c2H is the only grant

of authority in HULA for Covered

SLHCs to engage In 4k Activities.20

Specifically subparagraphe 10c9A
and do not grant separate authority

to engage in 4k Activities without

having to comply with the standards

applicable to financial holding

companies As result the Board has
concluded that the statute requires

Covered SLHCs that wish to engage in

4k Activities after the transfer date to

file declaration with the Board to elect

to be treated as financial hoding

company and certification that the

financial holding company criteria are

satisfied for the purpose of engaging in

4k ActivIties

Accordingly In subpart of

Regulation LL the Board has adopted
regulations outlining the processes

under which Covered SLHC may elect

to be treated as financial holding

company These regulations are similar

to those found in the Boards Regulation

for BHCs Subpart also establishes

process under which Covered SLHCs

currently engaged In 4k ActivitIes may
come into conformance with these new
requirements

After the transfer date HOLA will

continue to permit SLHCs to engage in

activities other than those implicated by
section 606b of the Dodd-Frank Act In

particular Covered SLHCs conducting
certain 4k Activities may not be

subject to financial holding company
requirements if the activities are

permissible pursuant to HULA
provisions other than those impacted by
section 606b

Section 4cX8 and 4k 4FActivit leg

Sections 4cB and 4k4F of the

BHC Act permit BHCs and financial

holding companies respectively to

conduct activities the Board has

determined by rule or order to be

closely related to banking section

4c8 Activlties.21 HOLA also

1Se Notice of
Propo.ed Rulemaking Authority

for Certain Savinga end Loan Holding Companies to

Engage in Financial ActivIties 66 tederal kegistar

56480 November 2001
to the transfer date in order to engage In

4k Actlvitlee SLHCs generally ware not required
to make any pm- or poet-notice filmge with the

OTS See Id

2010 thIs context aubperugrapbs bOd9lA3 and

BofHOLAoowahouldberoadtnaots
limitations on the activities that an entity that

acquires and holds
savinge associations may engage

in

5112 U.S.C 1843cB and 4k4F



Federal Register/Vol 76 No 177/Tuesday September 13 2011/Rules and Regulations 56511

permits all SLHCs to conduct these

activities.22 Under OTS practice the

OTS has not required filing
to engage

in sect on 4c8 Activities.23 After the

transfer data Covered SLHCB that only

conduct section 4c8 Activities will

not need to submit the declaration

described above However any SLHC

that begins new section 4c8
Activity after the transfer date and has

not made declaration and submitted

the appropriate post-notice will need to

comply with relevant filing

requirements in subpart of this rule

Insurance AgencyActivities

HOLA also allows SLHCS to engage in

insurance end escrow activities

insurance agency activities.24 These

activities fall within the scope of 4k
Activities However because HOLA
provides an explicit grant of authority to

conduct insurance agency activities the

restrictions on 4k Aclivities will not

apply to Covered SLHCs with respect to

insurance agency activities

Accordingly after the transfer date

Covered SLHCs do not have to submit

declaration and adhere to the financial

holding company limitations in order to

engage exclusively in this set of

activities

1987LisrActivities

Additionally HOLA permits SLHCs

to engage In activities that multiple

SLHCs were authorized by regulaliotitoyengage in on March

l987 The OTS Identified the

activities that satisfy this section of

HOLA in their regulations 1987
Li2 Some of the activities on the

1987 LIst such asreal estate

development are not permissible for

BHCs or financial holding companies
The Dodd-Frank Act does not modify or

condition the ability of SLHCs to engage
in these activities Therefore the

activities identified by the OTS on the

1987 List remain permissible for

Covered SLHCs subject to the

requirements in subpart of Regulation

LL Alter the transfer date Covered

SLHCs do not have to submit

declaration and adhere to the financial

holding company limitations in order to

engage exclusively in this set of

activities

12 U.S.C 1467ec2lliu permitting activities

listed In Section 4c of the BHC Act 12 U.S.C

1487acB permitting activities listed in Section

4k of the BHC Act
mOTS has taken this view because Section 4fcs

Activities are aubaet of 4k ActIvities for which

no 01S filing
baa bewe

required

12 U.S.C 1487ac2B
12 U.S.C 1487.c2F2
2512 CFR 584.21 which can now be found in

section 235.83 of the Boards rules

Dividends by SubsidIary Savings

Associations

Section 101 of HOLA provides that

subsidiary savings association of an

SLHC must file notice at least 30 days

prior to declaring dividend.27 Prior to

July 21 2011 these notices were filed

with the OTS However section

3698K of the Dodd-Frank Act

provides that such notices are to be filed

with the Board after the transfer date

Subpart of the interim final rule

implements section 10t of HOLA This

subpart is substantially similar to

portions of the OTS capital distribution

regulation which governed dividends

by subsidiary savings associations of

SLHCs as well as other savings

association capital distributions

Subpart of the interim final rule

includes only the portions of the OTS

capital distribution regulation that

implement section 101 of HOLA
In processing notices pursuant to

subpart the Board will work closely

with the regulators of savings

association that submits dividend

notice The Board expects for example
that on receiving dividend notice

pursuant to subpart copy of the

notice will immediately be sent to the

savings associations regulators with

request for comment
Regulation MM Regulation MM

organizes the current OTS regulations

specific to SLHCs In mutual form

MHCs and their subsidiary holding

companies Into single part of the

Boards regulations.28 Previously

regulations governing MHCs were

largely found in parts 575 and 563b of

the OTS rules In many cases

Regulation MM mirrors the current OTS
rules with only technical modifications

to account for the shift in supervisory

responsibility from the OTS to the

Board.29

12 U.S.C 14575t
2111Ie definition of mutual holding company In

eectioalOoXlOA ofttOLAdeflnessnMHCtobe

corporation ozganIzed as holding company
under leection i0ol Thus th provisions of

Regulation MM do not appty to an MHC that Is not

organized under section 10o of HULA MHcs that

own bank that have not elected to be treated as

eaving association pursuant to section 100 of

HOLA remain
subfect to the B1iC Act and related

regulations

seThe Board notes that In many cases the former

01S regulation applied directly to eavlnga

essucistlons end were Indirectly applied to felilCa

and their subsidiary holding companies by cross

reference After the transfer date the Board the

primary federal regulator of SLHCs lincluding

AHCa and theta subsidiary holding companies end

the HUG and are the primary federal

regulators
of

savings associations As rasult the

Board has tranafereed the provisions that applied

Indirectly to MHCa through cross references into

Regulation MM and revised them as necessary to

sppiy directly to lafliCs and their
subsidiary

holding companies

Regulation MM also reflects several

substantive changes to OTS regulations

Some of the changes are necessary to

take into account statutory changes
made by the Dodd-Frank Act and others

are intended to promote consistent

treatment of BHCs and SLHCs The

substantive changes are discussed

below

Application Processing

As discussed above throughout the

new regulations the Board lies replaced

the OTS procedures with respect to the

processing of applications and filings

with those of the Board to the extent

possible Lu general the Board has

conformed the processing period for

applications and forms filed by MHCs
subsidiary holding companies of MHCs
and any other entities that are required

to make
filing pursuant to Regulation

MM with the standard processing

periods currently applicable to BHCs

The Boards changes do not alter the

thresholds for filing en application or

notice or the regulatory standards of

review of any ffling The changes are

intended to promote uniformity and

consistency in the Boards processing of

applications across the range of filings

to the Board

The Board is aware that certain

conversion applications filed by MHCs
with the OTS pursuant to part 563b

were processed by the OTS according to

special six-to-eight week review

period notwithstanding the application

of the processing periods previously

found in subpart of part 516 The

Board understands this specIal review

period was developed because the

review period in part 516 made it highly

unlikely an applicant would receive

approval of conversion application

prior to the relevant financial

statements stale data under applicable

federal securities law
The Board will

process applications

filed by MHCs to convert to stock form

under the procedures set forth in section

238.14 in Regulation IL The Boards

standard 30- or 80-day processing

periods are generally consistent with

past OTS practice of processing

conversion applications within six-to-

eight weeks However section 238.14

allows the Board to extend the

processing period for specified period
and the Board may determine to extend

the review period of conversion

application beyond 60 calendar days

SOCtIOIl 23a55 applies
the

processing period

from section 235.14 in Regulation LL to conversion

applications This processing period Is consistent

with the processing period that has been applied to

past conversion applications
submitted by BHCs In

mutual form applying to convert to stock form
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Waiver of Dividends

Section 625 of the Dodd-Frank Act

amended section 10o of HOLA to set

forth the conditions under which an

MHC may waive its right to receive

dividends declared by subsidiary of

the MHC Dividend waivers are

permissible if

No Insider of the MHC associate

of en insider or tax-qualified or non-

tax-qualified employee stock benefit

plan of the MHC holds any share of the

stock in the class of stock to which the

waiver would apply or

The MHC gives written notice to

the Board of its intent to waive Its right

to receive dividends Dividend Waiver

Notice not later than 30 days before

the date of the proposed date of

payment of the dividend and the Board

does not object to the waiver.31

With respect to dividend waivers

under above the Dodd-Frank Acts

amendment to section 10o of IJOLA

distinguishes between those MHCs that

waived dividends prior to December

2009 Grandfathered MHCs and

those that did not non-Grandfatherad

MHCs
For Grandfathered MHCs new section

10o11 of HOLA provides that the

Board may not object to waiver of

dividends 1f The waiver would not

be detrimental to the safe and sound

operation of the savings association end
the MUCs board of directors

expressly determines that waiver of

dividends by the MHC Is consistent

with the fiduciary duties of the board of

directors to the MJCs mutual members
The Grandfathered MUG must provide

the Dividend Waiver Notice to ths

Board and include
copy

of the

resolution of the MUGs board of

directors in such form and substance as

the Board may determine which

concludes that the proposed dividend

waiver is consistent with the fiduciary

duties of the board of directors to the

mutual members of the M.HC
Section 239.8d of RegulatIon MM

implements the statutory framework for

dividend waivers To address the

concern with respect to the Inherent

conflict of interest created by the waiver

of dividends section 239.8d

requires that the resolution of the

MHCs board of directors contain certain

elements designed to disclose and

mitigate this conflict of Interest First

the board resolution must describe the

conflict of Interest that exists because of

an MHC directors ownership of stock in

the subsidiary declaring dividends and

any actions the MUG and board of

3112 U.S.C 1467a1c11B
3212 U.S.C 1467ao11C

directors have taken to eliminate the

conflict of interest such as the directors

waiving their right to receive dividends

Second the resolution must contain an

affirmation that majority of the mutual

members eligible to vote have within

the 12 months prior to the declaration

date of the dividend voted to approve
the waiver of dividends Any proxy
statement used in connection with the

member vote must include disclosure of

any MHC directors ownership of stock

in the subsidiary The Board requests

comment concerning the substance of

the board resolution and whether any
additional provisions should be

required to ensure that the fiduciary

duties of the directors have been

satisfied

HOLA Is silent with respect to the

standards the Board should consider

when reviewing Dividend Waiver
Notice filed by non-Grandfathered

MHCs and does not limit the Boards

ability to deny such waivers Consistent

with the view that dividend waiver

requests raise Inherent conflict of

interest Issues section 239.8dX4
would apply to non-Grandfathered

MUGs all requirements applicable to

Grandfathered MUGs requests to waive

dividends and would impose additional

conditions that must be satisfied by
non-Grandfathered MHCs before the

Board will approve request to waive
dividends These conditions are

designed to highlight for the mutual

members the conflict of interest

inherent In dividend waivers where

MHC directors own shares of the

subsidiary issuing dividends The

conditions also are designed toploy
certain accounting practices to ensure

that the mutual members financial

interests in the MHC are protected in

the event the MHC converts to stock

form or is forced to liquidate

Specifically non-Grandfathered

MHCs must submit copy of the non
Grandfathered MHCs board resolution

pursuant to paragraph 239.8d2 and

must also satisfy each of the conditions

provided in paragraph 239.Bd4
Non-Grandfathered MUGs need only

satisfy one of the two conditions

provided in paragraph 239 .8d4v
Paragraph 239.8d4vA requires

majority of the board of directors of the

non-Grandfathered MUG to approve the

waiver of dividends Any director wish
direct or indirect ownership control or

the power to vote shares of the

subsidiary declaring the dividend or

who otherwise directly or indirectly

benefits through an associate from the

waiver of dividends must abstain from

the board vote Regardless of the

number of director abstentions

majority of the entire board of directors

must approve the waiver of dividends

not just majority of the directors who
vote For example if non
Grandfathered MUGs board of directors

has total of nine members and four

directors must abstain from the vote all

five voting directors must approve the

waiver of dividends

If unable to comply with the

procedures described above Non
Grandfathered MHCs may instead

comply with subparagraph

239.8d4vB under which each

officer or director of the MUG or its

affiliates associate of such officer or

director and any tax-qualified or non-

tax-qualified employee stock benefit

plan In which such officer or director

participates that holds any share of the

stock in the class of stock to which the

waiver would apply waives their rights

to dividends The Board notes that for

the purpose of subparagraph

239.8d4vB the tax-qualified or

non-tax-qualified employee stock

benefit plans in which an officer or

director of the MHC or its affiliates may
participate that hold any share of the

stock in the class of stock to which the

waiver would apply may include plans

other than those offered or sponsored by
the MHC or its affiliates

Non-Grandfathered MUGs should

Include In the Dividend Waiver Notice

submitted to the Board pursuant to

paragraph 239.8d1ii description of

the non-Grandfathered MHCs
compliance with each of the

requirements listed In paragraph
239.8d4 Each of the requirements in

paragraph 239.8d4 should be

addressed individually In the Dividend
Waiver Notice

The Board requests comment on
whether the conditions sufficiently

address concerns regarding the Inherent

conflict of Interest with dividend

waivers The Board also requests

comment with respect to the conditions

that require specific accounting of

waived dividends

Offering Circulars Forms of Proxy and

Proxy Statements

The Board has revised the process for

review of offering circulars forms of

proxy and proxy statements used In

connection with MHC transactions

Under part 563b of the OTS regulations

the OTS declared effective offering

circulars end approved forms of proxy
and proxy statements MHCa and their

subsidiary holding companies were not

permitted to conduct securities

offering or solicit proxies until the OTS

declared effective or approved these

documents as relevant

The Board will continue to require

MHCs and their subsidiary holding



companies to file offering circulars on

Form OC end proxy statements on Form
PS in the context of an application to

the Board The Board will closely

review these documents in its review of

an application as whole and may
comment on the adequacy

completeness or accuracy of

information in any of these documents

However consistent with the Boards

current practice with respect to bank

holding companies and state member

banks the Board will not declare

offering circulars effective and will not

approve proxies or proxy statements

The Board may require an applicant

make certain changes to any offering

circular form of proxy or proxy
statement

MHCs end subsidiary holding

companies of MHCs must continue to

abide by all applicable federal and state

securities laws rules and regulations

For Instance the Board expects that all

securities offering documents and proxy
materials provided in the context of

securities offering will be governed by

regulations and policies of the

Securities and Exchange Commission

SEC state securities regulator as

relevant and the Board For fauna of

proxy and proxy statements provided to

mutual members and not filed with the

SEC the Board requires that all

documents comply with all applicable

Board regulations and policies

The Board requests comment

regarding Its review of offering circulars

forms of proxy and proxy statements

The Board requests specific comment on

whether there are circumstances in

which an MHC or subsidiary holding

companys offering circular would not

be reviewed or declared effective by the

SEC or approved by state securities

regulator The Board also requests

comment on whether it should continue

to require MHCs and subsidiary holding

companies of MHCs to file proxy
statements on Form PS for proxies sent

to shareholders or if the Board should

require only that MHCs and their

subsidiary holding companies file proxy
statements that conform to state and

federal securities laws rules and

regulations

The Board also requests specific

comment on whether MHCs or

subsidiary holding companies should be

allowed to submit securities materials

on the appropriate SEC forms as

opposed to on Form PS or Form OC if

the securities materials are subject to

SEC review

Stock Repurchases

The Board has extended the prior

notice period for stock repurchasea by

resulting stock holding company within

the first year of conversion from mutual

to stock form Under the interim final

rule resulting stock holding company
will be required to provide 30 days prior

notice to the Board before engaging in

stock repurchase which can be

extended by the Board for an additional

60 days Under section 563b.515 of the

OTS regulations resulting stock holding

companies were required to provide

10-day prior notice

In addition the Board expects that

stock repurchasee within short period

of time after conversion would generally

constitute material change from the

business plan considered In connection

with the conversion In this case the

resulting stock holding company would

be required to obtain prior approval

from the Board before the material

change to the business plan could be

considered effective

Techni cal Amendments The Board

has made technical amendments to

Board rules to facilitate supervision of

SLHCs These amendments include

revisions to the interagency rules

implementing requirements relating to

the Community Reinvestment Act as

Well as the procedural and

administrative rules of the Board

including those relating to the Freedom

of Information Act In generaL the

amendments add SLHCs to the

Institutions covered by the rule and

create mirrored provisions to

accommodate transactions under HOLA
In addition the Board made technical

amendments to implement section

312b2A of the Dodd Frank Act93
which transfers to the Board all

rulemaking authority under section 11

of HOLA relating to transactions with

affiliates end extensions of credit to

executive officers directors and

principal aliareholders These

amendments include revisions to parts

215 Insider Transactions3 and part

223 Transactions with Affiliates aa of

Board regulations

lii Section-by-Section Analysis

Regulation LL

Subpart General Provisions

238.1 Authority Purpose and Scope

This section sets forth the authority

purpose and scope for the interim final

rule

238.2 Definitions

This section combines definitions

from parts 574 and 583 of the OTS

regulations in one location Several

12 U.S.C 5412

12 U.S.C 1468

12 CFR
part

215
Regulation 01

12 QR
peat

223
Regulation W.

definitions that were not used in the

text of the rules were eliminated or

moved to locations that correspond with

placement In Regulation Other

definitions were modified or changed to

those used in Regulation

Specifically the definition of

holding company person
shareholder stock voting

securities including voting and

nonvoting shares were modified to

reflect the definitions in Regulation

The definition of savings association

was modified to eliminate the inclusion

of SLHCs within the definition The

definition of savings and loan holding

company was modified to reflect two

new exceptions to HOLA included In

the Dodd-Frank Act Section 1Da1D
of HOLA as amended by section 604 of

the Dodd-Frank Act now excludes from

the definition of savings and loan

holding company company that

controls savings association that

functions solely In trust or fiduciary

capacity as provided In section

2c2D of the BHC Act as well as

company described In section

10c9C of HOLA that would be

SLHC solely by virtue of such

companys control of an intermediate

holding company established under

section bA of HOLA
This section also includes definitions

of well managed and well

capitalized for SLHCs Well

managed takes the meaning provided
in section 225.2sofRegulationY for

BHCs except that it clarifies that

satisfactory rating for management

may mean either management or risk-

management rating whichever rating Is

given The definition of well-capitalized

for SLHCs differs from the similar

standard for BHCs because SLHCs are

not currently subject to regulatory

capital requirements Instead SLIC
will be considered well-capitalized if

all of its subsidiary savings

associations and other subsidiary

depository Institutions are well

capitalized and iiithe SLHC Is not

subject to any outstanding formal

administrative order or enforcement

actions relating to capital

As discussed in the Boards Notice of

Intent issued on April 15 2011 the

Board together with the other Federal

banking agencies is reviewing

consolidated capital requirements for all

depository Institutions and their

holding companies pursuant to section

171 of the Dodd-Frank Act and the Basal

Committee on Banking Supervisions
Basel ill global regulatory

framework for more resilient banks and

banking systems report Basal ifi It

is expected that the Basal III notice of

proposed rulemaking also would

Federal Register/Vol 76 No 177/Thesday September 13 2011/Rules and Regulations 56513
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address any proposed application of

Basal UI-based requirements to SLHCs
When the rule-making process is

complete this definition will be

changed to be more closely aligned to

the definition of well-capitalized for

BHCs

238.3 AdminIstration

Section 238.3 includes two

paragraphs that clarify some

administrative processes of the Board

that are specifically relevant to the

provisions In these regulations

Paragraph specifies that the Board

has delegated certain functions to

designated Board members and officers

as well as the Federal Reserve Banks

These delegations can be found hi parts

262 and 265 of the Boards rules and in

Board orders In connection with the

Issuance of this interim final nile the

Board has approved an order extending
to SLFICs many of the delegations in

part 265 and in previous Board orders

that are currently applicable to BRCs
In administering this regulation the

Board often relieson appropriate

Reserve Banks to take certain actions

including on applications Paragmph
clarifies the factors used in determining
the appropriate Reserve Bank for

particular SLHC or for companies and

Individuals
filing

under the C.BCA If

the standard delegation could impede
the ability of the Federal Reserve to

perform its functions under law would

not result In an efficient allocation of

supervisory resources or would not

otherwise be appropriate the Board may
designate another appropriate Reserve

Bank

238.4 Records Reports and

Inspections

This section combines provisions that

apply to SLHCS from sections 562.1

562.2 and 584.1 of the OTS rules which

establish basic records and reporting

requirements Minor changes have been

made to these provisions to reflect

similar provisions In Regulation

All reports required by the Board can

be found on the Boards public Web
site.3 As discussed in the Boards

Notice of Intent issued on February

2011 the Board anticipates lransitlonlng

SLHCs to the Boards reporting forms

The Board has considered the comments

received on that Notice and will be

issuing revised proposal for comment

shortly Until such time as that proposal

is finalized SLHCs must still submit all

current reports on the schedule

prescribed by the OTS As noted above
the Board will carryover the OTS

37See Rpcd1ng Fonns St
httpII

ww.fedsxafrsseovhepwtformsldejbulm.cfin

applications forms with technical

changes for the time being

This section also includes the

registration and deregistration process

provided for in HOLA This interim

final rule expands the deregistration

process to include situations where

company no longer qualifies as SLHC
in addition to when company no

longer controls savings assodation
This change is to accommodate

exemptions added to the definition of

savings and loan holding company by
the Dodd-Frank Act that are discussed

in detail above

238.5 Audit of Savings Association

Holding Companies

This section contains the provisions

of section 562.4 of the OTS rules These

provisions require an independent audit

for safety and soundness purposes for

SLHCs that control savings

associations with aggregate

consolidated assets of $500 million or

more

238.6 Penalties for Violations

SectIon 238.6 of Regulation LI puts

SLHCS on notice that sectIon 10 of

HOLA provides for criminal and civil

penalties for violations by any company
or Individual of HOLA or any regulation

or order issued under it as well as for

TnzlHng false entry In any book report

or statement of an SLHC This section

also specifies that the Board may
institute cease-end-desist order for any
violation of HOLA the CBCA or this

regulation The Board has provisions for

BHCs In section 225.6 of Regulation

2387 Tying Restriction ExceptIon

Section 312b2 of the Dodd-Frank

Act35 gives the Board rule-writing

authority with respect to section 5q of

HOLA which contains tying restrictions

for savings associations.39 This section

of the interim final rule contains the

provisions previously found in section

563.36 of the OTS rules Although the

requirements for savings associations

are comparable to those applicable to

banks under the Boards Regulation

this section also applies these

restrictions reciprocally to SLHCs BHCs

are not subject to equivalent restrictions

under current Board rules In the future

the Board will evaluate if these rules

should be conformed Additionally

following the transfer date the Board

has authority under section 5q to grant

exceptions to these restrictions after

consultation with the 0CC and the

FDIC so long as any exception conforms

13 U.S.c 5412

12 U.S.C 1464

to section 106 of the Bank Holding

Company Amendments of 1970

2388 Safe and Sound Operations

This section of the interim final rule

states that SLHC must serve as

source of financial and managerial

strength to its subsidiary savings

associations and may not conduct its

operations in an unsafe and unsound

manner Although these are long

standing prudential standards applied

by the Board section 38A of the Federal

Deposit Insurance Act FDI Ad as

amended by section 616d of the Dodd-

Frank Act now requires all SLHCS to

serve as source of strength to their

subsidiary depoaithry institutions.41

Additionally this section of the

interim final rule specifies that lithe

Board believes that an activity of the

SLHC or nonbank subsidiary

constitutes serious risk to the financial

safety soundness or stability of

subsidiary savings association and is

inconsistent with the principles of

sound banking the purposes of HOLA
or other applicable statutes the Board

may require the SLHC to terminate the

activity or divest control of the

nonbauking subsidiary This obligation

is established in section 10gJ5 of

H0LA and BHCa are subject to

equivalent obligations under the BHC
Act and Regulation

Subpart Acquisitions of Savings

Association Securities or Assets

238.11 TransactIons Requiring

Board Approval

This section specifies certain

acquisition transactions involving

savings associations and SLHCs that

require the prior approval of the Board
under section 10e of HOLA.43 These

prior approval requirements were

previously found in section 574.3a end
section 584.4 of the OTS regulations As

discussed above although OTS

regulations Integrated the concepts of

prior approval under HOLA and the

CBCA with respect to companies the

prior approval requirements found In

subpart only relate to the

requirements of HOLA

238.12 Transactions Not Requiring

Board Approval

Section 238.12 of Regulation LL
outlines certain acquisition transactions

involving savings associations or SLHCs

that do not require the prior approval of

the Board These exclusions from prior

notice requirements were previously

iz u.s.c 19721
4112 U.S.C la3lo-3

4213 U.S.C 14e7ag5
12 U.S.C 1467ae
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found at sections 574.4c and 584.4c
of the OTS rules and only include minor

modifications Because there is

separate regulatory provision relating to

CBCA this section does not include the

exceptions from prior notice for CBCA
filings that were also included in

section 574.4c Those provisions can

now be found In subpart

Section 10e of HOLA requires

SLHCs to request prior approval to

acquire savings association through

merger The Bank Merger Act also

requires savings associations to seek

prior approval to acquire another

savings association by merger As

result when savings association

owned by SLHC acquired another

savings association by merger the OTS

required both the SLUC and the savings

association to submit requests for prior

approval under the appropriate statute

This requirement did not lead to

unnecessary duplication because the

same agency and staff processed both

requests concurrently However now
that SLHCS and savings associations

will be regulated and supervised by

separate agencies the Board has

considered whether SLHCs should be

required to submit an application under

HOLA for certain merger and

reorganization transactions The Board

has determined that SLHCs should be

provided exceptions similar to those

provided to BHCs In Regulation As

result paragraph sets forth

regulations governing the conditions

under which certain transactions subject

to the Bank Merger Act and Internal

corporate reorganizations would not

require the Boards approval under

sectIon 238.11 of
subpart

Paragraph of this section is

intended to reduce regulatory burden in

certain circumstances by eliminating the

requirement to file an application If the

core of the proposal is merger subject

to the Bank Merger Act The Board

recognizes that in such circumstances

no regulatory purpose would be served

by requiring an application to provide

essentially the same information for

minor part of the proposal The Board

retains jurisdiction over these

transactions however because it

recognizes that proposal may have an

effect on financial menagerial and

other resources of the parent holding

company which would not be reviewed

by the primary regulator of the

transaction under the Bank Merger Act

Alternatively proposal may raise

other issues regarding factors over

which the Board has primary or

exclusive jurisdIction under HOLA
Accordingly paragraph provides

12 U.S.C 1828

that the Board or Reserve Bank may
inform the holding company that an

application is required lithe proposal

presents issues unique to the Boards

jurisdiction Paragraph also makes

clear that transactions involving holding

companies organized in mutual form

subsidiary holding companies of SLHCs

organized in mutual form or depository

Institutions organized in mutual form

do not qualify for waivers of the Boards

approval requirements under section

238.11 of subpart

Additionally paragraph of this

section provides an exemption for

certain transactions performed in the

United States that constitute en internal

corporate reorganization by an SLUG
The transaction must be solely

reorganization involving holding

companies and insured depository

institutions that both preceding and

following the transaction are lawfully

controlled by the same top-tier holding

company in addition the companies
and insured depository institutions

must not have acquired additional

voting securities and they must have

complied with the other requirements In

paragraph of this section

Paragraph of this section is

substantially similar to section 225.12 of

subpart of the Boards Regulation

References to SLHCs have generally

been substituted for references to BilGe

and references to savings associations

have generally been substituted for

references to banks In addition

consistent with the overall approach
taken in this interim final rule the

Board has substituted its procedures for

those of the OTS with respect to filing

and informational requirements The

Board also will process requests

submitted pursuant to this section in the

same manner as it processes requests

submitted under section 225.12 of

Regulation

238.13 Prohibited Acquisitions

This section of the interim final rule

contains provisions from sections

584.8d and 584.9 of the OTS rules

which prohibit certain types of

transactions by an SLHC related to

uninsured savings associations and

mutual savings associations The

remaining provisions of section 584.9

have been integrated Into Regulation LL

at other locations

238.14 Procedural Requirements

As discussed above the Board has

replaced OTS processing requirements

for applications and notices with those

currently used by the Board for similar

transactions As result section 238.13

of the interim final rule replaces pert

516 and section 574.6 of the OTS rules

The requirements in this section are

similar to those found in sections 225.15

and 225.16 of the Boards Regulation

with respect to applications submitted

by BHCs

Paragraph of this section indicates

that applications required under sectiyn

238.11 must be filed with the

appropriate Reserve Bank on the

designated form As noted above
investors can find all application and

notice forms on the Boards public Web

site as well as additional information

about the applications process and the

Boards electronic application

submission system.45

Paragraph of this section notes that

applicants may request confidential

treatment for portions of their

application under the Boards Freedom

of Information Act regulations found at

part 281

Paragraph specifies the public

notice requirements for applications

required under this subpart Generally
the newspaper publication requirement

is the same as that previously found In

the OTS rules However the Board also

publishes notices of proposed

acquisitions In the Federal Register and

provides interested persons the

opportunity to comment on the proposal

for period no longer than 30 days This

paragraph also permits advance

publication as well as waiver or

shortening of these notice requirements

in the case of failure or lithe Board

determlne that an emergency exists

that requires expeditious action

Paragraph outlines the Boards

rules with regard to public comment

including determining when comment

is timely when comment is of

substance and when the comment

period may be extended

Paragraph specifies that the Board

may order formal or informal hearing

or other proceeding on an application

and that any requests for hearing must

comply with the requirements of part

262 of the Boards rules

Paragraph of this section requires

the Reserve Bank to accept applications

submitted under this subpart for

processing within calendar days of

filing Substantially Incomplete

applications will be returned The

paragraph also indicates that copy of

each application will be sent to the

Board and the primary bank supervisor

for the savings association to be

acquired

Paragraph outlines the processing

timeline for applications submitted

under this subpart Except as otherwise

Application Filing inforiuslion at http//

wfrdeaIrsne.qov/genamJinfo/applJcationu1

aft
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provided Reserve Banks may act on

applications under delegated authority

not earlier than the third business day

following the close of the public

comment period and not later than the

fifth business day following the close of

the public comment period or the 30th

day after the acceptance of the

application The Board must act on an

application within 60 calendar day8
after the acceptance of the application

unless the Board extends the processing

time for specified period and states the

reasons for the extension Both the

Board end the Reserve Bank may
request additional information

throughout the processing period if

necessary An application will be

deemed approved if the Board fails to

act on an application withIn 91 calendar

days after the submission to the Board

of the complete record This paragraph
defines when the Board considers

record on an application to be complete
Finally this paragraph creates an

expedited process for certain

reorganizations

238.15 Factors Considered in Acting
on Applications

This section includes the factors that

the Board will use to review

applications submitted under this

subpart To the extent that the factors

for review under section 10e of HOLA
are the same as those found in section

of the BHC Act the language in this

section has been conformed to that

found In Regulation This section

does preserve the premnnptive

disqualifler related to the Integrity and
financial factors that were found in

section 574.7 of the OTS rules

Subpart Control Proceedings

As discussed in detail above

Regulation LL modifies the regulations

previously used by the OTS for

purposes of determining when

company or natural person acquires

control of savings association or SLHC
under IOLA The OTS regulations

relating to control determinations and

rebuttals under HOLA Including the

rebuttable control factors and process in

section 574.4 the certification of

ownership In section 574.5 and the

rebuttal agreement In 74.100 will not

be enforced by the Board In its place

Regulation LL adopts provisions

equivalent to those found in subpart

of Regulation These provisions

establish the process under which the

Board may Issue preliminary

determination of control and the

presumptions the Board will use In any
such proceeding

Subpart Change in Bank Control

Consistent with Its views expressed

above the Board has concluded that it

is appropriate to use its own rules and

processes with respect to application of

the CBCA to ensure consistency

between equivalent statutes

administered by the same agency As

result Regulation LL conforms OTS

regulations relating to control

determinations and rebuttals under the

CBCA with those currently found In

Regulation and that are applicable to

BHCs and state member banks

Accordingly subpart of the interim

final rule is substantially similar to the

current subpart of Regulation with
technical and conforming changes For

example references to BUCs and state

member banks have been replaced

where appropriate with references to

SLHCs In addition section 238.32a4
and the exemptions have been

modified to refer to the appropriate

provisions of HOLA

Subpart Qualified Stock Issuances

Sections 10a4 and of HOLA
pertain to certain Issuances of new

voting shares to an unaffillated SLHC by
en undercapitalized savings association

or by its parent SLHC.4a The statute

provides that the acquiring SLHC wifi

not be deemed to control the issuer so

long as the acquirer will not after the

acquisition own or control more than 15

percent of the Issuer certain other

conditions are met and the appropriate

federal banking agency for the acquiring

SLHC approves the
acquisition

The OTS Implementing regulation

with respect to qualified stock issuances

is located at part 574.8 Subpart of the

Regulation LL Interim final rule Is

substantially similar to 574.8 with

appropriate adjustments to reflect the

transfer of supervisory authority for

SLHCs from OTS to the Board and the

use of Board applications processing

procedures instead of OTS applications

processing procedures

Subpart Savings and Loan

Holding Company Activities and

Acquisitions

This subpart of this interim final rule

contains provisions that were

previously found at section 584.2

through 584.22 of the OTS regulation

which outline the nonbanking activities

permissible for SLHCs and require prior

approval in order to engage In these

activities in certain situations

Regulation LI makes appropriate

adjustments to reflect the transfer of

supervisory authority for SLHCs from

OTS to the Board as well as the use of

12 U.S.C 1467aa4 md 14a7ao

Board applications processing

procedures Additionally the Board will

note that in the near future the Board

may propose modifying these

application and notice processes in

order to better align them with those

required by BHCs in order to engage in

identical nonbanking activities

Subpart Financial Holding

Company Activities

As discussed separately above
section 606b of the Dodd-Frank Act
amends HOLA to require SLHCs that

wish to engage In financial holding

company activities to be well-

capitalized and well.mansged at both
the holding company and savings

association leveI Additionally

HOLA as amended requires SLHCS

seeking to engage in financial holding

company activities to otherwise comply
with other financial holding company
obligations such as providing notice

to the Board after commencing
financial holding company activity or

consummating an acquisition of

company engaged in 4k Activities

Subpart of the Interim final rule

implements these requirements Subpart

does not apply to SLHCs described in

section 10c9C of HOLA
238.64 Election Required

This section of the interim rule

Specifies that SLHCs seeking to engage

in 4k Activities must file an election

to be treated as financial holding

company and have that election be

deemed effective by the Federal

Reserve No Covered SLHC may
commence 4k Activity or

consummate the acquisition of shares of

company engaged in 4k Activities

unless it has filed an effective election

to be treated as financial holding

company This section also explains

that if Covered SLHC engages only in

activities otherwise permissible under

HOLA no election is required

II 238.65 Election Procedures

This section outlines the process that

an SLUC should follow to make an
effective election induding the content

of the declaration This section rule

specifies that the declaration should

contain the following

statement that the Covered SLHC
elects to be treated as financial

holding company in order to engage in

activities permissible for financial

holding company
The name end head office address

of the Covered SLHC and of each

12 U.S.C 1467ac2
41z U.S.C 1467acX9C Thame SLHCare

rmfwxed to am grmndthored unitary savinga and

loan
holding coupanlea



depository institution controlled by the

Covered SLHC
certification that the Covered

SLHC and each depository institution

controlled by the Covered SLHC is well

capitalized as of the date the Covered

SLHC submits its declaration

certification that the Covered

SLHC and each depository Institution

controlled by the Covered SLFIC are

well managed as of the date the Covered

SLHC submits its declaration

An election filed by Covered SLHC
to be treated as financial holding

company is effective on the 31st

calendar day after the date that

complete declaration is flied with the

appropriate Reserve Bank unless the

Board notifies the SLHC prior to that

tune that the election is ineffective The

Board or the appropriate Reserve Bank

may notify an SLHC that its election is

effective prior to the 31st day after the

date that complete declaration Is flied

with the appropriate Reserve Bank
Such notification must be in writing I.n

election by SLHC shall not be effective

if during the 31 day period the Board

finds that as of the date the declaration

was filed with the appropriate Reserve
Bank

any Insured depository

Institution controlled by the SLHC

except institutions excluded under

paragraph of sectIon 238.65

mcludlng under certain cfrcuthstances

savings associations acquired during the

12-month period preceding the
filing

of

the election has not achieved at least

rating of satisfactory record of meeting

community credit needs under the

Community Reinvestment Act at the

savings associations most recent

examination or iithe SLHC or any
depository Institution controlled by the

SLuG is not both well capitalized and

well managed

Special Rules for the OTS Transfer Date

This section also contains special

rules applicable to SLHCS that are

engaged in 4k ActivIties on the transfer

date Prior to the Dodd-Frank Act
Covered SLuGS were not required to file

with the flS to engage in 4k
Activities However given that the

amendment to HOLA establishing these

additional requirements was effective

on the transfer date the Board expects

all Covered SLHCs wishing to continue

4k Activities to provide declaration

as described above along with

description of the 4k Activities

conducted by the SLHC to the Board by
December 31 2011 These elections will

be effective on the 81st day after the

date complete declaration and

description of 4k Activities is filed

with the appropriate Reserve Bank
unless the Board notifies the SLHC prior

to that time that the election is

ineffective

This section also creates special

process for those Covered SLHCs

engaged In 4k Activities on the transfer

date that are not able to file

declaration that can be declared

effective These Covered SLHCS are

required to file an alternate declaration

with the Board by December 31 2011

that includes list of the 4k
Activities they engage in ii

description of why the SLHC cannot file

declaration that can be declared

effective and lii description of how
the Covered SLHC will achieve

compliance prior to June 30 2012

Covered SLHCS that are not able to

file declaration that can be declared

effective are subject to the same notice
remediation agreement divestiture and
other provisions that apply to financial

holding companies that fail to meet the

requirements of section 41 of the BHC
Act These rules are stated in section

4m of the BHC Act and the Boards

implementing regulations and are

referred to below However in

exercising Its discretion under these

processes the Board will take into

account the fact that previously Covered

SLHCs were not subject to the new

requirements Implemented pursuant to

section 606b of the Dodd-Frank Act

and this rule The Board Intends to

review the individual circumstances of

Covered SLHCS and apply reasonable

deadlines In light of those

circumstances

238.65 Ongoing Requirements

This section outlines the ongoing

obligations of Covered SLHC that has

made an effective election and the

consequences of failing to meet the

applicable requirements In general

Covered SLHC that has made an

effective election to be treated as

financial holding company is subject to

the requirements applicable to

financial holding company under

sections 41 and 4m of the BIIC Act

and the regulations thereunder and

section 804c of the Community
Reinvestment Act of 1977 as if the

Covered SLHC was BHC The language

in this soctLon Imposes the notice

approval and other requirements of

Regulation to these Covered SLHCs
specifically the provisions of sections

225.83 through 225.89 Certain

provisions as discussed below will also

be applied to Covered SLHCs
themselves as result of section 606a
of the Dodd-Frank Act

12 U.S.C 29O3c

Notification Requirements

In general SLHC that has made an

effective election to be treated as

financial holding company may conduct
the activities listed in section 225.86 of

Regulation subject to the notice

approval and any other requirements

described in sections 225.85 through

225.89 of Regulation Section

225.83a of the Boards existing

regulations provides that the Board will

notify financial holding company if

the Board finds that the company
controls any depository institution that

is not well capitalized or well managed
After the transfer date consistent with

section 506a of the Dodd-Frank Act
the Board intends to also notify

financial holding company if the Board

finds that the company itself is not well

capitalized or well managed Similarly

after the transfer date the Board intends

to notify Covered SLHCs if their

depository institutions or the Covered

SLHC Itself is not well capitalized or

well managed
In addition in recognition of the fact

that company may know that one of

ita depository institution subsidiaries

has ceased to be well capitalized or well

managed before its regulators will have

access to such data the Boards current

regulations provide that finenciel

holding company must notify the Board

in writing within 15 calendar days of

becoming aware that any depository

institution controlled by the company
has ceased to be well capitalized or well

managed.5 Consistent with section

606a of the Dodd-Frank Act the Board

intends to require that Covered SLHC
must also provide such notification

when the company has ceased to be

well capitalized or well managed
Accordingly for Covered SLHCs that

file the declaration described above and

thereafter cease to meet the well-

capitalized end well-managed

requirements of section 4I the Board

intends to apply similar 15-day notice

requirement In rule

Remediation Requirements

Pursuant to section 4m of the BHC
Act and the Boards existing regulations

for BHCs within 45 days plus any
additional time that the Board may
grant after receiving notice of

noncompliance from the Board

company must execute en agreement
with the Board to comply with

applicable capital and management

requirements.51 Until the Board

determines that all deficiencies have

been corrected company may not

engage In any additional activity or

5O CFR 225.83b1
12 U.S.C 1543m2 12 YR 225.83c

177/Tuesday September 13 2011/Rules and Regulations 56517
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acquire control or shares of any

company under section 4k of the BHC
Act without prior approval from the

Board.52 If the conditions giving rise to

notice of noncompliance are not

corrected within 180 days or such

longer period permitted by the Board
the Board may order the company to

divest its subsidiary depository

institutions.53 company may comply

by instead ceasing to engage in activities

that are permissible only for financial

holding companies.54

As required by section 606b of the

Dodd-Frank Act the Board intends to

apply these processes analogously to

Covered SLHCs After the transfer date

consistent with section 608a of the

Dodd-Frank Act the Board further

intends that financial holding

company or Covered SLHC that itself

fails to remain well cepitalixed or well

managed will also be subject to these

analogous remedial measures

Subpart Notice of Change of

Director or Senior Executive Officer

Subpart sets forth regulations

governing the
filing

of notices with

respect to the service of individuals as

directors or senior executive officers of

SLHCs in troubled condition These

regulations implement section 32 of the

Ff1 Act55

Subpart of the interim final rule is

substantially frnilrt subpart of part

563 the OTS regulation implementing
section 32 References to the Board or

Reserve Bank have been substituted for

references In the OTS regulations to

OTS In addition consistent with the

overall approach taken in this Interim

final rule the Board baa substituted its

procedures for those of the OTS with

respect to the filing and informational

requirements

Subpart of the Interim final rule

also provides for appeals and for

informal hearings to be requested in the

event of disapproval of notice These

provisions are modeled on the appeals

and hearing provisions of the Boards

regulations implementing the section 32

requirements with respect to BHCs and

state member banks 58 The OTS

regulation does not provide for hearings

or appeals

Subpart Prohibited Service at

Savings and Loan Holding Companies

Subpart of the interim final rule sets

forth regulations to Implement section

19 of the Ff1 Act57 with respect to

SLHCs Section 19 prohibits persons

who have been convicted of certain

criminal offenses or who have agreed to

enter into pie-trial
diversion or similar

program in connection with

prosecution for such criminal offenses

from occupying various positions with

an SLHC Section 19 also permits the

Board to provide exemptions by

regulation or order from the application

of the prohibition Subpart is

substantially similar to the existing OTS

prohibited service regulations except

that references to the Board or Reserve

Bank have been substituted for

references in the OTS

10 Subpart Management Official

Interlocks

Subpart sets forth regulations

restricting management officials from

serving simultaneously with two

nonaffiliated depository organizations

where the management interlock would

likely have an anti-competitive effect

unless the service is permitted by
statute or an exemption applies These

regulations implement the Depository

Institution Management Interlocks Act

Interlocks Act.59
Subpart of the interim final rule is

substantially similar to subpart of part

563 the OTS regulation implementing
the Interlocks Act but makes

appropriate adjustments to reflect the

transfer of supervisory authority for

SLHCs from OTS to the Board

11 Subpart Dividends by Subsidiary

Savings Associations

Section 101 of HOLA provides that

subsidiary savings association of an

SLHC must file notice at least 30 days

prior to declaring dlvidend.80 Prior to

July 21 2011 these notices were filed

with the OTS However section

3898K of the Dodd-Frank Act

provides that such notices are to be ified

with the Board after the transfer date

Subpart IC of the interim final ride

Implements section 101 of HOLA This

subpart Is substantially similar to

portions of the OTS capital distribution

regulation which governed dividends

by subsidiary savings associations of

SLHCs as well as other savings

assodatlon capital distributions

Subpart IC of the interim final rule

includes only the portions of the OTS

capital distribution regulation that

implement section 10f of HOLA
Consistent with the general approach of

the interim final rule subpart

substitutes references to OTS with

references to the Board and Board

procedures for OTS procedures

12 Subpart Investigative

Proceedings and Formal Examination

Proceedings

This section contains the provisions

previously found in part 512 of the OTS

regulations relating to Investigative and

formal examination proceedings The

Board does not have similar rules but

has followed similar practices for some

time In the future the Board will

consider extending these rules to BHCs
and other supervised entities

The following chart summarizes

where particular parts and sections of

the CTS rules have been placed within

Regulation IL

COMPARISON CHAm

LL
location iflRea OTS regtMtlons

Ibpert AGeneral Provisions

238.lAUthOlity purpose end scope .....-

238.2Delini1Ioiis................ .... 574.2 part 583

2383Admlnlslmtlon -..... .....-

238.4Records reports and Inspections ...._ 582.1 562.2 584.1

2385.iludItof savings association holding con pan as. ....... 562.4

238.8PaieMeti for volsUons ..... ..... .4. .... .. ...

238.7Tying restriction exception
563.36

238.8.Safe and sound operatIons i..

312 cFR225.83d

12 tFR 225.83e1
512 cFR 225.83e2

12 U.S.C 18311

12 CFR 225.73d ftnd el

12 U.S.C 1829

32 CFR
part

585

12 U.S.C 3201 at seq

12 U.S.C 14671
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Securities and Exchange Commission

Division of Corporation Finance

Office of Chief Counsel

100 Street N.E

Washington D.C 20549

Re .Donegal Group Inc çDGI
Securities Exchange Act of 1934 the Exchange Act Rule 14a-8

Omission of Stockholder Proposal the 2013 Proposal

Submitted by Gregory Shepard the Proponent

Ladies and Gentlemen

On behalf of DCI we respectfully request that the Staff of the Division of Corporation

Finance the Staff of the Securities and Exchange Commission the Commissionagree

with DGIs conclusions as set forth in this letter and grant no-action relief that would permit

DGI to exclude the 2013 Proposal of the Proponent from the proxy materials its 2013 Proxy

Materials DCI will distribute to its stockholders of record in connection with its 2013 annual

meeting of stockholders its 2013 Annual Meeting

As we discuss in further detail later in this letter DCI submits this request for

exclusion of the 2013 Proposal based upon our legal conclusion that DCI may omit the 2013

Dus MoRRIS up
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December 27 2012

Proposal from its 2013 Proxy Materials on the basis of Commission Rules 14a-8i3 14a-

8i4 14a-8i6 and 14a-8i7 under the Exchange Act

Background

DGI is publidy traded insurance holding company organized and existing under

the laws of the State of Delaware with principal place of business in Marietta

Pennsylvania DGT has property and casualty insurance subsidiaries that conduct business in

22 states will write approximately $500 million in net premiums in 2012 and had assets of

approximately $1.3 billion at September 30 2012

DGIs largest stockholder is Donegal Mutual Insurance Company Donegal Mutual
mutual insurance company that began its insurance business in Pennsylvania in 1889

Donegal Mutual owns approximately 39% of DGIs Class conirnon stock DGICA which

has one-tenth of vote per share and approximately 76% of DGrs Class common stock

DGICB which has one vote per share Accordingly Donegal Mutual holds approximately

66% of the aggregate voting power of both classes of DCI common stock Each of DGICA
and DGICB is class of voting equity security that trades on the Nasdaq Global Select

Market

Donegal Mutual and DCI jointly control 100% 51.8% and 48.2% respectively of the

stock of Donegal Financial Services Corporation DFSC which in turn owns 100% of the

stock of Union Community Bank FSB UCB UCB is an insured depository institution

ID chartered under the laws of the United States UCB maintains its headquarters and 13

bank branches in Lancaster County Pennsylvania At September 30 2012 UCB had

approximately $500 million in assets

Because of the diverse financial businesses in which DCI and its subsidiaries and

affiliates engage the business and operations of DGI and its subsidiaries are subject to

significant supervision and regulation by number of federal and state bank and insurance

regulatory authorities This regulation is designed primarily to protect the policyholders of

DGIs insurance businesses and the depositors of UCB andnot the best interests of the

stockholders of DCL We make reference to DGIs Form 10-K Annual Report for the year

Until enactment of the Dodd-Frank Wall Street Reform Consumer Protection Act of

2010 Dodd-Frank the Office of Thrift Supervision OTS regulated and supervised

SLHCs Dodd-Frank eliminated the OTS and transferred the supervisory and regulatory

authority over SLFICs to the Board of Governors of the Federal Reserve System the Board
in July 2011
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ended December 31 2011 for further information on this extensive supervision and

regulation

One incident of this supervision and regulations is that each of Donegal Mutual DCI

and DFSC constitutes savings and loan holding company SLHC under Section 10 of the

Home Owners Loan Act 12 U.S.C 1467a by virtue of its direct DFSC and indirect

Donegal Mutual and DG1 control of UCB As SIBCs each is subject to the Change in Bank

Control Act 12 U.S.C 187 the CBCA

The CBCA 12 US.C 1817j provides that no person may acquire control2 of any 111

this term includes DGI unless the appropriate federal banking agency the Board in this

case of the subject institution has received at least 60 days prior written notice of the

proposed acquisition of greater than 10% interest and has not disapproved the proposed

acquisition emphasis supplied In the Proponents Schedule 13D the Proponent admits he

owns greater than 10% interest in DGICA DGICA is separate class of securities under the

definition of class in Reg LL DGICA has substantially different voting rights and dividend

rights than DGICB Furthermore DGICA is not convertible into DCICB

DCI created DGICA and DGICB in 2001 in order to enable DCI to raise capital as

needed in the public securities markets by issuing DGICA while assuring that Donegal

Mutual could maintain control Of DCI through Donegal Mutuals ownership of DGICB

Since 2006 the Proponent has on consistent basis engaged in an effort which DCI

has vigorously contested at all times to acquire control of DCL As the Proponents Form

and Form filings and several Schedule 13D.fili.ngs by the Proponent indicate the Proponent

The CBCA itself defines control as the purchase or other disposition of voting stock

where the acquirer of the stock would have the power directly or indirectly to direct the

management or policies of an 111 or to vote 25% or more of any class of voting securities of

an IDL 12 U.S.C 18178B emphasis supplied Pursuant to regulations each of the

federal bank regulatory agencies has promulgated the federal banking laws create

rebuttable presumption that control exists whenever any person which the CBCA defines

to include both natural and juridical persons acquires directly or indirectly or acting in

concert with one or more other persons 10% of any dass of voting stock of an IDI or its

holding company that has securities registered under Section 12 of the Exchange Act See 12

C.F.R 231.31c2 Board Regulation governing the application of the rebuttable

presumption of control to SLHCs person to whom the rebuttable presumption of control

applies has two choices
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has invested approximately $58.6 million in acquiring an 18.04% interest in DGICA and

7.12% interest in DGICB the Proponent Holdings

Under the CBCAregulations person whose circumstances fit within the statutory

definition of control may either embrace the presumption and file the
statutorily required

notice with the Board or the person may seek to rebut the presumption The Proponent has

done neither Ignoring the CBCA is simply not an acceptable option yet that is precisely the

course that the Proponent has followed

The information the CBCA and implementing regulations require allows the

appropriate federal banking agency to conduct an investigation into the competence

experience integrity and financial ability of each person who proposes to acquire or control

10% or greater interest in the shares of any class of voting equity security of an IDI or its

holding company DGI believes the Proponents failure to comply with the CBCA is likely

occasioned by the Proponents unwillingness to disclose information that CBCA
filing

would require about his previous efforts to gain control of insurance companies for his own

.personal interest and benefit as evidenced by past orders of state regulators in Indiana and

Iowa

On December 212012 DCI submitted Petition for Enforcement the Petition tO the

Board We attach copy of the Petition as Exhibit to this letter The Petition avers that the

Proponent is in continuing violation of the CBCA and requests that the Board take

appropriate enforcement action against the Proponent induding at minimum the

execution of passivity agreement with the Board because of the Proponents record of

making hostile takeover attempts with respect to number of publicly traded companies

The Proponent does not seem to recognize that questions relating to cOntrol under the

CBCA are within the exdusive jurisdiction of the Board and are not the subject of self-

determination by person with an obvious personal interest

On December 12 2012 counsel to the Special Committee of DGIs board of directors

with the approval of DGIs board of directors at special meeting held on December 12 2012

sent letter to the Proponent advising the Proponent that if the Proponent makes the filing

with the Board the CBCA requires by December 192012 DCI would include the 2013

Proposal in the proxy statement for its 2013 Annual Meeting The Proponent has not

responded substantively as to the merits of the December 12 2012 letter from the Special

Committee of DCIs board of directors

For the Staffs convenience of reference we note that the Proponent filed stockholder

proposal in November 2011 the 2012 ProposaF with respect to DGIŁ 2012 annual meeting
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of stockholders its 2012 Annual Meeting The 2012 Proposal is substantially similar to the

2013 Proposal Both proposals seek the sale or merger of DGI and the maximization of

stockholder value By its issuance of no-action letter dated Februaty 162012 the Staff

permitted DCI to exclude the 2012 Proposal from the proxy materials its 2012 Proxy

Materials DCI distributed to its stockholders of record in connection with its 2012 Annual

Meeting We also note that DGI is not the only publicly held insurance holding company as

to which the Proponent has utilized tactics such as the 2012 Proposal and the 2013 Proposal

to seek to create value for himself

We attach copy of the 2013 Proposal including its supporting statement as Exhibit

to this letter and the 2012 Proposal including its supporting statement as Exhibit to this

letter

In accordance with Section of Staff Legal Bulletin No 14D Nov 2008 SLB
141 DCI has c-mailed this letter and the exhibits to this letter to the Commission at

shareholderproposals@sec.gov Because DCI is submitting this request electronically

pursuant to SLB 14D DCI is not enclosing the six additional copies Rule 14a-8j would

otherwise require

Also in accordance with Rule 14a-8j DCI is simultaneously sending this letter and

the exhibits to this letter by e-mail to the Proponents counsel DCI will deliver this letter and

the exhibits to this letter to the Proponent by overnight delivery because the Proponent has

not responded to the request of DGIs special counsel that the Proponent supply the

Proponents e-mail address to DGIs special counsel

These deliveries informed the Proponent and the Proponents counsel of DGIs request

that the Commission issue no-action letter that would permit DCI to omit the Proponents

2013 Proposal from its 2013 Proxy Materials unless the Proponent took the actions described

above by December 19 2012 Pursuant to Rule 14a-8j DCI has filed this letter with the Staff

no later than 80 calendar days prior to the date DCI intends to ifie its definitive 2013 Proxy

Materials with the Commission On behalf of DCL we confirm that DCI will promptly

forward to the Proponent any Staff response to this no-action request that the Staff transmits

to DGI only

Rule 14a-8k and SLB 14D require proponents of stockholder proposals to send

companies copy of any correspondence that the Proponent submits to the Commission

Accordingly on behalf of DCI we hereby request that the Proponent send copy of any

correspondence the Proponent submits to the Commission with respect to the 2013 Proposal
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to DGIs attention do Jeffrey Miller Senior Vice President and Chief Financial Officer

Donegal Group Inc 1195 River Road P.O Box 302 Marietta PA 17547

THE REASONS FOR DGIS REQUEST FOR NO-ACIION LETrER

PERMLTITNG DCI TO OMIT THE 2013 PROPOSAL

DGI requests that the Staff issue no-action letter permitting DGI to exclude the 2013

Proposal from its 2013 Proxy Materials for the following reasons

The 2013 Proposal Deals with Matters Relating to DGIs Ordinary Business

Operations and Therefore DGIMay Exclude the 2013 Proposal Under Rule 14a-8i7

Rule 14a-8i7 permits company to exclude from its proxy materials stockholder

proposal that deals with matter relating to companys ordinary business operations The

Commission has explained that the general underlying policy of this exclusion is consistent

with the policy of most state corporate laws to confine the resolution of ordinary business

problems to management and the board of directors Exchange Act Release No 34-40018

May 211998

Section 141a of the Delaware General Corporation Law to which DGI is subject

provides that the business and affairs of every corporation organized under this chapter

shall be managed by or under the direction of board of directors except as may be

otherwise provided in this chapter or in its certificate of incorporation Neither DGIs

certificate of incorporation nor its by-laws each prepared in compliance with Delaware law

limit the authority of DGrs board of directors manage DCI Thus DGIs board of directors

has the authority to conduct the ordinary business of DCI As part of its ongoing

deliberations the board of directors of DCI at least annually reviews DGrs structure and

DGIs relationships with Donegal Mutual These periodic reviews have consistently led to

the conclusion by the boards of directors of both Donegal Mutual and DCI that the overall

intercompany strategy Donegal Mutual and DCI have followed since 1986 continues to work

well and represents successful business strategy for all of the parties involved

Maximization of stockholder value is one of the fundamental principles that lies at the

heart of corporate law but it is not principle that necessarily supervenes other principles

The board of directors with the aid of advisers and senior management of company is in

the best position to evaluate the long-term business prospects of company and to assess

what is in the best interests of its stockholders Thus the subject matter of the 2013 Proposal

the sale or merger of DCI and strategic alternatives for maximizing stockholder value relate

to DGIs ordinary business operations Because proposals that focus on companys strategic
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direction are within the province of its board of directors the Staff has generally determined

that these types of proposals relate to companys ordinary business operations

The Staff however draws distinction under Rule 14a-8i7 between proposals that

seek to reinforce managements general obligation to maximize stockholder value which

proposals are generally excludable and those that direct management to take specific steps in

connection with an extraordinary business transaction to maximize stockholder value which

are generally not excludable

In Central Fe4eral Corporation available March 2010 the Staff concluded that the

Proposal appears to relate to both extraordinary transactions and non-extraordinary

transactions Proposals concerning the exploration of strategic alternatives for maximizing

stockholder value which relate to both extraordinary transactions and non-extraordinary

transactions are generally exdudable under rule 14a-8i7 The Staff therefore stated it

would itot recommend enforcement action to the Commission if the company omitted the

Proposal from its proxy materials

On number of occasions the Staff has approved the exclusion of stockholder

proposals under Rule 14a-8i7 as matter of ordinary business strategy when the

stockholder proposal like the 2013 Proposal directs the retention of third party advisors to

investigate strategic
alternatives See Fifth Third Bancorp available January 17 2007 in

which the Staff permitted the exclusion of proposal requesting that the board of directors

immediately engage nationally recognized investment banking firm to propose and

evaluate strategic
alternatives that could enhance stockholder value including but not

limited to merger or outright sale See also First Chizrter Corporation available January 18

2005 in which the Staff permitted the exdusion of proposal to inter alia explore strategic

alternatives including the solicitation evaluation and negotiation of offers to purchase the

company The general reference in the 2013 Proposal to consider alternatives for enhancing

stockholder value including sale or mergerdoes not change the fact that the 2013 Proposal

deals primarily with the enhancement of stockholder value matter squarely within the

exclusive authority of DGIs board of directors under Delaware law

DCI is aware of two Staff decisions in which the Staff found that proposal that

sought to effect an extraordinary corporate transaction did not constitute ordinary business

matters See Allegheny Valley Bancorp Inc available January 32001 where the Staff did not

approve exdusion of proposal to retain an investment bank for the purpose of soliciting

offers for the companys stock or assets and present the highest cash offer to stockholders

See also First Franklin Corporation available February 222006 in which the Staff found that

proposal to engage the services of an investment banking firm to evaluate alternatives to
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enhance stockholder value and to take all necessary steps to seek actively sale or merger

was not properly excludable That situation differs from the cumstances of DGI because

Donegal Mutual not DGI is the ultimate controlling person In contrast First Franklin

Corporation and Alleghany Valley Bancorp were the ultimate controlling entities Those

cases are also distinguishable because the Staff found that those proposals involved request

for the board of directors to cause the company to explore specific transaction not just

request that the companys board of directors explore strategic alternatives including sale or

merger The 2013 Proposal requests that the board of directors undertake course of action

that the DGI board of directors is already obligated to undertake by virtue of Delaware law

as part of its ordinary duties and consider methods by which to maximize stockholder value

Furthermore as discussed more fully below sale or merger of DCI is not possible without

the participation of Donegal Mutual

The Staff has also often taken the position that if any portion of proposal is

excludable because it relates to companys ordinary business activities the company may
exclude the entire proposal and the proponent may not revise the proponents proposal See

Bristol-Myers Squibb Company available February 22 2006 which found that the proposal

appeared to relate to both extraordinary transactions and non-extraordinary transactions and

thus created basis for the omission of the proposal pursuant to Rule 14a-8i7 Therefore

because at minimum at least one portion of the 2013 Propoal relates to DGIs ordinary

business activities DGI may exclude the entire 2013 Proposal under Rule 14a-8i7 as

relating to ordinary business activities

DCI May Omit the 2013 Proposal Under Rule 14a-8iX2 Because of the Proponents

2013 Pioposal Is In Violation of the Federal Banking Laws and Regulations Applicable to

Grandfathered Siwings and Loan Holding Companies such as DCI and the 2013 Proposal Will Abet

the Continuing Violation of Those Laws and Regulations

Section 1817j1 of the CBCA creates presumption that any person who owns 10%

or more of class of voting equity securities of publicly-traded company such as DCI

presumptively has control of the issuer and must either file rebuttal statement with the

Board 60 days before the person acquires any of those voting equity securities or reduce the

percentage ownership of the shares in question to below 10% of the outstanding

shares of DCICA The Proponent has done neither and is in apparent violation of the CBCA
The Proponent could have sought determination from the Board that rebuts the

presumption of control under the CBCA However when the Board approves rebuttal

statement it is our understanding that the Board typically requires the execution of

passivity agreement between the greater than 10% owner and the Board The Proponents

failure to pursue this option is further evidence that the Proponent is not passive investor
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DGI has recently filed the Petition with the Board that requests prompt enf orcement action

by the Board

DGI May Omit the 2013 Proposal Pursuant to Rule 14a-8W4 Because the Intent of

the 2013 Proposal Is to Convey Personal Benefit to the Proponent and to Advance His Own Personal

Interests and Not for the Bent of the Other Stockholders of
DGL

Wholly apart from any requirements deriving from the Pennsylvania Insurance

Company Law of 1921 as amended the PA Ins Law and the Pennsylvania Business

Corporation Law as amended the PABCL the 2013 Proposal in effect requests that the

stockholders of DGI vote to sell or merge DCI with third party The 2013 Proposal

disregards the fact that Donegal Mutual owns approximately 66% of the voting power of

DGIs outstanding common stock and can control the outcome of any matter submitted to

vote of the stockholders of DCI The Proponent knows based on the outcome of the 2012

Proposal the Proponent submitted in connection with DGIs 2012 Annual Meeting as well as

litigation between the Proponent and DCI subsidiary in Iowa in which the DCI subsidiary

prevailed the Schedule 13D and ameiulments thereto Donegal Mutual has filed and the

statements of DCI in its proxy statement for its 2012 Annual Meeting that Doriegal Mutual

intends to vote its controlling shares of DGI against approval of the 2013 Proposal and that

the 2013 Proposal would therefore not be capable of being approved by DGIs other

stockholders at its 2013 Annual Meeting

There are other practical reasons well known to the Proponent whom DCI believes

has been seeking the hostile takeover of DCI since 2006 why the 2013 Proposal will not

prevail These reasons are

Donegal Mutual has had the consistent intent from the formation of DCI in

August 1986 through the current date Jhat Donegal Mitual would always

niaintain an absolute majority of the voting control of DCI because Donegal

Mutual believed that such control was in the best interest of DCI and its

stockholders as well as the best interest of Donegal Mutual and its

policyholders

When faced with the Proponents 2012 Proposal Donegal Mutuals board of

directors determined that Donegal Mutual would have voted against the

approval of the 2012 Proposal had it been presented as an item of stockholder

business at DGrs 2012 Annual Meeting

At regularly scheduled board meeting on December 20 2012 the Board of

Directors of Donegal Mutual voted unanimously to
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direct that Donegal Mutual vote all of its shares of DCI representing

approximately 66% of the total voting power in DGI against approval of

the 2013 Proposal if presented at jts 2013 Annual Meeting so as to ensure

that the stockholders of DCI wifi not approve the 2013 Proposal

encourage and support DGI in its effort to exclude the 2013Proposal

from its 2013 Proxy Materials

DCI believes that the Proponents intent in making the 2013 Proposal is to provide

personal benefit to the Proponent that the Proponent would not share with any other DCI

stockholder DGI makes reference to SEC Release No 34-19135 Oct 141982 in which the

Staff recognized that proposal might be exdudable under i4 even if it is drafted in such

way that it might relate to matters which may be of general interest to all security holders

if it is dear from the facts that such general interest argument is pretense for the

furtherance of personal interest

The gist of the Proponents 2013 Proposal as well as the Proponents 2012 Proposal is

to sell DCI to maximize the short-term value of DCI for its stockholders The 2013 Proposal

and the 2012 Proposal represent views dramatically opposed to the views of Donegal Mutual

DGIs controlling stockholder and those of the boards of directors of Donegal Mutual and

DCI Donegal Mutuals board of directors has consistently concluded over the last 26 years

since DGrs formation in 1986 that it is in the best interests of Donegal Mutual and its

policyholders and DCI and its stockholders to maintain the existing relationships between

Donegal Mutual and DCI for the long-term future

DCI believes that the Proponents position as DCIs second-largest stockholder is

substantially different from the position of DGFs stockholders other than Donegal Mutual

DGIs other stockholders face no similarimpediment if any stockholder desires to liquidate

his or her DGI stock holdings However the Proponent can sell his holdings in DGI in only

one of three ways Those three ways are

registration statement under the 1933 Act However only DCI can file

registration statement with the Commission to register the public sale of

securities of DCI and the Proponent does not have the legal right to do so or

obligate DCI todo so

DCI could voluntarily agree to
register the DGI shares the Proponent holds for

sale by the Proponent This possibility seems remote because the Proponent

would be at market risk and DCI would at least
theoretically be subject to the
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risk of 1933 Act liabilIties for in the event of nondisclosures by the Proponent

It is thus likely that the alternative is also entirely unavailable

The Proponent can currently make sales of DGI shares under SEC Rule 144

Rule 144 permits the sale of limited quantity of DGI securities every quarter

However it would take the Proponent number of years to complete such

liquidation because of tbe volume limitations under Rule 144 The Proponent

would also have to sell in unsolicited brokerage transactions and would thereby

incur brokerage fees

If DGI were to merge with or otherwise be acquired by public company which DCI

believes is the underlying premise of the Proponents 2012 Proposal and the Proponents 2013

Proposal the transaction would either result in the Proponent receiving cash for the

Proponents Holdings if the acquisition consideration was cash or if the acquisition

consideration was securities would entail the filing of an S-4
registration statement with the

Commission Such registration statement would sanitize the Proponents DGTCA and

DGICB shares so that the Proponent would thereafter have the ability to sell all of his DCI

shares or shares of any successor entity received as consideration in the merger without

restriction Thus the Proponents 2013 Proposal would if adopted provide unique

personal benefit to the Proponent

DGI May Omit the 2013 Proposal Pursuant to Rule 14a-i6 because DGI Cannot

Implement the 2013 Proposal Without the Affirmative Action of Third Party That It Does Not

Control

Under the PA Ins Law in conjunction with the PABCL Donegal Mutual is an

indispensable party to any acquisition of DCI DCI is an insurance holding company whose

principal insurance subsidiary is Atlantic States Insurance Company Pennsylvania-

domiciled stock casualty insurance company Donegal Mutual is Pennsylvania-domiciled

mutual fire insurance company As such the PA Ins Law and the PABCL govern various

actions either Donegal Mutual or Atlantic States undertake

To illustrate the requirements of the PA Ins Law we reference the May 2012

acquisition by Nationwide Mutual Insurance Company Nationwide of Harlesville

Mutual Insurance Company Harleysvffle and Harleysvilles 54% owned publicly traded

stock subsidiary Harleysville Group Inc HGIC In that transaction Harleysville merged

with and into NaIionwide while Nationwide purchased all of the outstanding capital stock

Of HGIC other than the 54% of theHGIC shares that Harleysville owned Nationwide

acquired those shares upon the merger of Harleysville with and into Nationwide
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contemporaneously with Nationwides purchase of the publicly-owned shares of HGIC The

l-larleysville-Nationwide transaction completed less than year ago illustrates conclusive

evidence of the requirements of Pennsylvania law that apply to the acquisition of

downstream insurance holding company such as DGI and its parent such as Donegal

Mutual Pennsylvania-domiciled mutual insurance company

The corporate structure of Harleysville and HGIC is identical to the corporate

structure of Donegal Mutual and DGL At the time of the Nationwide acquisition

Harleysville owned 54% of the voting power of the outstanding capital stock of HGIC

Currently Donegal Mutual owns approximately 66% of the voting power of the outstanding

capital stock of DCL

The Proponents 2013 Proposal simply ignores the necessity of Donegal Mutual as

party to any acquisition of DCI Assmning hypothetically that the stockholders of DGI

approved the 2013 Proposal nothing would or could happen unless and until Donegal

Mutual accepted the 2013 Proposal which it has no legal obligation to do and became

party to any such transaction When faced with the similar 2012 Proposal from the

Proponent the Donegal Mutual board determined that Donegal Mutual would have voted

against the 2012 Proposal had the 2012 Proposal been presented to DCI stockholders at DGIs

2012 Annual Meeting

In addition at special board meethig of the Board of Directors of Donegal Mutual

held on December 12 2012 the Board of Directors of Donegal Mutual determined

unanimously to seek the exclusion of the Proponents 2013 Proposal from DGIs 2013 Proxy

Materials

DCI May Omit the 2013 Proposal Under Rule 14a-8i3 Because the 2013 Proposal is

Contrary to the Commissions Proxy Rules lzich Prohibit Materially False or Misleading

Statements in Proxy Soliciting Materials

Rule 14a-8i3 permits company to omit stockholder proposal if the proposal or

supporting statement is contrary to any of the Commissions proxy rules Such proxy rules

include Rule 14a-9 which prohibits false misleading statements in proxy soliciting

materials Specifically Rule 14a-9 prohibits proposal or supporting statement which at the

time and in light of the circumstances under which it is made is false or misleading with

respect to any material fact or which omits to state any material fact necessary in order to

make the statements therein nOt false or misleading The Proponents non-disclosures

include the following
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The Proponent has failed to disclose that consummation of the 2013 Proposal

would require the Proponent to make filings with and the making of

discretionary findings of approval by the Insurance Commissioners of

Pennsylvania Maryland Wisconsin Virginia Georgia Iowa and Michigan and

The Proponent has failed to disclose actions taken against the Proponent by

federal and state securities and industry regulators

DCI cannot publish the Proponents stockholder proposal and supporting statement

without including all material facts concerning the Proponents role in several hostile

attempts by the Proponent to acquire control of downstream insurance holding companies

Therefore DCI believes that it may omit the 2013 Proposal under Rule 14a-8i3 because the

2013 Proposal is contrary to the Commissions proxy rules that prohibit the use of materially

false or misleading statements in proxy soliciting materials

DCI believes that each of the provisions of Rules 14a-8i2 14a-8i3 14a-8i4

14a-8i6 and 14a-8i7 provides sufficient grounds upon which DCI may properly omit

the 2013 Proposal from its 2013 Proxy Materials DCI respectfully requests that the Staff

therefore advise DCI that the Commission would take no-action if DGI were to exclude the

2013 Proposal

If we can be of further assistance in this matter please contact me by telephone at 215
979-1227 or by e-mail at jwkauffman@duanemorris.com

Sincerely

Jo Kauffman lq

JWKam
cc Donald IL Nikolaus

Jeffrey Miller

Frederick Dreher Esq

Gregory Shepard

Victor Peterson Esq



EXHIBIT

BEFOREThJ BOARD OF GOVERNORS
.OF.THE.FEDERAL RESERVE SYSTEM

... Re.Ggory Sh.epdthe.oineof motan
10% of the Class Common Stock of Donegal Group

Inc Grandfathered Savings and loan Holding

Company

PEITIION OF DONEGAL GROUP INC FOR ENFORCEMENT AC11ON

Petitioner Donegal Group Inc Marietta Pennsylvania DGFhereby requests that the

Board of Governors of the Federal Reserve System the BoarcF take enforcement action

agiiirt Gregory Shepard Shepard because his multiple violations of the cClizmge

Bank Control Act 12 18170 the CBCA In sup1ort of tins requcstDGI avers as

PrelliIifiiarv Statement

Sheperd has owned more than 10% of DGIs Class Common Stock winch

trades on the NASDAQ Global Select lvtarket for more than two years without having made

either of the Thn the CECA required witl the Board written notice prior to acquiring

10% or more of DGIs Class Common Stock or submission seeking to rebut the

presumption of control before acquiring 10% or more of DGrs Class Common Stock In fact

even after acquiring more than 10% of DCIIs Class Common Stock Shepard has never

provided any notice or submitted any rebuttal request to the Board or any other agency

concerning his owuersbipofmorethan 10% ofDGIs Class Common Stock

Shepards history which is discussed in detail below see 128-54 itfra

manifestly demonstrates that Shepard intends to use his ownersup position in DO to control

DO andforcc its sörnexcr

DMEAST15986943v7



An Iowa Insurance Division Admiristrative Law Judge the AU has already

found that in three other instances Shepard started out by acquiring sizable minority stock

positions in insurance holding companies accompanied with statements that his acquisitions were

for investment only in each of these three instances Shepard subsequently sought to take

control of these three companies and the fact that another party held majority voting

position in each company did not deter Shepard from seeking to control them

Based on Shepards history of prior dealings and his testimony during the hearing

before the AU the ALT found that Shepard was reserving the right to seek to control DGI

notwithstanding the fact that Donegal Mutual Insurance Company DMIC owned majority

voting control of DGI

As described below see 1j1 63-69 Infra Shepard has already launched his efforts

to control DOl and force its sale or merger In fact in November 2012 Schedule 13D filing

with the Securities and Exchange Commission the SECShepard has revealingly telegraphed

his plans by stating his intention to take inter alla the following actions

with mRnfigement the Board Directors

other stockholders industry participants and other interested or

rclcvant parties including finnncing sources and financial

advisors about or proposing potential or other transaction

involving and about various other matters including the

operations business strategic plans assets and capital structure of

requesting or proposing one or more nominees to the

Board of Directors of purchasing additional securities of
in the open market or otherwise

See Exh appended hereto at page of

The Parties

DGI is grandfathered unitary savings and loan holding company which was

regulated as such by the Office of Thrift Supervision OTS as of the date of enactment of the

Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 Dodd-Frank

DMEAST15986943v7



pursuant to Section 10 of the Home Owners Loan Act rH0LA 12 U.S.C 1467a DGI isa

corporation organized under the laws.ofDelaware with its principal place of business.in

Manetta Pennsylvania DGI is also an insurance holding company which controls property and

casualty insurance companies that do business in 22 states Bach of DGIs insurance subsidiaries

has an Aispi Best Rating of Excellent

DGI is publicly-held corporation with two classes of common stock both of

which are voting equity securities and are registered pursuant to Section 12g of the Securities

ExchnngeActofl934theExchangeAct 15 USC 781andarethusequitysecuntiesfor

purposes of Section 13 of the Exchange Act 101 Class Common Stock and DGI Class

Common Stock each trade publicly on the NASDAQ Global Select Mailcet under the symbols

4DGICA and DGICB respectively and will hereinafter be referred to by those symbols

DMIC and DGI jomtly own 100% 518% and 48.2% respectively of the stock

of Donegal Financial Services Corporation CDFSC winch in turn owns 100% of the stock of

Union Community Bank FSB Lancaster Pennsylvania CUCB federal stock
savings

bank

formerly regulated and supervised by the OTS and currently regulated by the Office of the

Comptroller of the Currency 0CCpursuant to Dodd-Frank 31 1b2

As result of their control of UCB each of DOl DMIC and DFSC is subject to

regulation by the Board as savings and loan holding company SLHC2

t1

UCB has fled an application to convert to state savings bank charter which would be

regulated by the Pennsylvania Department of Bmilcing and the FDIC Whether or not that

cher conón is consisted will have no beng on the ise presented by

Petition

DGI DMIC and DFSC are grandfathered unitary SLHCs and each entity currently has

the Board as its primary federal regulator Such status will not change if UCB converts

to state-chartered savings bank
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10 Currently resident of Florida Shepard has characterized himself as an investor

in the Schedule 13D he filed with the SEC on July 12 2010 with respect to his stockholdings in

DGI the Initial Schedule 13D See Initial Schedule 13D appended hereto as Exh Item

principal occupation is investing in securities

11 In his Initial Schedule 13D Shepard reported that he owned 1577% of DOICA

and 46% of DGICB Thus Shepard admitted that he owned more than 10% of DOICA more

than two years ago

12 In Ins most recent Schedule 13D flied with the SEC on November 2012

Shepardadmitstbathenowowns 1804% ofDGICAand7l2%ofDGICBtheCurrem-

Schedule 13D See Current Schedule 13D appended hereto as Exh Thus Shepard has

increased his ownership of DGICA by more than 14%

13 The shares of DGICA and DGICB should not be deemed shares of the same class

for the following reasons First each share of DUICA has only one-tenth of vote per share and

10% dividend preference over DGICB whereas each share of DGICB has one vote per share

Second although each share of DOICA and each share of DGICB vote together on all common

matters the shares of DGICA vote separately on matters which would umquely affect the rights

of holders of DOICA

14 In addition as described below see fl 63-69 infra Shepard is seeking to use

his ownership of DOICA to force the sale or merger of DO Clearly Shepard believes his

ownership of DGICA has.empowered him in his endeavor to force the sale or merger of DGL

15 Moreover calculating Shepards aggregate ownership interest in DO based upon

the actual number of shares owned in each class with 25639674 shares of DOICA and DGICB
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outstanding at October31 2012 Shepards combined ownership of 4000000 shares of DGICA

3602900and DGICB 397100 constitutes morethan 15% of suchoutstanding shares

16 Shepard is DGIs second largest shareholder

17 DOTs largest shareholder is DMIC which currently owns approximately 42% of

DGICA and approximately 75% of DOICB thereby giving DMIC approximately 66% of the

aggregate voting power of DOT Common Stock

Shenards CBCAViolations and the OTSs Ren1ations

18 Pursuant to Dodd-Frank 12bxl all of the OTSs regulatory functions and

fr

responsibthties for SHLCs including DOT were transferred to the Board effective July 21 2011

In connection with these transferred functions and responsibilities the Board has promulgated

Regulation LL 12 C.F.R 2381 et seq the SLHC Control Begs Included as part of the

SLHC Control Begs is rebuttable presumption of control which provides as follows

The Board presumes that an acquisition of voting securities of

savings and loan holding company constitutes the acquisition of

control under the Bank Control Ac requmng prior notice to the

Board if immediately after the transaction the acquiring person

or persons acting in concert will own control or hold with power

to.yote 10 percent or more of any class of.voting securities of.the

institution and jf The institution has registered securities under

sectiàn 12 of.the Securities Exchange Act of.1934 15 U.S.C..781

or iiNo other person will own control or hold the power tovote

greater percentage of that class of voting securities immediately

after the transaction

12 C.FR 238.3 lcX2 italics added.3

19 Shepard has triggered this rebuttable presumption of control inasmuch as he

own control or holdisi with power to vote 18 04% of DGICA class of voting equity

This is the same rebuttable presumption of control that the Board has traditionally applied

with respect to bank holding companies in Regulation See 225.41c2
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securities registered under Section 12 of the Exchange Act and as noted above more than 10%

of DGICA and DGICB combined

20 Shepard did not provide any prior notice to the OTS or the Board of his intention

to acquire more than 10% of DOICA or his subsequent additional purchases of DUICA and

DGICB nor has Shepard ever provided any notice to the 0Th or the Board even after lus

acquisition of more than 10% of DOICA Shepard has never provided any submission to the

0Th or the Board setting forth any facts and circumstances which he believes would rebut the

presumption of control applying to him

21 The Board as the appropriate Federal hnnking agency for SLHCs under 12

1813ci2G has jurisdiction to enforce the CBCA pursuant to 12 18170X15 That

enforcement authority includes the power to apply to United States District Court for injunctive

and other equitable relief and to assess civil money penalties because of Shepards continuing

violations of the CBCA Id 1817jX1516

22 In his Initial Schedule 13D Shepard disclosed that he had acquired 1577% of

DGICA and 4% of DGICB This
acquisition

made Shepard the second largest bolder of

DOICA Shepard had not filed prior notice with the 0Th and therefore was already in

violation of the OThs Acquisition of Control Regulations specifically 12 C.F 57442010

Pursuant to that regulation the combination of exceeding the threshold requirement of

ownership of 10% or more of any class of voting stock plus any controlfactof one of

which was being the second largest holder of DGICA shares necessitated prior 0Th acceptance

before exceeding that 10% thieshold of rebuttal agreement conformingto the requirements

of the agencys regulations

Procedures for rebuttal Rebuttal of control

determination An acquiror attempting to rebut
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determination of control that would arise wider subsection

of this section shall file submission with the Office

setting forth the facts and circumstances which supportthe

acquirors contention that no control relationship would

exist if the
acquirer acquires stock or obtains control

factor withrespect to savings assÆciation The rebuttal

must be flied and accepted accordance with this section

before the acquiror acquires such stock or conirolfactor

12 P.R 574 4eXl 2010 italics added The cross-referenced subsection provides

Rebuttable control determlnationr Except as

provided in 5748 an acquiror shall be determined

subject to rebuttal to have acquired control of savings

association if the acquiror directly or indirectly or through

one or more subsidiaries or transactions or acting in COncert

with one or more companies

Acquires more than 10 percent of any class of

voting stock of the savings association and is subject to

control factor as defined in paragraph of this section

12 C.F.R 574 4bi 2010 italics added The cross-referenced paragraph turn

provides

Control factors For purposes of paragraph bi of

this section the following constitute ontrol factOrs

References to the acquiror include actions taken directly or

indirectly or through one more subsidiaries or transactions

or acting in concert with one or more persons or

--..-companie

The acquiror would- be one of the twO largest

holders of any clars of voting stock of the savings

association

12 C.F.R 574.4cX1X2O1O italics added

23 For purposes of the above-quoted OTS regulations DOT an SLHC is included

within-the regulatory definition-of savings association 12 C.F.R 574.2p 2010

24 IrA 2011 DGI reported Shepards violation of the CBCA to the 01S The OTS

never formally approved Shepards ownership of the DGICA or DGICB The OTS informally
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declined however to take any enforcement action against Shepard relying on an interpretation

that was plainly incompatible with the language of its own Acquisition of Control Regulations

The OTS predicated its erroneous interpretation on two old no action letters one by the

Federal Home Loan Bank Board dated August 291988 attached hereto as Exh and another

by the OTS dated January 71994 attached hereto as Exh By following these two no-action

letters as an informal pragmatic solution to the problem the 0Th effectively transformed the

unambiguous phrase 10 percent of ay class of voting stock in its own regulations into 10%

of the aggregate voting power of the combined classes of voting stock Italics added Since

Shepards combined ownership of DOICA and DGICB amounted at that time to 99% of the

aggregate voting power of DOls outstanding common stock the 0Th did not pursue the matter

further notwithstanding Shepards ownership of more than 10% of DGICA Accordingly the

OTS did not make any formal or official decision on this matter

25 The Board is not bound by the OTSs incongruous failure to take formal action in

this case or by the OTSs procedures general As noted in the Boards Release announcing the

adoption of Regulation IL the filing requirements under the CBCA are not discretionary

significant differcnce.between 0Th and Board regulations

relating to the CBCA is the ability to use passivity commitments or

rebuttal agreements to avoid filing CBCA notice Unlike the

OTS the Board does not allow Investors to avoid required

filings underthe CBCA The CBCA requires only notice and

background review by the Board and unlike the BHC Act or

HOLA does not impose any ongoing activity restrictions or other

requirements on the filer For example the Board may determine

that company does not have control for purposes of the BHC Act

or in the future for purposes of HOLA and rely on passivity

commilments to support its determination but that company would

continuetobó required to file notice under the CBCA ifthe size

of the investment triggers filing under that Act

Board of Governors of the Federal Reserve System Availability of Information Public

Observation of Meetings Procedure Practice for Hearings and Post-Employment Restrictions
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for Senior Examiners and Loan Holding Companies 76 Fed Reg 56508 56S10

Sept 13 2011 emphasis added Shepards obhgation to submit the requisite filings to the

Board cannot be flouted with impumty and accordingly DOl requests that the Board take

appropriate action with respect to Shepards violation of Regulation LL

26 Moreover since the OTSs failure to take formal action Shepard has embarked

on course of conduct described in detail below presagmg an attempt to seek control of 101

the very same right winch he arrogated to himself during the Iowa insurance proceedings

described in detail below

27 Shepards violation of the CBCA is not mere technical violation Shepard

knows that ifhe were to submit the personal information required in the statutory advance notice

both by the language of the statute itself and by the regulations thereunder the Board would

likely disapprove his acquisition of more than 10% of DOICA based on his established record of

dealings not only with DGI but with other insurance holding companies

Shenards Past Thstorv with Three Other Companies

MerIdian Insurance Group Inc

28 In the late 1990s Shepard and his brother each owned 50% of American Union

Financial Corp AUFC Shepard while President of Union Automobile Jusurance Company

Union Auto wholly-owned subsidiary of AUFC engaged in an attempt to acquire control

of Meridian Insuran Group Inc.MIGI that forced MIGI to find white knighf to prevent

Shepard from acquiring additional MIGI common stock and influencing its affairs to its

dement

29 For this purpose Shepard used two of ATJFCs second-tier subsidiaries to acquire

9.9% of MIGIs common stock Union Auto reported this acquisition in December 1996 By

February 1998 Shepard his brother and the AUFC-related entities increased their collective
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ownership of MIGIs common stock to 12.8% Later that same year Shepard purchased

additional MIGI common stock using AUFC-related companies that he controlled In August

1998 Shepard reported that he owned 14 98% of MIGIs common stock He also stated that

although he had acqwred the MIGI shares for investment purposes he reserved the right to

pursue an acquisition of MIGL

30 In April 1999 Shepard reported that he had increased Ins ownership of MIGI

common stock and that his company AUFC had announced tender offer to purchase up to an

additional 482% of MIGIs common stock through Dutch auction Later in 1999 AUFC

purchased additional MIGI common stock winch Shepard then acquired from AUFC Shepard

financed ins acquisition with loan agreement and promissory note with Ins own company

AUFC

31 In August 2000 Shepard reported that he then owned 20.23% of MIGIs common

stock and that he intended to seek ownership and control of MIGI through tender offer for all

of its outstanding common stock for $20 per share Shepard conditioned his tender offer on the

tender of nththnum of 50.1% of the outstanding voting shares of MIGL At the time ofthe

.oflr Mcridian.Mutuai..Jnsurance Company Meridian Mutual owned 48.5% of.MlOIs.

outstanding common stock and Shepard owned 20.2%

32 MIGI recommended that its shareholders refrain from tendering any shares in

response to Shepards tender offer inter alia because its independent investment banker

bad rendered an opinion that the
price was inadequate Shepards requirement that at least

50.1% of the voting securities be-tendered could not be satisfied because Meridian Mutual and

MIGIsdirectors and officers together owned more than 50.1% of the stock and had determined

not to de Shep could not in any event misc the necessary financing to conmate
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the offer and Shepard had recently been involved in the insolvency of illinois HcalthCare

Insurance Company illinois HealthCare which the Illinois Department of Insurance

liquidated see f55 Infra For these reasons MIGIs Board had determined that Shepards

tenderofferwasillusoiy

33 Shepard subsequently increased his tender offer price to $25 per share but did not

alter the condition which was numerically impossible to satisfy that 501% of the voting

securities be tendered before he was obhgated to consummate his offer MIGI again

recommended that its shareholders refrain from tendering shares pursuant to Shepards tender

offer

34 During Shepards efforts to acquire control of MIGI the SEC and the Indiana

Securities Division filed complaints against Shepard and his companies On September20

2000 the SEC entered consent Cease and Desist Order
against Shepard for purchsmgM1GI

common stock on the open market during Ins Dutch auction tender offer Similarly the

Indiana Securities Division commenced an action against Shepard and AUFC on September21

2000 arising out of their purchase of MIGI common stock on the open market during Shepards

Dutchauction tender offer In .addilionon that same daytheJndin Securities Division

commenced second action against Meridian Insurance Group Acquisition Corp 4IGAC1

Shepards acquisition vehicle for his tender offer for failing adequately to disclose MIGACs

sources of funding for its tender offer On October.4 2000 alter hàaring the Indiana

Securities Commigsioner made findings of fact and entered final order inter aha prohibiting

Shepard and MIGAC from proceeding with their tender offer for MIGI common stock without

first providing MIGPs shareholders with an adequate description of the source of the funds and

consideration to be used to finance the takeover offer
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35 Ma result of Shepards conduct and his prior record MIGI Meridian Mutual

and State Automobile Mutual Insurance Company State Auto Mutual entered mto merger

agreement providing for State Auto Mutual to acquire all of MIGIs common stock for $30 per

share Thereafter Shepard withdrew ins tender offer and the State Auto Mutual-MIGI merger

was consummated

36 Despite the illusory nature of his tender offer Shepard initiated campaign of

baseless litigation against MIGI and State Auto Mutual In August 200G on the same date that

he filed the papers with the SEC to commence Ins tender offer for MIGI common stock

Shepard filed complaint fig1nst MIGI and its directors in the United States District Court for

the Southern District of Indiana contending inter aKin that the directors failure to approve his

tender offer would constitute breach of fiduciary duty to MIGIs shareholders and constitute

violation of the Indiana securities laws In December 2000 Shepard flied an amended complaint

against MIGI and its directors seeking to enjoin the State Auto Mutual-MIGI merger on the

ground that State Auto Mutuals offer of $30 per share was madequate even though Shepard had

made deroff for the same stockal $20 and$25p ..

37 Sheps basess claims against .MIGI..and its directors .dismissed with

prejudice and his claims for monetary relief were dismissed for lack of jurisdiction

State Auto Financial Corporation

38 Having lost out to State Auto Mutual on his illusory bid to acquire control of

MIGI Shepard launched new equally illusory effort to gain control of State Auto Financial

Corporation SAFC the insurance holding company for State Auto Mutual which had

merged with M1GI
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39 In December 2002 Shepard disclosed that he had acquired 5.13%.of SAFCs

common stock because he believed the true value of the acquired SAFC shares exceeded their

then-current market price He also stated that he had submitted proposal to SAFCs Board to

be voted on at SAFCs 2003 annual meeting of shareholders winch ifadopted would require the

SAFC Board inter cilia to explore strategic alternatives including the merger of SAFCs 68%

owner State Auto Mutual with another mutual insurance company followed by the sale or

merger of SAFC

40 In May 2003 Shepard reported that he had engaged Jefferies Company Inc

eJeffcries to render financial advisory and investment banking services in connection with Ins

evaluation of his
strategic alternatives concerning SAFC

41 Shepards and Jefibries plan as set forth in Jeffenes so-called highly

confident letter was that Shepard would finance the merger of SAFC with his newly formed

and owned mutual insurance company Mid-West Mutual Insurance Company by having State

Auto Mutual issue $400 million of two-year notes secured by the stock of State Auto Mutuals

insurance subsidiaries In short Shepard intended to acquire SAFC by using State Auto

Mutuals own assets

42 In August 2003 Shepard filed with the SEC papers to commence tender offer

for 8000000 shares of SAFC common stock for $32 per share To flnnce his proposed

acquisition cost of $256 mifflon excluding expenses which was beyond his financial capability

based upon his reported net worth Shepard secured second highly confident letter from

Jeffes with recct to the avallability of financing

43 The second Jefferies letter also proposed to finance Shepards acquisition of

SAFC common stock from State Auto Mutuals own assets The proposal was for State Auto
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Mutual to issue up to $300 million of surplus notes to finance Shepards purchase of SAFC

.common stock

44 SAFC recommended that its shareholders refrain from tendering any shares in

response to the Shepard tender offer because inter alla State Auto Mutuals Board and Special

Committee of independent directors had imnimously determined to oppose and reject the

offer not to issue State Auto Mutuals surplus notes or to provide any other financing from

State Auto Mutuals assets to fiince Shepards tender offer and to vote State Auto Mutuals

68% ownershIp of shares of SAFC against approval of Shepards tender offer at any SAFC

shareholder meeting called to consider the same SAFCs Boafd of Directors and Special

Committee concluded that Shepards tender offer was illusory because neither Shepards

financing condition nor Ins change of control condition could be satisfied

45 In May 2004 after numerous extensions and equally numerous rejections of

Shepards tender offer Shepard announced the termination of his tender offer Meanwhile as he

had done with MIGI Shepard had commenced meritless litigation against SAFC and State Auto

Mutual in an effort to coerce them into supporting his ifiusory and unfinsinceàble tender offer In

a.compIaintS ified inthe.UultedStates Thct.Co.for.Soem ct of.Ohio ...

against SAFC State Auto Mutual and SAFCs and State Auto Mutuals Boards Shepard

alleged that SAFCs and State Auto Mutuals Boards had breached their fiduciary duties by

failing to support his tender offer The dismissed Shepards complaint for lack of subject

maton
21s Century Insurance Company

46 In the mid- to late 1990s and early 2000s Shepard then serving as director of

2l Century Insurance Group 2l Century engaged in conduct adverse to the interests of
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21 Century In 1994 21st Century entered into an investment agreement with Atherican

International Group Inc CAIG which provided for MG to purchase 21st Century preferred

stock convertible into common stock and warrants to purchase additional shares of common

stock If AIG converted the preferred stock and exercised the warrants MG would own

approximately 40% of 21st Centurys common stock

47 In May 1995 Shepard reported that his company Union Auto together with its

wholly-owned subsidiary AULIC owned 942% of 21st Centurys common stock Shepard

stated that Union Auto and AULIC purchased their 21st Century shares for investment

purposes and that he had no present plans to seek control of 21st Century

48 In 1995 as result of cumulative voting Shepard in essence elected lumself to

the 21st Century Board

49 In 1998 MG reported that it owned more than 50% of 21st Century common

stock In September of that year the 21m Century Board reconstituted itself so that MG would

have seven of the thirteen seats on the Board of Directors Shepard remained as one of the six

non-AlGniŁmbersofthe.BoardofDiectors

50 In May 1999 MG reported that it owned 60.5% of 21st Centurys common stock

Later that year Shepard reported that his company Amencan Union owned 63% of 21st

Centurys common stock Despite the fact that MGs ownership of 21 Century dwarfed his

ownership Sheprd deôided to challenge AIGs management by urging it to explore

extraordinary corporate actions such as merger reorganization or liquidation of the Company

51 Shortly thereafter Shepard issued press release offering to serve as the Chief

Executive Officer of 21 Century Instead 21 Centurys Board elected Bruce Marlow an

experienced insurance executive as its president Mr Marlow had been President Independent
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Agency Markets and Sor Vice aldent of Allstate Corporation andborcthat ief.

Operating Officer of Progressive Corporation

52 Shepard also reported that be had submitted proposal for inclusion in 2l

Centurys 2000 annual proxy for 2l Century to retain an independent mvestment banker to

explore strategic alternatives including possible sale or merger

53 The 2l Century Board recommended that shareholders vote against Shepards

proposal statmg inter alia that the directors had concluded that the process Shepard

proposed would be expensive disruptive and would create uncertainty in the market 21

Century was operating profitably followmg strategy agreed to by its majority shareholder

21 Centurys stock already had superior valuation relative to other companies in the same

line of business and Shepards proposal would take the directors tune and attention and 2l

Centurys resources away from improving its earnings and enhancing shareholder value

54 In April 2004 after ehmlnRting cumulative voting 2l Century reported that its

Nominating and Corporate Governance Committee decided not to renominate Shepard for

election to the Board of Direótors

Shepards Oplionof.IUinpflealthCare
.-

55 Shepard was the Chairman CEO and majority shareholder of Illinois HealthCare

an illinois life accident and health insurance company with HMO authority from its founding

1997 to June 30 2000 On June 30 2000 the Illinois Department of Insurance entered an

order of liquidation of Illinois HealthCare The liquidation left 26000 policyholders without

insurance coverage.and requirod guaranty funds in three states to cover the health claims owed to

pohcyholders
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The IoªInsnrance DlvisiônFindlnas Aaainst SheDard ..

56 Prior to 2006 DGI had acquired an insurance company domiciled in Iowa making

DGI subject to the jurisdiction of the Iowa Insurance Division In 2006 Shepard applied to the

Iowa Insurance Division for disclaimer of control permitting hun to acquire up to 14 99% of

the aggregate voting control of DGI without filing the Form required by Iowa for shareholders

owning 10% or more of an insurance companys voting stock The Iowa Insurance Division

like virtually all state insurance departments requires the filing of Form before any party can

acquire
10% or more of the aggregate voting control of an insurance company or its holding

company

57 The Form requires five years of detailed financial and personal information

from an applicant before approval can be given for such an acquisition Shepards application

for disclaimer was an obvious gambit on his part to evade providing such information

58 Ultimately ALT Jeffiey Farrell Judge Farrell on behalf of the Iowa

Insurance Division scheduled hearing on Shepards application on October27 and 28 2008

Shepard testified at the hearing in support ofhis application

59 The question before Judge Farrell is substantially sin11lr to the issue which the

Boards enforcement action should address .-

..Shepard has the .hea .bwd of proving by clear and

convincing evidence that his purpose for purchasing up to 14.99

percent of the stock àfDonegal.will not be for the intention.of

changing or influencing control

Proposed Decision at 14 appended as Ex Although entitled Proposed Decision subject to

appeal to the Commissioner of the Iowa Insurance Division the Proposed De ision became

final when Shepard decided not to appeal it
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60 In concluding that on the evidence as whole Mr Shepard.cannot meet

hiS bwd_enofproofPropbsed Decision at 14 Judge Farrell found that

The most compelling evidence regarding Mr Shepards purpose is

his prior conduct with similar companies There are close parallels

with each of the companies discussed at hearing Meridian State

Auto and 21g Century In each instance Mr Shepard initially

bought relatively sizable minority blocks of stock hi each

instance Mr Shepard certified that his intent was investment
...

purposes but that he might purchase additional stock in the future

in each instance he Iatr sought to purchase the cothpanies andfor

submitted proposals to be voted on by the shareholders seeking

dramatic changes in the ownership and control of the companies

He took such action each instance notwithstanding that single

shareholder or small group of shareholders held rnaj only

interest in each company

initial conduct in this follows the same pattern

Mr Shepard has purchased approximately four percent of Donegal

and wants authority to purchase up to total of 1499 percent He

has asserted that his ownership is for investment purposes only

he has not made any definitive commitments Donegal Mutual

owns majority share of Donegal Group but large majority

shareholders have not previously deterred Mr Shepards sic from

attempting to seek out control Mr Shepard himself testified

during the bearing that he could change his mind about being

passive.investor tomorrow

Proposed Decision at 14-15 Shepards recent conduct described below- all of which has

occurred subsequent to Judge Farrells Proposed Decision and to the OTSs mformal decision

only serves to underscore Shepards transparent efforts to control DGI

61 Significantly Judge Farrell addressed the purpose of the Form requirement in

words which apply with equal emphasis to the CBCAs rebuttable presumption of control

regulations

The Form process is merely ameans ensure the protection

of the policyholders the shareholders and the public Mr Shepard

is free to purchase up to 9.99 percent of the shares without being

required to file the statent required in seon 521A.32 He

may be able to purchase additional shares but would need to file

the statement and meet the conditions of the statute Assuming he
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can meet the statutory requirements the Commissioner could

approve purchases beyond the ten percent

Proposed Decision at 15

62 Here the Regulation LL rebuttable presumption of control process is designed as

means to ensure the protection of the depositors the banks and the public Shepard is free to

purchase up to 99% of any one class of shares without being required to comply with the

CBCAs regulations However he is not free to flout those same regulations and purchase more

than 99% of any one class of stock ofan SLHC as he has undeniably done mthis case

Shepard Has Launched The First Stage Of His Efforts To Control DGI By Forcing

Iti Sale Or Meraer

63 Just as he did with SAFC see 19 supra and 2l Century see 52 supra

Shepard has launched his effort to control DGI by seeking to force its sale or merger

64 Thus on November 14 2011 DCII received the following Proposal from Shepard

Shepards 2012 Proposal for inclusion in DGIs Proxy Statement for its 2012 annual meeting

ofstockholders the 2012 Proxy Statement

Resolved that the shareholders of.Donegal Group Inc DGI
hereby requestthat the Board of Directors appoint committee

of independent non-rn__emcnt.directors who areauthorizeand

directed to work with Donegal Mutual Jnsurance Company
DMIC to explore strategic alternatives to maximize

shareholder value inchiding consideration of merger of DMIC
with another mutual insurer followed by the sale or merger ofDGI

inslructsuch committee to retain leading investment banking

fi to advise the committee with respect to such strategic..

alternatives and authorize the committee and investment

banking firmto solicit and evaluate offers for the merger of DMIC

followedbythesaleormergàrofDGl

Shepard November .7 2011 letter at appended hereto as
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65 Therear DGI requested..that the SEC grant no-action relief and conc with

DOls conclusion that DO could properly omit Shepards 2012 Proposal from its 2012 Proxy

Statement

66 By letter dated February 16 2012 the SEC Staff granted DO the requested no
..

action relief and agreed with DO that it need not include Shepards 2012 Proposal in its 2012

Proxy Statement

67 Undaunted his desire to force DGI to sell or merge itself Shepard on

November 2012 submitted the following Proposal Shepards 2q13 Proposal for inclusion

in DGIs Proxy Statement for its 2013 annual meeting of stockholders the 2013 Proxy

Statement

RESOLVED That the shareholders of DO assembled at the

annual meeting person and by proxy hereby request that the

Board of Directors immediately engage the services of an

investment banking firm to evaluate alternatives that could

enhance shareholder value including but not limited to merger

or outright sale of DO and the shareholders further request that

the Board take all othersteps necessa to actively seek asaiC or

merger of DO on terms that will maximize share value for

shareholders

Shepard November 2012 letter at appended hereto as Exh

68 DGIs Board of Directors has decided to again request no-action rehef from the

SEC with respect to Shepards 2013 Proposal However whether or not the SEC grants the

requested relief is irrelevant to this Petition because it is obvious that Shepard has embarked on

course of conduct to force DGI to sell itself to or merge itself with the highest bidder As

Shepard revealingly disclosed just last month in his Schedule 13D filed with the SEC on

November 2012 he now reserves the right to communicate with management the Board

other stockholders industry participants and other interested or relevant parties including

financing sources and financial advisors about or proposing potential or other
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transaction involving and about various other matters including the operations business

strategic plans assets and capital structure of requesting or proposing one or more

nommees to the Board of Directors of See Exit appended hereto at page of

69 Simply stated Shepards past is Shepards prologue Just as Shepard sought

control of MIGI SAFC and 21a Century he has now embarked on transparent course of

conduct to control DGI by forcing its sale or merger Shepards reason for doing this is obvious

it is theonlywayhe can reap any reward for his $60 million investment in DGIan investment

in large measure he made in violation ofthe CBCA

CONCLUSION AND REQUEST FOR ENFORCEMENT ACTION

Shepard has willfully disregarded his legal responsibilities in connection with his

many attempts to gain control of insurance companies including DGI an SLHC for his own

personal financial gain In addition to violating and having been found to have violated the

federal and state securities laws Shepard has violated the requirements of the CBCA in that he

has

-I
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not filed prior notice of his intent to acquire over 10% of DGIs Class

Common Stock or over 10% of its Class and Class Common Stock

combined ..

never provided any notice or submitted any rebuttal statement to the Board

concerning his ownership of morethan-l0% of DGIs Class ACommon
-Stock and more than 10% of its Class A-and Class Common Stock

combined

never rebutted the presumption nf control applying to his ownership of

more than 10% of DGIs ClassA CommonStock and more than 10% of

its Class and Class Common Stock combined and

acquired more than 10% of DGIs Class Common Stock and more than

10% of its Class and Class Common Stock combined without giving

any federal bank regulatory agency the opportunity to investigate his

character and background and possibly disapprove his acquisition



DGI respectfully submits that the Board should consider compelling Shepard to reduce his

DGI stock holdings below 10% and enter into typical passivity agreement with the Board

prohibiting him from seeking to control or influence DGI without prior Board approval

As result of Shepards willful misconduct DGI has been forced to expend

considerable time and resources of its directors and senior management as well as significant

attorneys fees in combating Shepards transparent
efforts to control DGI and force its sale or

merger in order for him to realize significant gain on his DGI stockboldings

WHEREFORE DGI respectfully requests that the Board conduct an investigation of

Shepard and his activities as the Board may deem appropriate and take such enforcement action

as it deems necessary to address Shepards willful violations of the CBCA and agency

regulations thereunder in order to rectify his past violations and deter his future violations

ysubmitte

Is David Pittinsky

David Pittinsky

BALLARD SPAiR LLP

1735 Market Street 51st Floor

Philadelphia PA 19103

215.864.8117

pittinskvballardsuahr.com

IsI Keith Fisher

Keith Fisher

BALLARD SPAHR LLP

1909 Street NW 12th Floor

Washington DC 20006

202.661.2284

flsherkballardspahr.com

Attorneys for Petitioner

Donegal Group Inc

Dated December21 2012

DMEAST 15986943 v7 22
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Under the Securitu Exchange Act of 1934

Antendinent No

DONEGAL GROUP INC
cNsmeoflaaaer

aÆAcoÆunonStock.
fT...fl QM.fr

rlueozaaucxsocnrntes

aauM 257701201

_____ clauEz 257701300

________ ___

CUSIF Numb of CIau of flecudfiss

tvhiaard

FISMA 0MB Memorandum M-07-16

cNamsMdiiu mnd.TokhoncNumb oflmiona

MthoxFÆód to Receive Notices and nnnolosious

onbchaifofpaoni filing ir.t

IulirP.2010

Date of Evant Which Roqufres Filing of this Statimveit

If the flUng ap dously filed on Schedule 13G to rupoat the acq.Jiultku which Is the subject of thin

Schedule 13D1 ecid Is filing this adiri4ule because of Rule 13d-lb3 or check the following box a..
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United

ry SOlE VOTING POWER
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3ENEP1clALV

OWNEDBY -3-

BACH SOLE DISPOflVB POWER
REPORTING

PERSON class 3140000 Class 36O000

WifE 10
-0-

AGGREGATE ANOUN BENEFICIALLY OWNED BY EACH REPORTING PERSON
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This Schedule 13D Is filed on bth 1fof0tecryM Sheps4 Individual the purpose of reporting tranuotlona in the

Class C.nStoclçpir value $0.01 pesd the Class Shares and the ClueD Common Stock par value $0.01

par ahxe the Class Shires of Donepi Ciniup Inc Previously Mr Shepard filed Sihednla 130 on August31 2009

regarding the Class Shmia sat the ClueD Slimus end AiiifnttNo to Schedule 130/A on Februmy 152010

ngarJngtheClaAS1andtheC1UsBShlmL

ntM SRCURITY sav
huJ.1 13fl ylates to the Clpsi Sharen arid Class Shares ofDciegil Group Inc aDelawer corporation the

The address of the pthzclpsl executive offices of the Iuuerls 1195 RIver Road P.O Box 302 Marietta PA 1754

imi IDENTITY AND BACKGROUND

The pereon filing thisElsqigary Shepm the FWIIgParaOU

Tb.idwIn11bm11h1.sddzuesndthepdncips1geofIheFillnsPereonlW rISMA orA3 Muiiiidi M-u7-

FSMA iMB M.lrrm1LJrn M71
ii The Pilbig pamons..ue.L1dziulpal occupation or employment Is Inveathig hi securities

NegatIvc

Negative

ft ThepflbgPeracnlaaoltlzcnoftheUnltedStatea

iTEM SOURCE AND AMOUNT OP FUNDS OR O1CONSIDERATION

Th u.46pUrOb1aipdcO of 3140000 Class Shams end i60000 Class Shares purohaad bj Piling Person was

$460261 and $6009445 respectively lflhldhig vthil0na The srattce of emMeig the parohase of these Shares

W5S

ntisi4 pvpos Op ThANSACIIONS
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iTEM cONIRACTS ARRANGEMENTS UNDR1%STAI4DINGS OR RELATIONSHIPS wi-au RESPECT TO
SECVRIIIES OP THE ISSUER

as desàibcdh.eb thepfling Person does not have any 000iracta w2ntta understandings orzeladonihipa

or otherwise with any person with reipect to any iecwites of the Isaust Including but not lindied to IbtrInsfsroc

vodogof any of the soonrldea finders ca joint ventures loan or option azrnognt puts orcafli usranee of profits

division äfpmflts crlusaói or the giving orwtIbv4g of proxies

iTEM MATEBLUITO BE PliED AS 1TS
7.1 June25 2010LetteromPllIngPerzon to Issszere CEO

72 July 92010 Letter fives Issos CPU to llingPeeswr

7.3 July 122010 Letter from Filing Parson to Issuers CEO

SIGNATURE

After rewbt lquIzy and to the lyist of his knowledg sod belief the undersigned cerlifles that the Information set

flurthk this ststnf Is true ocinpieteand correct

DATJuly12201O

Is chegaryM Shapard

GregoyM.Sbapsrd
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Juno2S2010

Mr Donald Nikoisu

cEO
Diega1t.t Jniuruec corspeny

Douspi Group Inc

lI9SRiverRosd

MidetaPA 17547

DesrMr

Myoiikoow lb wil1nlpawt1 uvaitincurtin Doiregil Group Inc DQP9 oud alac

juvurfI.vt on theuso- jr111 AlSO usIkflOWIny ownerah%i InbothDGl sed1fl0bss becus .nd-tobofor

pal__b in both thct andhrtout and not hr tha purpose crbMrg ha eot of 1t.tiang oricflng the

control of either wnpr ihupikyIs based upon trybi to gnna better ct-bu.ednodeialand1ng from the following

________ 0oo0
Areas znloiiediLApd1 2010 ntnc DwpFMSÆv1osCOzporstfoI àqidaltioà ofJ1W At

the oloes cftraiirngj the DGCA shares weravaluad at $14.83 per ubare

Thee days latei orcnAprll 232010 mated laths pro. rekese mmo%mclrigDGls first romitsi that toW

iouhhi11tri equity orbcokvaluew$385421382 craperonmlnnnabare pmomtof$15 oftbeolc.s of

hi at quartoronMarub 31 2010

Simply pui am writing to biquks why Donepi Mutual Ii itng over 500000 DGICA sings ourreodytrlbg at

about $12.50 per abs. or 83% ofDGI book value for NNP soquindon which nan-strategic MustwaM
83% ofbock value whywmddDonep1Mtl not use lIe

cash reserves hr this purohue

look 1iw.rd to recslvbig yam reply end to boUsr.nrMrvMg yaurplanmcd direction end use of this acquisition

Gregc.yhLShcpund

huww.sec.gov/Arcbivesledgar/data1800457/000095012310064928/c59OS6exvlwLhtm 7/12/201O
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ae
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Julyl22010

ThBoardsofDirccton

c/oD ldILNlkolauà

outive oocr
DnngalGraup1nc

DomplMutuallnaurauce Company

IIPSRIverRoM

17541

De Boards ofDLe
After careful analysis of the ato svallsbb to meI am writing to you to pin additional information concerning the proposed

merger transaction of Union National P1nan1 Cceporatlcm VNNP and DoncpMutu.1 Inanrince Cmnpsny DouejJ
Mutua1 Please haow that Ipersonafly own 3140000 Class hid 360000 dma abases of Donepi Group Inc DGr
repznsenlng appuxhnately 15.8% and L5%zeqeotlvcly of the Class and Cliii m$.t.nilkig nw shams However

am cumncdy nctaDonep1J4uiuaIpoflcyboI Muticiit11y1 own 20000 innr.i sei of IJNJW

As you kncw my dg mdp11ownership and itmcotlnbothDGl and UNNF has bean and oonthmcs tube for

1nvestomentwpo.ei not for th.pwpoues of having the cct of changing or1bigthe control of either Douq.ny.Aa

on Lslu .cokhig axeeasimbis retom on myinvestameni for ovu5 yeas Ibavs.Ub to stated

aatoyasibeeinea.gv to rouli thatatrategy Unfoiftamately die value ofp3lfnveslmcotIn DOIlies declined not

increased

Apjwndmately 10 yeas ago 17n1flhi dollars ofaplta1 was Invested by DOl In Provhioe Bank FSB h11eDonep1MrithiuI

bitihPiImaBcokabv.lthilboner office building InMedctta Pasaylvanla for qçrouhnalsly nilh10 dallas In spite

of this lack of focus rcogthcelng the pwpeut.y and casualty isswanea of Dosegal Mithit and DOl through the

.Jh...i Investment and moss recently In Augud200S with Dooegal ft.ia saqnlsldoui OCOIIIIImIP This hIWZLICO

niany CCbesIo1 have confidnit nugii4 focusing upon Its property aid oasualty innirance

bt.M However am oncd with Donegal lfnfIs proposed acquisition ofTJNNF which bas lost nearly 1.5 mfl1i

doflasbeforstixovxthspsst3ymea

Itla my understanding diet DO cod Its wholly owned sebsidlsries through atoo3hrg .grs-n with Donegal Muinal bus

as Iii focus to orprupertycod cimabybualno distributed thivogh network Of Independeat Insurance egim located

tbrargboat the M1d.Mnn Southeast end MidwesL Please know hmderstand this strategy and the buInu risk Involved

aÆilbaveaajportód this itzateg through my personal Investment In DOL

My letter to you Is foryou to respond and me to better underatauth bow awning UNNF will support profitable growth of

the propert IIn

httjrf/www.sec.gov/Aveafedgar/data/800457/000095012310064928/a59056eXV7w3.htifl 7/12/2010
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underwritten by the Insurea and why Donegal Muhial using over 500000 DUICA shares ft rentlyowni currently

look forward toreoeiving this requested Information and to batter understanding lbs 3ttCgi direction which Ibcng

pursued

Rapeothzlly

OyISbapzd
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IntheMatteroftheApplicatlonof DIANo.O8DOCIDOO7

Gregory Shopard for

Disclaimer of Control Relating to

Doncgal Group Inc uitlmate

ControllingParty of Lo Mars

Insurance Company PROPOSED DECISION

INTRODUCTION

contested case hearing was held In this matter en October 27 and 282008 regardIng

Gregory Sliepards application for disclaimer of control pursuant to thcoxoæiptlon set

forth In Iowa Codb sectkn 521A.35 Mr Shepanl was represented at hearing by Mark

McKenzie and Glean Smith Mr ShepÆrd testified on his own behalf He also.prescnted

Kim CrosS as witness Mr Shepardsethib1ts AQ and T.V ware admitted

Donegal Group Con any were represented byHarold

Schneebeck David P1ttIii1ry and aaoiated attorn Mark MrCorndck rpresented

Donegal for the lfrnf ted purpose of azguIng motion to diaqualli Predcrlók Dreher one

ofDonegala associated attorneys from participating in the case Donegals Cxblbits 1-

11 182123-2628343646-56 60-61 6570 78 86 91 101 113 120 129 134

142 157-160 ware admitted

The parties requested the opportunity to file post-hearing briefs allowed to December

52008 to file briefs Both filed briefs on orpriorto the deadline Donegaiprovided

transcript of the proceeding that was used in the preparation of this decision

STATEMENT OF THE CASE aid some findinas of fact

Procedural backaround
Donepi Group Inc is an Insurance holding company

pritharily based In Pennsylvania Donegal Mutual Insurance Company owns majority

interest in Donegal Group Denegal Group owns Le Mars Insurance Company an

insurance company based in Iowa Except as needed to identify one of these business

entitles Donegal Group Donegal Mutual and Le Mars Insurance will be jointly referred

to as Donegal throughout this decision Transc.i pp 83-84 ExhibIt

Donegal Group is actually incorporated in Delaware1 but there is no dispute that the business is

primarily operated in Pennsylvania

Before the Insurance Commissioner of the State of Iowa



Case No OSDOCIDOO7

PagcNo.2

Gregory Shepard has owned shares ofDonegal Group since January of 2005 As of the

hearing date Mr Shepafd owned approximately four percent of thecarnbincd voting

saofDoiegalGrou Transc.Ipp 85 93

On or around March7 2Q06 Mr Shepards attorneys filed request with the Iowa

Insurance Division the Division to allow Mr Shepard to acquire up to 14.99 ml of.

the voting securities

ofonea1 Group without the purchase being deemed an acquisition

of control of Donegal Group The request is significant because Iowa law presumes

control when person acquires ten or more percent of an insurer.3 Further who

intends to acquire ten ormore rccnt of an Insurer In lowanust coxnplywltb the.flling

and procedural requirements ofwhat was referred to throughout the hearing as 1Poim

procced1ng Mr Shapard sought to avoid tire Ponn requirements via an exemption

process grAnted In Iowa Coda section 521A.35 Mr Shepard has received conditional

exemptions from three other states Pennsylvania Virginia and Maryland where

Donegal deAn bus ExhlbiteM-Q ..

Donegal has actively resisted Mr Shepards request for an cuption in each state The

Division considering rant1ng cltlóna1 exemption In Iowa and proposed consent

order was drafted listing the conditions that would apply Mr Shepard agreed to the

conditions and signed thcropoaCd Ander but thC order was never executed by the

Cumisslonor ofelurance Instead the Cn_inthqloner act the matter for hearing to

dctconlne whath to grant the exemption refàred to In the rder as an application by

Shepard fer discMfrnr of control On AprIl 42008 the Commissioner transmitted the

case to the Iowa Department of Inspections and Appeals to assign an administrative law

.Jdse to aCt as the presiding officer In the hearing The original bearing date was

continued and ruled on number ofprehcarlng lanu bàforO the hearing on October27

and28 2008 ExblbltsA-JR-V

Motion to exclude Literally on the eve of the hearing Mr Shepard filed motion to

disqua1l William Drcher UI and any attorneys associated with his law finn Duane

Morris LLP received an emailwith the motion attached late on Friday October 24
2008 Donegal did not have the opportunity to respond until the start of the hearing on

October 27 was able to briefly review the filings and some of the case law bcferc

The letter itsef was listed as proposed exhibit but was not offered at hearing Howcver it is

referenced in other exhibits

Iowa Code section 521A.l3
See Iowa Code section 521A.3 191 JAC 45.4
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verbally issuing ruling that conditionally denied the motion This section is Intended to

further explain my decision at hearing

Mr Shepaul retained Duane Morris from approclniately 2000 to 2003 to assist him with

the proposedpurchaso of Meridian Insurance Group The representathm Included general

counsel work transactional work and litigation The relationship ended in 2003 aftCr

Duane Morris withdrew Its rcpxàcntatkm in the pending litigation Mr.ShepÆrd stated

that he worked specifically with Mr Dither and more than 20 other attorneys from the

fithi The Meridian transaction and litigation was materi to this hearing because

Donegal 1ntnded to use evidence from that transaction and litigation to show Mr

Sbeardspurpose to exercise control of DonegaL ansc pp 14-15

Donegal resisted the motion on nultiplc grounds including that the claim was waived

beàaàe It was fflcd late and that the prior representation was not substantially related to

CM0 JtiOIZUy Mr Pittlusky 1w là not with Duane Morris stated that

his cross.examInilon of Mr Shepard would be based olely on public recorda and not on

anflnfornirion received from Duane Morris Transc 33-34

My first concern was with the t1Tning of the motion Mr Drohcr flied an applicatlthi for

pro has vice In this matter on January 23200$ with copy to Mr Shepards attorney Mr
Dreher listed his law firm as Duane Morris Mr Shcpard did not file resistance to the

application and granted the application on April21 2008 pfly
participated In prehearing coflfercnces on AprIl 18 and July 2008 and Mr Sbepard did

not raise any concerns about his participation The revised scheduling order filed on July

142008 set non-dlsposltlvc motion deadline of August 2008 Both patties filed

motions but Mr Shepard did not raise any question about Mr Drehcrs prior

representation The regulations require motions to be filed at làast ten days prior to the

hearing Mr Shepard did not meet the motion deadlines Mr Shepard through counsel

knew by at least June 27 2008 that Donegal planned to produce evldbncc regarding the

Meridian transaction because Donegal had filed an exhibit list for the hearing which had

been previously scheduled for July 14 2008 There cannot be valid cOmplaint that the

references to Meridian were surprising

It would have been fundamentally unirto disqualify Mr Dreher at that point in time

Mr Dreher did not personally participate in the hearing but ha presumably consulted

with the attorneys who did His disqualification would have drawn Into question whether

Donegals trial attorneys should have been disqualified through knowledge imputed to

5191 IAC3154
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them alihoiigh the motion did not make that request That could have required the..
ofa hearing that ha been twice continued already and wasted considthâblc

to prepare the case for the October 272008 hearing

_____ M1 SIiCpUrd did not prove disqualification based on the merits of the c14m-

Dl liflcation Is not ftvorcd lxi rccognltkm of the rights of parties to hire choice

of attorney and the rights of attorneys to represent new clients The movant his the

burdcæofprgthatthattoxuey.shelifled.Modonatodl9ufliliarc
sulJect to particularly stnotpHdI socutiny due to the potential for abuse

An attonley should be dlisquali fled from representing party Rgamt the for-mar client if

the two representations bear substnt4z.1 relationship to each other In .Rjchers

MwhMclEnnwzGrorq the court found substantial rc1adnnhIp when law firm

attempted to represent fornir employee ngnst her employer In t8rmlnRtlon case The

SUC law firm Was counsel to the employer and had provided Initial advice to the

employer regarding the triimhintion The same law firmalso represented the employer in

collateral 8uIt that challenged the employees conduct and ràsultcd In her teimhitlon

Mr Shepar4s motion raises valid concerns but the case is distinct from AIch.a Fjrat

and moat Impoltant neither Mr Drelier nor his firmprovided advice regarding the

purchase of Donegal shares or the request for cxemtlon In this case Duane Morris

represented Mr Shepard In completely separate transaction Involving difibrent

insurance company Duane Morris ceded Its representation of Mr Sbcpard more than

two ycara before the comne1cernent of this action and approximately twoycai3 before

Mr Shcpardpurcbaaedany shares of Donegal

Also It Is nàtable that Donegals cross-examination of Mr Shepard could be perfurmed

based solely an public documents nttRdled condition to my ruling that would

entertain an objection by Mr Shepard to any question that could elicit testimony that

could have been gained through confidential attorney-client relationship Mr Shepards

attorney raised an objection on that ground during the hearing and that objection was

sustained See Tranac pp 124-26 While the courts generally do not require

movant to prove that particular piece of evidence was discussed during the attorney

client relationship this case was unique in that the cross-examination of Mr Shepard

could be based entirely on documents that are within the public
real

Rlchers Mar3h ilcLennan Group 459 N.W.2d 478481-82 Iowa 1990

7DwrJohnJnc City ofSioux CIty2007 WL5788 N.D.lowaZOO7
81 note that this point begs the question whether Donegal could have made its ease based on

submission of the public dociinnt without any or irtlrtininl examination of Mr Sbepard As
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Summary of the iar11es voaftlona Mr hepard first argued that Iowa should defer to

ma regulatory authority hiDonegals state of domicile that is the State of Pennsylvania

Mr Shepaid supports his poaltionby citing Iowa Code section 521A.1 end 521A.3 as

well as the Divisions administrative rule 191 IAC 45.44 Mr Shcpard argued In the

alternative that he cannot act any control of Donegal based up on the ccmffuiri ho

had agreed to with the Division and other states and due to Donegal Mutuals present

ownership of 65 percent of the voting shares In Donegal Group

Donogal argued that Mr Shepards prior conduct socking out control lnthrec other

Insurance companies Is Indicative of bis purpose to seek out control of Donegal In

eisence ponegaiclahæed thatprloconductIsthobestindicatoroflhtuebCbavior

Donegal argued that.Mr Shepards ored conditions are not sufficient for two reasons

ho baa sought out control of other insurers In the past even after agreeing to slnilIm

conditions and be does not agree never seek out control In response Mr Shepard

testified thatbo had aiithabi eiqàlaicc in his prior attempta to purchase lnsurancó

companies that be has no desire go through such costly codnuznlng and stressful

process agaIn
He asserted that his purpose Is to be

apassjvc
Investor

FINDINGSOPFAcr

Mr Sheprds auróementa with state reanlatory aaenclee As stated earlier Mr..

Shepard has received conditional dlsclaithers from thà rólóvunt regulatory agencies in the

states of Pennsylvania VirgInia and Marylando which arc the other states Donegal

operates Insurance companies

Pennsylvania approved Mr Shepards request far disclaimer of control on February 16

2006 This decision was reaffirmed by letters dated May 15 2006 and September 10

2007 Pennsylvanias agreement provides that Mr Shepard cannot acquire more than

14.99 percent voting interest In the company Pennsylvania conditioned its approval on

the accuracy of the representations In Mr Shepards submissions the agency stated It

would refer the matter to Its enforcement bureau If it found any representations tobe

untrue Pennsylvania Informed Mr Shepard that he must comply with Insurance Holding

Companies Act including complying with the Form procedure before ikng tender

offer seeking election to the board of directors or any other qiali1ing conditions In the

suggested during the bearing this could have been an option However it is also understandable

why Doncgals attorneys would elect to conduct an evanifriaHcn of Mr Shepard on the question

of his purpose for purchasing the shares of stock



CaseNo O8DOCTDOO7

PageNc.6

Act Pennsylvania approved the disclaImer despite objections from Donegni Exhibits

BMNO
Virginia nffiR11y decled Mr Shepards request On May 200 after the Comiloner

of Insurance held sit informal hearing on Mr Shepards appeal the agency granted Mr

Shepards request for d1clalmer of controL Virginia set eight condIthns .l approval

letter The conditions include assurances that Mr Shepard notposaesa Indirect or direct

control as well as notice provisions if Mr Shepard àcqulrCs.óertaln percentages of stock

or files Schedule 13 securitIes filings Donegal opposed Mr Shepards request in

Virginia Exhibits

Maryland also Mfrffly denied Mr Shepards request for d1scli1mr Mr Shepard asked

for reconsideration and oI1ed other csnim1tmiiit to attempt to alleviate the states

concern On June11 2001 MarylsOd grnicdthcdlaclahncr The state cdidoced Its

approval on Mr Sheperds assurances that he Intended to be passive Invcstor that he

would not seek confrol of the company that he would not seek director position and

thatbó wouldrovlde notification to the state if he acquired eIght percent Of the voting

shares and any Schedule 13D securities flhnge DOnegal again opposed Mr Shepards

_rappznvaI InMazyland ExhibIts

Mr Shepards quest for approval in Iowa foliowed similar path albeit with adifTwcut

result Mr Shepards attorney sent several lettCra to the DIVIIIOJ .10 Offer riditfri that

might be acceptable to the Division The communications eventually resulted in draft

consent order that was sent by.the Division to Mr Shepirds attoniay The thfl consent

order contained oflo4ng six cnndjtjon which are mostly the SUIfl or IL

agreements with the other states

Applicant or any entity which is owned or otherwise controlled the

Applicant either directly or indirectly shall not actively participate in the

management of Donegal

Appllcantoranyentitywhlchisownedorothcrwisccontrolledbythc

Applicant shall notify the Division prior to exercising any vote if such vote

is contrary to the Ponegal Board of Directors recommendation for such

vote

Applicant or any entity which is owned or otherwise controlled the

Applicant either directly or indirectly shall notify the Division when he

acquires 8% 12% and 14% of the total combined votes of the Class and
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ClasaBsharesofDouegal ndswithlntendays.ofsaidacqulsitlon

notff the Division and afflrmln writing to the.Commlssloner that the

Iufonnatloa set forth In the original disclaimer and subsequent

corroidence remtna true and to the extent that any such information no

longer Is true and correct Applicant shall reflect the corrected lnfbnnatlon

Inthe iffirmatjonwhen filed

Applicant or anyentity which is owned or otherwise controlled the

Applicant either dlrÆàtly or Indirectly shall provide photàcoplee to the

DivIsion of all Schedule 13D security filings within five days of the

orlglnalfillng-

Applicant at any entity which Is owned or otherwieb controlled thó

Applicant either directly or Indirectly shall comply with all applicable Iowa

statutes and regulations Including but not limited to Form filings prior

to exceedIzi 1499% of the total cotobines votes of the Class and Class

shares of DongaL

Applicant or any entity which is owned or otherwise controlled by the

Applicant either directly or Indirectly agrees to provide the Division any

mlchtlonelthersenttoorrecelvedfromDonegal

EXhibits TV 15860

On February 262008 Mr Shepard signed the proposed consent order and returned It to

the Division The Division did not execute the agreemcnt thus leading to the bearing

Mr Shepard testified that ho would abide by each term of the agranent If the Division

ultnity approved the disclaimer In this action He testified that ho has abided by the

agreed-to conditions Mr Shepard did not definitively stale that he would never increase

his stake In the company nor did he state he would never take any action that would

impact control of the company He testified that he has no presenl plans or proposals

which would result In or relate to any transactions described hi paragraphs through

of Item on Schedule 13D emphasis added Shepard forther testified that he

would continue to review Investment hi Donegal and that he might purchase or

sell additional shares of stock depending on various market factorL Many of the

conditions are notice provisions that would require him to provide information to the

Division if be purchases more stock or takes action that impacts controL ransc pp
85-87 99-105 ExhIbit
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Im Croas has worked for the Division for 18 years She testifle ithat the Division

rece1ves on average approximately one request far diaclshner per year To her

knowledge the Division has consented to disclahners nil other casc Cross

testimony

Mr Shenards conduct reaardIn Meridian Insurance In December of 1996 Mr

Shepard and his brother acy Shepard each owned 50 percent of Union Automobile

Insurance Company Union Auto On December27 1996 Mr Sbcpard who was the

presldpnt of Union Auto filed Schdte 13G regarding the purchase of 677000 shares

of Meridian Insurance Group Inc Meridian The purchase constItuted 9.99 percent of

the voting shares of Meddlan Mr Shcpard certified that the purchase was not

acquired fiithepurpoao of and do not havethe effect ofchanglngorlnfluenclngtho

centrolofthoissuer BxhlbItlTranso.Ipp 110-11

Mr Shepard or companies owned by Mr Shepard made additional stock purchases of

Meridian from AprIl 1997 through August 311998 lIe filed five Schedule 13 filings

during that period to record purchas and other required information On each of the

five fozws Mr Shepard certified that thc.tEansactlon was not or the purpose of chmiglng

or Influencing control of the company As of the August 31 1998 Mr Shepard reported

that United Auto owned 14.98 percent
of the outstanding voting shares of Meridian

Exblblta2-6

OnAprIl 11999 Mr ShopirdflledaSchedulc l3DstatingthatAxnerlcanUnlon

PhIanclal Corporation American Un1on company within Mr Shepards control had

announced tender offer for 350000 shares of MerIdian 4.82 percent of the company

onMarch5 1999 He stated that he was purchasing shares for the purpose of Investment

and that ho and American Union wcnild evaluate various factors before de to

purchase additional shares He stated that. Shepard nor Union

has any present plans or proposals that would result in or relate to my transactions

described in paragraphs through of Item of Schedule 13D He stated he

reserved the tight to adopt such plans or proposals in the future Mr Shepard filed at

leastthree other amcndmentstolheAugust3l 1998 Schedule 13D between May 19

1999 and June 30 1999 In each he restated the purpose set forth in the April 1999

filing Exhibits 7-10

On August 30 2000 Mr Shepard on behalf of American Union flied Schedule 13D

announcing tender offer to purchase aU shares of Meridian Mr Shepard stated that his

plan changed from his earlier purchases and transactions ExhibIts 116070

1-
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Mrrfdcrcsiatedthdroffrremngiulitigation1stateregulatoiy

oceedings and an amendment to the tender offer Mr Shepard persisted with the offer

despite that 48.5 percent of the stock In Meridian was held Meridian Mutual Insurance

Co Meridian Mutual and an additional two percent was oWned by directorS and

officers of Meridian Mr Shepard ended his attempt to purchase Meridian after Mcrzdian

willingly entered Into merger with State Auto Financial Corporation State Auto at

higher per
share price $30 per share versus the $25 per share Mr Sheperd orcd

ftansc pp 205-208 ExhIbits 657886 113 120 129

Dcnegal contends that the Meridian proceedings show that Mr Shepard has purpose

other than being passive investor In Donegal During th course of cross-examination

Donegals ttjasked Mr Shepard the fbilowing questions

Arent you rcservmg the right to adopt such plans or proposals

subject to applicable regulator requirements If any

have no such plans today canflot predlct.the 1htire and dont

know what Im going to do tomcnow

.Q Youre reserving your right subject to those conditions youre

reserving your rights to adopt any 1ans or proposals in the future which

you think are appropriate correct

have no plans today but could change my mind tomorrow

Yourà right

Trauso.Ipp.150-51

Mr Shopards conduct reaardln State Auto On December 13 2002 Mr Shepard

filed Schedule 13D reporting thit he owned two million shares of State Auto which

was ajpznxlmately 3.13 percent of the outstanding shares He reported his purpose for

acquiring the shares as his belief that true value exceeds their ciuiont market price

At the same time he reported he had subrnittd proposal to be presented and voted on at

the State Auto annual meeting The proposal asked the shareholdmi to explore sale or

merger of State Automobile Mutual Insurance Company State Auto Mutual which

owned 68 percent of State Auto to another mutual insurance company which could then

merge with or be sold to another company Exhibit 23 Trausc pp 237-38
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On May 302003 Mr Shepard filed an amended Schedule regarding State Auto .Ue

reported that In late December 2002 be contacted the Ohio Depaxtment of lnÆurance

regarding the procedures to thou an Ohio thutual insurance compÆy. Ohio was the

plnoipleplace of business for State Auto MituaL Mr Shepadasà outlined other steps

hO had takcæto form Mid-West Mutual Insurance Compaæy.MId-West which was

ccnanYhc oreated for the purpose of seeking arnerger with State Auto Exhibit 24

Tranac Ipp 247-55

On August20 2003 Mr Shepard filed Schui TO In which ha announced stander

orby State Auto Financial Acquisition Corporation Stale Auto Acquisition

company ho owed and controlled for State Auto fci $32 par Mr Shepaxd

admittedly did not personally
bavcthe flthds to make the purchase rather he proposed

uaingthcassctaofStatoAutoMathaltoacqufro thostock. .StatcAuto ictivelyopposed

the tender offer resulting In llt1gtori and an amended offer Mr Shapard and State Auto

Acquisition cventu1ytconInatcd their offer on May 72004 On or about the same date

Mr Shepard sold one million of his shares in State Auto to Carl lcahn for $13.per share

Exhibits2528343647
Mr Shepard reflected on his attempts to garn controlofMerldiauand State Auto as.

nijor major waste oftime cffort and money He testified that be regrets going.
forward with the attempted purchase and that the experience was so negative that he Is

never going to do that ngaIT Mr Shepard estimated that the fatted attempt to control

State Auto cost him five million dollars pp.313594

Mr Sheoarda conduct reprdlna 21 Century On May 1995 Mr Shepard flied

Schedule 13 agardIng 20a Century Insuraucc Group n/Ic/a Century Insurance.9

Mr Shepardannounced in the Schedule 13 that Union Automobile Insurance Company

Union Auto along with wholly owned subsidiary of Union Auto American Union

Life had purchased 4850000 shares In 21 Century Mr Shepard was president of

Union Auto and ho and his brother each owned 50 percent of the company The

purchase amounted to 9A2 percent of the outstanding shares Mr Shepard stated that the

purpose of the transaction was for investment purposes and that Union Auto would

continuously review its investment to determine whether to buy additional shrcs Mr
Shepard joined the board of directors at some point after this purchase Exhibit 48

92O Cen will be referenced as2l Century in thisdecislon
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Oâ July 29 1998 AmerIcan International Group AJG filed 13D announcing

that It had purchased more than 50 percent of the outstanding shares Mr Shopaid

rezuamad on the board as member not ffitWed with AIG MG eventually morcased Its

stake Ln 2lCentury until It held more than 60 percent of the company ExhIbits 49-5

Transc fl pp 37-44

On December20 1999 Mr Shepard flied Schedule 13D on behalf of American Union

Lit which Included the shares formerly held by Union Auto At that point American

UnIonLlfo owned 6.3 percent of the shares Mr Shepard stated that American Union

Life was dissatisfied with the performance of the Tnnagcmtnt and the board of director

He proposed that the company consider buying the shares of American Union Lit

require at least 35 percent of the board to be Independent and consider extraordznaiy

measures sucb as merger oorganlzatlonj or llquidatliig the company In the ftllowlng

month amayof 2000 Mr Shopard Issued press release stating his wiflbigiicss to be

appointed chief executive ocer CR0 of 21 Century Mr Shopard Issued this press

release even though he knew that MG owned more than 60 percent
of the company 21

Century hired aCBO who was former executive with All-State Mr Shapard stated he

was snpportlve of the new CEO after meeting him but he continued with his shareholder

proposal The proposal was votid down1 and Mr Shepard later lost his position as

director after not be re.nomlllRted ExhibIts 52-53 Transe II pp 45-51

CONLIJSIONS OF JAW

Reaulatorv sveft Iowa Code chapter 521A governs the regulation of Insurance

holding systems in Iowa An insurance holding system Is defd as two or more

affiliated persons ofwhiohat.least one Is company qualified and licensed to transact the

busines tinsurance In Iowapursuantto Iowa Code cbaItrs 508 5128514 514B515
5l5Eand520

The statute contn filing requirement for any person other than the issuer who makes

atcndr offer for enters into an agreement to exchange securities for or seeks to acquire

any voting security of domestic insurer If the person would directly or indirectly be in

control of such insurer The statute
gcnerall1

defines domestic Insurer as an insurer

organized or created under the laws of Iowa Section three adds that domestic insurer

shall include any person controlling domestic Insurer unless the person is primarily

10 Iowa Code sections 521A.15

11 Iowa Code section 521A.3l

12 Iowa Code section 521A.14
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engaged In business other than thc business of insurance Conflol.Ia presumed to exist If.

any person owns controls or holds ten percent or more of the voting security3

Section three requires the acquiring party to submit stptmnt to the Commissioner of

Insurance with several pieces of infornmtlrm that arc delineated In the statute The

CormthRloner may apptove the acquisition after public hearing.14 The Cormiloner

may only avpruvc the acquisition ifthe acquiring party can demonstrate five conditions

mclucUnr that the domestic insurer will be able to satl$ the requirements for writing

the flues of Insurance for whIch It is presently licensed the effect of the acquisition

will not aubstantally lesson competition for insurance In Iowa the fnmw1al condition

of the acquiring party will not jeopardize the Th1Rna.Ial stability of the Insurer any plans

to liquidate sell consolidate merge or make any other material change are not nnThfr to

the policy boldem or arc otherwise contzaLy to the public Interest and the competence

experience and Integrity of the acquiring party
will not jeopardize the policy holders or

thepubli

Section three also allows an exemption for the Commissioner to ppove an acquisition

for control without requiring the acquiring party to comply with the notice and public

hengiequfreinents refered to in The hearing as the Form reqitircin cots That

subsection states

etjon The provisions of this section shall not apply to any offer

request invitation agreement or acquisition which the CnmnIsfoner by

order shall exempt therefrom for onq of the following reasons

a4 it has not been made or entered into for the purpose and does not have

the effect of changing or Influencing the control of domestic insurer.

It is otherwise not ôomprebended within the purposes of this section

As per my order ofJune 2008 the question whether Mr Shepard should be granted an

exemption was determined after allowing for contested case hearing per Iowa Code

chapter 17A As per my order of September 10 2008 Mr Shepard had the burden of

proof by clear and convincing evidence to show that an exemption should be granted

Armilcatlon of 191 JAC 45.44 Mr Sbepard first argued that the Divisions regulations

grant deference to the decision made by Pennsylvinia to grant an exemption The

13 lowaCodcscction52A.13
14 Iowa Code section 52 1A.3
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argument ii bscd on 191 IAC 45.44 whIch provides the following exemption to the

Form requirement

Exemptions. Nos needbe filed and no approval bythe

commissioner is required pursuant to Iowa da section 521A.3 If the

company being acquired is considered dnmt1c Insurer solely by reSson

of Iowa Code section 521A.3i and provided suàh acquisition is subject to

disclosure requirements In said companys state of domicile substantially

swIlir to those imposed by Iowa Code section 521A.3

The argument lisa some logic based on the text Le Mars Is domestic Insurer as It Is

organized under the laws of Iowa Donegal C3roup Is an Insurance holding company that

is drunlàlled In PennsyMnlaa Donegal Is deemed to be domestic insurer by virtue of

section 521A.31 through Its ownership of La Mars However Doxiegal does not strictly

meet the general definition of domestic insurer under Iowa Code section 521A.l4 The

only raminIng qucaif on Is whether the acqulaltlonis subject to diSclosure requiremSuts In

DonCgalS domicile Of Pàmsylvanla that 1mfla to IoWa Code section 521A.3 Mr
Shepard lalnis thS.t this has occurred because each states laws arc based on the same

model act and Pennsylvaiila has granted disclaimer

However deeper review of the Intent behind the statute and the regulation leads inc to

the conclusion that section 45.44 does not apply In this case The statute sets forth

presumption that an acquiring party must Łomply with the Form requirenients If

acquiring ten percentor more of the voting securities The statutory presumption

evidences the legislative Intent to require an acquiring party to comply with the filing

requh.cs in the usual case The only exemption In the statute is when the Iovia

CommIssioner of InsEnncà has entàed an antlngan exemption for one of the two

reasons cited In Iowa Code Section 521A.35 This presumes that the Commissioner has

looked at the proposed transaction and made determination that one of the grounds for

exemption applies There Is nothing In the statute to Indicate thai the legislature intended

to defer to decision by another state

The regulation appears to be directed toward an acquisition in which the acquiring party

has already gone through with Fccn proceeding In the state in which the insurance

holding company is domiciled This Interpretation appears more consistent with the

wording and the Intent behind the statute and the rules The rule specifically refers to the

mont required by section 521A.31 and this is areferencetothePorin

requirement Further the rule states that no approval by the commissioner is required

this refers to the exact language used in section 521A.34 governing the Commissioners
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decision on Form statmni The Division may have Intended to exempt purchaser

from going through subsequent Form Apróccedlng InIoa If it baa already complelcd

the same po ofproceedlng in the domIflc state The Form process Is considerably

more elaborate than the section 52lA.35 exemption so thre would be less reuonto.

require that second time although there could be diftbrcnt concerns In Iowa than in the

domicile state The Covmiisslonerbasxrnichgrcaterreasonto stareuest for

disclaimer if anoth state has not gone through the Form procŁs

Pennsylvania has not conducted Form proceeding It uppoved disclaimer of

control similar to the exemption that Mr Shepard is seeking In this case Arguably th

rule would Incorporate Pennsylvanias approval because the disclosure requirements In

each slate are substantially s1m However this interpretation files In the face of the

statutory presumption COithuy to the exemption and the use of the terms sf..ti.ment and

Kappmalbyocaionerh1erLde

mote that Mr Shepards iutcctat1onofthc rule Is undermined In part by his own

actions as well as those of the Division The rule technically states that no approval by

the commissioner Is required if the ruic applies yet Mr Sbardiought regulatoiy

approval The Division did not believe th rule applied as It Inithily set the case for

public hearing before the Comnulsaloner and later transmitted the case to my office to

hold contested case hearing Mr Shepard makes valid argument but cannot find

that Pennsylvanias decision controls the action in Iowa

Evaluation of the exemntlon nrovlsioq Both parties focused on the exemption in

section 521A.35Xa concerning whether the acquisition Is made or entered into for the

purpose and whether it has the effect of chflnging or Influencing control The critical

tennis purpose PtirposeIs defined assoinetblngsetupas anobjectorendtobc

obtained intendon On this question Mr Shepard has the heavy burden of proving

by clear and convincing evidence that his purpose fbr purchasing up to 14.99 percent of

the stock of Donegal will not be for the intention of changing or influencing control

Based on the evidence as whole Mr Shepard cannot meet his burden of proof

The most compelling evidenbe regarding Mr Shcpards purpose is his prior conduct with

simitr companies There are close parallels with each of the companies discussed at

hearing Meridian State Auto and 2lCentury In each Instance Mr Shepard initially

bought relatively sizable minority bloOks of stock In each instance Mr Shepard certified

that his intent was investment purposes but that he might purchase additional stock in the

15 MerriainWcbster OnLine Dictionaiy
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fuinn In each Instance be later sought to purchase the companies and/or submitted

jzoposals to be vótmi on by the shareholders seeking dramatic changes in the ownership

and control of the companies He took such action In each Instance notwithstanding that

single shareholder or small group of shareholders held majority Interest In each

company

His Initial conduct In this casó followsthe same pattern Mr Shepard has purchased

approximately
four percent of Donegal and wants authority to purchase upto total of

14.99 percent Habasiscrtcdthatb1s ownership Is for Investment purposes only thAt he

baa not made any definitive conunitmanta Donegal Mutual owns majority share of

Donegal Group but large majority shareholders have not previously detcrrcdMr

Shepards from attempting to ek out control Mr Shepard himself testified during the

heiring that he could difingehis mind about being plisalve Investor tomonow

It Is Important to remember that the question in this case only concerns Mr Shcpards

purpose It does not concern the propriety of any prior actions do not question why Mr
Shepard might have sought to parCh or control of the other three companlea to protect

or csihnce his investments Likewise Ido nt qtit1on why he is unwilling to make an

unequivocal stacnt that he will never seek tq effect or influence control of Deriegal

he has large Investment In the company and It is understandable why he may not wish to

make an absolute conunitment Mr Shepard testified with some credibility when he

spOke of his regret with the time effort and money wasted In his attmpted purchase of

State Auto He spent several yCara and five rnflliàz dollars with that foiled endeavor

must weigh this testimony against his prior conduOt In regards to three other

Insurance companies must also weigh his testimony that he intends to be passive

invcIor Rgainst his own words which he makes no commitment as to what he will do in

thefiture

The Form process is merely means ensure the protection of the policyholders the

shareholders and the public Mr Shepard Is frcc topup to 9.99 percent of the

shares without being required to file the statement required In scotlon 521A.32 He may
be able to purchase additional shares but would need to file the statement and meet the

conditions of the statute Assuming ha can meet the statutory requirements the

Com3nlasioncrcould approve purchases beyond the ten percent

Mr Shepard has offered to abide by number of conditions that he believes to show that

his stock purchases arc not for the purpose of changing or inlucncingoontrol of Doucgal

The conditions provide some protection in that Mr Shepard must notify the Division and

provide information If certain events occur such as the purchase of additional shares
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filing of Schedule l3Ds or correspondence between him and DonegaLHowever Mr

Shcparda ilhlngneu to enter into
the conditions does not prove an Intent not to

mfluencc or chmge control Rather the conditions defer the coniniencement of any Form

procedure Until Mr Shcçard inkg an overt act or purchases 15 percent or more of the

stock The conditions thomselves do not prevent Mr Shqard from attcmptmg to change

or thfluence control they only speak to what might occuriThe doea

ORDER

Gregory Sheparda spplicatlcn for disclaimer of control relating to Donegal Group Inc

and La Mars Insurance Company is hereby denied

Signed this 15th day of January 2009

Jecy PariCII

Adthlnisth La Judge

515-2816810

cc IID-KiinCmss

AGO Scenic Vaudt

Attorney for Donea1 aroId Schneebeck

Attorney.forShepard-MarkMcKlnzle
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GragayM.Shapd

FISMA 0MB Memorandum M-07-16

Novambcr72011

CertWmd
R1eoneeted

Dons1dH.Nkolaus

President and

Pimaguiarouplno

ll9SRlverRoad

rrIett PA 17547-0302

Cospàita Sal.uj

Don1oup
1i95BBoad

Made1a PA 17547-0302

Be Shareholder Propose and Sapped gBlatass at

DOmhfr Niholaus and ML SaI1th

Bwdoecdla bareholdsrpropoaal and supporting intha prwy nat far the

ganual shareholdass meeting ofDonegsl oup In the Companth beheld in April2012

Please hoow ft Is my Intent to present the attached shareholder proposal atthe Cesnpaiya sennal

choldcramectln

Bnoloeedis copy of Schedule 13D to be filed with the Sccurftlas and Exchange Conmduhm an

ovembar 92011 Indlcathigthatl am the bfidit1 owner of3602900 Class Aabrea end 397100 Class

shares of the stock oftho.Comyny AsxcqulradbyRulu 14a4 numnlgatcd under the

Sccrdtles Mt of 193410 have cnullnuoialyireld shares with market value of least V000 far kaiger

than the previonaycar and II hitnndto bold these shares through the data of the Companys annual

shareholdars meeting.



SThBHOLDERPROPOSMJ MW SUPPORTING STATEMENT

Shareholder PropoaaH

C3regoiyM Shapard FISMA 0MB Memorandum M-07-16 who Indfviduafly lathebanóW

owner of 3602900 ClaneA shame nod 397100 Clean shame of common ato of the Company submits

thafdflowlngpropasal

Resolved thattho shareholders of Donegal Group ln DGI hereby request that the Board of

Dfrectbra appohitaccoimittan of bidependent non-management dfrectorn who are authorized and

dhoctadto workwlth DonegalMutnnl waoce Company MICto explore strategic alternatives to

mmthnlre alanreboldervalue bum gcona3deratlonofarnargerofDMlC with nunther TnnhtI insurer

thliowedby the ails ermergearuThGl Instruct such nmtoreteInalng Investment bandng
dyIsth with respoc strategic alternatives and ifhJ the ocramiues and

In bgflæn to solicit and evalilta offers fir the znergwofDMlc thflowodby the eels or

mergrrofDGL

Supporting Ste as

ofiiintiml iiwncompanies

cimnpla inibepestl aemed2ll% afMerIfau Insurance Orra Inc IGr and wastha catalyatwito

prtwldcd the opportunity State Auto I.4fv1tl Insnrnm4Ccm3psnys garw1thM45lun Mutual

Jbmranae Company thlbowedby Stale auto Mnftials purchase ofMkDPa publicly iraded shares My
Cffi3ftSbelpOdlO delivertbe sharea truev ubdedshare1se1wIth 135%

thevnbotIc.iofthoanebares pdortoStateAntoMnh1zpmcbase..

DCI an public omepany Lu several advantages conçarcd with being 5imithil onnçany the ability

toraisb capitab MtIonaI flexibflhtyto reDkiha and the ability to provide Incentives tomanagern
employees and Rowesve DGIheanr3tbeaz miiCeil In delivering apoiltiveretuns fir lii

shirebolders Dora Class and CIaaaB stoch prices today ire respectively 33% and 5% lower than fiveya
MILe ytmth.Iy 29.5% and 28.9% ofthapublboly traded Class and Clans abates

believe the Companys shares trade ate dIscount ofmore than 200% toIInlrirlimh1e veins If combined

wlthanothormidnaiineuren Pmp1s value Include the Ned ide-ALTIRT\ State

Anto-Masidles and remedy anuoimccdNatlonwldi-Esr3esvllle traunactions An icàriunlttad Inventor In

DCI kin my focus forthe Cothpanyto tmbanne iethrfta upanthe eaaId
examples no amount of rate Increases flEctiltona avoidance of catastrophic storms or other oper1imiai

hapravements can imhreHiut1nn of DOPa shame true value as will amcrgerofDMlC with another

in orpublic abates

If other shareholders alia believe that The value ofDGt Is not reflected In unt share prices then the

board and ingmiit ofDGIbave an ob1fgastr to take Maps to realize the shams true value The board

and suangoment of DCI can best do thin by tsklngthe tinue steps contained in the aforesaid resolutbca

guided by the advice of an independent Investment beoker





GregoryM.Sbepard

FISMA 0MB Memorandum M-07-16

November 2012

Via U.S Exuress Mall

Donegal Group Inc

1195 RiverRoad

P.O Box 302

Marietta Pennsylvania 17547

Attentiorn fonald Nikolaus President and CEO
Shari Smith Corporate Secretary

Ro Shareholder Proposal and Supporting Statement

Dear Mr Nikolaua and Ms Smith

Enclosed is shareholder proposal and supporting statement for inclusion in the

proxy statement for the annual shareholders meeting of Donegal Gioup Inc the

Comoany to be held in April 2013

Please know it is my intónt to present the attached shareholder proposal at the

Companys nnnn1 shareboldc meetin The language of my proposal is based on that

of proposal submitted to First Franklin Corporation which the S.E.C Staff in No
Action Letter dated Febmary 222006 dId not permit the company to exclude from its

proxy stateinent mention this to avoid unnecessary dclÆs with respect to pointless

challenges to including the attached proposal from the Companys pmxy statement

In l7rst anMin and similar situations the proposals at issue unequivocally

sought to effect extraordinary corporate transactions and did not include ordinary

business matters See Allegheny Valley Bancorp Znc No-Action Letter dated January

2001 declining to approve exclusion of proposal to retain investment bank for purpose of

soliciting offers for the companys stock or assets and present highest cash offer to

shareholders and FLrst Franklin Corporation finding that proposal to engage the

services of an Investment banking firm to evaluate alternatives to erthmice shareholder

value and to take all necessary steps to actively seek sale or merger was not properly

excludable

Also enclosed is copy of Schedule 13D Amendment flied with the Securities

and Exchange Commission on November 2011 indicating that am the beneficial

owner of 3602900 Class shares and 397100 Class shares of the common stock of

the Company As required by Rule 14a-8 promulgated under the Securities Exchange Act



Vi

of 1934 have continuously held shares with market value of at least $2000 for

longer than the previous year and iiIntend to hold these shares through the date of the.

Companys annual shareholders meetin

Very truly yours$i
GregoryL Shepard

Enclosures



SA1EI1OIiDER PROPOSAL AND SUPPORTING STATEMENT

Shaichder Proposal

Greg yM.Shpard FISMAOMBMernorandumMO716 oficially

owns 3602900 Class shares and 397100 Class shares of Donegal Group Inc DGF or the

Company submits the following proposak

RESOLVED That the shareholders of DO assembled at the annual meeting In person

and by proxy hereby request that the Board of Directors immediately ngge the services of an

investment banking firm to evaluate alternatives that could enhance shareholder value including

but not limited to merger or outright sale of DO and the shareholdeisfurther request that the

fl other steps necessary toyseek sale or merger of DGI antenna that will

msswnlze share value for shareholders

Supporting Statement

You are urged to vote Yes for this proposal for the following reasons

olieve the Companys growth plans are outdated without focus unrealistic and

competitively disadvantageous and have both failed and fallen behind industry norms causing

stock analysts and investors to lose faith and interest in the Companys prospects precipitating

decline that is nntilcelyto reverse itself without the Company mmging or being sold to larger

insux with diflhrent management stronger flnaiicial resources broader spread of risk and

better track record of providing reasonable return to shareholders

DOl has not been successful in delivering positive return for its shareholders On

October31 2012 DGFs Class and Class stock prices were respectively 36% lower and

4% higher than six years earlier On October 31 2006 DOls Class stock price was $2031 per

share and DC3Is Class stock price was $17.67 per share

As the owner of approximately 18.0% and 7.1% respectively of the Class and Class

shares of DO believe the Companys shares trade at substantial discount to their realizable

value ifthe Company combined with another insurer Examples of such realization of vabm

include the 1998 Nationwide-AT.T.TRI combination 74% premium over pre-announcenlent

share price the 2001 State Auto-Meridian combination 135%premium over the share price

Immediately before American Unions tender offer and the 2012 Nationwide-Harleysviile

combination 137% premiumover share price five business days preceding announcement

As committed investor in DO my focus is for the Company to enhance value for its

investors Based on the aforesaid examples no amount of rate increases fortuitous avoidance of

catastrophic storms or other operational improvements can unleash realization of the Companys
shares true value as would merger or sale of the Company to another insurer

Thcrefore believe that the greatest value to the shareholders will be realized through

merger or sale of the Company The Board should take advantage of the market for financial

institution consolidation and low interest rates by immediately seeking out opportunities to

merge into larger and more competitive insurer or find an opportunity for shareholders to sell

their stock to larger and more competitive insurer vote for this shareholder proposal would

benefit all shareholders

19475569



EXHIBIT

SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT

Shareholder Proposal

Gregory Shepard FISMA 0MB Memorandum M-07-16 .who beneficially owns

3602900 Class shares and 397100 Class shares of Donegal Group Inc DGI or the

Company submits the following proposal

RESOLVED That the shareholders of DGI assembled at the annual meeting in person and by

proxy hereby request that the Board of Directors immediately engage the services of an

investment banking firm to evaluate alternatives that could enhance shareholder value

including but not limited to merger or outright sale of DGI and the shareholders further

request that the Board take all other steps necessary to actively seek sale or merger of DGI

on terms that wifi maximize share value for shareholders

Supporting Statement

You are urged to vote Yes for this proposal for the following reasons

believe that the Companys growth plans are outdated without focus unrealistic and

competitively disadvantageous and have both failed and fallen behind industry norms

causing stock analysts and investors to lose faith and interest in the Companys prospects

precipitating
decline that is unlikely to reverse itself without the Company merging or

being sold to larger insurer with different management stronger financial resources

broader spread of risk and better track record of providing reasonable return to

shareholders

DGI has not been successful in delivering positive return for its shareholders On October

31 2012 DGIs Class and Class stock prices were respectively 36% lower and 4% higher

than six years earlier On October 31 2006 DGIs Class stock price was $20.31 per share

and DGIs Class stock price was $17.67 per share

As the owner of approximately 18.0% and 7.1% respectively of the Class and Class

shares of DGI believe the Companys shares trade at substantial discount to their

realizable value if the Company combined with another insurer Examples of such realization

of value include the 1998 Nationwide-ALLIED combination 74% premium over pre

announcement share price the 2001 State Auto-Meridian combination 135% premium over

the share price immediately before American Unions tender offer and the 2012 Nationwide

Harleysvffle combination 137% premium over share price five business days preceding

announcement



As committed investor in DGI my focus is for the Company to enhance value for its

investors Based on the aforesaid examples no amount of rate increases fortuitous avoidance

of catastrophic storms or other operational improvements can unleash realization of the

Companys shares true value as would merger or sale of the Company to another insurer

Theref ore believe that the greatest value to the shareholders will be realized through

merger or sale of the Company The Board should take advantage of the market for financial

institution consolidation and low interest rates by immediately seeking out opportunities to

merge into larger
and more competitive insurer or find an opportunity for shareholders to

sell their stock to larger and more competitive insurer vote for this shareholder proposal

would benefit all shareholders

-2-



EXHIBIT

SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT

Shareholder Proposal

Gregory Shepard FISMA 0MB Memorandum M-07-16 who individually

is the beneficial owner of 3602900 Class shares and 397100 Class shares of common

stock of the Company submits the following proposal

Resolved that the shareholders of Donegal Group Inc DGI hereby request that the

Board of Directors appoint committee of independent non-management directors who

are authorized and directed to work with Donegal Mutual Insurance Company DMIC to

explore strategic alternatives to maximize shareholder value including consideration of

merger of DMIC with another mutual insurer followed by the sale or merger of DGI

instruct such committee to retain leading investment banking firm to advise the

committee with respect to such strategic alternatives and authorize the committee and

investment banking firm to solicit and evaluate offers for the merger of DMIC followed by

the sale or merger of DGI

Supporting Statement

For many years have invested in publicly traded subsidiaries of mutual insurance

companies For example in the past owned 20% of Meridian Insurance Group Inc

MIGI and was the catalyst who provided the opportunity for State Auto Mutual

Ensurance Companys merger with Meridian Mutual Insurance Company followed by State

Auto Mutuals purchase of MIGIs publicly traded shares My efforts helped to deliver the

shares true value to MIGIs publicly traded shareholders with 135% premium over the

valuation of those shares prior to State Auto Mutuals purchase

DGI as public company has several advantages compared with being mutual

company the ability to raise capital additional flexibility to restructure and the ability to

provide incentives to management employees and agents However DGI has not been

successful in delivering positive return for its shareholders DGIs Class and Class stock

prices today are respectively 33% and 5% lower than five years ago

As the owner of approximately 29.5% and 28.9% of the publicly traded Class and

Class shares believe the Companys shares trade at discount of more than 200% to their

realizable value if combined with another mutual insurer Examples of such realization of

value include the Nationwide-ALLIED State Auto-Meridian and recently announced

Nationwide-Harleysville transactions As committed investor in DGI it is my focus for the



Company to enhance value for its investors Based upon the aforesaid examples no amount

of rate increases fortuitous avoidance of catastrophic storms or other operational

improvements can unleash realization of DGIs shares true value as wifi merger of DMIC

with another mutual insurer followed by the purchase of DGIs public shares

If other shareholders also believe that the value of DCI is not reflected in current share

prices then the board and management of DCI have an obligation to take steps to realize the

shares true value The board and management of DCI can best do this by taking the three

steps contained in the aforesaid resolution guided by the advice of an independent

investment banker

-2-


