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Class A CUSIP No. 257701201 and Class B CUSIP No. 257701300

 
1. NAME OF REPORTING PERSON
 S.S. OR I.R.S. IDENTIFICATION NOS. OF REPORTING PERSON
  
 Gregory M. Shepard
  
2. CHECK THE APPROPRIATE BOX IF A MEMBER OF A GROUP
  
   (a)   ☐
   (b)   ☐
    
3. SEC USE ONLY
  
4. SOURCE OF FUNDS
  
 PF
  
5. CHECK BOX IF DISCLOSURE OF LEGAL PROCEEDINGS IS REQUIRED PURSUANT TO ITEMS 2(d) OR 2(e)
   ☐

6. CITIZENSHIP OR PLACE OF ORGANIZATION
  
 United States of America
  
 7. SOLE VOTING POWER
NUMBER OF SHARES   
BENEFICIALLY  Class A 3,672,900;  Class B 397,100
OWNED BY EACH   
REPORTING PERSON 8. SHARED VOTING POWER
WITH   
  -0-
   
 9. SOLE DISPOSITIVE POWER
   
  Class A 3,672,900;  Class B 397,100
   
 10. SHARED DISPOSITIVE POWER
   
  -0-  
   
11. AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
  
 Class A 3,672,900;  Class B 397,100
   
12. CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (11) EXCLUDES CERTAIN SHARES
  
   ☐

    
13. PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (11)
  
 Class A 17.54%; Class B 7.12%
  
14. TYPE OF REPORTING PERSON
  
 IN

 

 



 

 
SCHEDULE 13D

 
ITEM 1. SECURITY AND ISSUER.
 
The Schedule 13D filed with the Securities and Exchange Commission on July 12, 2010 (the “Initial 13D”) by the Filing Person with respect to the Class A
Shares and Class B Shares of Donegal Group Inc., a Delaware corporation (the “Issuer”), is hereby further amended to furnish the additional information set
forth herein. All capitalized terms contained herein but not otherwise defined shall have the meanings ascribed to such terms in the Initial 13D.
 
ITEM 4. PURPOSE OF TRANSACTION
 
ITEM 4 OF THE INITIAL 13D IS HEREBY AMENDED TO ADD THE FOLLOWING:
 
On June 18, 2014, the Filing Person sent to the Boards of Directors of the Issuer and Donegal Mutual Insurance Company the letter that is furnished as
Exhibit 99.1 hereto. In that letter, the Filing Person proposes an amicable transaction in which, subject to the approval of such Boards of Directors, the Filing
Person would (i) purchase from holders of Class A Shares of the Issuer approximately 3,971,000 Class A Shares of the Issuer through (a) market purchases
and/or (b) privately negotiated acquisitions, or alternatively (c) a tender offer, presumably at a premium purchase price; and (ii) sell the Filing Person’s
397,100 Class B Shares of the Issuer to Donegal Mutual Insurance Company or a third party.
 
On June 18, 2014, the Filing Person issued the Press Release that is furnished as Exhibit 99.2 hereto, announcing the proposal described above and contained
in the letter that is furnished as Exhibit 99.1 hereto.

 
ITEM 5. INTERESTS IN THE SECURITIES OF THE ISSUER

 
ITEM 5 OF THE INITIAL 13D IS HEREBY AMENDED TO ADD THE FOLLOWING:
 
(a)      See rows 11 and 13 of the cover page hereto.

 
(b)      See rows 7, 8, 9, and 10 of the cover page hereto.

 
(c)      Not applicable.

 
ITEM 7. MATERIAL TO BE FILED AS EXHIBITS

 
Exhibit 99.1 Letter from the Filing Person to the Boards of Directors of the Issuer and Donegal Mutual Insurance Company dated June 18, 2014
  
Exhibit 99.2 Press Release issued by the Filing Person dated June 18, 2014

 

 



 

 
SIGNATURE

 
After reasonable inquiry and to the best of his knowledge and belief, the undersigned certifies that the information set forth in this statement is true,

complete and correct.
 
DATED: June 18, 2014  
  
/s/ Gregory M. Shepard  
Gregory M. Shepard  
 

 

 



 
Exhibit 99.1

Gregory M. Shepard
7028 Portmarnock Place

Bradenton, FL 34202
Tel 941-306-5368 Cell 309-310-1331 email gshepard2000@aol.com

 
June 18, 2014
 
VIA FEDERAL EXPRESS
 
Board of Directors
Donegal Group Inc.
1195 River Road
Marietta, PA 17547-0302
 
Board of Directors
Donegal Mutual Insurance Company
1195 River Road
Marietta, PA 17547-0302
 
Attention: Mr. Donald H. Nikolaus, Chairman, CEO and President
 
Gentlemen:
 
On March 20, 2013, I filed a Tender Offer (“TO”) for Donegal Group Inc’s (“DGI”) 962,636 publicly traded Class B Shares at $30 per share (on 3/19/13
DGI’s Class B Shares closed at $21.07). The TO had a 900,000 share minimum condition and an initial expiration date of April 19th. I also filed a Form A
Statement with the PA, VA, MD, IA, WI and MI departments of insurance, plus a similar filing with the Federal Reserve Bank of Philadelphia (for the savings
bank you own), seeking approval to acquire the Class B Shares and to increase my voting ownership from 9.99% to 22.7%.
 
On April 3, 2013, DGI filed a Schedule 14D-9 response urging Class B shareholders to reject the TO on the alleged grounds that I could not meet the
conditions and therefore the offer was “illusory.”
 
On April 22, 2013, I filed a Schedule TO-T/A4 including a Press Release announcing: an extension of the TO to May 20, 2013; a waiving of the director
representation and stock option issuance conditions; and tender results including 362,745 tenders plus 8,872 guaranteed delivery shares.
 
On May 2, 2013, DGI filed a Schedule 14D-9/A2 including a Press Release saying that the amended TO was also illusory because the conditions could not be
met before the expiration date or a reasonable period of time thereafter. DGI hired independent counsel but no investment bank, and made no comment on the
adequacy of the consideration. Included was a letter to stockholders from President Don Nikolaus stating that DGI had a solid long-term business strategy and
that its current business structure has proven successful for 27 years.
 
On May 21, 2013, I filed a Schedule TO-T/A7 including a Press Release announcing an extension to July 31, 2013, and tender results including 381,216
tenders plus 2,324 guaranteed delivery shares.
 
On May 29, 2013, DGI filed a 14D-9/A3 including a Press Release saying the DGI Board had unanimously determined the TO was illusory because I would
not be able to satisfy certain legal conditions before the expiration date. Again, there was no mention of the adequacy of the offer consideration or of DGI
retaining any investment banking firm. This filing also included a letter to DGI’s Class B stockholders from President Don Nikolaus stating that DGI had a
solid long-term business strategy and that its current business structure has proven successful for 27 years.
 
On August 1, 2013, I filed a Schedule TO-T/A11 including a Press Release announcing 394,215 tenders plus 1,998 guaranteed delivery shares and that the
TO had expired and would not be extended further. Attached to this filing was a letter to the boards of DGI and Donegal Mutual criticizing them for
vigorously opposing and obstructing the TO. The letter also said that I intended to proceed with my applications with the Federal Reserve Bank of
Philadelphia and the various state insurance departments to receive regulatory approvals to increase my ownership up to 22.7% of the outstanding combined
Class A and Class B voting rights.
 

 



 

 
On August 2, 2013, following my TO which expired on July 31, 2013, I proposed an amicable transaction: Subject to due diligence for a period of three
weeks for me and my banking institutions, and to my obtaining financing on commercially reasonable terms, I would be willing to pay $22 per share for
3,300,000 Class B Shares purchased from Donegal Mutual.
 
On August 15, 2013, Donegal Mutual sent me a letter stating that its Board of Directors had reviewed my August 2nd proposal and was unanimous in
determining that it would not be in the best interests of Donegal Mutual, its policyholders and other constituencies for Donegal Mutual to enter into the
transaction described in my August 2nd proposal. On August 28, 2003, Donegal Mutual purchased 5,500 additional Class B Shares for $22.00 per share in the
market on a day that the shares closed at $19.11. Between August 15, 2013 and October 7, 2013, I reviewed my options and evaluated the potential interest of
strategic acquirers.
 
On October 7, 2013, I proposed a revised amicable transaction: Subject to due diligence for a period of three weeks for me and a much larger, highly-rated
mutual property and casualty insurance company, I would be willing to negotiate a price within a range of $33 - $37 per share for the 957,136 publicly traded
Class B Shares (i.e., those not owned by Donegal Mutual or me), and the acquiring mutual would purchase DGI’s publicly traded shares of Class A Common
Stock (“Class A Shares”) (i.e., 9,021,350 Class A Shares not owned by Donegal Mutual or me as of July 31, 2013, per your 2nd quarter 2013 Form 10-Q). I
stated that I knew of two much larger, U.S.-based mutual property and casualty insurers rated A or higher by A.M. Best who would be strongly interested. As
an incentive, I stated that, if you elected to do a global transaction with the acquiring mutual, I would agree in advance to accept whatever publicly traded
Class A per share price you negotiated with the acquiring mutual as the price for both my Class A Shares and Class B Shares. This offer would be subject to
all applicable regulatory approvals, which you would not oppose, as this offer would be consensual. Again, I asked the Boards of Directors of the DGI and
Donegal Mutual (the “Boards”) to do their fiduciary duty by establishing a committee of independent directors to consider my proposal, and hire truly
independent counsel and a financial advisor. If the Boards accepted this proposal, then I would suspend my plans to acquire up to 962,636 Class B Shares in
the open market and privately negotiated transactions. On Friday, October 4, 2013, the last full trading day prior to the initial public announcement of my
revised proposal, the closing prices for the Class A Shares and Class B Shares on the NASDAQ Global Select Market were $14.30 and $18.56, respectively.
 
On October 23, 2013, counsel for Donegal Mutual informed me that its Board unanimously rejected my October 7, 2013 proposal, determining that it was
contrary to the interests of Donegal Mutual, its policyholders and its other constituencies. The Board reaffirmed that it is firmly committed to pursuing
Donegal Mutual’s current business strategy as an independent mutual insurance company, and determined that my proposal merits no further consideration by
Donegal Mutual. On October 24, 2013, Don Nikolaus, the President of DGI, said that the DGI Board relied upon and accepted the determination of the DGI
Board’s Special Committee that my proposal was illusory because, among other reasons, I had failed to obtain all of the regulatory approvals necessary for
me to purchase any additional shares of DGI common stock. Accordingly, the DGI Board also decided to reject my proposal.
 
Once again, your response said nothing about the adequacy of my proposal, and in my opinion you have failed to meet your fiduciary duties on a number of
levels. It is my opinion that the underlying force behind DGI’s and Donegal Mutual’s refusal to speak with me no matter what I propose is the fact that Don
Nikolaus has been President of Donegal Mutual since 1981, and that Don Nikolaus doesn’t remotely want to consider giving up running the companies as his
fiefdom rather than as a democracy. An antiquated business plan based upon other mutuals entering into affiliation agreements with Donegal Mutual for no
consideration, followed by reorganizations, isn’t benefiting DGI’s shareholders.
 
On October 29, 2003, I received a letter from the Board of Governors of the Federal Reserve System (the “Federal Reserve Board”) dated October 22, 2013,
stating that it had determined not to disapprove my notice filed under the Change in Bank Control Act to acquire up to 962,636 additional Class B Shares, and
thereby indirectly to acquire statutory “control” of Union Community Bank, located in Lancaster, Pennsylvania, an indirect subsidiary of DGI.
 
On November 18, 2013, I filed a Schedule13D/A21 including a Shareholder Proposal for DGI’s 2014 Annual Meeting of Shareholders advising DGI’s Board
to take the necessary steps to adopt a recapitalization plan that would provide for all of DGI’s outstanding stock to have one vote (rather than Class A Shares
now having one-tenth of a vote per share and the Class B Shares having one vote per share).
 
On December 4, 2013, I filed a Form 4 disclosing my purchase of 70,000 additional Class A Shares.
 
On December 16, 2013, I filed a Schedule 13D/A22 revising my Form A filings with the six state insurance departments and the Federal Reserve Board
seeking their approval to increase my ownership to 22.7% of the outstanding combined Class A and Class B voting rights by buying Class A and/or Class B
Shares instead of solely Class B Shares.
 
On February 18, 2014, I filed a Schedule 13D/A23 withdrawing my six Form A filings following a Form A Hearing before the PA Insurance Department on
January 22, 2014.
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On April 7, 2014, I filed a Schedule 13D/A24 with a press release announcing my offer of a closing bonus to any property and casualty insurance company or
other third party who completes a successful purchase of DGI, subject to definitive terms to be agreed to with the purchaser. I announced that I would
approach at least 18 property and casualty insurance companies to discuss their potential interest in acquiring DGI via a merger or affiliation with Donegal
Mutual. I also announced that I expected the amount of the closing bonus to be between $5 million and $20 million, depending on terms to be negotiated.
 
On April 17, 2014, I attended the Annual Shareholder Meeting and presented my Shareholder Proposal. I voted my 764,390 votes for my Shareholder
Proposal by handing in my proxies to DGI’s Corporate Secretary at the Annual Meeting.
 
On April 18, 2014, DGI filed a Form 8-K announcing that 907,894 votes were cast for my proposal, 5,629,881 votes were against it, 4,264 abstained, and
there were 930,565 broker non-votes.
 
Today, in accordance with Donegal Mutual’s current business strategy to remain as an independent mutual insurance company, I propose another amicable
transaction in which I would: (1) Purchase from DGI Class A Shareholders approximately 3,971,000 Class A Shares through (a) market purchases and/or (b)
privately negotiated acquisitions, or alternatively (c) a tender offer, presumably at a premium purchase price; and (2) Sell my 397,100 Class B Shares to
Donegal Mutual or a third party.
 
I believe that this proposed transaction is consistent with Donegal Mutual’s strategy over the years. DGI’s Class B Shares have one vote per share, and its
Class A Shares have 1/10 of a vote per share. Since January 1, 2004, Donegal Mutual has increased its ownership from 61.5% to 76.0% of the outstanding
Class B Shares by acquiring 710,611 Class B Shares at prices up to $23.75 per share. At the same time, DGI has substantially diluted the Class A Shares
through granting stock options, primarily to Don Nikolaus and his friends on the Board and in management. In this regard, see the attached report from Duff
& Phelps dated April 10, 2013, which was issued before DGI granted 2,543,500 additional options on December 19, 2013, increasing DGI’s outstanding
options from 6,700,825 as of December 31, 2012 to 7,201,434 as of December 31, 2013.

 
If this proposal is accepted, my Class A ownership would increase but my ownership of the outstanding combined Class A and Class B voting rights would
remain under 10% and require no regulatory approval. If you agree to this transaction, I would hold 36.6% of the 20,937,567 outstanding Class A Shares.
Accordingly, I would like to discuss with you my and/or my representatives having seats on the Boards of Directors of both DGI and Donegal Mutual.
 
This proposal would be in the best interests of both DGI and Donegal Mutual, their policyholders, and their other constituencies, as it would give Donegal
Mutual what it wants – namely, more Class B Shares; and it would also give the Class A Shareholders what they want, which is liquidity and the opportunity
to sell their shares at a premium over the then-prevailing market price. My proposed transaction would be subject to all applicable regulatory approvals,
which you would not oppose, as this transaction would be consensual.
 
I am available to meet with the DGI and Donegal Mutual Boards to explain why I believe such an amicable transaction would be in the best interests of
Donegal Mutual and DGI, and their policyholders, shareholders, employees and other constituencies. On behalf of all DGI shareholders, I sincerely hope that
you accept my invitation.
 
Very truly yours,
 
Gregory M. Shepard
 
Enclosure
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To: Gregory M. Shepard
From: Duff & Phelps, LLC
Subject: Analysis of Options Grants of Donegal Group, Inc,
Date: April 10, 2013

  
 
Dear Mr. Shepard:
 
We were engaged to perform an analysis of the option grants made by Donegal Group (“Donegal”). Listed below is a summary of our findings. Please refer to
the attached appendix which has schedules supporting our analysis.
 
I. Current Options
 
- Donegal has 3.1 million Vested options as of 12/31/2012, which is in the upper quartile of the group of selected guideline public companies (“GPCs”)
 
- Donegal has 3.6 million Unvested options as of 12/31/2012, which is the highest number in the group of selected GPCs
 
- The number of Donegal’s in-the-money options is equal to 3.9 million, which equates to a $3.4 million liability, if exercised
 
- Relative to GPC, Donegal:
 

o has the highest number of Options Granted with 1.8 million, 2.3 million and 1.3 million, in 2010, 2011 and 2012, respectively
 
o has the highest number of Options Granted in relation to Total Number of Shares Outstanding, with 9.0%, 11.5% and 6.5% in 2010, 2011 and

2012, respectively, all of which are at least 6.0x the average of the GPCs
 
o has the highest number of Options Granted from 2010-2012 in relation to Total Shares Outstanding at 27.0%

 
This analysis is provided solely for informational purposes and is derived from data sourced from third parties, and D&P takes no responsibility for any

inaccuracies, errors or omissions in such third party data or in the analysis itself, and D&P offers no representations, warranties or assurances with respect
thereto, and accepts no liability or responsibility in connection with either of the source data or the analysis.
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o has the highest number of Options Granted (Cumulative) in relation to the Total Number of Shares Outstanding, with 20.0%, 26.5% and 33.4%
in 2010, 2011 and 2012

 
o is the highest in Option Value (calculated as Fair Value as of the date of grant) for all options granted from 2010-2012 as % of Market

Capitalization (2.7%)1

 
o is the highest in its group of GPCs in Total Value of Options at Grant Date in 2012, with $10.3 million in value 2

 
o is in the top of the upper quartile in its group of GPCs in Options Granted (Cumulative), with 4.0 million, 5.3 million and 6.70 million options

outstanding in 2010, 2011 and 2012, respectively.
 
II.  Earnings Dilution
 
- The analysis in Section II assumes that the additional 10 million shares are authorized and issued in 2013.
 
- We assume two different Net Income Forecasts for 2013.
 

o If we assume that 2013 Net Income remains unchanged from 2012 at $18.5:
 

■ The increase in Class A Shares Outstanding would dilute EPS from $0.91 in 2012 to $0.61 in 2013
 

■ This increase in Class A Shares Outstanding would also result in decreased earnings attributable to Mr. Shepherd from $3.27 million in
2012 to $2.19 million in 2013

 
o If we assume that 2013 Net Income increased to $24.1 million (based on a forecast from Thomson Reuters):

 
■ The increase in Total Number of Class A Shares Outstanding would dilute EPS from $0.91 in 2012 to $0.79 in 2013

 
 

 
1 This analysis excludes certain competitors whose Market Capitalization was less than $250 million or greater than $750 million as of 12/31/2012.
2 Id.
 

This analysis is provided solely for informational purposes and is derived from data sourced from third parties, and D&P takes no responsibility for any
inaccuracies, errors or omissions in such third party data or in the analysis itself, and D&P offers no representations, warranties or assurances with respect

thereto, and accepts no liability or responsibility in connection with either of the source data or the analysis.
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■ This increase in Class A Shares Outstanding would also result in decreased earnings attributable to Mr. Shepherd from $3.27 million in
2012 to $2.86 million in 2013

 
III. Voting Dilution
 
- If the 10 million additional authorized shares are issued in 2013:
 

o The number of Total Number of Class A Shares Outstanding increases to 30.05 million (approximately 50% increase)
 

o The increase in Class A Shares Outstanding dilutes Mr. Shepherd’s voting rights from 9.99% in 2012 to 8.8% in 2013
 

o This increase in Class A Shares Outstanding would also dilute the voting rights of the average shareholder by roughly 11.6% (1 less 2012 Voting
Shares of 7.58 million divided by 2013 Voting Shares of 8.58 million)

 
This analysis is provided solely for informational purposes and is derived from data sourced from third parties, and D&P takes no responsibility for any

inaccuracies, errors or omissions in such third party data or in the analysis itself, and D&P offers no representations, warranties or assurances with respect
thereto, and accepts no liability or responsibility in connection with either of the source data or the analysis.

 

 



 

 

 
 

 



 

 

 
 

 



 

 
 

 

 



 

 
 

 
 
 

 



 

 
 
 

 

 



 

 
  
 
 

 
 

 



 

 

 

 



 
Exhibit 99.2

 
FOR IMMEDIATE RELEASE
 

Gregory Shepard Proposes Amicable Transaction to Donegal Group Inc.
 
Bloomington, Illinois, June 18, 2014 (NASDAQ: “DCICA” and “DGICB”) – Gregory Mark Shepard announced today that he has sent a letter to the Boards
of Directors of Donegal Group Inc. (“DGI”) and Donegal Mutual Insurance Company (“Donegal Mutual”) proposing an amicable transaction. The letter, in
part, states as follows:
 

Today, in accordance with Donegal Mutual’s current business strategy to remain as an independent mutual insurance company, I propose another
amicable transaction in which I would: (1) Purchase from DGI Class A Shareholders approximately 3,971,000 Class A Shares through (a) market
purchases and/or (b) privately negotiated acquisitions, or alternatively (c) a tender offer, presumably at a premium purchase price; and (2) Sell my
397,100 Class B Shares to Donegal Mutual or a third party.
 
I believe that this proposed transaction is consistent with Donegal Mutual’s strategy over the years. DGI’s Class B Shares have one vote per share,
and its Class A Shares have 1/10 of a vote per share. Since January 1, 2004, Donegal Mutual has increased its ownership from 61.5% to 76.0% of the
outstanding Class B Shares by acquiring 710,611 Class B Shares at prices up to $23.75 per share. At the same time, DGI has substantially diluted the
Class A Shares through granting stock options, primarily to Don Nikolaus and his friends on the Board and in management. In this regard, see the
attached report from Duff & Phelps dated April 10, 2013, which was issued before DGI granted 2,543,500 additional options on December 19, 2013,
increasing DGI’s outstanding options from 6,700,825 as of December 31, 2012 to 7,201,434 as of December 31, 2013.

 
If this proposal is accepted, my Class A ownership would increase but my ownership of the outstanding combined Class A and Class B voting rights
would remain under 10% and require no regulatory approval. If you agree to this transaction, I would hold 36.6% of the 20,937,567 outstanding
Class A Shares. Accordingly, I would like to discuss with you my and/or my representatives having seats on the Boards of Directors of both DGI and
Donegal Mutual.
 
This proposal would be in the best interests of both DGI and Donegal Mutual, their policyholders, and their other constituencies, as it would give
Donegal Mutual what it wants – namely, more Class B Shares; and it would also give the Class A Shareholders what they want, which is liquidity
and the opportunity to sell their shares at a premium over the then-prevailing market price. My proposed transaction would be subject to all
applicable regulatory approvals, which you would not oppose, as this transaction would be consensual.
 
I am available to meet with the DGI and Donegal Mutual Boards to explain why I believe such an amicable transaction would be in the best interests
of Donegal Mutual and DGI, and their policyholders, shareholders, employees and other constituencies. On behalf of all DGI shareholders, I
sincerely hope that you accept my invitation.

 
The above-referenced Duff & Phelps report on DGI’s options is available here:
http://www.sec.gov/Archives/edgar/data/800457/000113379613000033/v341053_ex99-a1k.htm.
 
This press release is not intended to, and it does not, constitute (i) a solicitation of a proxy, consent or authorization for any special meeting of DGI’s
stockholders or (ii) a solicitation of a consent or authorization in the absence of any such meeting.
 

 


